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COMES NOW, the Office of the Public Counsel, and respectfully submits this post-hearing brief regarding Missouri-American Water Company’s application for approval of its first proposed Infrastructure System Replacement Surcharge (ISRS).

Facts and Procedural History


During the 2003 legislative session, the Missouri legislature enacted a law which permits investor-owned water companies which serve customers in St. Louis County to apply for permission to impose a surcharge on customer bills, between rate cases, to recover expenditures related to replacing certain types of water main infrastructure.  Missouri-American is the only investor-owned water company in the State of Missouri that qualifies for this special surcharge provision.  The bill was signed into law and is currently designated §393.1000 through 393.1006 RSMo (2003 Supp.)  This statute also contains provisions regarding gas company infrastructure replacement that will not be addressed in this brief.  The Infrastructure System Replacement Surcharge law (or ISRS) took effect during the summer of 2003.


On or about September 2, 2003, Missouri-American Water Company (MAWC) filed its application for an ISRS surcharge designed to collect revenues of approximately $4.1 million per year.  By the time of the hearing, that request had been reduced to approximately $3.8 million per year.  This reduction resulted from resolution of some issues. 


In regard to the calculation of the appropriate amount of the ISRS surcharge, three issues remain outstanding: the calculation of accumulated depreciation that is the appropriate offset, the amount of property taxes to be included in the calculation, and whether it is appropriate to include cost of removal net of salvage in the calculation. [Tr. p. 111.]


In its analysis of the proposed ISRS, the Commission staff proposed that the appropriate amount to be included in an ISRS is $1,887,301.  Intervenor Missouri Industrial Energy Consumers (MIEC) agreed with all of Staff’s calculations. 


Intervenor Missouri Energy Group (MEG) disagreed with the Staff’s position regarding its calculation for accumulated depreciation, but agreed with the Staff on all other issues.  According the MEG, the ISRS should be set in an amount that would recover $3,628,576 annually.   
Discussion


In the amended list of issues, the following issues identified for the Commission’s determination continue to be disputed:

A.
Accumulated Depreciation:  Should the calculation of “Accumulated Depreciation” that is applied as an offset to the Replacement Mains and Associated Valves and Hydrants that the Company has placed in service since the last St. Louis County Water Company rate case (Case No. WR-2000-844), and as an offset to the Facilities Relocations the Company has placed in service since Case No. WR-2000-844 consist only of accumulated depreciation that is applicable to the specific eligible infrastructure replacement plant that has been placed in service since Case No. WR-2000-844 or be based on a ratio of the Company’s investment in this ISRS plant to the total change in the amount of the Company’s investment in plant-in-service since Case No. WR-2000-844?

The Office of the Public Counsel had insufficient time to properly review this issue prior to hearing, and this brief will not address this issue.  

B.
Accumulated Depreciation – Cost of Removal, Net of Salvage:  Should the amount of the Company’s net original cost of eligible infrastructure replacement plant be increased to reflect the cost of removal, net of salvage, for plant that was retired in connection with this new infrastructure replacement plant investment or should there be no specific increase in the net original cost of infrastructure replacement plant for cost of removal, net of salvage?  


Public Counsel believes that the ISRS surcharge should not include an increase in the Company’s net original cost of eligible infrastructure replacement plant, for the reasons set forth by MEG and the Commission Staff.   


C.
Property Tax:  Should the property tax that is included in determining the ISRS be equal to the product of the applicable property tax rate times the original capital cost of all eligible infrastructure replacement plant that the Company has placed in service since Case No. WR-2000-844, or equal to the product of the applicable property tax rate and the capital cost of all eligible infrastructure replacement plant that the Company placed in service after Case No. WR-2000-844 and before January 1, 2003?


Public Counsel believes that a plain reading of the statute supports a finding that the property tax included in the ISRS should be that which is due and payable as of January 1, 2003.  In Missouri, property tax is assessed based upon property owned as of that date each year. See, §137.075 RSMo (2000).  All property placed in service in 2003 after January 1 will not be subject to property taxes that will be due within 12 months of the filing of the ISRS.  Rather, that property will be assessed as of January 1, 2004, and taxes on that property will not be due until Dec. 31, 2004.

Conclusion


The Office of the Public Counsel opposed the enactment of this statute, because it constitutes single-issue ratemaking and because it is detrimental to the ratepayers.  However, the statute is now law in the State of Missouri.  Under the statute, the manner in which the Commission should treat accumulated depreciation is subject to interpretation.  However, the treatment of net salvage and property taxes is clear.  Therefore, the amount of the ISRS proposed by the Company is excessive.


WHEREFORE, Public Counsel respectfully requests that the Commission authorize an ISRS in the amount suggested by the Staff, but in no event more than the amount suggested by the Missouri Energy Group (MEG) and its witness Billie LeConte.
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