Before The Public Service Commission

Of The State Of Missouri
	In the Matter of the Request of Raytown Water Company for a Rate Increase Pursuant to the Commission’s Small Company Rate Increase Procedure
	)

)

)

)
	Case No. WR-2005-0052


PUBLIC COUNSEL’S AGREEMENT, IN PART, AND DISAGREEMENT, 

IN PART, WITH THE TARIFF SHEETS FILED BY

 RAYTOWN WATER COMPANY 

AND REQUEST FOR HEARING


COMES NOW, the Office of the Public Counsel, and respectfully informs the Missouri Public Service Commission that it agrees with all but one of the tariff sheets filed in Raytown Water Company’s small company rate procedure.  To wit, Public Counsel objects to tariff sheet No. 4, related to the surcharge that 

Raytown proposes to add to customer’s bills.  This tariff provision states: 

“Gateway Main Replacement Surcharge  *
A monthly surcharge of $0.77 will be added to each customer’s bill.  The proceeds from this surcharge will be accounted for separately from other Company funds and will be used solely for making the regularly scheduled monthly principal and interest payments on the Company’s loan related to the Gateway main replacement project.  Any proceeds from this surcharge that are in excess of the regularly scheduled monthly payment on the Gateway main replacement project loan will be used for prepayment of the principal balance of that loan.  In the event the proceeds from this surcharge are not sufficient to make the regularly scheduled monthly payment on the Gateway main replacement project loan, the balance of the payment will be made using other Company funds.  This surcharge will be reviewed annually and is subject to change by the Commission based upon changes in the number of customers, billing and collection history, or other such good cause as the Commission may order.  This surcharge will terminate when the Gateway main replacement project loan is paid off or as may otherwise be ordered by the Commission.”


Public Counsel objects to the proposed surcharge for the Gateway Main Replacement project.  And believes that it would be more appropriate to capitalize the plant addition and provide the company with an amortization, subject to annual rate case review, along with an Order from the Commission to order Raytown to make its principle and interest payments from a segregated account, funded by the special amortization, and adjust rates accordingly.  In support of this objection, Public Counsel states the following:


1. The main replacement project involved the addition of capital assets to the company’s plant.  These assets should normally be capitalized, depreciated and included in rate base, not expensed and paid off over the life of the surcharge.  Even if special circumstances exist to justify segregating funds to pay off the financing for this project, there is no reason to deviate from traditional ratemaking methodologies.


2. The adjustable nature of the surcharge creates a substantial risk of multiple, single-issue ratemaking proceedings over the life of the loan financing this capital project, for a company whose owners have created the financial situation that has required the Company to seek alternative financing and special guarantees.  The tariff is designed to guarantee cost recovery of the principle on the loan, regardless of other factors, from customer numbers, to collection history, to other factors that are only named as “good cause.”  There is no definite termination date, other than the surcharge will cease to be collected when the loan is paid off.  The customers should not suffer for the business decisions made by the shareholders and officers of the corporation.


3. The non-interest portion of the surcharge is considered to be income for tax purposes.  However, the tax consequences of this approach may not have been adequately provided for in the calculation of revenue requirement because of the surcharge.  Public Counsel is still researching this issue, but brings it to the Commission’s attention at this time as part of its objection to the surcharge.


In support of the above objections, Public Counsel states the following:


1. The Commission has a statutory obligation to set rates that are just and reasonable. See, Sec. 393.130 RSMo (2000).  This obligation is met when, in the course of a rate case proceeding, the Commission reviews all relevant factors to determine the appropriate rate.  See, State ex rel. Missouri Public Service Commission v. Fraas, 627b S.W.2d 882, 886 (Mo. App. W.D. 1981)


2. The proposed surcharge is a cost recovery adjustment clause reminiscent of the fuel adjustment clause struck down by the Missouri Supreme Court in State ex. rel. Utility Consumers Counsel of Missouri v. Public Service Commission, 585 S.W.2d 41 (Mo Banc 1979) (Also known as the UCCM case.)


3. There is no penalty for non-compliance contained in the tariff, other than the implicit penalty of adjusting (perhaps even down to “zero”) the amount of the surcharge for “such good cause as the Commission may order.”  There is no mechanism for reviewing the Company’s revenue requirement as a whole to determine whether earnings are sufficient to obviate the need for the surcharge.  There is no guarantee that the surcharge will end on or before a date certain. 


4. A practical solution would be to place the property in rate base and amortize the property over the period of the loan.  Base rates would include a special amortization booked to depreciation reserve.  Only amortization changes rates stay the same. 

5. Public Counsel continues to have concerns about how the surcharge will be recorded on the company’s books and records.  The amount of the principle payment is revenue.  Taxable income with no provision for taxes raises other issues thereby creating a risk that could result in customers being held liable for higher rates by increased taxes.

6. Rather than the guaranteed cost recovery allowed by imposing a surcharge, Public Counsel proposes a solution that recognizes the special financing situation but provides the framework for meeting that obligation through traditional ratemaking methods.  A special amortization, subject to annual review and adjustment upon review of all relevant factors, would allow the company the funds it can use to repay this loan.  Further, but ordering the Company to designate the use of the funds in the special amortization account solely to meet its principle and interest obligations for this loan will protect the customers, and will allow the company to place the property in rate base for the amortization period. 

WHEREFORE, for the forgoing reasons, Public Counsel respectfully files this objection and requests that the Commission order a hearing in this matter to determine whether imposing this surcharge is in the public interest, or whether the surcharge is an unjust and/or unreasonable rate.

                                 Respectfully submitted,
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