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Introduction  1 

Q. Please state your name, title and business address. 2 

A. Charles R. Hyneman,  Chief Accountant, Office of the Public Counsel (OPC or Public 3 

Counsel), P.O. Box 2230, Jefferson City, Missouri 65102.   4 

Q. What is the role of the Public Counsel? 5 

A. The Public Counsel represents and protects the interests of the public in any proceeding 6 

before or on appeal from the Missouri Public Service Commission (“Commission”).  7 

Q. Are you the same Charles R. Hyneman who filed direct testimony in this case? 8 

A. Yes. 9 

Q. What is the purpose of your surrebuttal testimony? 10 

A. This testimony responds to the rebuttal testimonies of Missouri American Water Company 11 

(“MAWC”) witness Brian LaGrand and Staff witness Amanda McMellen. 12 

Response to the Rebuttal Testimony of MAWC witness Brian LaGrand  13 

Q. At page 2 of his rebuttal testimony MAWC Witness LaGrand states that costs 14 

deferred to NARUC USOA Account 186 are regulatory assets.  Is he correct? 15 

A. No, he is incorrect.  Under generally accepted accounting principles (“GAAP”), a regulatory 16 

asset has a special, unique, and mandatory characteristic.  That characteristic is that the 17 

expenses deferred by a utility are “probable” of recovery in a rate case.  Unlike other 18 
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accounts, such as FERC Account 182.3 for electric and natural gas utilities, NARUC USOA 1 

does not include any accounts that meet this GAAP requirement.   2 

 The closest account to a regulatory asset account in the NARUC USOA is Account 186 3 

(“Account 186”), which is not a regulatory asset account.  Account 186 is simply a 4 

“deferred debit” account.  Costs deferred to a deferred debit account have no association 5 

with rate recovery and are therefore not a regulatory asset. 6 

Q. Can MAWC defer expenses to Account 186 on its own determination? 7 

A. Yes.  In fact, MAWC can generally record revenues, expenses, gains and losses on its 8 

own determination without Commission approval or notification to all USOA accounts 9 

with a few exceptions. For example, Commission approval or notification is needed for 10 

certain transactions in Accounts 105, Property Held for Future Use, Account 106 Utility 11 

Plant Purchased or Sold, and Account 182 Extraordinary Property Losses.   12 

No Commission approval or notification is needed for expenses, other than certain losses 13 

on disposition of property, deferred to Account 186 Miscellaneous Deferred Debits. 14 

Account 186 is the appropriate deferral account to record expenses “the proper final 15 

disposition of which is uncertain.” 16 

Q. What is the relevant GAAP that govern the recording of a regulatory asset by a 17 
utility? 18 

A. The relevant GAAP is ASC 980. ASC 980-340-25-1 states: 19 
 20 
“Rate actions of a regulator can provide reasonable assurance of 21 
the existence of an asset. An entity shall capitalize all or part of an 22 
incurred cost that would otherwise be charged to expense if both of 23 
the following criteria are met: 24 
 25 

a. It is probable that future revenue in an amount at least equal to the 26 

capitalized amount will result from inclusion of that cost in 27 

allowable costs for ratemaking purposes.  28 
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b. Based on available evidence, the future revenue will be provided to 1 
permit recovery of the previously incurred cost rather than to 2 
provide for the expected levels of similar future costs. If the 3 
revenue will be provided through an automatic rate-adjustment 4 
clause, this criterion requires that the regulator’s intent clearly be 5 
to permit recovery of the previously incurred cost. 6 
 7 
A cost that does not meet these asset recognition criteria at the date 8 
the cost is incurred shall be recognized as a regulatory asset when 9 
it does meet those criteria at a later date.” 10 

 11 

Q. Did Mr. LaGrand provide any documentation to support his conclusion that Account 12 

186 is a regulatory asset account? 13 

A. No.   14 

Q. Can a deferred cost be classified as a “miscellaneous deferred debit” and at the same 15 

time be classified as a “regulatory asset”? 16 

A. No, not for water utilities.  Under FERC rules and the FERC USOA, if utility management 17 

makes a determination that a particular cost incurred is not being recovered in rates currently 18 

and utility management believes the expenses will be recovered in a subsequent FERC rate 19 

case, the utility may defer the costs in FERC account 182.3, Other Regulatory Assets.  20 

