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STAFF’S STATEMENT OF POSITIONS ON CONTESTED ISSUES AND RECONCILIATIONS


COMES NOW the Staff of the Missouri Public Service Commission (Staff), by and through Counsel, and states its position on each of the issues to be heard at the evidentiary hearing in this case that is scheduled to begin on December 15, 2003.  Staff will also provide a reconciliation statement that will be attached to this pleading and marked as Attachment A.

STAFF POSITION ON THE ISSUES


1.
What is the appropriate amount of expense to be included in MAWC’s cost of service for pension expenses?  The appropriate amount of pension expense included in the cost of service should reflect the actual known minimum ERISA contributions that are required to be made to the pension fund by the Company.

2.
What is the appropriate capital structure for MAWC?  The appropriate capital structure for MAWC is American Water’s (American Water Works Company, Inc.) capital structure as of June 30, 2003, on a consolidated basis.

 
3.
What is the appropriate cost of capital, including return on equity, for MAWC?  The appropriate cost of capital, or fair rate of return, for MAWC on its jurisdictional water utility rate base is in the range of 6.67% to 7.03% as of June 30, 2003.  The proper return on common equity is in the range of 8.26% to 9.26%.

4.
What is the appropriate amount of expense to be included in the calculation of MAWC’s income tax expense for an interest expense deduction?  The amount of debt to include as a deduction in the calculation of MAWC’s income tax expense should reflect interest synchronization and is equal to the rate base multiplied by the weighted cost of debt included in the capital structure that is used to determine the rate of return.
5.
What is the appropriate amount to be included in MAWC’s cost of service for use of its Belleville Laboratory facility?  The allocation factor for the Belleville labs should reflect the number of test analyses performed for MAWC as a percent of all the test analyses performed by the Belleville Lab facility.
6.a.
What is the appropriate level of expense to be included in MAWC’s cost of services for services relating to the National Call Center, and what is the appropriate way in which to recognize the costs which MAWC has incurred in transitioning to its National Call Center?  The appropriate amount to include in the cost of service associated with the customer service function provided by the National Call Center should reflect no more than the amount previously incurred by MAWC to operate its own call centers.
6.b.
Should the Company be required to continue reporting performance measurement information to the Staff, and should it be required to furnish additional information with that reporting data?  Yes, the Company should be required to continue to furnish performance measurement information to the Staff for a reasonable and extended time frame. Yes, the Company should be required to furnish additional information within the reporting data that should include quarterly customer opinion response data, information on staffing levels at the Alton Call Center, and total monthly call volume received by the Alton Call Center.

7.
What is the appropriate way in which to recognize the costs which MAWC has incurred in transitioning to its National Shared Services Center?  MAWC should not be allowed to recover the one-time transition costs it incurred to join the National Shared Services Center.
8.
What is the appropriate amount of revenues to be included in MAWC’s cost of service as compensation for services provided to American Water Resources by MAWC?  AWR should provide $100,000 of other revenue as annual compensation for the services provided to MAWC associated with the Service Line Protection Program.
9.
What is the appropriate treatment of the transaction costs and premium which MAWC incurred to acquire the United Water, Florissant, Webster Groves and Valley Park water systems?  MAWC should not be allowed to recover the one-time acquisition adjustment and transaction costs it incurred to purchase the United Water, Florissant, Webster Groves and Valley Park systems.
10.
What is the appropriate way to calculate AFUDC?   Should such a calculation be applied to adjust plant in service included in this case, or on a prospective basis?  The appropriate way to calculate AFUDC is the method prescribed by the Federal Energy Regulatory Commission, which reflects the application of short-term debt first and then the composite rate associated with the capital components for common equity, long-term debt and preferred stock.  This method should be applied to adjust plant included in this case.
11.
What is the appropriate way to treat costs deferred by MAWC pursuant to the Commission’s Security AAO?  The amount of Security AAO deferrals, less legal costs and AFUDC in excess of the Staff’s rates, should be amortized over ten years.  The unamortized balance should not be included in the rate base.  The deferred income taxes reflecting the timing difference associated with the AAO should be included as an offset to the rate base.
12.
What is the appropriate amount of expense to be included in MAWC’s cost of service for employee relocations, training and conferences, incentive compensation, and customer service bonuses?  The appropriate amount to include in the cost of service for the expense associated with employee relocations, training and conferences is the test year level.  The test year expenses should not be increased to include an amount for incentive compensation.  The test year amount of customer service bonuses should be disallowed.
13.
What is the appropriate level of expense to be included in MAWC’s cost of service for its Governmental Affairs Department?  In recognition of the lobbying functions performed by the Governmental Affairs Department, 50% of the associated costs should be eliminated.

