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REroRT AND ORDER 

Q1 July 31, 1981, Missouri. Public Service Company (hereinafter, "C'.cm:>any") 

submitted to the Public Service Oommission of Missouri revised tariffs desionen to 

( increase the Cbrrpany's rates for electric service provided to customers in its 
' 

Missouri. service area, bearing a proposed effective date of Septerrber 3, 1981. The 

revised tariffs were nesigned to increase Company's bi.lled iurisilictional electric 



revenues by approximately $?6, 700,000 annually, exclusive of franchise aro 

occupational taxes. By its "Suspension Order" issued August 18, 1981, in Case No. 

ER-82-39, the revised electric tariffs were suspen<'led fran Septerrber 3, 1981 unti 1 

Januar.y 1, 1982, unless otherwise or<'lered by the Cbmmission. On October 1., 1981, the 

Corrrnission issued its "Second Suspension Orner aro Notice of Proceedings" in Case 

No. ER-82-39, further suspending the effective date of the revised electric tariffs 

fran January 1, 1982 until July 1, 1982, unless otherwise oraered by t.he Conmission. 

On August 14, 1981, Corrpany sul::rni.tted to the Cbmmission revised tariffs 

designed to increase Corrpany' s rates for water servicf! provided to custaners in its 

Missouri. service area, bearing a proposed effective date of Septent>er 14, 1981. The 

revised water tariffs were designed to increase Company's billed jurisdictional 

water revenues by approximat.ely $421,000 annually, exclusive of franchise an<'l 

occupational taxes. By its "Suspension Orner" issued August 26, 1981 in rase No. 

WR-82-50, the Cbmnission suspen<'led the revised water tariffs fran Septerrber 14, 1981 

until January 12, 1982, t.mless otherwisf! ordered by the Cbrrrnission. On October 1, 

1981, the Commission issued its "Second Suspension Order and Notice of Proceedings" 

in case No. WR-82-50, further suspending the revised water tari.ffs fran January 12, 

1982 until July 12, 1982, unless otherwise ordered by the Oommission. 

On Septerrber 3, 1981, C.orrpany withdrew tw:> of its revised electric rate 

tariffs previ.ousl.y filed with the Cbmmissi.on in rase No. ER-82-39, which pertained to 

the electric space heati.nq rate. 

'!'he Second Suspension Order issued in each of these cases IER-82-39 an<'l 

WR-82-50) joined the tw:> cases for hearing, an<'l established c'leadl.i.nes for the filinq 

of applications to intervene, the fi.linq of prepared <'lirect testimony an<'l P..Xhibi.ts, 

and the filing of rebuttal testimony aro exhibits, as nefined in said Second 

Suspe~qion Orders. Those Orders also directed the Cbrrpany to qive notice of these 

cases to the Cbrrpany' s custaners by an :inprint on a bill or a bill insert no 1ess 

than fifteen (15) days, an:'! no mor.e than forty-five 145) rlays, before the hearing of 

these cases, unless otherwise ordered by the Cbmmission, and required the Company to 
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subnit its proposed form of notice to the Cbmmission for approvaJ in aevance. The 

Second Suspension Orders also set these cases for prehearinq conference fran ~<arch l 

through March 5, 1982, and for hearing from March 15 through .March 26, 1982, in the 

Conrnission's heari.ng roan in ,Tefferson City. 

By Order issued October ?.0, 1981, the O:Jmmission changed the nates of t11e 

hearing in these cases to Mlrch 8 through 19, 1982. 

The Second Suspension Order in C'.ase No. ER-82-39 granted leave to intervene 

to the Missouri Puhlic Interest Research Group (MoPIRG) • By Order issued Novemher 

10, 1981, 'the Cbrnnission granted leave to the City of C'linton, Missouri am the Citv 

of Osceola, Missouri to intervene in case No. WR-82-50. By Order issuec'! r.ecerrber 29, 

1981, Trans l'brld Airlines, Inc. was granted leave to intervene in case No. ER-82-39. 

On Noverrber 2, 1981, the Cbmmission issued Its "Order Setting TJOCa 1 

Hearinqs" in these cases, setting 1.ocal public hearings to be held at l :00 p.m. and 

7:00 p.m. on Thursday, February 18, 1.982 i.n Clinton, Missouri, am at t.he same times 

on Friday, February 19, 1982 in RaytCMn, Missouri.. By its Order i.ssued December 7.9, 

1981 in these cases, the form of notice to be given by the Cbmpany to i.ts customers 

of the bearings in these cases was approved by the Cbrrrnission. An Order M::xHfyinq 

Notice to Olstomers Was issued on January 5, 1982, which Orcler chanqed the Jocati on 

of the local public hearing in Clinton, Missouri from the Henry County C'.ourthouse to 

the Civic Center in the City of CUnton. Prepared direct testimony and exhibits were 

timely filed cy- the parties to these cases in accordance with the Cbmmission' s 

orders. 

On Thursday, February 18, 1982, local public hearings were held as 

scheduled at 1:00 p.m. am 7:00 p.m. at the Civic C'.enter i.n the City of Clinton, 

Missouri. On Friday, February 19, 1982, local pubUc headnqs were heln as scheduled 

at 1:00 p.m. am 7:00 p.m. in the City Hall of PaytCMn, Missom:i. Public testimony 

was taken at all of such hearings, and has become a part of the recorc'! of this case. 

On March l, 1.982, pursuant to Cbmmission Order, a prehear ing conference i.n 

these cases was convened, in which representatives of the CbmpanY, the Staff of the 
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Public Service O:>mnission (hereinafter, "Staff") , the Office of the Pub:Uc C.ounsel 

(hereinafter, "Public O:>unsel "), the City of CJ inton, and Trans w:>rld AirUnes, Inc. 

( (hereinafter, "'JWA"), participated. Neither the City of Osceola nor 1-bPIRG appeared 

at or participated in the preheari.ng ronference. 

The hearing of these cases C<lll!llence<'l in the Commissi.on' s hearing rccm in 

Jefferson City, Missouri, as schedulen, on M:>nday, March 8, 1.982. The same parties 

which participated in the prehearing ronference also participated in the headnq i.n 

this case. The City of Osceola and MJPIRG dic1 not appear at or participate in the 

hearing. The hearing roncluned on M:lrch 19, 1982. At the CXll1cl.usion of the hearing, 

a briefing schedule was established. The reading of the record by the Commission 

pursuant to Section 536.080, R.'M::> 1978, has not been waived. 

At the hearing of these cases, ruling was reserved on b«> rrotions: a 

motion by the Staff to reopen its direct case on the Clinton Feeder rJine issue, and a 

motion by the Staff to strike the testimony of Cbmpany witness Saooers on the issue 

of the ·Peabody settlement. By Order issued April 14, 1.982, the Commission granted 

the Staff's motion to reopen its direct case on the issue of the Clinton Feeder Line, 

ann denied the Staff's motion to strike the testimony of C'bT!pany wi.t.ness Sanders on 

the Peabody settlement issue. In response to that Order, the Cbmpany requested on 

April 15, 1982 that the Commission receive in evi.clence t-.he rebuttal testimony of 

~any witness Kasper on the Clinton Feeder Line issue. On April 20, 1982, that 

rebuttal testimony of Cb!lpanv witness Kasper was refileil with the Commission with the 

witness' affidavit. By its "Order Cbncerning Exhibit" issued April 27, 1982, said 

rebuttal testimony of Mr. Kasper on the Clinton Feeder Line issue was received in 

evidence in this case. 

Finc:Hngs of Fact 

The Public Service Commission of Missouri rrakes the follooing f. innings of 

fact, based upon the ccnpetent and substantial evidence upon the whole reoorc'l: 
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I. The Canpanv 

Missouri Public Service Cbrrpany ("C'..orrpany" or llbPuh") is a public ut.iJ i ty 

corporation duly organized arrl existing urrler the laws of the State of' M).ssouri. The 

Calpanv is an electric, qas arrl water corporation as <'lefined :in <llapters 386 an:' 393, 

Rf'Mo 1978, with its a<'lministrative offices arrl principal place of business locate<'l at 

10700 East 350 Highway, Kansas City, Missouri. It is engaged in t.he generation, 

transmission, distribution arrl sale of electric energy, as· well as in the furnishing 

of water service arrl natural gas service, within its authori.zed lllissouri service 

areas arrl tmder the jurisc'liction of this Cbrrmission. 

II. Elements of Cost of Service 

The Cbrrpany' s authorized rates nre generally hased on its cost of service 

or- its revenue requir-ement. As elements of its revenue requirement, the lbmpany is 

author-ized to recover all of its reasonable arrl necessary operating expenses an0, in 

addition, a reasonable rate of retum on the value of its property used i.n publi.c 

service. It is necessary, therefore, to establish the value of the {))mpRnv's 

property arrl to establish a reasonable return to be applied to the value of its 

property or rate base which, when added to the allowable operating expenses, results 

in the total revenue requirement of the O:mpanv. By calculating the O:mpany's 

reasonable level of revenues, it is possible to JTI"'thanatically calculate the 

existence arrl extent of any neficiency between the present earnings arrl any revenue 

requirement determined to be allowable in this rate proceeding. 

III. The Test-Year/True-Up 

The purpose of using a test-year is to create or construct a reasonably 

expected level of revenues, expenses arrl investment duri.ng the future period duri.ng 

which the rates, to be determined herein, will be in effect. All of the aspects of 

the test-year operations !TI"'Y be adjusted upward or- d<::Mnward to excl.ude unusual or 

unreasonable items or to include unusual i.tems by arrortization or otherwise, in or<'ler 

to arrive at a proper allowable level of all of t.he elements of the O:lmpanv's 

operations. 
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'!he parties to this case agreed to utilize, as a test-year, the 

twelve-month period ending Septerrber 30, 1981, as adiusted for kllCJWll and measurable 

( changes through April 30, 1982. 

The parties, for purposes of this case, also agreed to utili.ze certai.n 

facts and account balances as of April 30, 1982, based upon a "true-up" audit of such 

balances after the oonclusion of the hearing in this case. Such updated, or 

"trued-up," figures were filed in this case on June 9, 1982. The facts and account 

balances trued-up as of April 30, 1982 are: plant1 depreciation reserve; reserve for 

deferred taxes1 custcmer advances1 custcmer neposits1 fuel prices1 capital structure1 

PSC assessnent1 and rate case expense. 

IV. Contested Issues 

'!he Cbrrrnission hereinbelow sets out its findings as to those issues 

presented to it for decision in the Hearing Memorandum in this case, (Joint Exhibit 

No. 1), which were not resolved by the parties in prehearinq conference. 

V. Net Operating Incane 

Several adjustments to the Cbmpany' s operating revenues and expenses have 

been proposed. C£nerally, adjustments to operating revenues and expenses found to be 

proper represent a reduction or addition to the Oompany's net q:>erating incane, after 

giving effect to inccme tax liability. After adjustments made on the basis of the 

following issues, the Cbrrrnission finds Cbrrg::>anv's net electric operating incane under 

present rates to be $23,844,039. Net water operating inccme is set out under section 

IX. c., below. 

A. Electric Power Research Institute (EPRI) 

Staff and Public Cbunsel prq>ose to disallow that portion of Cbmpanv's 

operating expenses representing the Cb!lpany's assessnent for EPRI dues. EPRI 

(Electric Power Research Institute) is a non-profit scientific research institute 

sponsored by the electric utility industry of the United States. The function of 

EPRI i.s to plan, fund and manage a nationwide coordinated research and deveJ.or:ment 

(R & D) program for the electric utility industry. The objective of EPRI is to 
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develop new am :inproved ways of generating, transmitt5.ng, c'listributing am ntiJ.izing 

electric ~r, to help insure the availability of an ac'lequate su,:pl.y of cost 

effective, reli.able ard envircrunentally acceptable electricity. EPRI is fundec'l 

through contributions (dues) from member companies. 

EPRI projects of actual. ard projected bene.fi.t to the Cbrnpany am its 

custaners have been emunerated at great length upon the recor<'l of this case, as thev 

have been in a number of other recent cases before the CbJJrnission. ~ose projects 

include developing rretha:'!s for the disposal of PCBs, developnent of single pressure 

circuit breakers ard rretal oxide surge arrestors, developnent of rrethoos for 

transformer noise suppression am for design am analysis of laterally leaden drilled 

piers, develoJ;rnent of new rrethoos am chemicals to control regr<Mth in trees, 

develoj::ment of gas vapor am fire resistant transforrrers, developnent of a 

methooology to be utilized in the c'letermination of the size of concrete foumatjons 

used with steel transmission poles, ard others. 

~e CbiTI1lission has held on inmunerable past occasions, ard continues to 

hold, that electric research am develo-rnent, which can benefit hath the canpanies 

and their customers, is a necessary function in this age of rapidly advancing 

technology. Electric research am developnent, hruever, is too expensive an 

undertaking for any one company standing alone. Thus, the most effective and 

efficient approach to electric research and developnent is through the pooUng of 

resources, as is accqtpHshed by the rrerrber--carpanies of EPRI. 

It is clear that the Cbrrpany :ln this case has met its burden of proving 

that its participation in EPRI is ilesigned to produce, and does produce, c'lirect 

benefits to the Cbrrpany am its ratepayers. The O:Jmpany' s evidence on this issue i.s 

catparable to that found sufficient by the CbiT81lission in Re: Missouri Pooer & Light 

Canpany, P.S.C. case No. ER-80-286 (March 13, 1981), am in Re: Kansas City Pooer & 

Light Company, P.S.C. C'..ase No. ER-81-42 (June 17, 1981). As in those cases, the 

O:mnission notes that there is no guarantee of' the sltccess of any research am 

development project. Further, some research and <'levelopment proiects of EPRI proouce 
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wore P.asily quantifiable results than other.s. F.ven resear.ch arrl develor:ment projects 

which lead to seeming "oead ends" result in increased knowledge on the part of' EPRI 

and its menber-util.ities as to the reasonably available alternatives for inproving 

operations. 

As in every other recent case in which this kino and quaUty of evidence 

has been presented on this issue, the Oonrnission finds herein that the potential 

savings to the <bnpany and inproved service to its customers justify the 

participation of Missouri Public Service ~anv in EPRI and the allowance of the 

EPRI assessment as an cperating expense. 

The <bnpany' s EPRI dues .tn this case will be included as an allowabJe 

expense i tern. 

B. Eoison Electric Institute (EEil 

Corrpany aJ so proposes to include in its test-year cost of service, pavments 

by the <bnpany to the Edison Electric Institute (EEI) in the awount of $42,816. 

Staff and Public Counsel argue that these dues should be excluc'led fran the Cbrrpany's 

test-year cost of service. 

The Edison Electric Institute is a voluntary organization whose menbership 

is made up of electric utilities throughout the United States. EEI stu<'lies and 

develops information concerning all aspects of the electric utility innustrv, 

including accounting, eoorgy anaJ.ysis, engineering and cperation, environmental, 

finances arrl general industry relations. Most of EEI's work is <'lone by numerous EEI 

cc:mnittees. Several errployees of the Oorrpany are JTelliJers of BEI carmittees. The 

Corrpany alleges that information brought to the Corrpany's attention through EEI 

ccmnittee meetings and publications ai_d the Cbnpany in its cperations and result in 

operational an:'l financial benefit to the <bnpany and its ratepayers. 

Staff and Public Counsel propose the disaUowance of EEI payments as an 

operating expense in this case on the basis that EEI engages in consi<'lerable lobbying 

activities and public relations efforts on behalf of the electric utility industry. 

Carpany sul:rnits that the true lobbying efforts of EEI represent less than t1o.o percent 
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of the EEI bud:jet, arrl are therefore so insignificant that they should not have an 

effect upon the allowance or disallowance of EEI dues as an expense in this case. 

The b..u percent figure, hcwever, is based solely on the arrount reported by EEI 

pursuant to the Federal :A'!gistration of Lobbying Act, 2 u.s.c. Secti.on 267 (a). That 

federal statute requires any person engaged for pay in atterrpting to influence the 

passage or defeat of any legislation by the United States Qmgress to register with 

the Clerk of (bngress and to file a quarterly verified report of all rronev receive<'l 

and expended by such person during the previous calendar quarter in carrying on his 

work. By its cwn terms, the Act noes not apply to anv person who ''merely aPJ)ears 

before a oommittee of the Cbngress of the United States in support of or in 

opposition to legislation." N:>r <'loes the Federal :A'!gistration of lobbying Act require 

EEI to report expenditures related to its efforts to influence the :Rxecutive Branch 

of the federal government, regulatory carmissions arrl Presidential task forces, or 

its efforts related to its support of witnesses testifying before Cbngressional 

ccrrmittees. 

This (bmmission has defined lobbying as "an attenpt to i.nfl.uence the 

decisions of regulators and legislators in general." Re: Kansas City Power & Light 

Ca!q?any, P.s.c. case No. ER-81-42, page 23 (June l7, 19811. The evidence in this 

case makes it cl.ear that substantially rrore than b..u percent of EEI's expenditures 

and efforts are directed toward influencing the necisions of regulators and 

legislators in general. The (bmmission has heard this b..u percent argurrent 

concerning EEI's lobbying activities on nurrerous occasions i.n the past, and has 

uniformly rejected that argurrent. The Cbmmission holds that the fact that EEI 

reports b..u percent of its expenditures as lobbying expenses urrler the Federal 

Regulation of Lobbying Act is irrelevant to the Cbmmission's consideration of this 

issue. 

The fact that EEI applies a substantial portion of its expenditures and 

) efforts toward lobbying is not necessarily, hooever, determinative of this issue 

either. If testirrony was adduced, for P.xanpl.e, that showed that EEI represents the 
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interests of electric utility ratepayers am that those acts of representation were 

beneficial to ratepayers, it is possible that EEI dues, or a portion thereof, could 

( be allo~ as expenses i.n the Cbrnpany's cost of service. In Re: Kansas City Power & 

Light Company, P.S.C. case No. ER-81-42, paqe 24 (June 17, 1981), the Oommission 

stated the following: 

The rule has always been that dues to organizations may be 
allo~ as cperating expenses where a direct benefit can be shown 
to accrue to the ratepayers of the Cbnpany. C'.onversely, where 
that sort of benefit does not appear, disallowance of the dues is 
required. It follows that the mere fact that an activity might 
fall within the very broad general definition of lobbying as usen 
by Public Cbunsel should not necessarily mean that it is an 
irrproper expense for ratemaking purposes. 'T'he question is one of 
benefit or lack of benefit to the ratepavers. 

In Re: Kansas City Power & Light Company, id., the Oommission foum 

that the reccrd was silent as to the relative benefit of EEI activities. As a 

result, the EEI dues of that company were not a1lowed in the oampany's cost of 

service. Likewise, in the instant case, benefits to the Cbmpany's customers of 

participation in EEI, if any, have not been quantified. As a result, the Cbrnpanv's 

EEI dues cannot be allowed in the Cbrrpany' s cost of service in this case. 

c. Purchased Power 

For purposes of calculating test-year purchased p::Mer expense, Carpany am 

Staff have agreed to the ntmher of rneqawatt hours 11-MH) utilized in the calculation. 

Corrpany ard Staff cUsagree, hooever, as to the expense or cost per Mi'H which should 

be allowed for purchased pc:Mer. 

Carpany reccmnems the allowance of $28.99 per Mi'H for purchased pooer 

expense. This mnrber was arrived at by calculating an average cost of purchased 

~r fr011 January, 1980 through Decerrber, 1981, am then projecting the average 

purchased power cost for 1982 through mid-year 1983. C.onpany's projection for 1982 

aoo 1983 purchased power expense was accatplished by weighting purchased p::Mer cost 

escalation as follows: Fuel at 80% of the energy costs escalating at a ten percent 

per year rate; demam charges representing ten percent of energy charges at ten 

percent per year; aoo a percentage adder representing ten percent of energy charges 
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at zero escalation rate; for a weighted percent increase of ten percent. C'.crnpany 

asserts that the cnst of purchased }XJWer is directly rel.ated, ard very sensitive, to 

the cnst of fuel. In applying an 80% weight to fuel in its projection, hQ>.'ever, 

Carpany is using the highest erd of its a-m testimony that fuel represents, on an 

average, 70% to 80% of the cnst of purchased f)Chler. 