However, the explicit determination by utility management that the deferred cost is probable 21 

of rate recovery is a mandatory requirement for the booking of any cost to a regulatory asset 22 

account. In the NARUC USOA, no such allowance for the creation of a regulatory asset by 23 

water utility management is authorized. 24 

Q. What would have to occur before MAWC could classify deferred costs in account 186 25 

as a regulatory asset instead of a deferred debit? 26 

A. Under GAAP, there would have to be a determination made that the costs deferred are 27 

probable of rate recovery.  That determination would have to be made by MAWC 28 
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management as the Commission explicitly does not make rate determinations in an AAO 1 

case. 2 

Q. Does the Commission make ratemaking determinations in a rate case? 3 

A. Yes.  That is one of the reasons why this issue should be addressed in a rate case. In 4 

contrast, the best result MAWC can obtain in this AAO case is for the Commission to grant 5 

deferral authority for the costs but no determination that the deferred costs are probable of 6 

rate recovery.  If MAWC does not make that determination, then the costs deferred are not 7 

regulatory assets but simply deferred debits with no special ratemaking significance. 8 

Q. At page 3 of his rebuttal testimony Mr. LaGrand discusses the timing of MAWC’s 9 

filing of this case.  Please comment. 10 

A. Mr. LaGrand is correct that MAWC did not file for this AAO “in the middle” of its current 11 

rate case.  However, MAWC filed its Notice of Intended Case Filing for its current rate case 12 

on April 28, 2017. MAWC filed its request for an AAO on May 12, 2017, a full two weeks 13 

after it notified the Commission it will soon be filing a rate case.  Since MAWC knew at the 14 

time it filed its AAO request that it would soon be filing a rate case, no AAO case should 15 

have been filed and this issue should be addressed in MAWC’s current rate case. 16 

Q. At page 4 line 4 of his rebuttal testimony Mr. LaGrand states that some costs 17 

associated with lead service line replacements would be “lost” if MAWC did not file 18 

for an AAO and addressed this issue in a rate case.  Is this statement correct? 19 

A. No. First, utilities do not “lose” specific costs. Such a concept is overly simplistic and very 20 

narrowly focused.  It appears that Mr. LaGrand only believes MAWC recovers a specific 21 

cost if that specific cost is included in a mathematical revenue requirement calculation on 22 

which this Commission determines the revenue requirement used to set rates.  This is just 23 

not true. 24 
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  I have been auditing Missouri utilities and the financial results of utility operations every 1 

year since 1993. During this 24-year period I have not seen one instance where a Missouri 2 

utility failed to recover enough money to pay for each expense item it books.   3 

 If MAWC earns a positive return on equity, which is has consistently done, it recovers each 4 

and every dollar of expense in rates paid by its customers. No dollars are “lost” because 5 

MAWC’s shareholders are not guaranteed a profit level every year. Utility shareholders are 6 

only granted an opportunity to earn a reasonable profit level as determined by this 7 

Commission. 8 

Q. Did MAWC management unilaterally decide to begin incurring the additional expense 9 

to replace customer-owned property? 10 

A. Yes, it did.  11 

Q. What standard has the Commission applied when considering prior AAO cases? 12 

A. While the Commission has no specific standards on the types of transactions or events for 13 

granting a utility the authority to defer costs under an AAO it has generally required a 14 

specific cost requested to be deferred to meet the FERC’s definition of Extraordinary 15 

Item in FERC’s USOA.  This definition is as follows: 16 

Extraordinary Items. 17 
It is the intent that net income shall reflect all items of profit and loss 18 
during the period with the exception of prior period adjustments as 19 
described in paragraph 7.1 and long-term debt as described in 20 
paragraph 17 below.  Those items related to the effects of events and 21 
transactions which have occurred during the current period and 22 
which are of unusual nature and infrequent occurrence shall be 23 
considered extraordinary items. Accordingly, they will be events 24 
and transactions of significant effect which are abnormal and 25 
significantly different from the ordinary and typic al activities of 26 
the company, and which would not reasonably be expected to 27 
recur in the forseeable future. (In determining significance, items 28 
should be considered individually and not in the aggregate. However, 29 
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the effects of a series of related transactions arising from a single 1 
specific and identifiable event or plan of action should be considered 2 
in the aggregate. To be considered as extraordinary under the above 3 
guidelines, an item should be more than approximately 5 percent of 4 
income, computed before extraordinary items. Commission approval 5 
must be obtained to treat an item of less than 5 percent, as 6 
extraordinary. (See accounts 434 and 435.) 7 

