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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Missouri-American
Water Company’s request for authority
to implement a general rate increase
for water and sewer service provided
in Missouri Service Areas

WR-2008-0311

AFFIDAVIT OF BARBARA A. MEISENHEIMER

STATE OF MISSOURI )
) SS
COUNTY OF COLE )

Barbara A. Meisenheimer, of lawful age and being first duly sworn, deposes and states:

1. My name is Barbara A. Meisenheimer. Iam the Chief Utility Economist for the Office
of the Public Counsel.

2. Attached hereto and made a part hereof for all purposes is my rebuttal testimony.

3. [ hereby swear and affirm that my statements contained in the attached testimony are
true and correct to the best of my knowledge and belief.

A I//L‘,A

Barbara A. Meisenheimer

oy

Subscrlbed and sworn to me this 30th day of September 2008.
a%b KENDELLE R. SEIONER

. My Commission Expires
NOTA .-: February 4, 2011 :
Aﬂ%;&; ‘ Q@% - ¢ndelle R. Seidner, Notary®yblic

My commission expires February 4, 2011.
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REBUTTAL TESTIMONY
OF
BARBARA A. MEISENHEIMER

MISSOURI-AMERICAN WATER COMPANY

CASE NO. WR-2008-0311

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

Barbara Meisenheimer, Chief Economist, Office of the Public Counsel, P. O. Box

2230, Jefferson City, Missouri 65102.

HAVE YOU TESTIFIED PREVIOUSLY IN THIS CASE?

Yes, | submitted direct testimony on the issues of district rate design for the
Missouri American Water Company (MAWC or the Company) on September 5,
2008.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my rebuttal testimony is to present Office of the Public Counsel
(OPC or Public Counsel)'s updated Class Cost of Service (CCOS) studies and rate
design recommendations. 1 will also respond to the direct testimony of the Public

Service Commission Staff (Staff), the Company, and AG Processing, Inc.



WR-2008-0311
Rebuttal Testimony of
Barbara A. Meisenheimer

10

11

12

13

14

15

16

17

18

19

20

21

22

23

PLEASE EXPLAIN THE CHANGES YOU HAVE MADE TO THE CLASS COST OF

SERVICE STUDIES FILED IN YOUR DIRECT TESTIMONY.

The CCOS studies that | filed in direct testimony were based on Company and
Staff provided accounting data, demand data and billing determinants. | have
updated my studies to reflect updated accounting data received from the Staff and
additional information on average daily consumption for private and public fire
services received from the Company in response to an OPC data request. | have
also added a customer charge calculation in my CCOS studies. | will discuss the
customer charge calculation later in this testimony in response to the Company,
Staff and Ag Processing proposals to raise customer charges. Finally, | have
adjusted the St. Joseph Industrial class revenues to reflect a revenue imputation

for Triumph Foods Premium Pork (Premium Pork).

PLEASE EXPLAIN THE NEED FOR A REVENUE IMPUTATION TO ADJUST THE ST.

JOSEPH INDUSTRIAL CLASS FOR PREMIUM PORK.

Premium Pork’s actual water use and actual revenues were reflected in the
Industrial Class costs and revenues in my CCOS study filed in direct testimony.
However, historically Premium Pork has taken service under a special discounted
contract. The impact on my CCOS study of including actual use but only the
discounted revenues resulted in the entire Industrial Class appearing to have
revenues misaligned with costs. By imputing revenues equal to the difference
between the revenues that would be generated under regular industrial rates and

the revenues collected under the special contract, the discount given to Premium
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Pork does not adversely affect either the Industrial Class or any other customer

class included in my CCOS study for the St. Joseph district.

WON’T THE PREMIUM PORK REVENUE IMPUTATION REFLECTED IN YOUR STUDY
RESULT IN RATES THAT RECOVER LOWER OVERALL REVENUES FOR THE

COMPANY?