Ccxrpany also appJ ied l:loA:l other analyses to calculating the cnst of 

purchased pc:Mer. One of those methods utilizes actual_ purchased }XJWer data fran 

·April, May, Septerrber ard October of 1981 (during scheduled ma.i.ntenance outages at 

Sibley Generating Station), weighting those costs by the percentage of purchased 

power purchased fran thion Electric C'.onpanv (33%) ard fran Kansas Pc:Mer & Light and 

Kansas Gls and Electric Corrpany (67%). This analysis resulted in a ~~eighted cost of 

purchased ~r of $28.48 per Moll-~. However, the actual data relied upon in that 

analysis represented only four months of one year of t~e Cbrnpany's operations, and 

the dollars to which the 67% weighting was applieil were the rates charged only by 

Kansas Power & Light. No actual cost data for purchases fran Kansas Gls and Electric 

Carpany appeared in that analysis. Co!Jpany asserts that its purchases fran KP&L and 

KG&E during the major Sibley 3 outage (August, 1980 to .ianuary, 1981) cost sane 10.9% 

higher, on average, than the oost of purchased pc:Mer acquired fran Union Electric 

Carpany during that time. The cnst of power purchased fran union Electric C'.ompany, 

however, was higher than that purchased fran KP&L and J<('-&E dur inq 1979 and 1980. 

Carpany' s t~ird analysis, which resulted in a oost of $28.35 per WIH, was 

based on an UJ:Mard adjustment of 1981 purchased }XJWer oosts because of t~e Cbrnpany' s 

characterization of 1981 as a "ilepressive year" in terms of purchased power oosts. 

Crnpany believes that most of the electric utilities fran which it bought purchased 

power in 1981 had relatively low loads in that year, so that the power purchased by 

Calpany fran those other utilities in 1981 was generated by units with lower fuel 

costs. Thus, according to the Cbmpany, the use of actual 1981 purchased PQrer costs 

does not reflect the true trend of purchased pc:Mer oosts over the last several. years. 
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'Ihe Staff annualized purchased !XJW8r in three r'listinct CC~TpC>nents: (l) 

horner purchases1 (2) spot purchases1 and (3) participation power. Border purchases 

relate to purchases m:~i!e to suwly the svstem border areas of Bates County, Richards 

and Independence, Misscuri. Border purchases canprise about t~>n percent of total 

annualized PJrchased pc:Mer. Spot purchases are purchases m:~de on a randan basis fran 

other utilities. Generally, the price includes fuel and maintenance =ts, plus a 

profit t.o the seller. Participation !XJW8r is power purchased in conjunction wi.th a 

demand oontract. In consideration of the demarrl charges (expressed in dollars per 

kilowatt hour per ~k), the supplying utility de::H.cates a p:>rtion of its system 

generating capacity to the purchasing utility for a stated period of time. 

Participation power purchases consist of an energy charge in addition to the demarrl 

charge. Depending upon the particular contract, the suwlving util.itv will suwly 

energy to the "best of its ability," or in certain instances the supplying utility 

may be obligated to seek other sources should it be unable to meet purchaser 

requirements with its nwn generation. 

Staff determined the average yearly price increase fran 1979 to Septemher 

30, 1981, for border purchases. For spot purchases, Staff determined the average 

yearly increase fran 1979 through 1981, using enerqy charges only. Staff determined 

the average yearly increase for participation power fran 1979 through 1981 for energy 

charges. For demarrl charges, Staff accepted Cbmpany' s requirements for demarrl 

contracts with Kansas Power & Light arrl Union Electric, which will he necessary when 

the Sibley 3 unit is <'lo.m for scheduled m:~intenance. These demarrl charge dolJars are 

based on a kncwn price per kilowatt hour per ~k, times three ~ks in 

October/N::>vember, aril three weeks in April. Using this anaJysis, Staff determined 

that the Cbnpany's reasonable arrl proper purchased payer expense is $26.83 per RWH. 

The Corrrnission concludes that Staff's analysis of purchased payer expense 

shoulc1 be relied upon in this case. Staff's analysis is based upon a longer period 

of historicaJ. data than is the Conpany's. Company's characterization of 1981 as a 
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"depressive year" also ignores the evidence that the summer peak season of 1980 waR 

unusually hot, arrl that the Cbrrpany expedenced its greatest historical peak load 

during 1980. 

The Cb11111ission furt:her concludes that the Cbmpany has not rret its hurden of 

proving that Cbnpany's methooology for projecting purchased J:X:Mer expense can be 

relied upon. ~ile sane relationship between purchased )JO\'Ier expense arrl fuel 

expense clearlv exists, other i.JTport:ant factors enter into changes i.n purchased )JO\'Ier 

expense as well, e.g. weather arrl equipment outages. 'l'hese other fac~.ors aJ.so 

clearly affect purchased oower expense, but. have not been a0equately considered or 

quantified in Corrpany's projection methoooloqy. The O:mmission concludes that it 

cannot rely on the purchased )JO\'Ier expense projections of the G::>mpany upon the record 

of this case. 

The Cbnpany will be allowed an expense of $26.83 oer. KWH for purchased 

power in this case. 

D. Settlement of Westinghouse Lawsuit 

During the test-year, Cortpany settled a J.awsui t with 'Aiestinghouse. The net 

proceeds of the settlement, remaining after pavment of aU expenses assoc.iated with 

the lawsuit, amount to $398,160. r.ompany arrl Staff agree that thi.s rronev should be 

amortized hack to Cbrrpany' s ratepayers. H<Mever, the methoo of accanplishing such 

amortization is at issue. 

In June, 1969, Corrpany brought its Mbley 3 baseload generating lmit 

on-line. In both 1970 arrl 1971, turbine problems were discovered which caused the 

plant to be removed fran service for a period of time, resulting in the incurring of 

extraordinary purchased ~r costs arrl mai.ntenance expenses by the Cbrrpanv. r_orrpanv 

arrl its insurer proceeded to file a lawsuit agai.nst ~stinghouse Corporation, 

alleging that Cbnpany arrl its insurer were darraged because of the defective design, 

manufacture, sale, installation and service of the turbines by l""stinghouse. It was 

this lawsuit which was settled duri.ng the test-year in this case. 
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C'.orrpany proposes to net the $3'l8,160 of settlement proceeds against the 

unamorti.zeil rmintenance oosts relating to the 1980 Sihlev 3 generator failure 

( (referred to above urxl.er section v. c. of these finilings of fact, "Purchased Power 

Expense," and below under section VI. B. 2. b., "Fuel Oil Inventories at KCI, Neva:'la 

and GreenW<X>d G=nerating Faci1iti.es."). The basis for Cbmpanv's proposal is that the 

1980 generator failure was "brought into the Cliscussion" during the meetings with 

Westinghouse regarding the 1970-71 Sibley failure, ard that this discussion of the 

aCiditional maintenance oosts relating to the 1980 Siblev failure contributed to the 

amount ard timeliness of the settlement of the lawsuit urder discussion here. 

On the other hand, Staff proposes to amortize ?.8 ,9% of the extraorCiinary 

gain over seventeen vears, ard the other 71.1% of the extraordinary gain over 1:1'.0 

years. This proposal is based upon the relationship between the Cbrnpany's actual 

costs incurred for extraordinary purchased power (71.1%) and other. maintenance and 

J.i tigation oosts (28, 9%). Staff's proposed amortization schedule .i.s similar to the 

one used to amortize the Cbnpany's extraorilinary loss resulting fran the Sibley 3 

generator failure, in Case No. ER-81-85. Staff sul::rnits that the extraorili.nary gain 

resulting fran the ~stinghouse settlement should be treated in a manner consistent 

with the extraordinary loss experienced as a result of the Sibley 3 failure. Staff 

considers its proposed treatment to be a conservative one, which avoWs having the 

entire amount of the settlement being used )n one vear as an offset to revenue 

requirement. St..aff further sul::rnits that, urder its proposal, the ratepayer receives 

the dollar benefit of the extraordinary gain over the amortization period, ard that 

the ratepayer will not receive the benefit of a return on the unamortized balance 

because the Staff J.s not proposing that such amounts he used to reiluce rate base in 

this case or in the future. 

In Case No. ER-81-85, Staff proposed that the Cbrnpanv he aJ.Jowed to 

amortize the extraordinary puchased power costs associated with the outage of the 

Sibley 3 generating unit, over a period of 1:1'.0 years, am that the !hrg:>any be allowed 

to amortize the extraorilinary maintenance oosts associated with the same outage, over 
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a perioo of eighteen years (the remaining useful life of the plant). Staff subnitte<1 

in C'.ase No. ER-81-85 that its proposal woold avoid having the entire loss fran the 

Sibley 3 generator failure i.nclude<1 in rates in one year, whi.ch would have made the 

ratepayers' rates abnormally hi.gh for that year; would allow the stockholder to 

recover the entire dollar arrount of the loss over the arrortization oeriod; and woolil 

not allow the st:cckhoJ.der a return on the unamortized deferred debit because it was 

not allowed in rate base. Staff's prqposal. i.n case No. ER-81-85 was agreeil to hv the 

Crnpany as part of a stipulated settlement of that case, which was approve<'! by the 

Comnission. 

In Case No. 17276, effective April 19, 1972, this OJrrmission allowed the 

Company to recover extraordinary purchased power costs and maintenance expenses 

resulting fran the 1970-71 turbine f.ailures at Si.bl.ev, through aroc>rtization. In C'ase 

No. 18180, effective June 13, 1975, the Cbmmission allowed Cbmpanv to recover $~0,000 

per year for litigation costs related to the W'!stinqhouse suit. C'..ompany was also 

aUowed to book to plant-in-service, labor and materi.als received fran 1'\\'!st.i.nghouse 

in 1970 and 197.1. for which, because of the litigation settlement in question here, 

Company n<M does not have to pay. As a result of the settlement, Ccmpanv has 

collected a return and depreciation expense on certain plant in which Corr[lany has no 

investment. These aroc>unts have been included in the determination of the net gain 

resulting fran the W;!stinghouse ·settlement ($398,160). 

The <bmmission concludes that Staff's recanmerrled schedule of amortization 

of the net gain fran the 1'\\'!stinghouse settlement should be adopted. It is clear that 

Company's proposal would be inconsistent with the treatment agreed to by the Cbmpanv, 

arrl approved by the Cbmmission, in Case No. ER-81-85 concerning extraorilinary losses 

fran the 1980 Sibley 3 generat..or failure, arrl I'X)uld I'X)rk to the unfai.r iletr.iment. of 

the Cbmpany's ratepayers. It woul.d be totally inconsistent for the shareholder to 

get a rapid return of his ooneys i.n the case of an extraorilinary loss, and yet not 

) afford the same qlportunity to the ratepayer for an extraordinary gain in the form of 

net proceeds fran this settlement. Staff's proposed amortization is consistent with 
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the treatment of extraordinary losses in C'.ase No. ER-81-85, am is just and 

reasonable. The f.act that the 1980 Sibley generator failure was "brought into t:he 

( discussion" in settlement negotiations with ~stinghouse reqarc:'ling the 1970-71 Siblev 

failures is in no wise persuasive or dispositive of the issue. Staff's prOjX)sed 

treatment is hereby adopted. 

E. Settlement of Peabody Coal Canpany Lawsuit 

During tiJe test-year used in this case, Corrpany also settled a lawsuit 

which it had maint:Rined against the Peaboc:'ly C'.oal Conpany. Aca:)l:ainq to the Staff's 

carputation, explained below, the Cbrrpany has received a net extraordinary gain of 

$1,211,734 as a result of this settlement. Staff proposes that this arrount be 

am:Jrtized 01rer a two-year period. Accordingly, "Other Electric Incane" would be 

increased by $605,867 i.n each of the next t\\U years. C'.orrpany opposes Staff's 

proposal to i.nclude any am:JUnt i.n test-year revenues based upon the Peabody 

settlement. 

Peabody Coal Cbrrpany was umer contract to sur:ply coal to M:>Pub for a 

ten-year period cx:mnencing on the first Clay of camtercia1 operation of llbPub's Sib1ev 

Unit No. 3. The actual date of camtencement of camtercial operation of Sibley 3 was 

June 13, 1969. The contract in question was entered into on Decerrber 22, 1967. On 

May 6, 1975, Peabody threatened to discontinue shipments of coal as of July 6, 1975, 

unless llbPub agreed to pay an additional $3.17 per ton 01rer am above the price set 

by the 1967 contract,. retroactive to January, 1975. 

On May 23, 1975, llbPub filed a lawsuit against Peabody in the Jackson 

C'.ounty Circuit Cburt (16th Judicial Circuit of Missouri), seeking (1) an i.niunction 

to keep in force the existing coal contract, am (2) actual damages i.n the arrount of 

$30,000,000 arrl punitive damages, for breach of the contract. 

On July 1, 1975, the Circuit Cburt of Jackson Cbunty entered an iniunction 

preventing Peabody from discontinuing coal shipments under the contract. After 

trial, the Circuit Cburt entered its decree of specific performance, requiring 

Peabody to carry out the contract. Peaboc:'lv aopealed the decree of the Circuit Cburt, 
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which was subsequently affirmed by the Missouri Cburt of Appea1.s on Januarv :?.9, 

1979. Missouri Public Service Canpany v. Peabody C"~l canpany, 583 S.W.2d 7:?.1 

(M:>.App.W.Dist. 1979). Rehearing, arrl transfer to the Missouri Supreme Court, were 

denied by the <burt of Appeals. The Supreme Cburt of the United States denied 

Peabody's writ of certiorari at 444 u.s. 865 in October, 1979. The action for actual 

and punitive damages was subsequently settled, on July 29, 1981, which settlement is 

the subject of t~e instant issue. 

A second dispute between r.t>Pub arrl Peabody arose out of r.t>Pub's audit in 

1979 of the cost of certain coal supplieil by Pealxx'ly to M:>Pub. Beqi.nninq in April, 

1978, M:>Pub began charging Account 151--"F'uel Inventory," and crediting a li.abi.lity 

account (232.9) for certain arrounts billed by Peabody which r.t>Pub refused to pay. 

Between April, 1.978 and August, 1.979, M:>Pub recorc'led a Uabili ty for unpaid charges 

frcrn Peabody in the arrount of $4,888,145. 

MoPub also sent an outside accounting firm to the corporate offices of 

Peabody in order to determine whether any of these unpaid charges by Peabodv were 

justified under the terms of a contract, arrl whether the charges could be supported 

by proper accounting documents. As a result of this audit, M:>Pub estimated that 

$2,846,525 of the $4,888,145 liability on its books were not justified under the 

terms of a contract arrl, therefore, would never have to be paid to Peabody. In 

December, 1979, MoPub removed this $2,846,525 liability frcrn its bcoks and credited 

"Fuel Inventory" in the same arrount. 

The $4,888,145 charged to "Fuel Inventory" and credited to a liahiJ.ity 

account between April, 1978 and August, 1979 was eventuallv transferred frcrn the coaJ 

inventory account to "Fuel Expense" as coal was burned, and was priced at the average 

price per ton in inventory. In Decerrber, 1979, the credit to "Fuel Inventory" of 

$2,846,525, arrl the corresponding charge to the l.iabi.Hty account, rec'luced the 

liability on the books resulting frcrn disputed coal charges frcrn Peabody to 

) $2,041,620. The net effect of these entries on the Cbmpany's books 1~as a $2,041,620 
I • • • 

increase in fuel expense on the inccrne statement, aril a corresponding liability in 
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the same arrount oo the Cbrrpany's balance sheet. As a result of the settlement, the 

Corrpany ha<> no obligation to pay the liability to Peaboc'ly. Therefore, the liahili.ty 

( account was charged ari! "Extraordinary Incane" credited in order to Aliminate the 

liability on the books am to restate the (bmpany's earnings for $2,041,620 of fuel 

expense charged against earnings i.n prior years. 

The gain realized by the Cbrrpanv, of which the Staff is proposing 

amortization in this case, are the revenues which were collected through the Missouri 

Fuel Adjustment Clause during the peri.oo that the disputed charges fran Peaboc'ly were 

recorded oo the books of the Cbnpany. The arrount of the disputed charges fran 

Peabody that were recorded on the C'orrpany's books ~las $4,888,145. MoPub had a fuel 

adjustment clause in effect through October l, 1979, which allowed the Company to 

recover its actual cost of coal-fired generation, and cost of coal- and gas-fired 

generation purchased fran other utiHties. The am:mnt to be collected was determined 

on a !IOnthly basis by <XlTiparing the actual. cost of includable fuel costs with the 

cost i.nclut'led in the Cbnpany' s base charge included in the permanent rates in effect. . . . 

Any fluctuation above or below the base in the permanent rate would be collected or 

refunded to the ratepayer on billings ma<'le nuring the second !IOnth following the 

month in which the expense was actual.ly incurred. 

Coal fuel expense is determined on the books of an electric utility for a 

given month by multi.plyi.ng the tons of coal burned nuring the !IOnth by the average 

cost per. too of coal in inventory on the books <'luring the rronth. Because MoPub 

charged account 151--"Fuel Inventory," for arrounts billed fran Peaboc'ly which were not 

paid, fran April, 1978 through August, 1979, these arrounts were included in the 

Company's monthly calculation of fuel expense and, therefore, were included in the 

C'.arpany' s fuel adjustment calculations <'luring this period. 

Staff recaTputed the fuel adjustment clause calculations fran April, 1978 

through August, 1979 assuming that none of. the $4,888,145 ha:l ever been charged to 

fuel inventory. The result of caTparing these adjusted fuel clauSP. calculations with 

the actual calculations results in a <'li.fference of $1,211,734. Staff alleges that 
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this arrount represents revenues collected hy l\bPub, through the fuel adiustment 

clause, for fuel expense which was never incurred by the Canpany. In other oords, it 

is alleged, l\bPub collected fran ratepayers $1,211,734 of the $4,888,145 of bi Ued 

charges fran Peabody, which the Cbrrpanv never paid to Peabody. 

Staff asserts that the gain realized fran the settlement of the Peabody 

lawsuit is an "extraordinary gain" since it results fran an unusual, non-reoccurring 

event, i.e., an event not considered in the determination of rates under normal 

conditions. Staff as..'lerts that such E'.XtraorMnary items require specific ratemaking 

treatment when they oocur. As an exarrple, Staff cites the treatment given the 

extraordinary purchased ~r and maintenance expenses incurred bv l\bPub as a result 

of the Sibley 3 generator failure in 1980 (discussed hereinabove under section V. D., 

"Settlement of W;!stinghouse Lawsuit"). In that instance, M:lPub was al.lowed to 

recover the extraordinary purchased paqer costs over a two-year peri.o<'l, and the 

extraordinary maintenance costs over the remaining life of the plant (18 years). 'J'he 

deferred ilebi t which incluc'les the unamortized balance at anv poi.nt in time, was not 

allowed in rate base. '!'his treatment, authorized by the Cbmniss.i.on in r.ase No. 

ER-81-85, aa::arplished the sharing of the extraorc'linary costs in question hy the 

ratepayer and the shareholder, by allowing the shareholder to recover every dollar of 

extraordinary purchased power and maintenance expense over the amortization period 

but not allowing a return to the shareholder on the unamortized balance, by not 

including it in rate base. This, in erfect, caused the shareholder to share in the 

loss by suffering the loss of inccrne that could be ootained if the funds were 

immediately available to him and could be invested for return. Staff asserts that 

its proposed amortization of the extraorC!inary gain fran the Peabody settlement 

accarplishes three results which are consistent with the Cbmmission's treatment of 

the extraordinary losses from the Sibley 3 outage in r.ase No. ER-81-85. These 

results are: (1) a conservative amortization peri<X'I (too years in this case) which 

) avoids having the entire amount of extraordinary gain hei.nq used to reduce the 

Crnpany's revenues in one yeaq (2) the receipt by the ratepayer of the dollar 
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benefit of the gain over a too year period; am (3) the fact that the ratepayer will 

not receive the benefit of a return en the unamortized balance in the deferred credit 

acoount, since Staff is not proposing that the deferr.ed credit be used to reduce rate 

base in this case or in the fUture. 

Conpany q:>poses Staff's proposed treatment of the Peabody sett.lement on the 

basis that (brrpany has, in fact, "pai.d" Peabody for the o::al by giving up sanething 

of value, i..e., its claim against Peabody for punitive damages, when it settled the -- . . -

lawsuit. r.orrpany asserts that while its claim for actual damages was worth not rrore 

than $200,000, its claim for punitive damages against Peabody was v.orth at least 

$2,000,000 and perhaps as ITUch at $6,000,000. Had its claim for ptmitive damages not 

been "something of value," <brrpany insists, Peabody v.ould not have accepted M::>Pub's 

dismissal of M:JPub's lawsui.t against Peahoclv as ccnsideration for Peabody's claim 

against M:JPub for unpaid o::al, which M::>Pub agreed was v.orth at least $2,041,000. 