 8 

Q. Is this the same definition of Extraordinary Items used in the NARUC USOA? 9 

A. No. The NARUC USOA in General Instruction No. 7 has a much simplified description of 10 

extraordinary items. The NARUC USOA only requires that items be “not typical” or “not 11 

customary” business activity of that company. 12 

  7. Extraordinary Items. 13 
It is the intent that net income shall reflect all items of profit and loss during 14 
the period with the sole exception of prior period adjustments as described 15 
in General Instruction 8. Those items related to the effects of events and 16 
transactions which have occurred during the current period and which are 17 
not typical or customary business activities of the company shall be 18 
considered extraordinary items. Commission approval must be obtained to 19 
treat an item as extraordinary. Such request must be accompanied by 20 
complete detailed information. (See accounts 433and 43r). 21 

 22 

Q. What is the sole purpose of the FERC and NARUC USOA language on Extraordinary 23 

Items? 24 

A. The only purpose of this USOA language is to describe where the location on an income 25 

statement of certain expenses will be placed.  Non-extraordinary items or expense will be 26 

classified as normal operating expenses and shown above the category of expenses that are 27 

classified as extraordinary expenses.  That is the sole purpose of the USOA language on 28 

Extraordinary Items. 29 
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Q. You stated earlier that the Missouri Commission has often used the Extraordinary 1 

Item USOA language as a standard for approving utility requests to defer expenses as 2 

a regulatory assets.  Is that correct? 3 

A. Yes.  While the Commission might determine its own standards for deferral of expenses in a 4 

regulatory asset account, it is important to note that when the FASB created the 5 

Extraordinary Item language and the FERC and NARUC adopted this language, it had 6 

absolutely no relationship with anything other than where on the income statement certain 7 

expenses will be reflected. Ordinary expenses are placed in the section above extraordinary 8 

expenses on the income statement. 9 

Q. Explain why the FERC and the NARUC USOA requirements of Extraordinary Items 10 

have nothing at all to do with deferral of costs in a regulatory asset account? 11 

A. FERC borrowed the concept of an Extraordinary Item from GAAP.  My understanding is 12 

that the concept of Extraordinary Items was first reflected in Accounting Principles Board 13 

(“APB”) Opinion No. 9, Reporting the Results of Operations, issued in 1966. In that 14 

Opinion the APB concluded that net income for a period should reflect all items of profit 15 

and loss recognized during the period except for certain prior period adjustments. The 16 

Opinion further provided that extraordinary items should be segregated from the results of 17 

ordinary operations and shown separately in the income statement and that their nature and 18 

amounts should be disclosed. 19 

Q. Are you stating that the only purpose of the use of Extraordinary Items is to direct 20 

where such costs are reflected on a company’s income statement for financial 21 

reporting purposes? 22 

A. Yes.  FERC adopted this GAAP requirement for utilities to classify certain expenses as an 23 

Extraordinary Item on the financial statements it requires to be filed with the FERC 24 

annually, FERC Form 1 for electric utilities and FERC Form 2 for natural gas utilities.  25 
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 This purpose (identifying where to reflect these expenses on an income statement) is 1 

illustrated in the following quote from APB Opinion No. 30, Reporting the Results of 2 

Operations—Reporting the Effects of Disposal of a Segment of a Business, and 3 

Extraordinary, Unusual and Infrequently Occurring Events and Transactions issued in 4 