Yes. | believe this adjustment should also be made to the Staff’s St. Joseph
district revenue calculation resulting in a reduction to the St. Joseph district

revenue requirement of ** **

IS THIS REVENUE IMPUTATION CONSISTENT WITH THE COMMISSION’S ORDER

APPROVING THE PREMIUM PORK SPECIAL CONTRACT?

Yes. Imputing revenue is consistent with the Commission’s Order approving the
Premium Pork special contract in WT-2004-0192. In that Order, the Commission

found that;

The record also shows, and the Commission finds, that
the proposed Special Service Contract provides for a
reasonable contribution toward "all other costs associated
with the provision of service" and that this contribution
will constitute a benefit to the other customers of the St.
Joseph district because it will serve to reduce the revenue
requirement of the district as a whole. No other
customer's rates will increase because this Special Service
Contract is approved. No detriments to either the state of
Missouri or to the other water service customers in the St.
Joseph district have been identified. (emphasis added)

By imputing revenues related to the Premium Pork special contract, no other

customer’s rates will increase.

NP
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Q.

IF THE COMPANY OR ANY OTHER PARTY IS UNWILLING TO ACCEPT A REVENUE
IMPUTATION IN ORDER HOLD OTHER CUSTOMERS HARMLESS WITH RESPECT TO
THE PREMIUM PORK DISCOUNT, CAN THE COMMISSION REVISIT THE
APPROPRIATENESS OF THE SPECIAL CONTRACT DISCOUNT GRANTED TO
PREMIUM PORK?

Yes. The special contract entered into on September 3, 2003, as amended

October 8, 2003, **

**

SHOULD THE COMMISSION REVISIT THE PREMIUM PORK DISCOUNT IF THE
COMPANY OR ANY OTHER PARTY IS UNWILLING TO ACCEPT A REVENUE

IMPUTATION IN ORDER HOLD OTHER CUSTOMERS HARMLESS?

Yes. In the event that the Company or any other party objects to a revenue
imputation, Public Counsel requests a Commission review of the special contract

rate granted to Premium Pork.

NP
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Q. PLEASE DISCUSS THE RESULTS OF YOUR CLASS COST OF SERVICE STUDIES.

A. My CCOS study results for individual districts are provided in Schedule BAM
REB 1-1 through Schedule BAM REB 1-9. A summary comparing current cost

percentage and revenue percentage by class and by district is provided in Table 1.

Table 1 - Percentage of Current Cost at Equalized Return and Percentage of Current Rate Revenue by Customer Class
OTHER
TOTAL  RESIDENTIAL COMMERCIAL INDUSTRIAL PUBLIC SARIEESAEER PR‘I??I/EQCIZ(;RE
AUTHORITY
Jefferson City ~ Cost % 55.26% 29.27% 4.87% 7.75% 2.86%
Revenue %  54.55% 29.59% 4.94% 8.13% 2.79%
Brunswick Cost % 55.30% 14.17% 0.81% 2.19% 25.34% 2.19%
Revenue %  51.72% 13.75% 0.97% 2.33% 28.66% 2.57%
Joplin Cost % 54.77% 20.08% 17.19% 3.35% 3.44% 1.17%
Revenue %  52.36% 21.55% 16.33% 3.56% 3.21% 2.99%
Mexico Cost % 46.53% 13.69% 17.74% 8.94% 9.67% 3.43%
Revenue %  46.70% 13.70% 16.47% 8.91% 10.76% 3.46%
Parkville Cost % 72.09% 19.87% 0.66% 1.18% 3.96% 2.23%
Revenue %  71.32% 19.56% 0.57% 1.20% 4.70% 2.65%
St. Charles Cost % 88.71% 10.12% 0.03% 0.90% 0.25%
Revenue %  84.59% 11.17% 0.02% 2.62% 1.59%
St. Joseph Cost % 51.53% 19.68% 17.57% 3.21% 7.96% 0.05%
Revenue %  47.70% 18.22% 20.60% 3.35% 9.07% 1.05%
Warrensburg ~ Cost % 54.50% 21.73% 2.42% 12.60% 7.03% 1.71%
Revenue %  55.04% 20.26% 2.28% 12.36% 7.42% 2.63%
OTHER
OF? :i;gxl & INDUSTRIAL WATER PRIVATE FIRE
K Rate J UTILITIES Rate E & H
Rate B, G & H