Company ccntends fUrther that, even should the Cbmmission determine that 

Company has not paid to Pealxx'lv for the o::al an arrount at least equal to the dollars 

which Corrpany received through the Fuel Adjustment Clause, it would be inpossible 

nonetheless to characterize those dollars as an "extraordinary gain" which should be 

passed on to ratepayers. For purposes of this argument, the Cbmpany ccntems that 

there is a difference between the term "extraordinary items" for accounting purposes, 

and the term "extraordinary items" for ratemakinq purposes. According to the 

Company, "extraordinary items", for accounting purposes, are events and transactions 

that are distinguished by their unusual nature and by the infrequency of their 

occurrence. Corrpany bases this definition en AICPA (American Institute of 

Certified Public Accountants) Professional Standards, Vol. 3, Accounting, as of June 

1, 1981, pages 8039, et ~· On the other hand, Conpany asserts that 

"extraordinary items", for ratemaking purposes, refer to "large dollar i.tems that are 

not infrequent and are not unusual," e. g. the p.!rchased pc:Mer and maintenance 

expenses incurred by the Cbnpany due to the 1980 Sibley 3 generator failure. Such 

generator failures, in Cbrrpany's opinion, occur on a frequent basis in the q:.erating 
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experience of the utility industry. Corrpany's definition of "extraordinary items" 

for ratemaking purposes has not been shewn, however, to have its source in any AICPA 

standards, nor, for that matter, anywhere other than the Cbmpany' s witness for 

purposes of this issue. According to the Cbmpany, sound ratemakinq principles 

dictate that extraort:'linary accounting items should not he a factor .i.n the 

determination of rates which will be in effect for future periods. 

The Comnission need not, and wiJ.l not, attempt to evaluate the merits of 

Company's lawsuit against Peabody or Peabody's claim against the Cbmpany for unpaid 

coal invoices. The fact is that Cbnpany' s ratepayers paid, through rates, $1,211,734 

of coal costs through the Fuel Adjustment Clause between April, 1978 and August, l979 

which, as a result of the Peabody settlement, ('_ompany need not pay out. As a result 

of the settlement, the Cbmpany no longer has a liahi.li ty for those dollars. 

The Cbmmission cannot accept Cbmpany's argument as to the definition and 

treatment of "extraordinary items" for. ratemaking purposes. '!'he elimination of the 

obligation of M:>Pub to pay out the Sl,2l.l,734 in question, as a result of the 

settlement of litigation, is clearly hoth an e.xtraordinary event in the Cbmpany' s 

overall operations and a source of e.xtraordinary gain to the Cbmpanv, since its 

liability for that amount has been released as a result. '!'his settlement am its 

result are not reoccurring events consi<'lered in the determination of rates under 

normal conditions. Thus, they cane within Staff's definition of "extraordinarY 

i terns," which the Cbmmission accepts. The Cbmmission concludes that it I«)U1.c:'l he 

unjust and unreasonable to permit the Cbmpany to retain the $1,211,734 in question, 

paid by ratepayers through rates to the COmpany. 

The OJmmission agrees with the Staff that this extraordinary gain should be 

treated i.n a manner consistent with the Cbmmiss.ion' s treatment of extraor.<'linary 

losses .incurred by this Cbmpany as a result of the Sibley 3 outage in 1980. Thi.s 

determination is also consistent with the Cbmmission's treatment of the extraorc:'linarv 

gain of the Cbmpany resulting fran the settlement of its lawsuit against Westinghouse 

Corporation, discussed heretnahove (section v. n. of these findings of fact). 
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'therefore, the Cbmrnission ooncludes that the Cbmpany has received a net 

extraordinary gain of $1,211,734 as a result of the settlement of it.s lawsuit against 

( Peaboc'ly Cbal Cbrrpany, which extraordinary gain shoul<l be arrortized over t:\o.u years. 

Acoordinqly, "other Electric Incane" shoulo he increased by $605,867 for t:1o.u years. 

F. Tax Nonnalization 

This issue mncerns the proper ratemaki.ng treatment of timing Oifferences 

between entries on the books of the Cbmpany, arrl on tax returns of the Ccxnpany. 

Tax-timing differences occur when items are recognized as expenses for incane 

reporting on the books of the Cbrrpany, in a different time period than when they are 

deductible on the tax return for determining taxable incane. The tax-timing 

differences at .issue in this case are: Capitalized interest, pensions arrl taxes 

capitalized, rerroval costs, unbHled revenues, book to quideline nepreciation lives, 

and JEC trust deduction. This issue effects both the electric arrl water cases. 

Staff prq:x>ses that all tax-timing differences at is.sue be "flowe<l 

through." Flow-through treatment allows the benefit of tax deducti.ons in excess of 

book expenses to be passed along to ratepayers by excluding related incane tax 

deferred expense fran cost of service. C'_onpany, on the other han<'l, reccnrnends that 

all t.ax-timing differences at issue be allowed full normalization. Normalization 

allows deferred incane taxes to be oollected currently fran ratepavers as incane tax 

expense, even though the tax dollars need not be paid currently to t.he Internal 

Revenue Service. 

The Cbrrmission has frequently arrl mnsistently held in recent years that 

normalization treatment should be afforded only upon a showinq that the uti.Hty 

requesting such normalization is experiencing significant cash flow problems. This 

"cash flow test" looks to interest coverage arrl internally generated funds used for 

construction as oeterminants of the need of a given CCJTpany for normaJ i.zation of tax­

timing differences. In the instant case, M:>Pub has used internally generated funds 

to provide fran 51% to 107% of its total construction expenditures i.n each year since 
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1975. In the most recent accounting period fOr which figures were available at 

hearing, the nine months ~>..n:Ung Septerrber 30, 1981, internally generated funds 

representerl 107% of MbPub's construction expenditures. 

For the year ending Noverrber 30, J.981, MoPub's bond indenture interest 

coverage (including Series tJ bonds) was 2. 51 times. Required coverage is tw:::> times. 

Thus, the <brrrnission concludes that the Company has not met its burden of 

proving that its cash flow requires normalization of tax-timing oi.fferences in this 

case. Nor has the <brrpany persuaded the <brrrnission that the "cash flow test" for 

detennining tax normalization should be abandoned. 

The tax-timing differences at issue in this case will be flowed through to 

the <brrpany' s ratepayers, as prqJOsed by Staff. 

In addition, the <brrrnission concludes that written suggesHons fran 

regulated utilities should be invited on the issue of tax normalization in the 

recently established inquiry into certain 1113.tters of concern to the <brrrnission (C'.ase 

No. 00-82-277). This has been accaTplished by an order i.n that proceeding. 

G. Stipulation Concerning Accelerated Cost Recovery System 

In the Hearing Memorandum in this case (Joint Exhibit No. l), the parties 

stipulated and agreed that the Report and Order in the instant cases should contain 

the fOllowing specific provision: 

ORDERED: Company is authorized to use "the Accelerated Cost 
Recovery System" for calculating depreciation fOr incane tax 
deduction purposes and is further authorized to use a 
normalization methoo of accounting, as defined and prescribe(! in 
the Econcmic Recovery Tax Act of 1981, and as oefined and 
prescribed in any rulings or regulations which might be 
pranulgated to further explain or define the provisi.ons of that 
Act. 

'The Conmission concludes that it i.s just and reasonable that the Company, 

pursuant to the Econcmi.c Recovery Tax Act of 1.981, shouln he authorized to use "the 

Accelerated Cost Recovery System" as stipulated above. This Report arx'l Order will 

contain the provision stipulated to by the parties. 
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VI. Rate Base 

A. Jeffrey Energy Center (JEr.) "Cam10n Plant" 

The treatment of certain "corrmon plant" items located at Cbrrpany's Jeffrey 

Energy Center., in calcu1ati.ng C.onpany's :iurisdi.ctional electric rate base, was a 

contested issue set out i.n the Hearing Memorandum (Joint Exhibit No. l) in this 

case. HCMever, during the oourse of the hearing, the issue was settled by the 

parties and ceased to be a contested issue. The resolution of the .i.ssue was 

reflected in the reconciliation sul:mitted on June 9, 1982 in this matter as a result 

of the true-up audit. 

B. Fuel Inventories 

Cortpany and Staff are in disagreement as to the appropriate levels of coal 

inventories, maintained at the Cbnpany's Sibley and Jeffrey generating facilities, 

which should be included in the Cbnpany's rate base. ('_orrpany and Staff are also in 

disagreement as to the appropriate levels of fuel oil inventories, maintained by the 

Corrpany at its Jeffrey, Greenwood, Nevada and ¥ansas r.ity International Airport (KCI) 

generating facilities, which should be included in the Cbrrpany's rate base. 

1. Coal Inventories 

a. Sibley Generating Station 

Carpany proposes that an average inventory level of 300,000 tons of coal i.s 

an appropriate fuel inventory for its Sibley (',enerating Station (Sibley). Staff, on 

the other pand, recarrnends that the ooal inventory level for Sibley should be equal 

to a 90--dav average burn, based on Sibley generation loading, plus the unburnahle 

base volume of the Sibley ooal pile of approximately 20,000 tons. 

Carpai'!V' s proposed 3 00,000 ton level is approximately a 120-day supply. 

Coal is the fuel used by the Cbnpany to generate in excess of 90% of the kilowatt 

hours it prcduces, and is the lowest cost fuel that the Cbrrpany burns. The Co!Tpanv 

has experierced interruptions of coal. shipments because of strikes by the United Mi.ne 

Workers (LMW), mine equipment breakd<Mns, railroad strikes, and difficulties in 

scheduling railroad locanotive ~r to ooincide with car loadings. The Sibley plant 
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furnishes approximately 75% of the Cb~anv's total amual generation. C'ompany 

asserts that a o::>al inventory of less than 300,000 tons at Sibley oould place the 

Ccrrpany in a "continuously precarious fuel suwlv situation." 

On the other hand, Staff's proposal is based upon the O:lmoanv's receipts, 

and actual coal burn by rronth, since January, 1.977. No need for an inventory in 

excess of ninety-days' suppJy was sha.m to have occurred in that time period. The 

Ccrrpany did not run out of coal during the 1977-1978 UMW strike, which lasted ll.2 

days, although it had only a sixty-six day suwly on hand at the outset of the 

strike. other UIM strikes in 1971, 1974 aril 1981. have lasted 42 davs, 24 days and 73 

days, respectively. There is no evidence that railroad or other strl.kes have 

affected the Cbrrpany's inventory levels. During the twelve (12) rronths en:'ling 

Decanber, 1~1, Conpany maintained 271,589 tons of coal at Sibley. 

Based upon the evidence herein, the Cbrrrnission concludes that Staff's 

proposed 90-day o::>al inventory at the Si.bley C',eneratinq Station, plus the unburnable 

base of 20,000 tons, is reasonable an:'l adequate, an:'l shoulil be included in Corrpanv's 

rate base. 

b. Jeffrey Energy Center 

C'.orrpany recannerrls that it be allowed to include scme 130,390 tons of coal. 

in rate base at its Jeffrey Energy Center (Jeffrey). This constitutes a 120-<lay 

suwly. Staff proposes that a 90-day supply of coal is adequate at Jeffrey. Thus, 

the analysis of the awropriate o::>al inventory level set out above as to the Sibley 

Generating Station I'.Ould apply also to Jeffrey. 

However, Conpany has onJy an eight percent (8%) a.mership interest in the 

Jeffrey Energy C'..enter. Jeffrey is co-<lWiled by Kansas Power & Light Corrpany (KP&L), 

Kansas Gas & Electric Corrpany (KG&E), an:'l Central Telephone Utilities, none of which 

are urrler the jurisdiction of this Cbrnrnission. KP&L i.s the operating canpany of 

Jeffrey, arrl determines the fue.l inventory .levels which are to be maintained at 

) Jeffrey. The three non-Missouri a.mers of Jeffrey are authorized by the Kansas 
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Corporation <bnmi.ssion to include a 120-day fuel inventory at Jeffrey in their rate 

bases. As a minority, eight percent (8%) owner of Jeffrey, Missouri Public Service 

Ca!pany cannot dictate the fuel inventory levels to be maintained ther.e. 

The Cbrrmission finds that the OJnpany has made a prima facie showing that 

it is bound by the fuel inventory determination of the operating company of the 

Jeffrey Energy C'..enter, KP&L. Staff has not shown that the (brrpany has the legal 

capacity to exercise independent judgment as to those fuel inventories at ,Teffrey. 

Since the matter is beyond the oontrol of the Cbrrpany, the ·o:mrnission determines that 

it ~>U~ld be unjust and unreasonable to disalJ.O';I fran Cbnpany's rate base a 

portion of the fuel inventory levels at Jeffrey which it is required hy KP&L to 

maintain. Therefore, a 120-day coal inventory at the Jeffrey Energy C'enter will be 

all~ in Cbrrpany' s rate base in this case. 

The Cbnmission notes that the Cbnpanv, in its initial brief and in Hs 

reply brief in this case, accuses the Cbnmission of unlawfully pranulgating a "rule" 

concerning ooal inventories. '!'his argument of the (brrpany is advanced i.n opposition 

to the Staff's reccmnendation of coal inventories at Sibley and Jeffrey equivalent to 

a 90-day annualized burn. The o:mrnissi.on finds the argument to be both without 

merit, and offensive. While not bound by the legal principles of res judicata or 

stare decisis, this <bmmission certainly has the authority to establish am 

follow reasonable, consistent principles and guidelines in approaching issues which 

are presented to the OJmmission for decision with some frequency. This Cbrmtission 

has consistently found 90-day annualized ooal i.nventories to be reasonable for manv 

electric utilities within the OJrrmission's judsdiction. That general. policy should 

prove to be of assistance to regulated electric utilities in their p1anninq, and in 

their preparation of rate cases. However, it is a poJ.icv, and not a rule of general 

and binding applicability to all electric utilities urrler the Corrrni.ssion's 

jurisdiction. It is, instead, a standard which is both reasonable and clearly based 

upon the evidence of record in each case before this Qmrnission i.n which it has been 

applied. It is also a stamard which the Cbmmission reserves the right to review, 
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• 
and does review, upon the unique facts of each contested rate case in which ca3l_ 

inventories are an issue. The Cbmmission takes vigorous exception to the Cbmpany's 

characterization. 

2. Fuel Oil Inventories 

a. Jeffrey Energy r.enter 

Cmpany proposes to include in rate base a fuel oil inventory level 

equivalent to the 13-month average of its actual oil inventory at Jeffrey Energy 

Center. Staff proposes that the appropriate o:ll inventory for ,Jeffrey Energy ('_enter 

should equal a 90-day burn based upon Staff's annualized burn i.n this case. 

The oil inventory maintained at ,Teffrey is determined by the operating 

Co!Tpany of Jeffrey, Kansas Power & Light. As discussed ahove, Missouri Public 

Service Cbmpany, as a minority eight percent (8%) aYI"ler. of Jeffrey, has no direct 

control over the level of oil inventory maintained at Jeffrey. Therefore, the 

Canmission concludes that the Cbmpany should be allowed to include i.n its rate base 

the oil inventory level required by J<P&L, for the reasons set forth above as to the 

Jeffrey coal inventory. 

b. KCI, Nevada and Greenwood Generating Faci.liti.es 

It is the Cbnpany's position that fuel oil inventories at :lts KCI, Neva<'la 

and Greenwood. facilities should be maintained at approximately 80% of the tank 

capacity at each of those locations, in or<'ler to ensure system reli.ability. Staff, 

on the other hand, believes that lesser levels of oil will he adequate to serve t-.he 

Cctrpany's customers during peak periods and emergencies. Staff proposes t.o include 

in C'onpany's rate base, oil inventori.es at KCI, Nevada and Greenwood equal to the 

average of the actual bum at each of those facilities in 1980 arrl 1981 arrl the 

annualized burn during the test-year, then adding to that average the annualized 

test-year burn. 

C'onpany's KCI facility is located near the Kansas City International 

Airport <XIfq:>lex. Corrpany has two gas-turbine units at its KCI facility. Co!Tq:>anv 

believes that it requires an oil inventory of aJ)proximately 80% of i.ts tank capacity 
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at KCI in order tD ensure that the KCI facility could provide electricity to the 

Platte Cbunty area, including the Trans WJrld Ai.rlines-KCI Airport canplex, in case 

of an errergency. However, KCI's primary fuel is natural gas, arrl operation of the 

facility is generally rrore expensive than purchased pcMer. Thus, for l<CI to require 

the use of its oil inventories, one or both power lines to KCI would have to be out 

of service, arrl natural gas arrl purchased power ~J.d have tD be unavailable. 

Caipany's Nevada facility has a 19,000 KW gas turbine. C.anpany's proposed 

inventory level of sane 418,262 gallons of oil for the Nevada gas turbine 1>0uld allow 

the plant tD cperate at full load for approximately eight tD nine days. Staff's 

recommerrled inventory level of 43,440 gallons of oil inventory (14,089 recoverable 

gallons) , would allow the plant tD operate at full load for seven hours. Crnq:>any 

has, in the past, experienced the .l.oss of the transmission stepdown-transformer at 

Nevada, as ~ll as the loss of the 161-KV transmission li.ne which serves the area. 

The transformer was out of service for rrore than six rronths, althouqh the Cbm:>any was 

able to continue service from that unit after seven days by utilizing a spare 

transformer. Co!Tpany asserts, without explanation, that a spare transformer i.s not 

always available. Staff, hcwever, has considered the abnormal burn at Nevada due to 

the transformer failure in its oil inventory proposal in this case. Tf necessary, it 

is possible. to truck additional oil into the Nevada facility. The (bmpany also has 

interconnections with the MOKan Power Pool to provide errergency purchased pcMer when 

necessary. Cbmpany has not shewn in this case that its Nevada operations are so 

unique or distinct from the rest of its system as tD require an extraorilinary level 

of oil inventory for peak load arrl emergency requirerrents. The record Ooes reflect, 

and the Cbmmission finds, that the Cbmpany' s prCJjJOSP.d oil inventory at Nevada far 

exceeds its actual historic need, arrl its reasonably anticipated need, for such 

inventory. 

At Greeni'XXld, C'.onpany has four gas turbine units, each rated at 48,000 KW. 

These units are cx:mnonly referred tD as the Greeni'XXld Energy Center. Ccmpany 

recommerrls a gross inventory level of oi.l of 4,204,163 qallons at Greeni'XXld. Staff, 
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on the other hand, reccmnends a gross inventory level of 3,885, 706 gallons of oil at 

Greenwood. Company asserts that its fuel oi.l inventory level at Greenwood is 

critical, since the units represent approximately 21% of the Cbrnpany' s generating 

capacity. Hruever, only ahout seven-tenths of one percent (. 7%) of Staff's 

annualized megawatt hour generation in this case is sur:plie<'l ly the C'..reenwcxx'J uni t:s. 

The largest burn at Greenwoo<'l since 1977 in a 30-day peri.cxl was the 30-day pericx'l 

ending August 7, 1980, of approximately 1,494,988 gallons of oil. Staff's 

recamtended inventory level of 3,885, 706 gallons far exceeds that maximum actual 

burn. 

A major outage at Sibley Unit No. 3 occurred fran August of 1980 through 

January of 1981. Corrq:>any's loss of generating capacity due to that outage was 

primarily covered by purchased power. Sibley 3 represents forty-two percent (42%) of 

the <brrpany's generating capacity. No blackouts resulted fran the Sibley 3 outage. 

During the entire Sibley 3 outage, Co!rq:>any burned 788,450 gallons of oil. On 

average, sane 93 td 95 percent of the ki 1.owatt hours generated by the O:>rrpany are 

produced by base-load coal, and sane one or t\o.O percent by oil. During C-0111pany' s 

peak month of 1980, which was the rronth of July, Company burned 1,174,141 gallons of 

oi.l. Staff's total reccmnended inventory level in this case is 3,947,311 gallons. 

Crnpany has not shown that Its proposed fuel inventory levels are necessary 

to avoid the payment of penalties or equalization charges to the M:>Kan Pruer Pool. 

Upon the evi<'lence herein, the Cbmnission <XX'lcludes that the recornnende<'l oil 

inventory levels of the Staff in this case are reasonable and a<'lequate, and are the 

oil inventory levels which should be included in the Cbmpany' s rate base. 

c. Cash working Capital 

Cash working capital is a rate base item which reflects the arrount of cash 

necessary for a utility to pay the day-to-day expenses incurred in providing service 

to it..<> ratepayers. The ratepayer and the shareholder are the sources of cash working 

capital. The ratepayer supplies cash working capital when he pays for service before 

the cxmpany nust pay for expenses incurre<'l to provide that servi.ce. When a CXlllPany 
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pays for an expense before the cash i.s provided by the ratepayer, hao~ever,. that cash 

must be provided by the investor or shareholder. This cash represents a JX>rtion of 

the investor's total investment in the CXll'q:>any, am its inclusion i.n the O::>mpanv's 

rate base provides the shareholder with an opJX>rtunity to earn a return on that 

portion of his investment. 