1973: 5 

5. Other accountants believe that the income statement is more useful 6 
if the effects of events or transactions that occur infrequently and are 7 
of an unusual nature are segregated from the results of the 8 
continuing, ordinary, and typical operations of an entity.  9 
 10 
They also believe that the criteria for income statement classification 11 
should relate to the environment in which an entity operates. In their 12 
view the criteria in APB Opinion No. 9, paragraph 21, for 13 
determining whether an event or transaction should be reported as 14 
extraordinary lack precision.  15 
 16 
Accordingly, they conclude that the criteria should be clarified and 17 
modified to provide that to be classified as an extraordinary item an 18 
event or transaction should be both unusual in nature and infrequent 19 
in occurrence when considered in relation to the environment in 20 
which the entity operates.  21 
 22 
They also believe that to enhance the usefulness of the income 23 
statement (a) the results of continuing operations of an entity should 24 
be reported separately from the operations of a segment of the 25 
business which has been or will be discontinued and (b) the gain or 26 
loss from disposal of a segment should be reported in conjunction 27 
with the operations of the segment and not as an extraordinary item.  28 
 29 
They further believe that material events and transactions that are either 30 
unusual or occur infrequently, but not both, should be adequately disclosed. 31 
 32 

Q. Does this language in APB 30 reflect, from an accounting perspective,  that the issue of 33 

extraordinary items has no relationship at all with deferral of costs, regulatory assets 34 

or AAOs? 35 
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A. Yes.  That is correct. As the foregoing APB Opinion shows, the concept of extraordinary 1 

items was meant only to provide clarity and enhance the usefulness of the information on an 2 

income statement. However, as noted, the Missouri Commission has generally used the 3 

extraordinary item guidance as the metric to evaluate requests for AAOs. 4 

Q. Are you aware how the Commission adopted the concept of extraordinary items being 5 

applied to AAOs and regulatory assets? 6 

A. No. But importantly, there is an inherent conflict with the Commission’s process for 7 

granting AAOs and the creation of regulatory assets.  When this Commission grants an 8 

AAO and orders an expense to be deferred to a regulatory asset account, it is, in effect, 9 

granting probable rate recovery for these deferrals if the GAAP guidance in ASC 980 is 10 

considered. However, the Commission routinely states in its AAOs that it is making no 11 

ratemaking determination at all in granting an AAO.  That is a significant conflict that 12 

should be resolved. 13 

Q. Does this conflict exist because of a misapplication of the concept of extraordinary 14 

items? 15 

A. In part, yes.  This conflict does not exist at the FERC in either FERC accounting or FERC 16 

ratemaking.  The simple reason is that, unlike the Missouri Commission, the FERC makes 17 

no association with extraordinary items and regulatory assets. The FERC places the 18 

requirement to evaluate the evidence and make the determination of the probability of rate 19 

recovery on utility management. In practice, the Missouri Commission has placed that 20 

requirement on itself. Therefore, the Missouri Commission actually makes ratemaking 21 

determination in granting an AAO and ordering a utility to defer the expenses to a 22 

regulatory asset account. Anything booked to that regulatory asset account is, by definition 23 

and by accounting requirement, probable of rate recovery.  24 
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Q. Please continue.   1 

A. When the FERC created Account 182.3, Other regulatory assets in 1993, it stated that there 2 

are only two requirements for a utility to book costs as a regulatory asset.  The requirements 3 

are that the expenses are 1) not being recovered in current rates and 2) utility management 4 

has determined, based on available evidence, such as past Commission rate case orders 5 

and/or policies, that this specific expense is probable of being granted rate recovery in the 6 

utility’s next rate case.  That is the basis of FERC account 182.3, Other Regulatory Assets 7 

and that is the basis of the requirements of a regulatory asset in ASC 980. 8 

 In Missouri filings, utilities and the Commission Staff have inappropriately shifted the 9 

burden of determining the probability of rate recovery of the deferred costs to the 10 

Commission, where it does not belong outside of a general rate case.  11 

 Whether or not the Commission determines that a cost is an “extraordinary item” should 12 

have no impact on the probability of rate recovery. Even if the Commission determines an 13 

item to be extraordinary, the responsibility to decide how to “book” the costs remains with 14 

utility management. 15 

Q. At page 3 line 23 of his rebuttal testimony Mr. LaGrand states that without filing for 16 

the AAO, “the Company would have uncertainty over the proper treatment of these 17 

costs for more than one year.”  Please comment. 18 

A. First, it is not the role of this Commission to provide the utility with any degree of certainty 19 

for costs incurred outside of a rate case test year.  The accounting for costs the utility incurs 20 