St Louis Cost % 89.78% 4.99% 4.76% 0.47%
Revenue %  90.25% 4.51% 4.17% 1.07%
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Table 1 illustrates that Residential Class revenues are generally aligned
with costs. The greatest discrepancy between pre true-up revenue percentage and
pre true-up cost percentage for the Residential Class occurs in St. Charles but is

still just over 4%.

THE STAFF PROPOSES TO ADJUST CLASS REVENUES WITHIN DISTRICTS TO THE
LEVELS REFLECTED IN THE STAFF’S CLASS COST OF SERVICE STUDIES. DO YOU

AGREE?

No. The Staff’s proposal would result in huge shifts between classes. For
example, in St. Louis, Rate J would receive a 158.6% increase while Rates E & F
would receive a 45.03% decrease. Given the results of my CCOS studies and the
inherent impreciseness in allocating joint and common costs to customer classes, |
would support adjusting class revenues in each district by an equal percent in

order to generate the district specific revenues discussed later in this testimony.

IF, DESPITE YOUR RECOMMENDATION FOR EQUAL PERCENTAGE ADJUSTMENTS
BY CLASS, THE COMMISSION DECIDES TO MAKE SOME ADJUSTMENT ON A

REVENUE NUETRAL BASIS, WHAT WOULD YOU PROPOSE?

With the exception of St. Louis, | would propose adjusting the Commercial,
Industrial, Other Public Authority and Sales for Resale classes by an amount
equal to half the amount needed to reach the class cost presented in my CCOS
studies. The sum of these adjustments would be offset by the Residential Class.
For St. Louis, | would recommend adjusting Rate Group J and Rate Groups, B, G

& H by an amount equal to half the amount needed to reach the class cost
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presented in my CCOS studies. The sum of these adjustments would be offset by
Rate Group A&K. Fire services generally represent a small class in terms of
percentage of district costs and revenues. This results in the CCOS study results
being less reliable for the Fire Class. Therefore, | would recommend no change

on a revenue neutral basis for the Fire Class in any district. The revenue neutral

shifts that would result from this alternative proposal are shown in Table 2.

Table 2 - Alternative Proposal Revenue Neutral Shift by Customer Class
TOTAL  RESIDENTIAL COMMERCIAL  INDUSTRIAL EJ:E?: S':';iigR PRFI?I/?AETE
AUTHORITY SERVICE
Jefferson City ~ Shift % -1.64% 0.97% 8.26% 2.45% 0.00%
Brunswick Shift % 0.71% 0.67% -15.66% -5.40% -0.63% 0.00%
Joplin Shift % 0.67% 7.53% -10.36% 5.57% -14.87% 0.00%
Mexico Shift % 1.67% 0.27% -7.99% -0.63% 5.17% 0.00%
Parkville Shift % -0.63% -1.74% -15.45% -0.33% 18.76% 0.00%
St. Charles Shift % -1.81% 5.18% -16.41% 36.29% 0.00%
St. Joseph Shift % -2.59% -4.27% 6.85% 1.65% 6.01% 0.00%
Warrensburg Shift % 4.17% -10.35% -7.38% -3.84% 6.00% 0.00%
RESCOM OPA INDUSTRIAL  “Lry FIRE Rt £ &
Rate B, G & H H
St Louis Shift % -0.07% -0.40% 1.96% 0.00%
Q. WITH A FEW EXCEPTIONS, THE COMPANY AND STAFF PROPOSE THAT DISTRICT

REVENUE BE SET AT A LEVEL THAT RECOVERS DISTRIC COSTS. DO YOU AGREE?