The Cbmmission has accepted the methodology of lead-lag studies to 

determine the amount of funds that are necessary on a day-to-day basis in order to 

provide service to ratepayers, and to determine who supplies those funds. Lead-laq 

studies are performed to r1etermine both revenue Jags am expense lags. A revenue lag 

describes the amount of time between the provision of service by the ccmpany and the 

receipt of the payment for that service by the ratepavers. An expense lag describes 

the amount of time between the receipt of goods or services by the oanpany, and t.he 

payment by the ccmpany for those goods am services, which expense was incurred by 

the ccmpany in order to provide service to the ratepayer. A lead-lag studv which 

results tn a negative cash 1'/0rking capital requirement indicates t.hat, in the 

aggregate, the ratepayer provides cash ~10rking capital to the ccmpany. A lead-Jag 

study which results in a positive cash oorking capital requirement indicates that, in 

the aggregate, the investor or shareholder provi.oes cash oorking capital to the 

coopany. Thus, a oanpany's rate base ~ld be reduced by a negative cash oorking 

capital requirement, and increased by a JX>Sitive cash oorking capital requirement. 

In the instant case, both Staff and Cbmpany performed lead-lag studies to 

coopute the <brrpany' s cash oorking capital requirement. The difference between the 

proposed cash oorking capital requirements is represented by five separate areas of 

disagreement, discussed individually below. 

One key difference between the Cbmpany am Staff on this is..c;ue concerns the 

appropriate definition of an "expense lag." Staff uses the definition which has been 

generally accepted by this Cbmnission, which is the amount of time between the 

receipt of goods or services and the payment of these expenses incurred to provide 

service to the ratepayers. Corrpany, hcwever, uses the term "expense lead days" 
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rather than the term "expense lag," and defines "expense 1ead <Javs" as the peri.od of 

time that elapses between the date an item is recognizen as an expense of the 

Con'pany, an::l the date the Cbmpany pays for such goods and services. 

l. Expense Lags for Coal and Freight Expenses for Sibley <"oenerating Station 

and Jeffrey Energy Center 

Basen oo i.ts lead-lag study, Staff assigns an expense lag of 35.35 days for 

coal am freight expenses related to the Cbmpany's Sibley Generating Station. Staff 

also assigns an expense lag of 20.04 days for freight expense, and 22.28 days for 

coal expense, related to the O:mpany's Jeffrey Energy Center. The Staff asserts that 

these expense lags represent the average time lag between the receipt of coal at 

these generating facilities, and payment for such coal am related freight expenses. 

Staff sanpled all vouchers for coal purchased at Sibley and Jeffrey in 1980 to 

calculate these expense lags. Corrpany directly pays for coal an::l frei.qht at Sibley, 

but pays Kansas Power & Li.ght (bnpany (KP&L) for coal and freight as to Jeffrey. 

KP&L is the q:>erating curpany of Jeffrey. Three months' data was examined by Staff 

to measure the period fran the delivery of coal (freight service rendered) to the 

date O:mpany paid KP&L for such freight service. The coal am freight expense lags 

at Sibley are both 35.35 days, since coal an::l freight charges are paid to the coal 

carpanies simultaneously and receipt of the good (coal) am the service (freight 

service) are simultaneous. 

C.ompany's lea<1-J.ag analysis provides for zero expense l.ead days for coal 

and freight expense related to Sibley an::l Jeffrey. Company's rationale i.s that it 

purchases, pays for, an::l places coal into inventory (i.e., classifies it as an 

asset), prior to that coal's actually being burned and expensen at t.he time it is 

actually used for the benefit of the ratepayer. Therefore, under the rompany' s 

rationale, coal has already been pairl for by the Cbmpany by the time it. is expensen 

(i.e., burned), resulting in a zero expense Jag. Between the time the coal has been 

) received by the Cbmpany and the time it is expensed, according to the Cbmpany, it i.s 

carried oo the Cbrrpany's books as an asset (i.e., coal inventory) and not as an 
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expense. Oompany asserts that to consider this period of time in the computation of 

an expense lag in the cash working <'.apital allowance confuses this i.ssue with that of 

fuel inventory, an asset account, am an item which is recognized separately in rate 

base. 

'Ihe Cbmmission rejects Cbrrpany' s position. Jn Case No. ER-80-1.18, Re: 

Missouri Public Service Company, at page 12 of its Report and Order, the Cbmmission 

stated the fOllowing: 

The Cbrrpany claims oo lag in fuel expense oo the ground that it had 
been paid prior to the time the expense is booked. The Crnipany's 
contention appears to be erroneous in that a lag study is to determine 
the length of time after products are delivered before the payment 
must actually be made. It has no relation to the time that the fuel 
is taken out of inventory arrl booked as an expense. 

In the same Report arrl Order (C'.ase No. ER-80-118), this Cbmpany's proposal 

of a negative lag for transportation e.xpenses was rejected in the fOllowing language: 

The Cbrrpany has calculated a negative lag for transportation expenses 
as a result of the expense being booked prior to its payment arrl even 
prior to the receipt of the service. Such calculations w::JUld appear 
to be erroneously included in an expense lag study since the time of 
the booking of an expense may have little relationship to the actual 
time of the cash outlay arrl the payment for the services involved. 

In Case No. ER-81-42, Re: Kansas Citv Power & Light Canpany (June 17, 

1981), Corrpany had proposed that a single revenue lag be applied to "total operating 

revenues," including all of the factors included in a customer's bill (and not iust 

the line-items to which an expense Jag was applien or otherwise included in Cbmpany's 

' lead-lag study) • KCPL' s proposal was based upon the principle t.hat its oost of 
' 

service should be determined on an accrual basis. In rejecting KCPL's proposal, the 

Conrnission stated the foll.owing: 

The accrual basis of cost of service accounting in general is simply 
not re.l.evant to the calculation of a campanv's cash working capital 
requirements, as consistently defined arrl applied by this Cbnrni.ssion. 
The issue here is not when test vear revenues aocr.ue1 but what the 
cash needs of the <bnpany are fur the actual payment of cash-item 
expenses oo a day-to-day basis, and the identity of the supplier of 
that cash. Lead-lag studies are not performed on an accrual basis, 
then. By definition, cash working capital requirements lll.lst be 
determined on· a cash basis. 
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Likewise, the issue here is not when cool an:l frei.ght expenses at:e booked 

by the <bnpany; but what the cash needs of the C'bnpanv are for the actual payment of 

cash-item expenses 01 a <'lay-to-<jay l"lasis, an:l the inentity of the suwlier of that 

cash. The Cbrrpany incurs a kOCMn aril JreasurahJe obligation for gocils an:l services 

used in providing service to ratepayers at the time such goods an:l services are 

received, an:l those goods aril services are available to the Cbllpany at the time they 

are received. The time of the booking of an item to expense does not alter the fact 

that there is a time lag between the receipt of goods aril services aril the related 

payment for those goods an:l services (an expense lag) which has an affect on ,cash 

flow. Thus, the assign100nt of a zer()-<jay expense lag to cool an:l freight expenses as 

to Sibley an:l Jeffrey I'PI.lld ignore the purpose of the cash working capital allowance, 

as defined hereinahove an:l in the quote from the Kansas City Power & Light Cbmpany 

case in 1981 (ER-81-42). For purposes of calculating the Cbmpany's cash worki.ng 

capital require100nt, the Staff's definition of expense lag lll.lst be applied. Under 

that definition, it is the timing difference between receipt of the cool an:l of 

freight service, an:l the date when the Cbrrpany pays for such cool an:l frelght 

service, that i.s determinative, an:l not the time at which such cool an:l freight ;.terns 

are expensed 01 the Cbrrpany' s books. 

The <bnrnission CXJncludes that the expense Jags calculated am proposed by 

the Staff as to cool an:l freight expense related to Siblev an:l Jeffrey shall be used 

in the C'.alculation of the Cbrrpany's cash working capital requirement in this case. 

2. Propane E:Kpense Lag 

Staff proposes an expense lag for propane expense, which was calculated by 

examining all payments for propane in 1980, calcuJ.ating the lag for each receipt of 

propane an:l payment therefor, an:l then weighting each lag by the amount of the 

payment. Conpany proposes to apply a zer()-<jay expense lead for propane, un:ler the 

same rationale advanced as to cool and freight expenses for Sibley ancl Jeffrey, 

discussed above. 
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For the reasons stated hereinahove as to coal arrl freight expenses related 

to Sibley arrl Jeffrey, the Cbmnission rejects the Cbrrpany's proposal that a zero-<lay 

expense lead be assigned to propane expense. Rather, the expense lag for propane 

expense which was calculated arrl proposed by the Staff in this case shall he applied 

in determining the Cbmpany's cash working capital requirement. 

3. Expense Lag for Charges to Elpense fran Clearing Accounts, and 

Materials and Supplies 

C'nnpany proposes a zero-<lay expense lag for charges to expense fran 

clearing accounts arrl rraterials arrl supplies, urrler the same reasoning advanced by 

C'Anpany as to coal, freight arrl propane expense, niscussed hereinahove, i.e., that . --
the payrrent .lag oa:mrs while these items are an asset of' the Cbrrpany, which is well 

in advance of the time when these items are charged to operating and maintenance 

expense. 

However, Staff did not stratify this item in its cash working capital 

calculation in this case. Due to an oversight in reviewing a previous cash working 

capital study of this Cbmpany, Staff did not analyze certain lags separately, 

including those currently urrler discussion, and those pertaining to lease expense 

discussed hereinafter. By certain arrended prepared testimony presented i.n thi.s case, 

Staff attempted to rectify its oversight by proposing that an expense lag of 34.56 

days be awlied to the annualized test-year expense for charges fran clearing 

accounts and materials arrl suppl i.es. That figure actually represents the expense 

lag for rraintenance expenses paid on cash vouchers, arrl is ca1sidered by Staff to be 

a ca1servative estimate of the expense Jag for charges to expense fran clearing 

accounts arrl materials and suwlies. Staff admits that the lag associated with 

maintenance paid on cash vouchers noes not bear any direct or actual relationship to 

the lag associated with materials arrl supplies, but asserts that said Jag would be a 

more reasonable representation of the materials arrl supplies expense .lag than would 

zero. Staff admits that the actual expense Jag in question aould be rrore or less 

than 34.56 days. 
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In an effort to correct its oversight in omitting this item from specific 

consideration in its prefiled cash working capital calculation in this case, Staff. 

reccmnerrled that it be allowed to further. investigate this item arrl update its 

expense lag calculation as part of the true-up proceeding in this case. 

As to the coal, freight an:'! propane expense lags Oiscussed earlier in !"..his 

Report arrl Order, the Cbnpany proposed a certain tr.eatrnent of those items for 

purposes of calculating its cash working capital requirement, arrl sul:rnitted evidencP. 

as to the propriety of its proposed treatment. Staff, on the other hand, procP.ede<'l 

to present evidence proposing a different treatment of those items in calculating the 

Carpany's cash working capital requirement, which evidence persuaded the COmnission 

that Staff's treatment, rather than the <brrpany's, should be adopted. As to clearing 

accounts an:'! rraterials an:'! supplies, ootever, the <brrpany has met its prima facie 

burden of proof on the issue, arrl the Staff has failed to put forwarn canpetent and 

substantial evidence which persucrles the <bmmission t-..hat Staff's treatment, rather 

than <brrpany's, should be adopted. Therefore, a zero-day expense lag will he 

assigned to charges to expense from clearing accounts arrl rraterials arrl supplies, in 

the calculation of <brrpany's cash working capital requirement in thi.s case. 

The <bmmission notes that Staff's proposed remerly of further investigating 

this expense Jag and presenting updated testimony as part of the true-up proceeding 

in this case, would not be an appropriate use of the true-up proceeding. Rather than 

merely presenting updated figures to be inserted into testimony presented at the 

evidentiary hearing in the case, arrl subjected at such hearing to full cross 

examination by all parties to the proceeding, Staff's revised proposed. expense lag as 

presented at the true-up proceeding would never have heen subjected to cross­

examination by the other parties. Staff's recommerrlation as to pr.ovi/ling a revised 

expense lag figure for this item as part of a true-up would, therefore, be 

) unacceptable. 



4. Revenue and E:Kpense Lags for Lease E:Kpense 

Cbrrpany's lead-lag stu(!y :resulted in a <'letermination that the revenue laq 

for lease expense .is 39.91 days, arrl that the f'..xpense lag for lease expense is 11.45 

days. The .latter figure is based upon the fact that Cbrrpanv has generally made the 

first lease payment 11.45 days after it was i.ncluded in rates authorized by this 

Conmission. This calculation was determined by examining the i.nitial lease payment 

for all current turbine arrl coal car leases arrl carparing those payment dates to the 

earli.est date that the lease payments were allowed in electric rates pursuant to this 

Conmission' s authorization. Thus, while Cbrrpany has advocated the calculation of 

expense lead <'lays based on the time of recognition of an expense on the bcoks of the 

Cor!pany, as to lease expense the Cbrrpany advocates a determination of expense lead 

days based upon the time of recognition of the expense to the ratepayer. 

Staff, on the other hand, proposes a zero-day revenue Jag arrl a zero-day 

expense lag as to lease expense. As in the case of clearing acx::ounts, materials arrl 

supplies, rUscussed hereinabove, Staff faile<'l to stratify lease expense in its cash 

working capital calculation in this case. After this oversight was r'liscovered, Staff 

separated out the annualized test-year lease expense <'lollars as a line item, but 

assigned zero revenue arrl expense Jags. Again, Staff recarrnerrled that it be allowed 

to further analyze this i.tem arrl insert the appropriate Jaqs in the oourse of the 

true-up proceeding in this case. 

The Cbrrmission ooncludes that the Cbrrpany has made a prima facie shCMing of 

the reasonableness of its proposed revenue 1aq arrl expense lead days as applied t.o 

lease expense, arrl that the Staff has faile<'l to persua:'!e the Cbmmission that a 

different calculation of revenue arrl expense lags for lease expense is more 

reasonable. The Cbrrmission finds no oc:npetent arrl substantial evidence in support of 

the Staff's proposal for zero day revenue arrl expense lags as to this itE>.m. Nor 

would Staff's recomnerrlation as to the presentation of further evidence oo this issue 
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at the true-up proceeding constitute an appropriate use of the true-up proceeding, 

for the reasons stated hereinabove as to the issue of the expense lag for clearing 

accounts, materials arrl supplies. 

5. Expense Lag for Interest Expense Offset 

Staff proposes that an expense lag of 91.25 davs be assigned to the item of 

interest expense in Corrpany' s cash working capital requirement. Staff views interest 

as being preco11ected fran the ratepayer for purposes of passing it en to the 

borrlholder. Thus, 91.25 days represents the perioo of time calculated by Staff in 

its lead-lag study fran the date of receipt of the funds to pay interest, arrl the 

date of payrrent of interest on O:Jrrpany's debt. 

Catpany, on the other hand, proposes an expense lag of 11.96 days for 

interest expense. Conpany perfonned a study of outstaooing lxlnd issues arrl 

determined that O:Jnpany made the first interest payment on those borrl issues, on the 

average, 11.96 days before the effective date of a Comnission or<'ler authorizing new 

rates which included the oost of the new debt issue. 

Staff's proposed expense lag constitutes a net expense laq (its proposed 

expense lag as to interest expense exceeds its proposed revenue lag as to interest 

expense), so that interest expense on lonq-term debt would becane an Offset to 

Company's cash working capital requirement in this case. The Cbmmission has 

previously held that the use of aa::rued interest on long-term Clebt as an offset to 

the cash working capital requirement is proper. Re: Missouri PubUc Service 

Cgnpany, case Nos. GR-80-117 arrl ER-80-ll8r Re: Kansas City Power & Light Canpa.nv, 

case No. ER-81-42. In so holding, the Comnission has held that the net expense lag 

associated with the payment of interest expense is an appropriate offset l~use the 

funds are ratepayer suwlied, the cbligation to pay interest on debt is knCMn arrl 

certain as to quantity arrl time, arrl the amount is precollected fran the ratepayer 

for the purpose of passing it en to the lxlndholders. 
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CA>mpany's proposal in this case is silnilar. to the position this Cbmpany 

advanced in its last contested rate case, Case No. ER-80-118, am seems to be based 

upon concern for contemplated future issuances of long-term debt. Should the Cbrcpany 

issue long-term debt after the rates are set .i.n the instant case, Conpany believes 

there would be no provision for recovery of the interest on the new issuance am, to 

the extent that any interest payment be<".ame due prior to the establishment of new am 

higher rates, the Cbmpany would have prepaid the interest expense. 

As stated by the Cbrrmission in its !€port am Order in Case No. ER-80-118, 

the Cbmpany's position appears to be in conflict with the concept of a test-year. As 

stated earlier in this !€port am Order, the purpose of using a test-year is to 

create or construct a reasonably expected level of earnings, expenses and investment 

during the future period during which the rates, to be determined herein, wi lJ be in 

effect. The parties to this case agreed to utilize, as a test-year, the twelve-;nonth 

period eminq Septerrber 30, 1981, as adjusted for kl'lCM!l am rreasurable changes 

through April 30, 1982. The parties also agreed to utilize certain facts am account 

balances as of April 30, 1982, based on a "true-up" audit. One of the "true-up" 

items agreed to was the Cbmpanv's capital structure at April 30, 1982, updated for 

financings occurring between April 30 and the true-up audit. (See section VII. A., 

below) • Thus, interest expense on long-term debt is accounted for in the test-year 

in this case on a "trued-up" basis. An elerrent of funds to be utilized for payrrent 

of interest expense is included in the rate of return ocxrr>enent in every dollar of 

service rates paid to the Cbmpany by the ratepayers. The Oommission concludes that 

the Cbmpany' s proposal on interest expense .lag !lUSt be rejected, am that Staff's 

interest expense J.aq will be used in calculating C'A>mpany' s cash working capital 

requirement in this case. 

n. Original Cost Rate Base 

On the basis of the a:npetent am substantial evidence in this case, and 

after making appropriate adjustmen~s in accordance with the determination of 

contested rate base issues above, the Cbrrmission finds that the Conpany's Missouri 
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jurisdictional net original cost rate base for the p.rrpose of this case i.s 

$259,877,287 for electric operations, $2,453,066 for Clinton water operations, and 

$271,963 for Osceola water operations. 

VII. Cost of Money/Rate of Return, and Attrition Allowance 

A. Capital Structure 

All parties agreed to use Cbrrpany' s actual capi.tal structure existinq at 

April 30, 1982, as updated for financings occurring between April 30, 1982 and the 

true-up audit (the results of which were filed in this case on June 9, 1982). That 

capital structure is set out below: 

l')nbed(led 
J\moUnt Ratio COst 

Long-Term debt $1.42,662,483 .5115 .0773 

Preferred & Preference 
Stock 43,820,000 .1571 .1007 

Common Equity 92,416,077 .3314 

For purposes of the hearing in thJ.s case, all parties agreed to use an 

estimated capital structure, set forth below: 

l'lllbedded 
Amount Ratio Cost 

Long-Term debt $152,662,483 .533 .0833 

Preferred & Preference 
Stock 43,140,000 .150 .0998 

C..omrnon Equity 91,000,000 .317 

B. Return on Equi.tv 

Once a capital structure and embedded cost of debt and preferred stock are 

determined, the ultimate finding as to a f.air rate of return next requires the 

determination of the appropriate return on equity. Company contends that the 

appropriate return on equity to be determined in this proceeding, for both electric 

and water operations, should be 17.5%. Staff contends that the appropriate return on 

equity for both the electric arrl water operations lies within a range of 14.9% to 
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15.4%. Corrpany further proposes that the <bmmission authorize an "attrition 

allowance" of 10% of the return cn equi.ty, which proposal is q:>posed by the Staff, 

( and is discussed separately below under section VII. c., "Attrition Allowance." 

Staff arrl <brrpany both performed rUscounted cash flow (OCF) analyses. A 

DCF analysis, which the Cbrrmission has CCI'lsistently fourrl to be an appropriate 

methodology for determining return cn equity, is based upon the assumption that 

current investors value a share of stock by projecting the future flow of dividends 

and future value of the share of stock, discounting those values to the present 

time. The basic formula for a DCF analysis is expressed as an equation: 

d 
k = - + g. 

p 

In the equation, "k" equals the required rate of return cn the cx:mnon equity, "d" 

equals indicated dividends per share, "p" equals the price of the st.ock, arrl "g" 

equals an expected growth factor. 

From an investor's point of view, his cash flows CCI'lsist of the dividends 

he receives while he holds the stock, plus his capital gain or loss, i.e., his 

selling price less his purchase price. The DCF formula considers both dividends arrl 

capital gains. Therefore, OCF atterrpts to determine the cash flows that an investor 

can reasonably expect to receive. 

The DCF formula set out above i.s only applicable to the cost of carmen 

equity obtained from internally obtained funds. Corrmon equity obtained from public 

offerings of ad:Utional camtOn shares is rore costly, 'lue to flotation costs 

asoociated with selling the rew shares. For externally obtained (market procured) 

COITI\10n equity, the DCF formula !lUSt be adjusted to reflect this additional. cost as 

follows: 

k d 
= j)-(l:ff + g 

In this form of the equation, "f" equals flotation costs as a percent of book value. 
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In determining its proposed appropriate level of return on equity for the 

Conpany, Corrpany performed 1:\...:l discounted cash flow (OCF) analyses, am a conparative 

earnings analysis. r..orrpany's first OCF analysis used data developed fran an analysis 

of nineteen electric utility canpanies which l'bPub considers caTparahle to itself. 