outside of a rate case is determined solely by utility management in accordance with the 21 

appropriate USOA. 22 

 Second, this statement by Mr. LaGrand is simply not true. There is certainty over the proper 23 

treatment of the costs; however MAWC seeks to deviate from the proper treatment. The 24 
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“uncertainty” related to these costs is simply a creation of MAWC when it undertook a 1 

project to replace customer-owned property.   2 

Q. Is it possible for MAWC to obtain any degree of rate “certainty” for these costs in an 3 

AAO case? 4 

A. No, it is not. 5 

Q. Is it possible for MAWC to obtain a degree of rate “certainty” for these costs in its 6 

current rate case? 7 

A. Yes, it certainly is.  This is why OPC’s proposal is a benefit to the utility shareholders. 8 

Q. At pages 4-5 of his rebuttal testimony Mr. LaGrand states four reasons why he 9 

disagrees with OPC’s proposed treatment of the cost of replacing lead service lines.  10 

Please discuss each of these four points. 11 

A. In his first reason Mr. LaGrand notes his concern about costs incurred prior to the start of 12 

the proposed pilot program.  He alleges that these costs will not be “recovered” by MAWC. 13 

This conclusion is baseless. These costs, as with all other costs incurred by MAWC, will be 14 

recovered from ratepayers. The concern actually expressed by Mr. LaGrand is that MAWC 15 

will not have as high a profit level as it would if the Commission guaranteed direct rate 16 

recovery of each and every dollar spent on lead service lines. As I noted above, it is not the 17 

role of regulation to guarantee a certain level of profit. Mr. LaGrand seeks such a guarantee 18 

and that is the reason why his argument is without merit.  19 

 Mr. LaGrand’s second reason why he opposes OPC’s proposal is based on his belief that 20 

“amortization of the pilot program costs should begin only once new rates go into effect.” 21 

The second point raised by MAWC is based on a false representation of the matching 22 

principle.  The matching principle matches the incurrence of costs to the benefit received 23 

from the incurrence of costs, not the specific month of rate recovery.  The proper treatment 24 
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for these costs is that the amortization to expense should begin immediately or very soon 1 

after the project starts. To delay the amortization of the expense deferral to a date 2 

significantly later then the date when the benefit of the expense is received (pilot program 3 

commenced) is the true distortion of the matching principle.    4 

 Mr. LaGrand is not describing the matching principle of accounting but a distorted principle 5 

that says recognition of a cost incurred must be delayed until the date when rates are 6 

changed so that the cost can be directly included in the revenue requirement calculation. 7 

That is not how rate regulation is supposed to work.  8 

Q. Please continue with Mr. LaGrand’s third reason why he opposes OPC’s proposed 9 

treatment of MAWC’s cost of a pilot program. 10 

A. Mr. LaGrand’s third reason is simply his opinion that MAWC’s revenue requirement in the 11 

rate case “should include a return on the investment made, not simply a repayment of the 12 

capital investment as proposed.” I understand that is his opinion but he does not offer any 13 

reason why this unique  pilot program to examine the possible safety and policy concerns 14 

surrounding lead service lines requires an inflated earnings opportunity.    15 

 MAWC can fund this two-year pilot program with short-term debt and should commit to 16 

only seeking its cost of this short-term debt as a component of this regulatory treatment 17 

while the company and stakeholders explore the issue of lead service line replacement in 18 

greater detail.  This is a simple, fair, and reasonable request that reflects the cost a prudent 19 

utility would bear given the nature of this project. 20 

Q. Is it common for this Commission to require only short-term debt costs be applied to 21 

utility projects? 22 

A. Yes.  As I noted in my direct testimony the Commission ordered Kansas City Power & 23 

Light Company to include its short-term debt rate as the financing cost of its off-system 24 

sales tracker during the period of its experimental regulatory plan. Also, for all electric 25 