14.
What is the appropriate amount of expense to be included in MAWC’s cost of service for dues and donations?  Test year expense associated with $35,484 of dues, donations and miscellaneous expenses, which provide no benefit to ratepayers and are not necessary for the provision of utility service should be eliminated from the test year.
15.
What is the appropriate level of expense to be included in MAWC’s cost of service for transportation expense?  The appropriate amount to include in the cost of service for transportation expense, exclusive of the write for the transportation reserve, is the level experienced during the test year.
16.
What is the appropriate way in which to recognize MAWC’s undepreciated investment and net cost of removal associated with its old St. Joseph plant?  The undepreciated investment and the investment and net cost of removal associated with the old St. Joseph Plant should not be recognized in the cost of service as ordered by the Commission in case No. WR-2000-844.
17.
Is MAWC experiencing excess capacity at its new St. Joseph treatment plant?  If so, how is that excess capacity identified and treated for ratemaking purposes?  The cost of the New St. Joseph Treatment Plant included in the cost of service should be reduced by the excess capacity adjustment of $2,271,756, approved by the Commission in Case No WR-2000-281.
18.
What are appropriate depreciation rates to be applied to MAWC’s depreciable plant?  The appropriate depreciation rates for MAWC should be based on the Staff’s depreciation study and analysis, and its proposed expensing of cost of removal and salvage.
19.
In establishing depreciation rates for MAWC, what is the appropriate way to account for cost of removal, net of salvage?  The cost of service should reflect the expensing of the ongoing level of cost of removal and salvage based recent historical actual amounts experienced.
20.
What are appropriate asset lives to be used in prescribing depreciation rates for MAWC?  The average service lives, based on the Staff’s depreciation study and analysis are the appropriate asset lives to be used in prescribing depreciation rates for MAWC.
21.
Should the Commission allow the existing reserve deficiency amortization to continue for the St. Louis District?  The existing reserve deficiency amortization for the St. Louis District should be eliminated.
22.      What is the appropriate way to allocate costs among 

MAWC’s various operating districts?   To the extent possible, costs should be directly assigned, such as the Company’s “corporate district”, should be allocated to the operating districts consistent with the methodology described in the direct testimony of Staff Witness Doyle Gibbs.                                                                                                                                                                          

23.
What is the appropriate way in which to allocate costs among customer classes within each operating district?  Each operating district’s cost-of-service should be allocated to the district’s customer classes based upon the “base, extra-capacity” cost allocation methodology as proposed in the testimony of Staff Witness Wendell Hubbs.

24.
What is the appropriate way to design rates for each customer class?  The rates for each customer class in each operating district should be designed to recover each class’ allocated portion of the district’s cost-of-service, and should consist of a monthly customer charge and a single commodity rate as proposed in the testimony of Staff Witness Hubbs.
25.
Should there be any revenue contribution among districts to mitigate the impact of full, cost of service rates for any district?  The only possible exception to cost-based rates that the Staff discusses in its testimony is the Brunswick’s operating district’s rates.  Options for establishing other than cost-based rates for the district are discussed in the direct testimony of Staff Witness Hubbs.

26.
Should there be consolidated billing?  No.

27.
Should there be an interruptible rate, and if so, what is an appropriate rate for that service? No.

28.
What are the appropriate customer class definitions for the Platte County and St. Joseph Districts? Platte County: x, St. Joseph: x.

29.
What is the appropriate weather normalized revenue to be included in MAWC’s cost of service for the residential customer class in its St. Louis District?  The appropriate weather normalized usage factor for the quarterly residential customer class in MAWC’s St. Louis District is 292.05 gallons per customer per day.
30.
What is the appropriate amount of expense to be included in MAWC’s cost of service for weather normalized sales?  (Fuel, power and chemicals)  The appropriate amount of expense to be included in MAWC’s cost of service for fuel, power and chemicals is the cost consistent with the Staff’s normalization and annualization of revenues and the current operation of its facilities.
31.
What is the appropriate amount of expenses to be included in MAWC’s cost of service for chemicals in its St. Joseph District?  The appropriate amount of expense to be included in the cost of service in MAWC’s St. Joseph District for chemicals is the cost consistent with the Staff’s normalization and annualization of revenues and the current operation of its facilities.
32.
What is the appropriate amount of expense to be included in MAWC’s cost of service for waste disposal in its St. Joseph District?  No amount should be included in the current cost of service in MAWC’s St. Joseph District for the future unknown cost of waste disposal.
33.
What is the appropriate amount of expense to be included in MAWC’s cost of service for property taxes?  The appropriate amount of expense to be included in MAWC’s cost of service for property taxes is the amount due in December 2003 for plant in service as of January 1, 2003.
34.
What is the appropriate amount to be included in MAWC’s rate base for cash working capital as it relates to depreciation, deferred taxes and the management fees expense lag?  MAWC’s rate base for cash working capital should not include an amount associated with either depreciation or deferred taxes.  The management fees expense lag days for the calculation of cash working capital should reflect the lag days used for cash vouchers.
35.
What is the appropriate expense to be included in MAWC’s cost of service for advertising?  The cost of service should be reduced by $36,733 to reflect the disallowance of a portion of MAWC’s advertising expense.
36.
What is the appropriate amount of revenue to be included in MAWC’s cost of service for credits and billing adjustments?  The test year credits and billing adjustments should be reflected in the determination of annualized revenues.
37.
Are Jefferson City’s fire suppression facilities adequate?  Staff takes no position.
38.
Should the Commission promulgate an affiliate transaction rule that would apply to MAWC?  The Commission should promulgate an affiliate transaction rule that would apply to MAWC.
39.
Should the Commission direct the Company to modify its cost allocation manual, and if so, how?  The Commission should direct the Company to modify its cost allocation manual based on the recommendations proposed by the Staff witness Cassidy.
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