Cbrrpaey' s analysis led to its use of a yield (represented by the ~ portion of the IX'F 

formula) of 13.5%, am a grooth rate of 3. 75%, resulting in a required rate of return 

on equity of 17.25%. This cost of equity, consistent with the OCF formuJa, would 

produce a market price per share equal to book value. If proceeds from the salE> of 

new a:mnon equity are to yield book value to the Cbrrpany, hooever, a market price of 

more than book value nust he achieved am malntained, be<'-<tuse of flotation costs (as 

stated above), am also, according to the Cbrrpany, because of "pre-offering 

pressure." Flotation expense is the cost of the issuance, related to legal and 

acccunting <:pinions, the cost of sales efforts, printing, etc., which are deducted 

fran the proceeds of the sale. "Pre-offering pressure" is a supply-demam 

phenaneron, in Corcpaey's opinion, which tends to cause inntvidual securities to selJ 

doon in anticipation of a new offering. To adiust for these factors, Company 

modified its OCF equation to the fbllowinq: 

_ (nl (l+gl 
k - -------- + g (l-f) 

In this form of the equation, "d" equals calculated yield, "g" equals grooth, am "f" 

equals the cost of issuance am "pre-offerinq" oressure. Corrpany asserts that "under 

current market conditions", the minimum adjustment for pre-offering pressure and 

flotation is 10% (3. 5 to 5% flotation costs, am 5% to 7. 5% pre-offeri.nq pressure). 

Adjusting its dividend yield component hy the 10% flotation arrl pre-offering factors 

results in an indicated return under Cbrrpany's first T1CF analysis of 18.75%. 

Company's second DCF analysis employed data specificalJv related to yields 

and dividend grooth of 1-bPub. In this analysis, C'.onpany determined a cash yield per 

share of 10.10%, am a stock yield per share of 4. 04%. (MoPub pays a stock dividend 

on a semi-annual basis in the arrount of 2% which, compounded, Company determines to 
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be an annual stock dividend of 4.04% of the holdings). Cortr>any also used a 2.5% 

growth rate, 1~hich it described as "extremely cooservative," and a ooe percent 

( flotation adjustment, resulting in an indicated return oo ccrrrnon equity of 17.64%. 

Finally, Corrpany performed a "carparabJe earnings" analysis, based upon an 

examination of sample c<npanies for the pericx'l 1972 through 1980. Corrpany looked at 

returns oo equity, market-to-book ratios, and earnings-price ratios for its sample 

CC!Tpanies, and concluded that its cx:nr>arative earnings analysis, when adjusted for 

pressure and flotation expense, produces the same range of required retur~~ on equity 

as its OCF analyses. Corrpany's witness Dmn, who prepared and presented the OCF 

analyses and cx:xtparative earnings analysis on behalf of the Cbirpany, coocluded that 

the Cbnpany's financial risk is higher than the sample group of utilities used in the 

above analyses because Cbnpany has a Jower equity ratio. 

The Staff also used a OCF analysis, which produced results widely divergent 

fran those of the Cbnpany's analyses. Staff coosidered current an::l recent historic 

market yields of JlbPub's crnrnon stock. Duri.ng the period 1974 through 1981, market 

yields of JlbPub's crnrnon stock ranged fran 5. 7 to 9.8%, and averaged higher than 

yields prior to 1974. The average market yield in 1981 was higher than any other 

year (in the data coosi<'lered, which dated back to 1965), but lower yields were 

experierx:ed later in 1981 than in early 1981. Staff used indicated dividends, en::l-of­

month market pri.ces and resulting market yields for the cx:mnon stock of M:>Pub during 

the perio:l January, 1979 through January, 1982. That data led Staff to coocluCle that 

the mar.ket price of M::>Pub' s crnrnon stock has displayed the ability not to be too 

adversely affected by the volatile market conditions that have been experienced 

over the past 1:lo.D years, arrl Staff used the range and average of market 

yields since Noverrber 30, 1981 in the yield portion of its OCF calcuJ.ati.ons. Those 

yields ranged fran 8. 7% to 9.9%, and averaged 9.3%. 

To determine a growth rate that investors could reasonably expect to be 

experienced by 1-bPub, Staff utilized the earnings an::l <Uvidend per share data for 

MoPub since 1965. Rarnings per share have fluctuated coosiderably since 1970. While 
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dividends per share have grown at a more even pace, cash divioends have increased at 

an uneven rate (8¢ fran 1965 to 1966, 4¢ in 1972 over 1971, and 16¢ i.n 1976 over 

1975). MoPub's stock dividend policy was also consic:leren by the Staff, which 

concluded that, without an increase in the cash dividend and assuming the maintenance 

of the present stock dividend policy, an investor could expect the dividends he 

received to grCM at a rate slightly in excess of 4%, as a minimum. Due to these 

uncertainties, Staff coocluded that the grCMth rate for use in its rx::F formula should 

be a range of grCMth rates fran 4.1% to 5.3%. The high estimate of 5.3% is based 

upon an average of four long-term grCMth rates in Staff's study. 

Staff also determined that a 5. 5% flotation co.st adjustment should be used 

in its rx::F analysis to result in net proceeds fran the sale of carmon stock of at 

least book value. Using these figures, Staff calculated a range of required returns 

on oarmon equity for the Cbrrpany of 14.1% to 15.8%, and concluden that its best 

estimate I«Jllld fall in the range of 14.7% to 1.5.1%. 

Staff also performed a regression analysis to determine those 

characteristics of electric utilities that investors consider most significant in 

arriving at the values they place on the oarmon stocks of electric utilities. 

TWenty-eight variables were applied to 78 companies for the vears 1973 through 1980. 

Neither 1\bPub nor lbchester Gls and F.l_ectric Corrpany were included in the sarrple 78 

companies, because they are the only major electric utili ties that declare a stock 

dividend. For that reason, their dividend payout ratios are materially lower than 

the industry average and, therefore, are not canparable to the other canpanies in 

that respect. Staff's regression analysis resulted in a range of 14.93% to 15.95% of 

returns on oarmon equity, t'lepending upon the payout ratio used. 'T'he pavout ratios 

ranged from 77% to 80% which, in Staff's estimation, represented the surroqate for 

MoPub's payout ratio if it din not have a stock nividend policy. 

Averaging the lows and highs of the ranges produced by its OCF analysis and 

its regression analvsis, results in a range of 14.9% to 15.4%, which Staff recomnends 

as the required return on oarmon equity for 1\bPub. 
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'!'he Chrrmission concludes that the range of returns proposed by Staff is 

fair and reasonable, and should be relied upon i.n this case. '!'he Commission 

determines, on the evidence herein, that the dividend yields and gr<:Mth rat.es 

util.ize<i by' Cbnpany in its OCF analysis are overstated. Further, Conpany has not 

proven the existence of, nor persuaded the Cbrrmission as to the accuracy of its 

quantification of, "pre-offering pressure" as used in its OCF analyses. Nor has the 

Ca!pany' s testimony persuaded the Cbrrmission that M:>Pub is a "higher risk" than other 

electric or water utilities similarJy situated. 

Having oonsi<iered the totality of the competent and substantial evi<ience 

befOre it in this case, the Cbmmission finds that the appropriate and necessary 

return on cx:mnon equity to be allowed Chnpany i.s 14.9%, as to both electric and water 

operations. Applying this figure to the capital structure agreed to by the true-up 

audit in this case results i.n an overall rate of return of J.0.47%, as reflected in 

the chart below, subject to the a<ijustment on return on 1o~ater rate base as discussed 

separately below under section IX. D., "Adjustment to Return on 'liater Rate Base." 

Flnhedded W'lighted 
Amount Ratio Cost ('.ost 

Long-Term debt $142,662,483 ,5115 ,0773 3.95% 

Preferred & Preference 
Stock 43,820,000 ,1571 .1007 1.58% 

Camon Equ i. ty 92,416,077 .3314 .1490 4.94% 
$278,898,560 1.0000 10.47% 

c. Attrition Allowance 

Conpany proposes that the Cbmmission authorize an attrition al.l.owance of 

10% of the return on equity. Staff and Public O:>unsel oppose such an alJ.owance. 

In supjXlrt of its proposed "attrition allowance," Cl::>rrpany asserts that the 

revenue requirement determined in this case will be obsolete during the period in 

which the rates are in effect, in light of the dynamics of today' s econany, and llPSt 

likely will not produce the cost of capital. ('.onpany cites a high inflation level, a 
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high federal deficit and the commitment of the Federal Reserve respecting money 

supply as indications of a continuation of erratic monetary arrl financial conditions. 

Crnpany asserts that the current econcmic envircrunent is ~>Drse than that of the 

recent past, while the rate-setting procedural process is the same, making the 

possibility of earning the established rate of return "very slight." 'Therefore, 

Crnpany proposes its "attrition allowance" in the form of an accounting adiustment in 

an amount sufficient to offset what can be estimated fran past experience as 

foreseeable increases in expense and shortfalls in revenue. C'.ompany proposes that 

this "attrition allowance" should be measured as a percent of the weighted cost of 

ccmnon equity. 

Corrpany presented evidence of the relationship between the rate of return 

authorized in each of its five rate cases between 1975 and 1980, and the rate of 

return actually earned during the twelve (12) months following the Cbrrrnission's 

decision in each of those five rate cases. The cases studied were Case Nos. 18180, 

18502, ER-78-29, ER-79-60, arrl ER-80-118. The average return authorized in those 

cases was 13.51%, arrl the average return earned was 11.62%, or 86% of the authorize(! 

amount. Conpany asserts that this analysis indicates an experienced attrition of 

14%. 

Conpany also relies heavily on what it terms "the continuing level of 

inflation." Conpany cites a projection by the Council on Nl.ge and Price Stability, 

at the time of the filing of Conpany's testimony in this case (October 26, 1981), 

that the etbedded rate of lnflation is 10%. In turn, Company asserts that an 

attrition allowance must be at least 10% i.n oroer simply to accancXlate inflation. 

Crnpany characterizes its 10% "attrition allowance" as "extremelv e<nservative." 

Staff am Public C..ounsel oppose Corrpany's proposed attrition aUowance. 

Staff's witness testifieCI that he din not "really have too much of a problem with an 

attrition allowance," but that the use of historic data t..o canpute an attrition 

allowance was, in his q>inion, tantamount to retroactive ratemaking. Staff's witness 
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asserte<'l that an attrition allowance which cxmld be "conceived and carrputed on sane 

other basis" would be rrore acceptable to him. However, Staff did not propose anv 

alternative form of attrition allowance in this case. 

Public Counsel generally opposes attrition aUcmances on the grouoos that 

they require speculation concerning the future rate of inflation and the effect of 

inflation on the Company. In its brief, Public Counsel asserts that there is no 

evidence in the record in this case to provide a basis for a determination by the 

Carmission of either the future rate of inflation, or the effect of past or future 

inflation on the Cbrrpany. The Company's evidence is simply that there has been 

inflation in the past, arrl that the Cbrrpany has not earned its authorized returns. 

As Public CA>unsel poin~s out, there is no evidence in the record to establish a 

causal relationship between these two events or to shru that, i.f the Company has in 

fact recorded an earnings shortfall, it has been due entirely to innation and not to 

inefficient management or the recording for financial reporting purposes of items of 

expense disallowed by this Cbmmission for ratemaking purposes. Public C.ounsel 

further points to the evidence in this case that the Cbmpany's average return on 

equity as of N:>verrber 30, 1981 (excluding extraor<'linary gain) was 15.33%, 

substantially in excess of the 13.75% authorized return established in the Cbmpany's 

most recent tri.ed rate case (ER-80-118), arrl above the midpoint of the range of 

returns on equity advocated in the instant case by the Staff. Public Counsel asserts 

that, in the absence of evidence which quantifies the effects of forces beyon(! the 

control of the Cbmpany on its earnings, it is "singularly inappropriate" to qrant an 

attrition allowance to the Company. 

The Commission has seen various attempts by regulated utilities within its 

jurisdiction to quantify "attrition" by a broad-brush approach such as proposed bv 

the Company in this case. The Cb!lrnission concludes that the Cbmpany has failed to 

meet its burden of proving that the asserted erosion of the Cbmpany's rate of return 

by "attrition" i.s the result of forces beyorrl the control of the Cbmpany, or that an 
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across-the-board 10% increase in Corrpany' s autl1orized return oo equity is an accurate 

measure of sud! "attrition." 'lbe Corrpany's proposed attrition allowance !.n this case 

must be rejected. 

The <brrmission cannot cooclude upon the record herein that "attrition" does 

not exist, arrl the Staff has indicated that it accepts the coocept of attrition. 

Staff has indicated in other recent cases before the Cbrtrnission that it i.s studying 

the concept of attrition, arrl atterrpting to formulate a rretl1cd of quantifying sarre. 

The <bmmission will expect, therefore, to see a specific proposal from Staff in this 

COmpany's next rate prcceeding, on the issue of attrition. The Oommission has 

accepted in same recent cases, rrethdls of forecasting fuel expenses by electric 

utilities when sud! rrethcds have been proven to have a high level of accuracy. See, 

for exarrple, Re: Kansas City Power & Light Canpany, P.s.c. C'.ase No. ER-81-42 (June 

17, 1981). However, The Cbmmission cannot accept an across-the-board 10% increase in 

allowable return oo equity as an attrition allowance, based upon an inflation rate at 

a given point in time which may not be reasonably representative of either historic 

or reasonably expected future inflation rates, given the uncertainties of the current 

eC<ll'l<Xf\Y. 

Staff has also argued in this case that Corrpany' s proposed attr i. tion 

allowance nust be rejected because it was not included in the COmpany's tari.ffs. The 

Commission reiects this argurrent. The proposed attrition allowance is sirrply one of 

nurrerous issues coocerning the components of the Cbmpany's cost of service, the 

resolution of which result in the netermination of the OOmpany's revenue requirement 

which the Corrpany should then be authorized to collect from ratepayers through its 

rates, subject to the limitation, of course, that the <brrrnission cannot allow rates 

which are greater than those cootained in the OOmpany' s proposed tariffs. While 

rejecting the specific legal argurrent of the Staff concerning the attrition 

allowance, hcwever, the Corrmission cannot accept the O:mpany's attri.ti.on allowance 

proposal in this case, for the reasons set out above. 
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VIII. Rate Design 

A. Electric 

Corrpany proposes to allocate the increase in electric revenue to be 

determined in this case, to all classes of service am, within those classes, to aU 

rate schedules, with the exception of the residential electric space heating rate 

(#040), in the following manner: The energy or fuel related portion of the increase 

would be added to existing rates based upon a uniform per kilowatt hour (KWH) basis, 

and the remainder of the i.ncrease ~«JUld be added to existing rates based upon a 

uniform percentage hasis. C'.orrpany proposes no increase in its residential electric 

space heating rate (~040). 

Staff agrees with the Cbrrpany that the energy or fuel related portion of 

the increase to be determined in this case should be added to existing rates based 

upon a uniform per KWH basis, an:l that the remainder of the increase should be added 

to existing rates based upon a uniform percentage basis. Staff disagrees, however, 

with Corrpany' s proposal not to increase the resi<'lential. space heating rate (#040), 

and proposes a lesser increase to the electric space heating rate by increasing the 

winter excess usage block by only the energy or fuel related portion of the 

increase. 

'IWA proposes that the increase i.n electric revenues to be <'letermined in 

this case should he allocated to all classes of service am, within those classes, to 

all rate schedules based upon a uniform percentage basis. 

Public Counsel proposes that the increase in electric revenues to be 

determined in this case shoul<'l be allocated to all classes of service an:l, within 

these classes, to all rate schedules based uPOn a uniform ~;>er KWH basis. 

'There is a direct relationship between fuel arrl purchased ~r, on the one 

han::l, an:l each kilowatt-hour of electric ~r solo or generated, on the other. 

Corrpany, Staff an:l Publ:i.c Counsel aU rely, at least in part, upon this fact for 

their proposed rate designs in this case. The proposals of Cbmpany am Staff apply 

the proportionate fuel cost to each kilowatt-hour (except un:ler the space heating 
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rate in Cbnpany's prq:>osal). Corrpany an:l Staff assert that by applying the remaininq 

part of the increase to the rest of the rates on a percentaqe basis, a proper 

allocation of fixed oosts, demaril-related oosts am customer-related oosts, is 

achieved. Conpany an:l Staff assert that the methodoloqies prq:>osed by them 

essentially maintain the status quo as to this Cbnpany' s rate design, cootinuinq the 

rate design r:olicy established by the C'orrmission in this Cl:lrrpany's last 1:1...:> rate 

cases (i.e., ER-80-118 and ER-81-85). Conpany am Staff believe that no 

substantial rate restructuring should be undertaken fOr the Cbmpanv until load 

research data, required by the Public Uti Utv Regulatory Policies Act of 1978 am 

currently being aocurrulated, is avai.J.able. Conpany and Staff also assert that 'IWA's 

prqJOsal would result in the tail blocks of a declining block rate not picking up as 

much of an increase on a per-kilowatt hour basis as the first block. As a result, 

lower KWH users would receive more of an increase in rates. Further, r.anpany an:l 

Staff assert that Public Counsel's prq:>osal would result in tail blocks picking up a 

higher percentage increase. In addition, ~ertain non-energy rates (e.q. demaril 

rates) , am minimum rates that do not include any coosurrption, would not receive any 

increase under Public Counsel's prq:>osa l. 

Public dounsel asserts that it would be inappropriate to spread the 

increases in production operation an:l maintenance oost (production o & M) on a 

uniform percentage basis as prq:>osed by Corrpany an:l Staff, mainta.i.ninq that there is 

also a direct relationship between each kilowatt hour produced am all variable costs 

(not just fuel) required to produce that KWH. Public Counsel modified its proposal 

on this issue in its brief, wherein it rec<mnends that the first $8,389,000 of any 

increase granted in this case be !:pread on a uniform per KWH basi.s to all customers, 

and that any increase in excess of that amount be !:pread on a uniform percentaqe 

basis. The $8,389,000 figure is based upon the increase in producti.on 0 & M 

(exclusive of fuel) am the increase in fuel arrl purchased pa.o.>er expense, between 

C'-ase No. ER-81-85 am the instant case, as testified to bv Staff witness washburn on 

cross-examination by Public Oounsel. 
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In support of its position, 'IWA asserts that industrial rates have risen at 

a higher percentage rate than residential rates since 1977. Since the <bmpany's cost 

of service to industrial customers was lower than its cost of service to residential 

customers in 1977 (when the last cost of service stucly of r.tJPuh was performed), aril 

Carpany has not shrnn that any change in that situation has occurred since 1977, 'IWA 

concludes that industrial ratepayers are subsidizing residential ratepayers. The 

prcposed percentage increase in residential rates by the Cbnpany in this case is in a 

range of 18.68% to 18.86%, whi.le the prcposed percentage increase fur industrial 

users is 21.14%. The prcposed increase for aU classifications of users, totaled, is 

18.35%. 'IWA asserts that the <XJntri.bution to return of industrial users is higher 

than the <XJntri.bution to return of residential users, am there is greater efficiency 

and less line-loss in supplying energy to industrial customers than to residential 

custcmers, resulting in less cost per ki.lowatt-hour. Since 1977, the industria) 

electric rate (Rate 210) of M:>Pub has been increasing by an average of 16.44% per 

year, while the residential rate has been increasing at 10.34% per year. 'IWA alleges 

that the rate designs prcposed by Cbnpany, Staff and Puhlic Cbunsel in this case 

would continue subsidization of residential electric rates by industrial users such 

as TWA, resulting in an undue or unreasonable preference to ~esidential users at the 

expense of industrial users. 'IWA asserts that its proposed uniform percentage 

spreading of the increase in electric rates in this case oould more accurately 

reflect the greater costs incurred by JlbPuh in providing service to residential. 

customers. 

However, application of a uniform increase to too different rates will, of 

necessity, result in a larger percentage increase to the lower rate (i.e., the 

industrial rate in this easel. Without current class cost of service <lata, 'JWA's 

allegation of subsidization cannot be suWJrted. Public Cbunsel' s evidence 

dem::>nstrates that production costs represent a substantially larger portion of the 

Company's cost of serving industrial customers as compared to residential customers. 

That evidence further demonstrates that the O:mpany's total production costs, aril in 
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parti.cular fuel costs, have risen JI'Ore rapi<'lJy than other costs (transmission, 

distribution, administrative and general) in recent years. It follows, then, that 

the total cost of provi<'ling service to inoustdal customers i.s increasing JI'Ore 

rapi<'lly than the total costs associated with resi<'lential service. The evi<'lence in 

this case further shc:Me<'l that energy pr<X'Iuction costs have increase(! since the 

Cortpany's last rate case. It is clearly appropriate, therefore, that these energy 

prcduction rosts be spread on a per-kilowatt hour basis. The proposal of 'lWA on this 

issue must be rejected. 