Surrebuttal Testimony of   
Charles R. Hyneman  
Case No. WU-2017-0296 

13 

utilities in Missouri, the Commission requires that any under- or over-collection of fuel and 1 

purchased power costs included in the fuel adjustment clause (FAC) tracker be accrued with 2 

a short-term debt interest rate.  3 

Q. Please continue with Mr. LaGrand’s fourth and final reason why he opposes OPC’s 4 

proposed treatment of MAWC’s cost of this lead service line program. 5 

A. Mr. LaGrand states that MAWC’s “opportunity cost of capital, and not the short term debt 6 

rate of American Water Works Company, is the correct financing cost to use.” In his 7 

rebuttal testimony he puts forth no evidence to support this opinion with the exception that 8 

he disagreed with a statement I made in my direct testimony. 9 

 In my direct testimony I associated the ratemaking treatment of this lead service line project, 10 

an experimental pilot program, with the ratemaking treatment ordered by the Commission 11 

for KCPL’s off-system sales tracker in KCPL’s experiential regulatory plan.  I made no 12 

attempt to attribute any similarities of an off-system sales tracker with a lead service line 13 

program.  My intent in my testimony was only to recognize the fact that the Commission, 14 

especially in experimental-type programs, as OPC is proposing with its pilot program, has 15 

applied a short-term debt rate as the appropriate project financing cost. 16 

Q. Is the use of short-term debt for utility construction projects a very common and 17 

accepted practice in the utility industry? 18 

A. Yes.  In fact, short term debt interest rate is the first cost applied to utility construction 19 

projects. This is a practice required by regulatory bodies such as the FERC and this 20 

Commission in this Allowance for Funds Used During Construction (“AFUDC”) formula. 21 

Q. How does the NARUC USOA define AFUDC? 22 
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A. NARUC USOA defines AFUDC in Utility Plant Instruction No. 3(17) and states AFUDC 1 

“includes the net cost for the period of construction of borrowed funds used for construction 2 

purposes and a reasonable rate on other funds when so used.”   3 

 The formula used by utilities to calculate AFUDC requires first the application of the 4 

borrowing rate of short-term debt cost. If the balance of short-term debt is not sufficient to 5 

finance the project, the cost of long-term debt is then applied. Any equity rate applied to the 6 

AFUDC rate is only applied as a last resort. 7 

Q. How does MAWC describe its AFUDC? 8 

A. At page 94 of American Water’s (MAWC’s parent company) 2016 Annual Report it 9 

described AFUDC as follows: 10 

Allowance for Funds Used During Construction 11 
AFUDC is a non-cash credit to income with a corresponding charge 12 
to utility plant that represents the cost of borrowed funds or a return 13 
on equity funds devoted to plant under construction. The regulated 14 
utility subsidiaries record AFUDC to the extent permitted by the 15 
PUCs. The portion of AFUDC attributable to borrowed funds is 16 
shown as a reduction of interest, net in the accompanying 17 
Consolidated Statements of Operations. Any portion of AFUDC 18 
attributable to equity funds would be included in other income 19 
(expenses) in the accompanying Consolidated Statements of 20 
Operations. 21 
 22 

Q. At page 5 line 21 through page 6 line 7 of his rebuttal testimony Mr. LaGrand feigns 23 

offense at your suggestion that OPC’s proposed pilot project is a unique safety project 24 

much different from its normal and recurring pipeli ne replacement program.  Please 25 

comment. 26 

A. There is no basis for Mr. LaGrand’s suggestion that OPC is proposing a policy that 27 

“discourages” a focus on safety or that the company “should never” be afforded the 28 

opportunity to earn a return on investments related to safety. I never stated in my direct 29 
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testimony, nor do I believe, that a utility should not be afforded the opportunity to earn its 1 

capital cost on utility plant projects, including safety projects.  OPC’s proposal in this case 2 

allows MAWC to recover its cost rate for short-term debt as the financing source for these 3 

projects. 4 

 Importantly, MAWC has repeatedly asserted it is providing safe and adequate service to 5 

customers. OPC’s proposed pilot program is meant to address those very issues while 6 

providing the company reasonable treatment and recovery of the costs associated with a two 7 

year pilot project.  8 

Response to the Rebuttal Testimony of Staff witness Amanda McMellen 9 

Q. Ms. McMellen states that “Staff recommends the costs associated with the AAO for the 10 

LSLR Program be accumulated in NARUC account 186. The ratemaking treatment 11 

for the deferred costs should be determined in MAWC’s current general rate case 12 