A. | would generally agree that district revenues should be aligned with district costs.

However, the Company proposes to merge the St. Louis, St. Charles and Warren
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County Water districts into a Metro St. Louis district and to provide inter-district
support flowing from the Metro St. Louis district to Brunswick and Parkville.
The Staff proposes to maintain Warren County Water as a distinct district from a
merged St. Louis/St. Charles district and to provide inter-district support flowing
from the St. Louis/St. Charles district to both Brunswick and Warren County
Water.

Public Counsel is not opposed to merging the St. Louis and St. Charles
County districts since they are physically and operationally connected. However,
the Company has provided no evidence that Warren County Water will be
interconnected with St. Louis/St. Charles in the foreseeable future making it
difficult to justify a consolidation that includes Warren County Water. Public
Counsel is also well aware of the ongoing concerns regarding inter-district
support flows to Brunswick and is reluctant to compound the problem by
extending similar treatment to Warren County Water without a plan to eliminate
the support flows. Based on Staff accounting data, Warren County Water
district’s rates would need to increase by more than 100% and Brunswick’s rates
would need to increase by almost 150% to align district revenues and district
costs. | recommend that the Commission adopt a three-year phase-in for Warren
County Water and Brunswick, with carrying costs to be paid by the respective
district to the Company at a rate equal to the Company’s Allowance for Funds
Used During Construction (AFUDC) rate. | recommend the phase-in collect 50%
of the district deficiency in the first year, with the balance and carrying costs to be

recovered in approximately equal amounts in years two and three.
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Q.

BASED ON THE CCOS RESULTS, DO YOU AGREE WITH PARTIES THAT PROPOSE

INCREASES IN THE CUSTOMER CHARGES?

No. The fixed monthly customer charge is usually associated with customer
related costs defined as those costs directly related to the number of customers.
My class cost of service studies identify the investments and expenses directly
related to the number of customers by class as including meters, services,
operations and maintenance, and depreciation expenses related to meters and
services, meter reading and arguably some portion of customer records expense.
For residential and small commercial customers these costs vary significantly by
district with a simple average across districts of $8.71. To compare this cost result
with the Company and Staff rate proposals, we need to remember that meters with
diameters of 5/8” and 3/4” are the predominant size of meters used by residential
and commercial customers. For districts other than St. Louis, the Company
proposes a $13 customer charge for customers with a 5/8” meter and a $16.65
customer charge for customers with a 3/4” meter. For St. Louis, the Company
proposes a $10 customer charge for customers with a 5/8” meter and a $10.42
customer charge for customers with a 3/4” meter. Ag Processing supports the
Company proposed customer charges for St. Joseph. The Staff proposes customer
charges for 5/8” and 3/4” meters that are in some cases even higher than the
Company’s proposed customer charges. Based on my studies, the Company and
Staff customer charge proposals far exceed costs. In addition, the Company
proposal for uniform customer charges is inconsistent with the variation in actual
customer related costs by district. | encourage the Commission to reject both the

Company and Staff proposals to increase the residential and commercial customer
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charges. My primary recommendation is to hold customer residential and

commercial charges at current levels.

Q. DOES PUBLIC COUNSEL SUPPORT THE AGREEMENT BETWEEN THE COMPANY AND
THE METROPOLITAN ST. LOUIS SEWER DISTRICT (MSD) THAT WOULD RETAIN
THE CURRENT RATE CHARGED BY THE COMPANY FOR PROVIDING CUSTOMER

BILLING INFORMATION TO MSD?

A. No. The Company has conducted cost studies that indicate that MSD pays a rate
higher than incremental cost but significantly lower than fully distributed costs.
It seems reasonable that if other customers’ rates are to increase, then MSD
should share some responsibility for the increase. Public Counsel would propose
that, at a minimum, MSD pay the St. Louis system average increase based on

true-up.

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

A. Yes.

-10 -
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