A remaining question is whether the residential. electric space heati.ng 

rate (!1040) shouln bear any of the increase i.n electric rates resulting fran this 

case. As staten earlier, Corrpany proposes not to apply any of the increase in 

electri.c rates resulting fran this case to <"brrpany's resi<'lential e1.ectr.ic space 

heating rate. Corrpany am Staff agree that, <'luring t.he last five years, the electric 

space heating rate has experienced the greatest percentage increase (i.e., 163%) of . . . --
any resioenti.al electric rate of the ():)rrpany. Corrpany believes that its proposal not 

to allocate any increase to the space heating rate in this case ~ld encourage JI'Ore 

utilization of Cbrrpany's pr<X'Iuction, transmission and nistribution svstems and, thus, 

result in a higher load factor. Corrpanv contends that any :illprovement in load factor. 

is of benefit to all of ():)rrpany's customers. Corrpany's load factor in 1981 was 

42.5%, and averaged 44.4% for the five years ending 1980. By carpari.son, Union 

Electric Corrpany had a 51.4% load factor, Kansas City Power & Light O::>I!panv 49.02%, 

and The Errpire District Electric Corrpany 56.38%, for the same five year perioo. The 

five year average load factor for the 100 largest carg:>anies i.n the United States ~1as 

57.70%. The Corrroission cannot conclude, hc:Mever, that it is just and reasonable to 

entirely insulate a particular class of customers fran a rate increase which is based 

upon the Cbrrpany's reasonable revenue requirement. The Corrroission oonclu<'les that 

caTpany and Staff's prq:x:>sals concerning the residential electric space heating rate 

will be rejected. 
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Rather, the Cbrrmission oonclunes that the first $8,389,000 of any increase 

in electric rates authorize(! in this case should be allocated to all classes of 

service arrl, within those classes, to all rate schedules based upon a uniform per KWH 

basis. The Cbmmission further concludes that any increase in electric rates in 

excess of $8,389,000 authorized in this ca'le shoul.Cl be allocate<'! to all classes of 

service am, within those classes, to all rate schedules based upon a Lmiform 

percentage basis. This rate design, proposed by Public C'.ounsel in its brief, assures 

that increases in energy production oosts will he directly distributed to customers 

on the basis of the customer's kilowatt-hour usage of such energy. Public C'.ounsel's 

position is preferred by the Cbmmission because it assiqns on a per kilowatt-hour 

basis not only fuel costs an:1 purchased pc:Mer costs, as proposen by Staff and 

Ccrrpany, but also proc'luct.ion 0 & M costs. On the other hand, any increase i.n 

electric rates which exceeds these $8,389,000 in energy production costs will be 

spread on a uniform percentage basis, which represents a proper allocation of fixed 

costs, danard-related costs arrl customer-related costs. 

For t.hese reasons, the electric rate design proposed by the Public C'.ounsel 

in its ini.tial brief is hereby adopted for purposes of thi.s case. 

In addition, the Cbrrmission determines that a new docket should be created 

to aocomodate a study of the rate desiqn of this Cbrrpanv, am that the Cbmpany should 

be ordered to file in this new docket the results of the load research study in which 

it is currently engaged. 

The Cbrrmission further determines that this Cbnpany should be directed to 

perform a new class cost of service study, to be filed in the rate design docket 

being created by this Report and Order. It is clear. from the recorc'l of this case 

that current class cost of service data ~ulC! facilitate c'leterminat.i.on of the proper 

allocation of electric rates am::mg customer classes and subclasses. The Commission 

win anticipate proceedings in such a rate design docket during 19113. 
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B. Water 

In the Hearing Memoranflum in this case (,Toint F.xhibit No. 1), all parties 

agreed that the increase in 1~ater revenues to be oetermined in this case shoul.d be 

allocateo to the appropriatA rate schedules pursuant to t~e recammen<'lation of Staff 

witness Nickle, as set forth in his prepared t.estimonv an<'l revised schedules in this 

case (Exhibits 4 arrl ll). 

IX, Water Issues 

A. Unaccounted-For Water 

Staff asserts that the leve 1 of unaccounted-for water in Cbrrpany' s water 

operations is unreasonably high. Staff reccmnen<'ls an investigation into Cbnpanv' s 

unaccounted-for water levels, an<'l further proposes an accounting adjustment in 

test-year expenses to represent what Staff considers to be a reasonable level of 

unaccounted-for water. 

Unaccounted-for water is "the difference between the total net plant output 

delivered t.o the distribution system an::l the total measured quantity of water passing 

through custcmers' services for the same specified time •••• " '!.he measured quantity 

of water oould include actual custcmer meter readings as well as properly estimated 

unmetered usage. A system's percentage of unaccounted-for water is the oifference 

between the quantity of water proouced less the quantity of water sold, divided by 

the quantity of water pro:'luced. 

Conpany experienced unaccounted-for water levels of 47.62%, 47.46%, and 

58,11% in its 03ceola operations in the years 1978, 1979 arrl 1980, respectively, In 

its Clinton operations, the Cbmpany experienced unaccounted-for water levels of 

33.11%, 26.7% and 25.93% in each of th~se years. ~ese figures mean, for example, 

that well over half of the water proouced by the Cbmpany in Osceola in 1980 was 

nel.ther reflected in metered sales nor otherwise accounted for. In the opi.nion of 

Staff's expert witness, 20% ~1ould be a reasonable level of unaccounted-for water for 

Conpany's 03ceola system, because the system has long portions of !113in with few 

custcmers an::l. many dead-end mains. In the opinion of the same Staff expert, 15% 
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would be a reasonable unaccounted-for water level for Cbmpany's Clinton system. 

Staff proposes to reduce Cbnpany's test-year expenses to reflect Staff's recanmemed 

reasonable levels of unaccounted-for water. 

Unaccounted-for 1-ater can be caused by (1) the inaccuracy of the measuring 

device used in determining the inflow into the system, (2) the inaccuracy of the 

meters used for determining the water actually used by the customers, (3) the water 

actually wasted due to leaks arxl breaks in the piping system or nistribution system, 

and/or (4) unmetered water used to flush streets, sewers, the water system and for 

firefightlng. 

By letter dated September 14, 1979, the Oommission Staff advised Lhe 

president of the Cbnpanv that the Cbnpany needed to meter both raw and finished water 

at Clinton. That letter stated Staff's opinion that it was "important that these 

meters be kept in gcx:Xl repair so that the canpany may know h<M nuch unaccounted for 

water there J.s on each system." 'Jhe same letter recommended that a meter be orovioed 

to the Cities of CEceola and Clinton so that water provided to each city for street 

flushing and sewer flushing could be measured. The letter further observed that 

fire flows ~>PU1.d have to be estimated, but that the fire ilepartments in Osceola and 

Clinton should provide the necessary information to make estimates of fire flcms. 

Sane time after receipt of Staff's letter, the Cbrrpany did install master meters at 

the Clinton water plant. No other action was taken hv Comoanv in response to Staff's 

letter. 

C'.QI!Pany asserts t.hat without further investigation and study, the 

unaccounted-for water percentages at rlinton and Osceola cannot be said to be 

unreasonable. Corrpanv states that it is going to test its master meter10 at Osceola 

and Clinton, arrl that "preliminary indications" are that the master meter at Osceola 

is reading teo fast (i.e., is registering more water than is actually fl01'1inq 

through it). Conpany also states that it is going to more accurately quantify the 

arrount of unmetered water ~lhich is used for fire fighting and flushing streets, 
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sewers arrl the water system, arrl that Cbrrpany has purchased leak survev equipment arrl 

is OCM training Cbrrpany personnel to use this equipment, which will help the Cbmpany 

locate mains as well as possible leaks that might exist in the mains arrl services. 

Of course, Staff ha:'l advised the Cbmpanv sane tw:r-and-a-half years before 

the hearing in this case that i.t was irrportant that Cbnpany's master meters be kept 

in goo'l repair so that the Cbmpany coulo monitor unaccounted-for water on each 

system, arrl had recomnerrled at the same time the provision of a meter to measure 

street arrl sewer flushing. Only after these matters became contested issues before 

the Cbmmission in the instant case, hc:Mever, does Cbrrpanv appear to have responCled to 

Staff's proposals. The failure to test the master meter at the Osceola plant seems 

particularly remarkabJ.e since (l) the Cbmpany believes that the meter may be reading 

too fast, which could make it a significant source of unaccounted-for water, (2) the 

test will be performeil by the meter suwlier arrl will cost the (bmpany nothing, (3) 

the test will not result in an interruption of service, arrl ( 4) the "preliminary 

indication" which brought the possibHity of the maHunction of the master meter to 

the Cbnpany' s attention was available to the Cbmpany in M:lrch or April of 1981. 

catpany also asserts that it has "irrplemented a program of testina arrl 

replacing customer meters on a regular basis." Q1 cross-€xamination of Cbrrpanv' s 

witness, hc:Mever, it became clear that this "program" is a matter of replacing meters 

after the Cbnpany learns or has reason to suspect that there is sanething wrong with 

the meter (determined fran cbservation of consunption records or personal observation 

by meter readers of damaged or leaking meters). The Cbmmission's rules, at 4 CSR 240-

10.030(38), require that the accuracy of a customer's meter· be tested every ten 

(10) years or 200,000 cubic feet of usage, whichever occurs first. There is no 

evidence in the instant case that the Cbmpany has a program to irrplement, or does 

irrplement, this rule of the Cbmmission. 

Company asserts that, in Jight of the actions which are either being taken 

or will be taken by the Cbnpanv, the reccmnerrlation of Staff that an investigation 

and study be performed rel~tive to the unaccounted-for water becomes moot. ~~any 
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further asserts that, until it has been determined after further investigation arY1 

study that the actual unaccounted-for water percentages are unreasonably hi.qh, it 

would not be appropriate to make Staff's proposed cla.mwarrl acliustment in actual test­

year expenses based on sane "hypothetical level" of unaccounted-for water. 

Quite to the contrary, the demonstrably lackadaisical attitude of the 

Cor!pany concerning the issue of unaccounted-for water, <'latinq back at least to the 

Staff's letter of Septerrber 14, 1979, in no wise gives this OJmmission confidence 

that the Cbrrpany seriously intends to resolve this matter on its =· Further, the 

Carpany has had far =re than an adequate period of time in which to determine what a 

reasonable level of unaccounted-for water woul<'l be for its Clinton and Osceola 

systems. No "hypothetical levels" should need to be consi.rlered, because (bmpanv 

should already be in a position to propose am prove an apPropriate level of 

unacccunted-for water for i.ts systems. HCMever, Company is not in that position, 

either by choice or otherwise. 

The Cbmmission concludes that the Cbmpany should be ordered to investigate 

the level of unaccounted-for water experienced in its Clinton am Osceola water 

operations, and to file a report with the Cbmmission at a date set out in the ORDERED 

sections of this Peport arrl Order, explaining in detail the steps Companv has taken 

to determine 1mat is a reasonable level of unaccounted-for water for each of the 

CJ.inton and Osceola systems, and what steps have been taken to reduce the level of 

unaccounted-for water in those systems. The OJmmission Staff should be advised of 

everv step of the Cbmpanv's investigation, am inviten to oarti.ci.pate or ob~rve all 

tests utilized by the Cbrrpany in its investigation. The C.ompany's report is to be 

filed in the Mmagement AucU t case of this Cbmpanv (Case No. ID-82-171 l • 

The Cbmmi.ssi.on further concludes that Staff's reccmmemed accounting 

adiustment, <'lecreasinq Corrpan:v's test-year expenses based on St;tff's reccmmended 

reasonable levels of unaccounted-for water, shoul<'l be adopted. 
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B. Operating and Maintenance Expense 

Staff reccmnends that Cbrrpany perform an investigation of its water 

operations in order to lustify its existinq operation and maintenance (0 & Ml 

expense. Cortpany opPOses this reccmnendati.on. 

Staff anal.yzed the service rates, ratio of total expense to nurrber of 

customers, and ratio of operation and maintenance (0 & M) ~~nse on a1stomer 

service lines per customer for the Missouri. Public Service Cbmpany, and canpared 

those figures with other requlated water canpani.es in Misscuri of similar aqe, plant 

investment per customer, and number of customers. The companies used for comparison 

were: The Brunswick, Mexico, Warrensburg and Platte County systems operated by 

Misscuri Cities w:tter Cbrrpany; the Lexington system run by Missouri w:tter (bmpanv; 

and The Empire District Electric Corrpanv's water operations. As a resu1 t of this 

analysis, Staff fouril that l"oPub's proposed ~mter rates in this case <J.re 

approximately double those of the other companies; that M:>Pub' s total expense to 

number of customers is 100% greater than the comparison companies as to M:>Pub's 

Clinton operation, and 50% greater as to MJPub's Osceola operation; and that M:>Puh's 

0 & M on customer service lines per customer is 470% greater than the comparison 

companies as to MbPub's Clinton operations and 430% greater as to MbPub's Osceola 

operations. Based on these findings, Staff reccmnends that the Cbmpanv shoul0 

investigate its operations in oriler to justify its 0 & M expenses. 

Company asserts, however, that its costs and rates have not been shown to 

be unreascnably high, and that the Cbnpany reviews its 0 & M expenses for all company 

operations "to make sure that increases ••• fran one year to the next do not increase 

disproportionately or 1rithout justification." Cbnpany submits that its 0 & M 

expenses for water operations have not increased clisproportionately with what ooulil 

be reasonably anticipated as a result of general cost inflating factors such as labor 

increases, envircomental requirements and inflation. 

) The cn1parison of increases in 0 & M expenses to general inflation factors 

is not the basis of Staff's recanmerilation on this issue. Rather, Staff's 

- 57 -



reccmnendation is based s:imply on the seemingly extraor<'linary fact that this 

C'.aTpany's 0 & M exr;enditures per customer on service lines is 430% to 470% greater 

than such exr;enditures of comparable companies. In its brief, Staff suggests that: 

It ~ld seem that prudent management, when advised of such 
findings, woulc'l be eaqer to participate in an investigation of 
these expenses in an effort to provide safe and adequate service 
in the most cost-efficient manner possible. In the absence of 
such receptiveness, the Staff must recommend that the Oommission 
require the Cbmpanv to perform such an investigation. Oompanv 
has brought forth no reasonable basis to find otherwise. 

The Cbmmission agrees with Staff's analysis. The Cbrrrnission will order the 

Company to investigate its water 0 & M expenses and to file a detailed rePOrt of its 

findings and anaJysis with the Cbmmission, in the Management Audit cse of this 

(brrpany (Case No. ED-82-171) by the date establ i shed in the ORDERED sections of this 

Report and Order, below. 

c. Net Operating InCOlle (Water) 

After adjustments made on the basis of contested issues herein, the 

Commission finds G:mpanv' s net water operating inCOlle under present rates to be 

$126,279 for its Clinton water operations, and $12,974 for its CSceola water 

operations. 

D. Adjustment to Return on Water Rate Base 

The Cbmmission has rUscussed hereinabove the exceptionallv high leveJs of 

unaccounted-for water which have been experienced by the Cbmpanv in its water 

operations. As stated earlier, the Cbmpany's attitu<le tooarc1 these high J.evAls of 

unaccounted-for water has been "demonstrably lackadaisical." N:>t onlv has the 

Ca!pany made no serious effort to reduce its levels of unaccounted-for water hy its 

own initiative, but the Cbmpany in the instant case even went so far as to oppose 

Staff's recomnendation that the matter he investigated. The Cbmmission has also 

discussed in this ~port and Order the operation and maintenance expenses of the 

Corrpanv's water system, notii1CI that the Cbmpanv's o & M expense on customer service 

lines per customer is 470% greater t-.han that of six ccmparable water systems, as to 

MoPub's Clinton operati.ons, and 430% greater. as to its CSceola operations. Again, 
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ho.-~ever:, the Cbrrpany's response in this case was not to analyze ard suppor:t these 

operating ard oointenance expenses but, rather:, to cp)Xlse Staff's r:econrneooation that 

the ootter: be further: investigatec'l, at all. 

The Cbmmission has oode Staff's pr:O)Xlsed ad~ustment decr:easing Companv's 

test-year: expenses based on Staff's reccmmended reasonable levels of unaccounte<'l-for 

water, ard has ordered the Cbrrpanv to investigate its Jevels of unaccounte<'l-for water 

and its water o & M expenses ard to file reports in this Cbrrmission' s pending 

Management Aunit case concerning the Cbmpany (Case No. E0-8?.-171). However, it is 

the Cbmmission' s juc"grrent that the oonaqement inefficiency, and ciisinterest in 

operational irrprovement, demonstrated upon this record requires adc'litional rateooking 

treatment. 

The Cbmmission concludes that the rate of return on water: rate base in this 

case should be reduced by one percentage point, frau 10.47% to 9.47%. (See section 

VII. B., above). This determination is clearly authorized by law. E.g., Bluefield 

Water: Works & Improv. Canpany v. Public Service Carmission, 262 u.s. 679, 1"93, 43 

S. Ct. 675, 679, 67 L.Ed. 1177, 1183 (1923); Smyth v • .Ames, 169 u.s. 466, 547, 18 

s. Ct. 418, 42 L.ed. 819 (1897); D. C. Transit System v. Washington Metro. Area 

Transit Carmission, 466 F.2d 394, 407-13, 418-23 (D.C. Cir. 1972). New Jersey v. 

New Jersey Bell Tel. canpany, 30 N.<T. 16, 152 A.2n 35, 42 (1959); State ex reJ. 

Utility Carmission v. Cnmeral Tel. Canpany, 285 N.C. 671, 208 S.E.2d 1181, 686-690 

(1974); Petition of New England Tel, and Tel. Canpany, 1.15 Vt. 494, 66 Z\..2<:1135, 

147 (1949); Re: Middle States TJtil iti.es Canpany, 72 PUR (NS) 17, 28-30 (1-bPSC 

1947). See, Re: North Missouri Tel. Canpany, 49 PUR3d 3l3, 317-9 (MoPSC 1963); 

Re: Western Light & Tel. Canpany, 10 PUR3d 70, 74-76 (1-bPSC 1955); Re: The United 

Tel. C_anpany, 1 MoPSC (NS) 341, 349-50 (1948) ; Public Service Carmission v. 

Missouri Utilities Canpany, 1932E PUR 449, 489 (1-bPSC 1932); Re: Lexington Water 

Canpany, 1928E PUR 322, 345-6 (1-bPSC 1928). See generally, Note, "Public Utility 

) Law -- Public Service Cbmmission Ordered Rebates for Inadequate Service;" 1976 

Wise. L. Rev. 584 (1976); See cases cited at MbPSC Digest, Rates, sec. 25; MbPSC 
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Digest, Return, sec. 101 4 PUR Digest (CUmulative), Rates, sec. 1501 5 PUR Digest 

(Onnulative), Return, sec. 161 1. Priest, Principles of Public Utility Regulation: 

Theory & Application, 206-7 (1969) 1 Nichols anc1 1\elch, Ruling Principles of UtiUty 

Regulation: Rate of Return, 382-95 (1955) 1 Nichols and Wo>lch, Ruling Principles of 

Utility Rate Regulation: Rate of Return (Supplement A), 303-7 (1964) 1 Bonbright, 

Principles of Public utility Regulation, 262-5 (1.961) 1 N:>te, '"Jhe Duty of A Public 

Utility 'Ib Render Adequate Service: Its Scope and Enforcement," 62 Collnn. L. Rev. 

31.2, 329-31. (1962) 1 N:>te, "Public Ut.i.Uties - F'air Rates for Fair- Service," 53 

N.C. L. Rev. 1083 (1975) 1 !iblan, "Incentive Rate of Return," Public Utilities 

Fortnightly, 50 (July 30, 1981) 1 Article, "Service, Efficiencv and Rate of Return", 

Public Utilities Fortnightly, 46 (January 18, 1979). The Supreme r.ourt of the 

United States left no doubt in its Bluefield decision that efficient and economic 

management nust be considered in the context of setting the allowed return on a 

utility carpany's rate base: 

"The return shoul.d be reasonablv sufficient to assure confidence 
in the financial soumness of the utility, arrl shoul<'l be 
ailequate, under efficient and econanic management, to maintain 
and support its cr-edit, arrl enable it to rai.se rroney necessary 
for the proper discharge of its public duties." ( errphasi.s added) 

Bluefield Water Works & Improv. Canpany v. Puhl.ic Service r..armission, supra, 262 

u.s. at 693. This language makes it clear that the O::>mmissi.on nust consider evidence 

regarding the efficiency and economy of management in order to determine a pr-oper-

return for the Cbmpany. Moreover, since Bluefield, "[n)umer-ous other- decisions 

have r-ecognized that supedor service <Xmllan:'ls a higher rate of return as a rewar-d 

for management efficiency and, conversely, that inefficiency and inferior service 

merits a l<=Mer return." ( errphasis added) 1\'ote, Wise. L. Rev. , supra at 594. 