proceeding, Case No. WR-2017-0285.” Does OPC agree with this recommendation? 13 

A. Yes. OPC recommends that this issue be addressed in MAWC’s current rate case and not in 14 

an AAO case. 15 

Q. Ms. McMellen states “Staff proposes to calculate monthly carrying costs based on 16 

American Water Works Company’s (“AWWC”), MAWC’s par ent company, ongoing 17 

short-term debt rate. Does OPC agree with this recommendation? 18 

A. Yes.  This Staff recommendation is consistent with OPC’s recommendation that the use of a 19 

short- term debt rate for this purpose is appropriate and that it is consistent with the AFUDC 20 

financing costs that are added to plant in service costs during construction periods. 21 

Q. At page 5 of her rebuttal testimony Staff witness McMellen states “OPC witness 22 

Hyneman’s proposal is inappropriate in several respects.”  Please address Ms 23 

McMellen’s concerns with OPC’s recommendations. 24 
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A. Ms. McMellen’s first opposition to OPC’s proposal is simply that Staff is not 1 

recommending a pilot program.  She does not address any of the specifics why she disagrees 2 

with OPC’s recommendation other than it is “inappropriate” because Staff is not 3 

recommending this approach. 4 

 Ms McMellen’s second reason for opposing OPC’s recommendation is “in Staff’s opinion, 5 

it is not inappropriate for the Commission to approve the AAO request to defer LSLR costs, 6 

even if it has a general rate case on file.” 7 

Q. Does Ms McMellen attempt to explain to this Commission and to the other parties to 8 

this case why Staff believes it is appropriate to defer these costs under an AAO outside 9 

of MAWC’s current rate case? 10 

A. No.  I have over 20 years experience working on Commission AAO cases as a member of 11 

the Commission Staff.  Yet, I have never seen a request for an AAO made concurrent with a 12 

utility filing a general rate case.   I believe the reason why no utility has filed concurrent 13 

AAO and rate cases is clear.   It just makes no sense.  14 

 Staff is not able to provide one reason to support its testimony why it believes it is 15 

appropriate to process an AAO case concurrent with a general rate case.   Ms. McMellen’s 16 

testimony is significantly deficient in this regard. 17 

Q. What is Ms. McMellen’s third and final objection to OPC’s proposal in this case? 18 

A. She states that an “AAO case is not the appropriate forum to determine any aspect of the 19 

future rate recovery of these costs.”  20 

Q. Do you agree with this statement that AAO case is not an appropriate case to 21 

determine any aspect of the future rate recovery of these costs? 22 

A. Yes. That is OPC’s position. 23 
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Q. Does OPC propose the Commission make any determination of any aspect of future 1 

rate recovery in this AAO case? 2 

A. No. OPC recommends this issue be addressed in MAWC’s rate case.  It is Staff, by 3 

recommending the Commission grant an AAO, that is addressing issues of rate recovery in 4 

this AAO case. 5 

Q. Finally, Ms McMellen states all ratemaking issues should be left to MAWC’s current 6 

rate case. Do you agree? 7 

A. Yes, but apparently Staff does not. Staff is proposing that the Commission grant MAWC’s 8 

request to defer these costs in this AAO case.  Staff is recommending the Commission order 9 

specific financing costs for these costs in this AAO case.  To the extent the Commission, 10 

taking these actions, is allowing for the creation of a regulatory asset, the Staff is – perhaps 11 

unintentionally - recommending rate treatment by addressing these ratemaking issues in this 12 

AAO case. 13 

Q. In your direct testimony did you state specific reasons why a utility should not file an 14 

AAO case concurrent with a general rate case? 15 

A. Yes. In my direct testimony I explained that the only possible actions the Commission can 16 

take in an AAO case is to either deny the request or grant the utility the requested AAO. The 17 

AAO can only allow for the deferral of certain expenses incurred outside of a rate case test 18 

year. Importantly, there is no assurance of future rate recovery. In a rate case, however, the 19 

Commission can grant accounting authority, and it can also order specific ratemaking 20 

treatment. If the company’s ultimate goal is to recover costs the request should be made in a 21 

rate case as OPC proposes. 22 

Q. Does this conclude your surrebuttal testimony? 23 

A. Yes, it does. 24 
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