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Q.
Please state your name and business address.


A.
My name is James C. Watkins and my business address is Missouri Public Service Commission, 200 Madison Street, P. O. Box 360, Jefferson City, Missouri 65102.


Q.
What is your present position with the Missouri Public Service Commission (Commission)?


A.
I am a Regulatory Economist in the Energy Department of the Operations Division.


Q.
Please review your educational background and work experience.


A.
I have a Bachelor of Arts Degree in Economics from William Jewell College, a year of graduate study at the University of California at Los Angeles in the Masters Degree Program, and have completed all requirements except my dissertation for a Ph.D. in Economics from the University of Missouri-Columbia.  My previous work experience has been as an Instructor of Economics at Columbia College, the University of Missouri-Rolla, and William Jewell College.  I have been on the Staff of the Missouri Public Service Commission (Staff) since August 1, 1982.  A list of the major cases in which I have filed testimony before the Commission is shown on Schedule 1.

Rate Design


Q.
How will the rate design for permanent rates be determined in this case?


A.
The rate design for permanent rates is specified in the Unanimous Stipulation And Agreement Regarding Implementation Of Interim Rates, Subject To Refund, And Class Cost Of Service And Rate Design For Permanent Rates (“Agreement”) approved by the Commission in its December 20, 2001 Order Approving Stipulation And Agreement.

Refund Obligation


Q.
Has Citizens incurred a refund obligation pursuant to the terms of the Agreement in regard to the increase in revenues (representing the increase in its wholesale power costs) authorized on an interim basis, subject to refund?


A.
Based on the Staff’s revenue requirement recommendation filed on April 29, 2002, Citizens has incurred no refund obligation pursuant to Paragraph 7 of the Agreement.  The Staff has not recommended the disallowance of any portion of its wholesale power costs or that its costs not related to wholesale power costs should be reduced.

Interest On Customer Deposits


Q.
What is the Staff’s recommendation regarding the rate of interest to be paid on customer deposits?


A.
The Staff recommends that beginning January 1, 2003 the rate of interest to be paid on customer deposits be equal to the prime lending rate plus one percentage point as published in The Wall Street Journal for the last business day of the preceding calendar year, except when the Commission’s rules require otherwise.


Q.
Do the Commission’s rules currently specify the rate of interest to be paid on customer deposits?


A.
The Commission’s rules generally require that the rate of interest be specified in the utility’s tariffs; however, a specific rate of interest is specified for residential customers of telecommunication companies and for the cash deposits of all commercial or industrial customers held in a separate and distinct trust fund.


Chapter 33—Service and Billing Practices for Telecommunications Companies, provides in part:

4 CSR 240-33.050 Deposits and Guarantees of Payment for Residential Customers:  (B) It shall bear interest at a rate which is equal to one percent (1%) above the prime lending rate as published in the Wall Street Journal. This rate shall be adjusted annually on December 1 using the prime lending rate, as published in the Wall Street Journal on the last business day of September of each year, plus one percent (1%).  The interest shall be credited annually upon the account of the customer or paid upon the return of the deposit, whichever occurs first.  [Emphasis added.]

Chapter 10—Utilities, provides in part:
4 CSR 240-10.040 Service and Billing Practices for Commercial and Industrial Customers of Electric, Gas, Water and Steam Heat Utilities:

(4) . . .  A cash deposit shall bear interest at a rate specified in the utility’s tariffs, approved by the commission, which shall be credited annually upon the account of the customer or paid upon the return of the deposit, whichever occurs first, and provided the cash deposit remains for a period of at least six (6) months.  The rate of interest of the cash deposit shall be only three percent (3%) per annum if the utility keeps the cash deposit in a separate and distinct trust fund and deposited as such in some bank or trust company and not used by the utility in the conduct of its business. . . .  [Emphasis added.]


Chapter 13—Service & Billing Practices for Residential Customers of Electric, Gas and Water Utilities, provides in part:
4 CSR 240-13.030 (4)  A deposit shall be subject to the following terms:

(B) . . . It shall bear interest at a rate specified in utility tariffs, approved by the commission, which shall be credited annually upon the account of the customer or paid upon the return of the deposit, whichever occurs first.  [Emphasis added.]


Q.
What rates of interest on customer deposits are energy utilities currently paying?


A.
The current rates vary dramatically from company to company---from a low of 3% to a high of 9.5%.


Q.
Do you see an advantage in standardizing the rate of interest paid on customer deposits among the energy utilities and linking the rate to the prime lending rate?


A.
Yes.  The primary reason that current rates vary so much from company to company is that each company’s rate was established at a different point in time based on the level of interest rates prevailing at that point in time.  Linking the rate of interest each company pays on customer deposits to the prime lending rate will eliminate this problem as well as allow the rate to rise and fall with the rise and fall of market interest rates.


Q.
Do any of the energy utilities regulated by the Commission link the rate of interest on customer deposits to the prime lending rate?


A.
Yes.  Laclede Gas Company’s tariff (P. S. C. MO. No. 5 Consolidated, Original Sheet No. R-5-D, effective November 7, 1994, Section 5. Deposits, Interest Rate) provides:

Interest on deposits shall be paid at a per annum rate equal to the prime bank lending rate plus one percentage point as published in the Wall Street Journal for the last business day of the preceding calendar year . . . [Emphasis added.]


Q.
What is the current rate of interest paid on customer deposits by Citizens Electric Corporation and how does that compare to the prime lending rate plus one percentage point?


A.
Citizens currently pays 6.00%.  The current prime lending rate is 4.75%.  Thus, Citizens current rate is only one quarter of one percentage point (0.25%=6.00% - 4.75%+1.00%) higher than the prime lending rate plus one percentage point.  Because this difference is so small and interest rates are expected to rise, I have recommended that Citizens continue to pay 6% interest on customer deposits through the end of 2002.


Q.
If the Commission adopts your recommendation, will that have an effect on the amount of the rate increase required to cover Citizens’ cost of service in this case?


A.
No.

Q.
Does this conclude your testimony?


A.
Yes, it does.
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