Finally, it should be noted that the Missouri O::>mmission has previously considered 

adjustments for management efficiency in its rate decisions. rsee authorities cited 

above.) 
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An excellent statement of the relevant principles has been noted by Nichols 

and ~lch, quoting a Michigan Cbrnmission ruUnq: 

The commission believes it proper to base its rate of return in 
some degree upon the economy and efficiency with which the 
utility in question serves the public. The owners of a utilitv 
who are alert and active at all times in an endeavor. to serve 
their public at the lowest possible reasonable cost are entitled 
to be o::npensated for their efforts. The am:>unt of rronev going 
to the owners of a utility by wav of return upon the fair value 
of the property used and useful in serving the public is 
ordinarily rather a small proportion of the total am:>unt the 
patrons of the utility are required to pay. By far the greater 
arrount the p.!blic is required to pay is used up in operatinq 
expenses, taxes, arrl the llEintenance of the property. Where the 
owners of a utility make use of every reasonable economy that 
will keep the operating expenses at the lowest possible 
reasonable figure, they can and should be granted a greater rate 
of return than they should receive where these efforts are not 
made. Assume 1:\«J gas utili ties existing under practically the 
same conditions; one of them through up-to-date metho:ls is able 
to furnish gas to the public at a given price, while it costs the 
other 10 cents per M cubic feet rrore than it costs the first one. 
Should the owners of each utiJ itv r.ecelve the same rate of 
return? The commission thinks not. Enterprise, economy, and 
efficiency should receive sane reward. The only means by which 
the owners of a utility can be compensated for their enterprise, 
efficiency, arrl economy is through the rate of return. Eight per 
cent is proper in sane cases; 7 per cent or 6 per cent or 
possibly less I'PUld be sufficient in others. The oommission wi 11 
not hesitate to fix a higher rate of return where circumstances 
warrant it arrl conversely a lcmer rate of return will be fixed 
where conditions seem to demand it and this rate of return 
should be changed from time to time to correspond with the 
performance of the utility." (errphasis added) 

Nichols arrl 'l'elch, Ruling Principles of Utility Regulation: Rate of Return, 

382-3 (1955). 

In the Cbmnission~s judgment, a reduction of Cbmpany~s rate of return on 

water rate base from 10.47 to 9.47 percent will both reflect the ffi3nagement 

inefficiency so clearly demonstrated by the record of this case concerning water 

issues and, hopefully, will provide an incentive to this Cbrnpany to irrprove 

management efficiency. State =nmissions have gone much farther than has this 

Ccmnission in this case. Re: Midclle States Utilities Company, 72 PUR (NS) 17 

(1\bPSC 1947) (no increase); Re: Blair Telegraph Canpanv,lO PUR4th 44,47-54 (NebPSC 
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1975) (Salaries cut; other accounts reduced); Re: Berkeley Water CompanY, 

unreported order (NJBdPUC N::>s. 7811-1515, et al.., Noverrber 6, 1980), cited at Nolan, 

supra, at 53 (catPany's manaqer. removed; control transferred to receiver). 

The Cb!Mlission further ~«>uld suggest to its Staff that it rrore closely 

scrutinize the rate increase requests of companies demonstrating the type of 

disreqard for management effic.i.encies that !lbPub has demonstrated in this case as to 

its water 0 & M and unaccounted-for l'.'ater levels. The Cb!Mlission ~«>uld also urge its 

Staff to consider recanmemations such as reductions in allowable operating expenses 

and returns on rate base, when they find the type of evidence contained herein as to 

the issues of water o & M and unaccounted-for water. The Cbmmission must l«llder 

whether a o::mpany which cannot be bothered to investiqate the i;act that rrore than 

half the water it produces in a given t= vanishes without accountability, can in 

fact meet its burden of proving a need for any increase in rates at all. However, 

the Cbmmission cannot conclude upon the evidence hefore it that no water rate 

increase is justified. 

E. Clinton Feeder Line 

Staff recannends that the Cbmpany canplete construction of the feeder main 

line to the north em of Clinton as scon as practicable. This feeder line was 

included in the Phase 4 reccmnendations of an engineering study performed by the 

Layne-western Cbmpany, Inc., a consulting engineering firm, in approximately 

Decerrber, 1978. The Layne-'1\"'stern study recannended the extension of a twelve-inch 

line fran <blden Drive, north across Highways 13 and 7, to the north end of the 

existing six-inch line along Gaines Drive, crossing Highwavs 13 am 7. Thi.s proposed 

line is what is referred to herein as the Clinton Feeder Line. The Lavne-l,~stern 

report recanmended the use of either twelve-inch or fourteen-inch pipe for the 

Clinton Feeder Line. Staff's witness testified that J.t is the Cbmpany's 

responsibility to determine what size feeder line is required. 

On Februarv 18, 1982, a merrber of the Cbmmission' s Staff performe<1 a water 

pressure test in the presence of personnel of the Cl::xnpany, the Missouri Department of 
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Natural ~sources (JlllR), arrl the Clinton Fire Department. When a fire hydrant i.n 

north Clinton was flowed (opened) in that test, the residual water pressure at one 

nearby residence oo the system dropped fran 70 JX>Unds per s::ruare inch (psi) to five 

psi. Since the residual pressure at the location tested was five psi, pressure at 

certain other locations on the system could possibly have gone to zero, or beyond 

zero, to create a vacuum. The creation of a vacuum in any part of the water system 

could result in cross contamination in the water 1 ine, creating a health hazarn, fran 

siphonage of water hack intD the system fran irrproperly constructed plumbing fixtures 

(such as the reservoir tank on the back of flush toilets, or washing-tanks fran 

various pieces of medical equipment). Zero residual 1~ater pressures can also cause 

damage tD water meters as a result of hot water heater drainage back intD the water 

system. 

On March 8, 1982, another member of the Oommission's Staff conducted 

additional pressure testing at various locations i.n the north part of Clint_on, 

assisted by personnel of the Cbmpany, DNR and Clinton Fire Department. Two different 

fire hydrants were opene<l, one at a time, for purposes of these additional tests. 

The second hydrant was opened on two different occasions. When the first hydrant was 

flowed through a one-and-a-half inch opening, residual pressure at a hose connection 

on a nearby house went fran 75 psi to 20 psi, arrl eesidual pressure at a hose 

connection oo another house in the area went fran 64 psi tD 13 psi. Residual 

pressure oo the ground floor of a hospital 1~ent fran 70 psi to ?.2 psi. Residual 

pressures oo the third floor of the hospital would have been about 12 psi 1ess than 

those on the first floor, due to the difference in elevation ooly. 

When the second hydrant was flowed through a one-and-a-half inch opening, 

the hose connection at one residence shONed a change in resic:1ual pressure fran 75 psi 

to 19 psi, arrl that at the second residence was reduced fran 60 psi to lO psi. 

Residual pressure on the ground floor of the hospital went fran 70 psi to 20 psi. 

Upon f1D1'1ing the second hydrant through a tlo.O--and-a-half inch opening, eesi.dual 

pressure at the hose connection oo the first house was reduced fran 75 psi t.o zero 
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psi, arrl that on the seconc'l house v1as rec'lucea frcm 60 psi to zero psi, while the 

residual pressure at the ground floor of the hospital ~1ent fran 70 psi to ten psi. 

Due to the c'lifference in elevation it was likely, therefore, that residual pressure 

on the third floor was less than zero. 

The Commission's rules, at 4 CSR 240-10.030(34) provide that "dean ends" in 

distributing mains should be flushec'l when necessary to insure satisfactory guali.ty of 

water to consumers and that, to allow flushing, dead ends should be equipped ~1ith 

hydrants, flush valves or other means of allowing water to be remove<l frcm such cleacl 

en<ls. The water system in Clinton contains many c'lead eros which require flushing. 

The Commission's rules at 4 CSR 240-10.030(32) provide: 

All water furnished by utili ties for human consllllPtion and 
general household purposes shall conform to standards adopted hy 
the Missouri State Division of Health. The source of supplv 
shall be of adequate quantity to insure a supply without 
interruption at aU times. 

Section (35) of the same rule provides, in part: 

Every effort !Tllst be made to maintain water pressure which will 
at no time faD below an adequate minimum pressure suitable for 
danestic service. 

The standar<ls adopte<'l. by the Missoud IEpartment of Natural Resources, 

(successor to the Missouri State Division of Health as to public water supply 

responsibilities), require 20 psi of. pressure throughout the water svstem under aU 

normal operating conditions. The necessity of flushing rMins i.s a normal operating 

condition of the Cbrrpany. The Conpany has also undertaken to provide fire service to 

the Fire Department of. the City of. Clinton and, therefore, the provision of fire 

flows is also a part of the normal operating conditions of. this svstem. '!'he system, 

as it exists, is not adequate to assure residual pressures of no less than 20 psi 

throughout the system urrler normal operating conditions. 

In order to fight a fire at a resiaence i.n north Clinton, the Clinton Fi r.e 

Department I'.Duld initially respond with ti'.D vehicles and I'.Duld attack the fire with 

too inch and three-quarter firelines fran the nearest fire hydrant. The fire 

department would also request fran fire heac'lquarters ti'.D additional tanker •mits for 
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backup supply, which \'.UUld cane in a)_ready loaded with water. If their water supply 

was <'lepleted during the course of fighting the fire, the tankers ~>XJuld have to 

proceed south through a 1113.jor intersection and continue south to Sedalia Street in 

Clinton to reload fran a larger water !113.in. If the new Clinton Feeder TJine was 

constructed, the initial attack purrper ~"Pul<'l be at the fire, and the second pLUtper 

would pump off the fire hydrant into the attack unit. 

At Cblden Valley Memorial lbspital, •11hich is located in the area of north 

Clinton in question, initial attack ~"PUld be fran a fire hydrant (hydrant 121) 

located at the hospital, and the second punper ~"PUld go to a pond located sane 500 to 

600 feet west of the hospital to begin draftinq procedures to supply fire units at 

the hospital for fire attack. Water fran the pond cannot be purrpe<1 into the 

sprinkler system at the hospital because of possi.ble contamination of the O:lmpanv's 

water system. No use of pond water I'.Ould be required for firefighting at the 

hospital, if the new Clinton Feeder Line was constructed. r.urrent water. pressure 

flows available in the OJmpany's system may not provide suffici.ent water pressure for 

effective utilization of the sprinkler systems i.n the hospital or ln the Clinton 

Manor project nearby. 

Section 393.130, REMo 1978, provides that: 

Every gas corporation, every electrical corporation, everv water 
corporation, and every sewer corporation shall furnish and 
provide such service instrumentalities and facilities as sha1 1_ be 
safe and adequate and in all respects -iust and reasonable. 

Section 393.140, REMo 1978, states, in part, that the Cbmmi.ssion shall: 

(2) Investigate and ascertain, fran time to time, the quality 
of ••• water suppliec:'l ••• by persons and. corporations ••• and have 
pewet to orc:'ler such reasonable iJTProvements as will best pranote 
the ~lie interest, preserve the public health and protect those 
using such ••• water ••• system •.• and have po.o~er to order reasonable 
irrprovements and extensions of the ~"Prks, ••• pipes, li.nes, .•• and 
other reasonah1e devices, apparatus and property of ..• water 
corporations .••• 
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'Ihus, this Cbrmlission has a duty to investigate the quality of Cbmpany's 

service, and the Cbmpany has a duty to provide safe and adequate service. The 

Commission is further errpowered by statute to order reasonable improvements i_n the 

Company's system. 

Upon the record herein, the CblliTiission concludes that the inahi lity of 

Company's system to maintain residual pressures of no less than 20 psi in north 

Clint.on Nhile a fire hydrant is being floNed is unsafe and inadequate, and must be 

corrected. The evidence herein is clear that a larger feeder line is necessary to 

assure such minimum residual pressures in the case of fire flow or flushing. 

Therefore, the Cbmmission concludes that t.he Cbmpany should be ordered to construct a 

ne~~ feeder main line to the north end of Clinton, of sufficient size to provide 

adequate (not less than 20 psi) residual pressures under the conditions c'li.scussed 

herein, for the reasonably foreseeable future. Company Nill be <'!irected, in the 

ORDERED sections of this Report and Order, to file with the Cbrrrnission, within thirtv 

(30) days, a construction schedule for such a feeder line. 

The Cbmpany asserts that it is under no requirement to maintain water 

pressure at any specific levels (i.e., ?.0 psi), and that the requirement of 

providing safe and adequate water service relates onlv to c'lanestic service anc'l not 

fire protection service, because of the provisions of the Cbmmission's rule at 4 C'BR 

240-10.030 (35). That rule states: 

Every effort must be made to maintain 1qater pressure which will 
at no time fan below an adequate minimum pressure sui table for 
domestic service. In addition to furnishing domestic and 
c<mnercial service, each utility furnishing fire hydrant service 
must be able, within a reasonable period of time after notice, to 
supply fire-hyc'lrant service to local firefighting equi.r;rnent and 
facilities. No utility shall, however, be required to install 
larger mains or fire hydrants or otherwise supply fire service, 
unless proper contractual arrangements shall have been made with 
the utility by the municipality, agency or individual desiring 
such service. (Thlphasis added) • 

The Cbnpany' s position is not well taken. Under this rule, the Cbmpany 

would not be required to install larger mains or fire hydrants, unless proper 

contractual arrangements had been made, in orc'ler to provide fire service not 
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previously undertaken by the utility. In the City of Clinton, hQrever, the Cbrrpany 

has already undertaken the provision of fire service to the Ci.ty at sane time in the 

past. The effort to apply the provisions of 4 CSR 240-10.030(35) in the instant case 

is not timely. The supply of fire service is not beinq requested in this case. What 

is at issue is the Cbmpany's inability to provide minimum resioual pressures 

(determined herein to be 20 psi or more) when hydrants which are alreadv in place are 

flowed for fire fighting or system flushing purposes. The fJ.o1~inq of hydrants for 

these purposes have alreac1y been determined (hereinabove) to be part of the "normal 

operating CX)Odi tions" of the Cbrrpanv' s water system in Clinton. As a result, the 

reduction of residual pressures to a level below 20 psi 1men a hydrant is fl<:Med is 

inadequate fOr nomestic service, under 10.030(35). The minimum pressure suitable for 

domestic service, as found herein, is 20 psi. To provide that minimum pressure, a 

larger feeder main is needed. The Cbmpany's arguments must be reiected. 

F. Quali tv of Clinton Water 

A great deal of testimony was presented to the Cbmmission at the Clinton 

local hearings on February 18, 1982 ccncerning the qualitv (including bad taste am 

odor) of water provided by the Cbrrpany to its Clinton customers in or about July, 

1981, and again in or about January, 1982. (See transcript of local. public hearinq, 

T-1 through 107; also, T-727-730). At the evidentiary hearings in Jefferson City, 

Staff's witness testified as to steps the Cbmpany oould take, ard has taken, to 

irrprove the quallty of water provided to custaners in the CJ.ty of Clinton. 

The Cbmmission CX)OCludes that the nompany should be ordered ard directed to 

take all steps necessary to avoi<'l the problems CX)Ocerninq the quality (including the 

odor ard taste) of water provide<'l to customers in the City of Clinton which ~~ere 

experienced in or about July, 1981 aril in or about Januarv, 1.982. Further, the 

Commission will <iirect its Staff to monitor the level of quality of the Hater 

provided to customers i.n Clinton, am to report to the Cbmmission if, in Staff's 

judgment, further Cbmmission action is necessary to maintain proper qualitv levels. 
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G. Looping of Dead-End r,ines in Clinton 

The Layne~~stern report of December, 1978 (referred to hereinabove unner 

section IX. E., "Clinton Feerler r~ine"), recarmende<1, inter alia, the looping of 

al.l dead-end water lll3i.ns i.n the Cbrrpany' s Clinton water system. Testimony at the 

local public hearings in Clinton indicated that of sane tl'.\'!nty-two (22) dead-end 

lines within the city limits of Clinton, only six (6) had been 10<l!Je0 as of' the local 

hearings. Expert testimony at the evidentiary hearing in Jefferson rity was that the 

quality of water can deteriorate on a clead-encl 1 ine, and that nead-ends can cause or 

contribute to, .;::i:::nc::t.:::e::.r _a_l._ia_, pressure problems and odor problems. 

'The Cbmmission concludes that the (bmpany should be ordered ann directed to 

file a report with the Cb!Miission Staff detail.inq the Cbmpany's plans, including 

time-tables, for the looping of dead-ends in its Clinton water system. This report 

should be filed by the date set forth in the ORDERED sections below. The Staff will 

also be directed to report to the Cb!Miission if, in Staff''s judgment, further 

Comnission action is necessary concerninq the looping of dead-end 1~ater lines. 

X. Cold Weather Termination of Service Rule 

The Hearing Memorandum in these cases (,Joint Exhibit No. l) set out the 

"Cold Weather Termination of Service Rule" as a contestecl i.ssue. Two subparts of 

this issue 1'.\'!re presentee'! to the Cbrrroission in this case, upon stipulated facts 

(EJ(hibit 55). The first issue is whether. Cbmpany lli3Y require customers who become 

delinquent between Novenber 15 and M3.rch 15, to agree to eliminate any arrearaqe, 

current amounts and ensuing bills prior to the next June 15. The second subpart of 

the issue is whether the minimum 25% or $75 payment requirements of the r.ule apply 

separately to each utility service received (gas and electric) by a customer. 

The Cbmmission has adopted a rule relative to termination of utility 

services during periods of cold weather (hereinafter referred to as the "Cbld 1'\eather 

Rule" or "the rule"). The rbld 1'\eather Rule is C<Xlifien as 4 CSR 240-10.050. The 

ruJ.e provides, in Section (2) thereof, that: 
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During the period Noverrber 15 through March 15 heat related 
utility shall limit any discontinuance of service to residential 
custcrners receiving authorized heat related utility service who 
do not make a gocxl faith atterrpt to pay •••• 

Section (l) (A) of the rule defines "gocd faith attenpt to pav," for 

purposes of the rule. Under that section, a customer has made a gocxl faith attempt 

to pay if he or she has contacted the utility when a bill for service is not paid in 

full during the period Noverrber 15 through March 15, has stated his or her inability 

to pay in full arrl provided the utility with sufficient information regarding his or 

her inccrne for determination of the terms of a payment agreement, and has entered 

into a payment agreement which includes "any rurount in arrears, current rurounts and 

all ensuing bills to be disposed of prior to the next Noverrber 15, •••• " 

4 CSR 240-10,050(1) (A)l. The custaner is also required to nay "a minimum of twenty 

five percent (25%) of the total monthly rurount Oiled for service or seventy five 

dollars ($75) whichever is greater," [10.050(1) (A)2.], arrl to awly for financial 

assistance for beating bills for which he or she may be eligible. 

Under the Cbld N;!ather Rule, custcrners who do not make a good faith atterrpt 

to pay, within the provisions of the rule, may suffer a discontinuance of utllitv 

service. 

Missoud Public Service r:brrpany ("C'.onpany") has not been granted a variance 

fran the terms of the Cold N;!ather Rule. The Ca!ipany has adopted certai.n procedures 

concerning its interpretation arrl irrplementation of the Cbld ~ather Rule, which 

Company applies in all geographical areas in which it renders service. These 

procedures of the Cbrrpany require, inter alia, that between Noverrber 15 and March 

15, electric, gas or gas arrl electric customers who have not paid their bills in full 

must sign an agreement "to include any rurount i.n arrears, current rurounts and all 

ensuing bills are to be pai.d by June 15", in order to avoid termination of service. 

Public Counsel (who raised the instant issues in this case) argues that 

Company's policy of requiring an agreement to dispose of arrearages, current rurounts 

and ensuing bills by June 15 is in clear violation of the provisions of the C'old 
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Weather Rule. Company argues, on the other hand, that ID!I1Panv's requirement that a 

customer eliminate any arrearage by June 15 is prior to November 15 and, 

therefore, well within the guidelines of the Commission's rule. C'.ompany asserts that 

in order for Public Counsel's argument to be meri tor i.ous, the rule would have to 

state that arrearages be eliminated no sooner than the next Novemher 15. 

The Commission CXli1cludes that the plain meaning of its <bln Weather Rule is 

that customers caning within its provisions are to be afforded the opportunity to pay 

any am:>unt in arrears, current am:>unts and all ensuing bi Us over a perioe of time 

extending up unti 1. the next Noverrber 15, pursuant to a pavrnent agreement entered into 

by the customer with the utiJ ity. To require that a customer who canes within the 

provisions of the Cold Weather Rule must enter into a pavrnent agreement providing for 

the payment of all am:>unts in arrears, current amounts and all ensuing bills by June 

15, at risk of termination of the customer's service, is a clear violation of both 

the spirit and letter of the Cold Weather Rule. Company could as easily argue that 

it could require payment of all am:>unts under the payment agreement by April 15 or 

some other date. In fact, every day beginning with Noverrber 15 is "prior to" the 

next November 15. Company's argument borders on the absurd, and seeks to wreak havoc 

1~ith the uniform standards established by the Cold Weather Rule. 

The Commission CXli1clu<'les that the Company should be ordered not to enforce 

its policy concerning the Cold Weather Rule, insofar as that policy requires a 

customer to sign an agreement to pay any am:mnt in arrears, current amounts an<:1 all 

ensuing bills by June l5 in order to avoid termination of the customer's service. 

Any termination of service based upon such an agreement would violate the rules of 

this Commission. The Commission fi1rther CXli1Cludes that anv customer who came under 

the provisions of the Cold Weather Rule between Noverrber 15, 1981 and March 15, 1982 

is entitled (1) to renegotiation of his or her payment agreement with the Company to 

provide for the pavrnent of any amounts in arrears, current amounts and all ensuing 

bills to be disposed of prior to Noverrber 15, 1982, and (?.} to be advised of that 

entitlement by the Company in case of the customer's failure to canpJ.y with his or 
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her payment agreement on or after ,Tune 15, 1982. In oraer to assure that the pol:lcy 

of the Company found herein to be violative of the Cbrrrnission's rule =uld not be 

enforced to result in a termination of service of any customer ~lho came within the 

provisions of the Cold N::•ather Rule during the period Noverrber 15, 1981 and March 15, 

1982, the Commission issued an "Interim Order Cbncer.ning Cold ~ather Termination of 

Service Rule Issue" on June 15, 1982 in these cases, setting out these findi_ngs and 

conclusions of the Cbmmission concerning C.ompany's June 15 Cola ~ather Rule pavment 

deadline. 

The second subpart of the Cb1d ll'l'!ather Rule issue concerns the minimum 

payment requirements of the Cbld ~ather Rule flO. 050 (1.) (A) (2.) J • The fb"npany' s 

procedures concerning interpretation and implementation of the Cold ~ather Rule, 

referred to hereinabove, also require, inter alia, that customers caning under 

the Cold W'!ather Rule must pay a minimum of twenty five percent (25%) of the total 

monthly amount cmed or seventy five dollars ($75), whichever is greater, "for each 

utility service received." '!he Cbmpany provides both gas and electric service to 

Missouri customers. Public Counsel contends that the minimum pavment provision of 

the Cold lleather Rule should apply to the customer's total bill for service fran 

the Company (including both gas and electric service) , rather than being applied 

separately as to electric service and separately as to gas service. Public Counsel, 

in its brief, illustrates the result of the t= interpretations of the rule advanced 

in this cose, with a customer with a forced air gas furnace who receives a bill for a 

given winter month of $40 for electric services and $150 for qas. Unaer the 

Ccrrpany's interpretation of the Cold W'!ather Rule, $75 would be due for gas 

service and the full amount ($40) ~1ould be due for electric service. By contrast, a 

customer in a total electric house with a bill of $190 would be required to pay $75 

under Cbmpany's interpretation of the Cbld lleather Rule. Under Public Counsel's 

interpretatJ.on, the first customer v.oulcl be required to pav $75, since 25% of $190 
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(the total of electric am qas service) is $47.50. The seconn customer, in the total 

electric house, would not be affected by the different interpretations of the rule 

advanced in this case. 

The Cbld \\leather Rule's prohihition against termination of service between 

Noverrber 15 arrl M3.rch 15 is limited to residential customers receiving authorized 

"heat related utility service." '!he rule, at 10.050 (1) (B), defines "heat related 

utility service" as "any gas or electric service that is necessary to the proper 

function and operation of the custcrner' s heating equipment." Since electricity is 

necessary for the operation of the fan which distributes the warm air produced by a 

forced air gas furnace, both gas and electricitv are clearly necessary to the proper 

function and operation of the heating equipment of a custcrner who has a forced air. 

gas furnace. Such a custcrner is entitlen, therefore, to seek application of the CblCI 

Weather Rule as to both his or her gas and electric service. 

As Cbrrpany points out in its reply brief, a customer. in St. Louis who 

sought to utilize the provisions of the Cbln t•eather Rule as to both his or her gas 

and electric service would have to go separately to Uhion Electric CAXOpany ann 

Laclede Gas Cbrrpany to seek application of the rule. It is cl.ear that each of t_hose 

conpanies would apply the miniiTIJill payment provisions of the Cbld \\leather- Rule 

independently of the other. The customer would be required to oav 25% of his or her 

gas bill to Laclede, or $75, whichever was qreater1 and, in addition, to pav 2S% of 

his or her electric bill to !!'lion Electric C.ompany, or $75, whichever was qreater. 

Each of the utility ccrnpanies (Lac1ede and Uhion Electri.cl, in this exarrple, would 

receive the benefit of the full miniiTIJill payment required by the Cbl<'l ~<eather Rule1 

and the rule would be applied on a uniform arrl consistent basis as t.o each cust.aner 

who sought to use the Rule as to both electric am gas service. 

On the other hand, Public Cbunsel's proposed interpretation would produce 

the result that utilities which provide both gas and electric service, am customers 

of those utilities, would be treated differentlv than ccrnpanies which provide either 

gas or electric service (but not both) and customers of those carq:>anies. Public 
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Counsel's interpretation 1-.uuld not change the application of the minilrum payment 

requirements as to customers of lhion Electric or Laclede. The Rule clearly does not 

contenplate the inpossible administrative and bo::Jl<l<eep.ing t.asl< of indeoendent utility 

carpanies ioining together to calculate the application of the minilrum pavment 

requirements of the Cbld 1'-eather Rule and allocatinq the proceeds of such minilrum 

payments. 

The issue can best be seen by an expansion of Public Counse1' s hvpothetical 

situation. If a customer of MbPub in Sedalia was billed, in December, $40 for 

electric service and $150 for gas service, he or she l>.Ollld only have to pay S75 to 

the Cb~any to o:me within the provisions of the Cbld ~\~'!ather Rule, under Public 

Counsel's proposed interpretation. On the other hand, a resident of the City of St. 

Louis who received a $40 electric bill fran Union Electric Company in December, am a 

$150 gas bill fran Laclede Gas Cbrrpany in the same month, 11ould be required to pav 

the full amount of the electric bill under the CJ:>lO ~ather Rule provisions, plus $75 

on the gas bill. to Lac1_ede Gl.s, or a total of $ll5. UF. would have received its full 

electric bill, and Laclecle would have received $75 of its gas biJl. MoPub, on the 

other hand, would have received only $75 of the total amounts due to it by the 

Sedalia customer. 

The Commission must conclude, therefore, that Public Counsel's proposed 

interpretation of the minilrum payment provisions of the CJ:>ld ~\~'!ather Rule l>.Ollld 

result in inconsistent and discriminatory application of the Rule's provisions, 1qhich 

would be unjust and unreasonable as to both the utility c:atpany which provides both 

gas and electric service, and to the customers of carpanies which provide only gas or 

electric service. 

The Commission concludes that the Cbmpanv' s policy concerning the minimum 

payment provisions of the Cbld w=ather Rule is just and reasonable, and consistent 

with the terms of that Rule. 
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The Cbnmlission notes that since Cbmpany's policy concerning the minimum 

1 payment provisions is clearly consistent with the terms of the Cbld l"=ather Rule, any 

proposal which could be devised by the Public C'ounsel (or any other party) to 

accomplish a reduction of the total minimum payment required under the COld ~eather 

Rule, while still providing for consistent and uniform application of the Rule 

throughout the state, might best be addressed in a Petition for Rulemaking, 

XI. Fair Value Rate Base 

For purposes of this case, the Cbmpanv proposes a ccmputation of fair value 

rate base determined by weighting net replacement costs of Ccrnpanv's property, and 

net original cost of such property, at 50% each. l'lhile the Cbmpanv' s approach is 

novel, C'.orrpany cites no authority or Cbrrmission precedent for its approach. The 

Ccmnission determines that its customary basis for determining fair value rate base 

should be utilized in this case. 

The Cbmmission finds the Cbmpany' s fa i.r value rate base to be $347,262,061 

for electric cperations, $3,658,884 for r.linton water cperations and $487,958 for 

Osceola water cperations. 'I'hese amounts inclur'!e all necessarv canponents of rate 

base, Applying the net cperating incane requirement of $27,209,152 for electric 

operations which has been found reasonable in this case to the electric fair value 

rate base prcduces a fair am reasonable rate thereon of 7. 84%. Applying the net 

operating income requirement of $232,305 for Clinton water operations which has been 

found reasonable in this case to the clinton water fair value rate base prcduces a 

fair and reasonable rate thereon of 6. 35%. Applying the net cperatinq income 

requirement of $25,755 for Osceola water operations which has been fouril reasonable 

in this case to the Osceola water fair value rate base prcduces a fair and reasonable 

rate thereon of 5.28% 

XII. Revenue Deficiency 

Based on the rate of return fouril to be proper herein, the <bmpany' s net 

operating inccme requirement for electric cperations is $27,209,152, or $3,365,113 

in addition to its net operating income under existing rates. Applying the proper 
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allowance fiJr income taxes as approved herein, the additional revenue requirement as 

a result of the findings in this case is $6,419,554 on an annual basis, exclusive 

of applicable qross receipts arx3 franchise taxes. 

Based oo the rate of return fiJnnd to be proper herein, the Cbmpanv' s net 

operating incane requirement for Clinton water operations is $232,305, or $106,026 in 

addition to net operating incane under existing rates. Applying the proper allowance 

for income taxes as approved herein, the additional revenue requirement as a result 

of the findings in this case is $203,196 on an annual basis, exclusive of applicable 

gross receipts arx3 franchise taxes. 

Based on the rate of return found to be proper herein, the Company's net 

operating income requirement for Osceola water cperations i.s $2S, 755, or $12,781 in 

addition to net operating income under existing rates. Applying the proper allowance 

for incane taxes as approved herein, the additional revenue requirement as a result 

of the findings in this case is $24,850 on an annual basis, exclusi.ve of applicable 

) gross receipts arx3 franchise taxes. 

) 

Conclusions 

The Public Service Cb!IIOission of Missouri. reaches the following 

conclusions: 

The Cbmpany is a publi.c utili tv subiect to the iurisdi.ction of this 

Commission pursuant to <llapters 386 and 393, RS>IO, 1978. 

The Cbmpany' s tariffs which are the subject matter of this proceeding were 

suspended pursuant to authority vest.ed in thi.s Cbrnmission by Section 393.150, RS'J!o, 

1978. 

The burden of oroof to show that the proposed increased rates are just and 

reasonable is upon the Cbmpany. 
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The CblTUllission, after notice an::l hearing, may order a change in the rate, 

charge or rental, an::l any regulation or practice affecting the rate, charge or 

rental, an::l it may determine an::l prescribe the lawful rate, charge or rental aoo the 

lawful regulation or practice affecting saicl rate, charge or rental thereafter to be 

observed. 

The Cbmmission may consider all facts which, in its ~udqment, have any 

beadng upon a proper determination of the price to be charged with due regard, arronq 

other things, to a reasonable average return upon the capital actually expenC!oo an::l 

to the necessity of making reservations out of income for surplus and contingencies. 

The order of this Chrmission is base<! upon canpetent and substantial 

evidence upon the whole record. 

The Cbrrpany' s existing rates an::l charges for electric service are 

insufficient to yield reasonable canpensation for electric service rendered by it in 

this state an::l, accordingly, revisions in the Cbrrpanv's applicab1.e electric tariff 

charges, as herein authorized, are proper an::l appropriate and will viel<'l the CbnPany 

a fair return on the net original cost rate base or the fair value rate base foun::l 

proper herein. Electric rates resulting fram the authorized revisions will be fair, 

just, reasonable anCI sufficient an::l will not be uri!uly Cliscriminatory or unduly 

preferential. 

The Cbrrpany's existing rates an::l charges for water service are insufficient 

to yield reasonable canpensation for water service rendered by it in this state am, . .. 

accordingly, revisions in the Cbrrpany's applicable water tariff charges, as herein 

authorized, are proper an::l appropriate an::l will yield the canpany a fair return on 

the net original cost rate base or the fair value rate base found proper herein. 

Water rates resulting fran the authorized revisions will be fair, just, reasonable 

and sufficient an::l 1~ill not be unduly discriminatory or unduly preferential. 
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For ratemaking purposes, the Oommission I113.V accept a stJ.pulation in 

settlement of any contested matter suhnitted by the parties. The Cbrrmission is of 

the q:>inion that the matters of agreement between the parties in this case ar.e 

reasonable am proper and should he accepted. 

All JOC>tions not heretofore ruled upon are denied and aJJ obiections not 

heretofore ruled upon are overruled. 

The Conpany should file, in li.eu of the proposed revised electric tari.ffs, 

new tariffs designed to increase gross electric revenues by approximately 

$6,419,554 exclusive of gross receipts and franchise taxes. 

The Cbrrpany should f.i le, in Heu of the proposed revised water tariffs, nE'I'I 

tariffs designed to increase gross water revenues for the CHnton water operations hy 

appwximately $203,196, exclusive of gross receipts an:1 franchise taxes, and designed 

to increase gross water revenues for the Osceola water operations by approximately 

$24,850, exclusive of gross receipts and franchise taxes. 

It is, therefore, 

ORDERED: l. That the proposed revised electric tariffs filed by Missouri 

Public Service Cbrrpany i.n Case No. ER-82-39 are hereby disapproved, am the Companv 

is authorized to file in lieu thereof, for approval by this Oommission, permanent 

tariffs designed to increase gross revenues by approximately $6,419,554 on an annual 

basis, exclusive of gross receipts and franchise taxes. 

ORDERED: 2. That the proposed revised water tariffs filen by Missouri 

Public Service Cbrrpany in C'.ase No. WR-82-50 are hereby disapproved, and the Cbrrpanv 

is authorized to file in lieu thereof, for approval by this Cb!Tmission, permanent 

tariffs designed to increase gross revenues by approximately $203,196 on an annual 

basis, exclusive of gross receipts and franchise taxes, for Clinton water operations, 

and by approximately $24,850 on an annual basis, exclusive of gross receipts am 

franchise taxes, for Osceola water operations. 
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ORDF.REn: 3. '!'hat case No. m-82-:187 he, ancl is hereby, established as a 

rate c'lesign proceeding for the <b~any, to he styled, "In the matter of the rate 

design of Missouri Public Service <brrpany." 

ORDERED: 4. That Missouri Public Service Cbmpany he, an:'! is hereby, 

Ordered and <lirected to file the results of its load research study !referred to in 

this Report and Order above) in Case No. l'D-82-287 on or before February 1, 1983, 

unless the Cbmpany petitions the Cbmmission within sixty (60) days of the effective 

date of this Report arrl Order and clearly danonstrates that saiCI requirement is 

unduly burdensome. This directive shaH be applicable unless specifically waived bv 

order of the Cbmmission. 

ORDERED: 5. That Missouri Public Service Company he, and is hereby, 

directed to perform a class cost of service study of its electric operations, and to 

file the results of such study in case No. En-82-287 on or before February 1, 1983, 

unless the Cbmpany petitions the Cbmmission within sixty (60) days of the effective 

<late of this Report and Order and clearly c:lanonstrates that said requirement is 
i 

unduly burdensome. This <'lirective shall be applicable unless specifically waived by 

order of the Cbmnission. 

ORDERED: 6. That Missouri Public Service Cbrrq:>anv be, and is hereby, 

authorized to use "the Accelerated Cost Recovery System" for calculating <'lepreciation 

for income tax deduction purposes and is further authorized to use a normalization 

method of a=unting, as defined and prescribed in the Econanic Recovery Tax Act of 

1981, and as defined and prescribed in any rulings or regulations which might be 

pranulqated to further explain or define the provisions of that Act. 

ORDERED: 7. That Missouri Public Service Company be, arrl is hereby, 

ordereCI arrl directed to construct a new feeder main line to the north end of Clinton 

of sufficient size to provide adequate (not less than 20 psi.) resi<'lual pressures 

under the conditions discussed hereinabove, for the reasonably foreseeable future, 
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and to file with the Cbrrrnission, within thirty (30) days of the effective Clate of 

this Report anCl Oriler, a construction ochedule for. construction of such feeder main 

line. 

ORDERED: 8. That Missouri. Public Service OJmpany be, am is hereby, 

ordered and directed to investigate its levels of unaccounted-for 1o1ater for each of 

the Clinton and Osceola water systems of the Oompanv, and to file a report with the 

C.anmission oo or before Septerrber 1, 1982 in Case No. ED-82-171 explaining in detail 

the steps Cbmpany has taken to determine what i.s a reasonable level of unaccounted­

for water in each of those systems and what steps have been taken t.o reduce the level 

of unaccounted-for water in those systems, in accordance with the findings of the 

Corrrnission hereinabove. 

ORDERED: 9. That Missouri Public Service Company be, am is hereby, 

ordered and directed to investigate its water operating and maintenance expenses, and 

to file a report of its findings and analysis with the Cbrrrnission on or before 

September 1, 1982 in case No. ED-82-171 in accordance with the findings of the 

Commission hereinabove. 

ORDERED: 10. That Missouri Publ.ic Service Company be, and is hereby, 

orilered and directed to take all steps necessarY to avoid the problems concerning the 

quality (including the cx'lor and taste) of water provined to custaners i.n the City of 

Clinton which were experienced in or about ,July, 1.981 and. ,January, 1.982. 

ORDERED: ll. That the Cbmmission Staff he, and is hereby, directed t-..o 

monitor the level of quality (inclu<'ling cxbr and taste) of the water provided to 

customers in the City of Clinton, and to report to the Cbrrrnission U, in Staff's 

judgment, further Cbrrrnission action is necessary to maintain proper quality levels. 

ORDERED: 1.2. That Missouri Public Service O:Jmpany be, am is hereby, 

ordered and directed to file a report with the Cbrrrnission Staff, on or before 

September 1, 1982, detailing the Cbrnpany' s plans (including time-tables) for the 

lOClping of dead-€ncls in the OJmpany' s Cli.nton water system. 
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ORDERED: 13, That the Cbmmission Staff be, aril is herebv, directed to 

report to the Cbmmission if, in Staff's judqment, further Cbmmission action is 

necessary concerning the looping of. <'Jead-end water lines. 

ORDERED: 14. That Missouri Public Service Cbmpany be, ard is hereby, 

ordered ard directed not to enforce its policy of requiring that customers who cx:me 

within the provisions of the Cbmllission's Cbld w=ather Rule (4 C'SR 240-10.050) be 

required, in order to avoid termination of service, to si.qn an agreement to pay any 

arrount in arrears, current am::>unts ard all ensuing bills by ,Tune 15. 

ORDERED: 15, That Missouri Public Service Cbmpany be, and is hereby, 

ordered ard directed to enter into a revised payment agreement with any customer who 

came within the provisions of the Cbld Wo!ather Rule between Noverrber 15, 1981 ard 

March 15, 1982, upon request of any such custaner, which revised payment agreement 

shall provide for the payment of any am::>unt in arrears, current am::>unts aril all 

ensuing bills to be disposed of prior to Noverrber 15, 1982. 

ORDERED: 16, That Missouri Public Service Cbnpanv be, aril is hereby, 

ordered ard directed to advise anv customer who came within the provisions of the 

Cold W:!ather Rule between Noverrber 15, 1981 aril March 15, 1982 ard who, on or after 

June 15, 1982, fails to meet the obligations of his or her payment agreement with the 

Ccrrpany pursuant to said Cold w=ather Rule, that he or she is entitled to enter into 

a revised payment agreement providing for the payment of remaining am::>unts in 

arrears, current am::>unts ard all ensuing bills on a schedule ending Noverrber 14, 

1982. 

ORDERED: 17. That Missouri Public Service Company shall file the electric 

and water tariffs in carpliance with this Report anc1 Order on or before June 28, 

1982, using the rate Clesign approved hy this Report ard Orner. 

ORDERED: 18. That the rates establi.shed in the tariffs authorized herein 

may be effective for electric anc1 water service rendered on ard after the lst dav of 

July, 1982. 

- 80 -



I 

ORDERED: 19. That this Report and Orcler shall beccme effective on the lst 

day of July, 1982. 

(S E A L) 

Fraas, Chm., McCartney, Dority, 
Shapleigh and M.!sgrave, cc., Concur 
and certify carpliance with the 
provisions of Section 536.080, 
RfMo, 1978. 

Dated at Jefferson City, Missouri, 
on this 21st clay of June, 1982. 

BY '!HE CCM>IISSICN 

~-J.~· 
Harvey G. Hubbs 
Secretary 
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