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Q. Please state your name and business address.

A. My name is James A. Busch and my business address is P. O. Box 7800, Jefferson City, MO 65102.

Q. By whom are you employed and in what capacity?

A. I am a Public Utility Economist with the Missouri Office of the Public Counsel (Public Counsel).

Q. Please describe your educational and professional background.

A. In June 1993, I received a Bachelor of Science degree in Economics from Southern Illinois University at Edwardsville (SIUE), Edwardsville, Illinois.  In May 1995, I received a Master of Science degree in Economics, also from SIUE.  I am currently a member of the American Economic Association and Omicron Delta Epsilon, an honorary economics society.  Prior to joining Public Counsel, I worked just over two years with the Missouri Public Service Commission as a Regulatory Economist in the Procurement Analysis Department and worked one year with the Missouri Department of Economic Development as a Research Analyst.  I accepted my current position with Public Counsel in September 1999.  Furthermore, I am a member of the Adjunct Faculty at Columbia College where I teach both graduate and undergraduate level economics.

Q. Have you previously testified before this Commission?

A. Yes.  Attached is Schedule JAB-1, which is a list of the cases in which I have filed testimony before this Commission.

Q. What is the purpose of your testimony in Case No. WR-2003-0500?

A. The purpose of my testimony is to present Public Counsel’s Class Cost of Service (CCOS) study for Missouri American Water Company (MAWC) in this case.  Public Counsel witness Barbara Meisenheimer will use the results of this study as a guide for developing Public Counsel’s rate design recommendation in her prepared testimony.

Q. What is the primary purpose of a COS study?

A. The primary purpose of a COS study is to provide an estimate of the cost of providing service to each of the customer classes.  It is to be used as a guide for setting rates in conjunction with other rate design considerations of the Commission.

Q. What are the primary steps in performing a COS study?

A. There are three primary steps in performing a class cost of service study.  These steps are functionalization, classification, and allocation of costs.  Functionalization of costs means categorizing accounts by the type of function with which an account is associated.  These functional categories include Source of Supply, Pumping, Water Treatment, Transmission and Distribution, Customer Accounts, and Administrative and General.  

Costs are classified in a manner that allows them to be allocated based on the water industry’s commonly used “Base-Extra Capacity Method.”  Under this method, depending on the classification with which the accounts are most closely associated, costs of service are separated into four primary classes of costs: costs that are related to the number of customers (customer costs), costs that are related to the total quantity of water used (base costs), costs that are related to various peak water usage such as peak day usage (extra capacity costs), and costs that are related to fire-protection water usage (fire costs).  For example, meter expenses are considered customer-related, since a certain amount of meter expense will be incurred solely for hooking up a customer.  An example of base-related costs is the chemicals cost.  The amount of chemicals used in water treatment is directly related to the total quantity of water used.  Many plant accounts are partially base load related and partially peak usage related since the plant included in many accounts is sized to meet the needs of both annual water consumption and peak water usage requirements.  Fire hydrants and outlets are clearly fire protection related costs.  

Allocation factors are then developed to distribute a fair share of costs to each customer class.  These allocation factors are ratios that reflect the proportion of total units (total number of customers, total annual throughput, etc.) attributable to a certain customer class.  Applying these ratios to the appropriate cost categories produces an estimated cost for which each class is responsible.

Q. What customer classes did you use?

A. Since MAWC’s last rate case, the Company has acquired the water districts of Jefferson City and St. Louis County.  The Jefferson City district has similar customer classes as MAWC’s old districts.  St. Louis County had different rate classifications.  Therefore, consistent with MAWC’s own cost study, I have grouped the customer classes as follows for the old districts and Jefferson City: Residential, Commercial, Industrial, Other Public Authorities (OPA), Sale for Resale, and Public and Private Fire Protection.  For St. Louis County, the customer classes are: Rate A and others, Rate B, Rate J & D, and public and private fire.  Rate A includes residential, commercial, and municipal customers.  The other category includes such classes as metered construction.  Rate B includes wholesale or resale customers that constitute other public water districts.  Rates J and D are industrial and other resale customers.

Q. Did you prepare an alternate study?

A. Yes.  In order to see the magnitude of any changes in revenue requirement to all MAWC customers (i.e. residential, customer), I prepared a COS study that divided St. Louis County water rate class A into residential and commercial customers.  I allocated approximately 65% of rate class A usage and customers to the residential class and 35% to the commercial class.

Q. Why did you choose those percentages?

A. Those percentages are approximately the percentage of Residential and Commercial customers in the St. Joseph district.  I used St. Joseph as a proxy for St. Louis county water.

Q. What data is used as the basis for your COS study?

A. Data used for this study includes MAWC workpapers filed in support of its direct case, MAWC responses to Public Counsel’s data requests, and Staff’s preliminary revenue requirement calculation.  I also used the Rate of Return calculation developed by OPC witness Mark Burdette.  Use of the above data should not be construed as an endorsement of either of the other parties’ methods or their results.  This information was used because it was readily available and contains the sufficient level of detail necessary to perform a COS study.

Q. How did you develop the allocators?

A. The allocators were developed in order to reflect the differences in costs of furnishing service to the different classes.  Customer-related allocators were developed using various weights to reflect the fact that there are greater costs associated with serving a bigger customer than a smaller customer.  The base-related allocator was developed using the base amount of water used by each class.  The allocator for the fire districts was based on the number of hydrants or fire taps in each of the public and private fire districts.

Q. Please explain your use of an economies of scale factor to allocate mains cost.

A. I utilized the same economies of scale factor developed by Ms. Hong Hu in Case No. WR-2000-281.  To derive the economies of scale factor using the base-extra capacity method, I used, as an approximation, average daily send out, maximum daily usage, and average hourly consumption.  This information was found in the Cost of Service Allocation Study schedule C, factor 4 and schedule D.  To determine what percentage of costs was attributable to base, day, or hour, I found a percentage of base and hour and day and hour capacities by taking the ratio of the square root of each approximation, respectively.  I then applied this ratio to the percentage of peak day and maximum hour demands to determine the overall allocator.  This allocator was then applied to the mains accounts in the cost of service study.  Public Counsel witness Barbara Meisenheimer will provide the theoretical background for utilizing the economies of scale factor in her direct testimony.  

Q. Please describe how you allocated various plant accounts.

A. Investment in source of supply was allocated based on annual water consumption by rate class.  This recognizes the fact that such facilities are sized to meet the annual supply requirement in total, whether or not variations in daily needs are experienced.

Pumping facilities and water treatment plant were allocated based on the capacity allocators.


Distribution reservoir and standpipes serve principally to assist in meeting the peak requirements of the system and to provide some element of system reliability.  These items were allocated based on regular system load and peak load, with a greater weight given to the peak load.  Fire mains and hydrants were allocated directly to private and public fire protection services.  Meters were allocated based on a weighted number of meters.  The weights were chosen recognizing that bigger customers generally use larger size meters, and that it generally costs more to buy and install a larger size meter.  Other transmission and distribution plant accounts were allocated utilizing the capacity allocator.


General plant includes office buildings, furniture and equipment, vehicles, and other related items.  General plant was allocated to all customer classes based on the overall allocation resulting from the allocation of all other non-general plant facilities.

Q. How were operation and maintenance expenses allocated?

A. Source of supply, pumping, water treatment, and transmission and distribution expenses were allocated using the “expenses follow plant” principle for most accounts in this category.  “Expenses follow plant” basically means that for any expense related to a particular rate base component, the expense should be allocated in the same manner as the rate base account.  For accounts 602, 623, and 641, the base allocator was used because the costs in these accounts tend to vary with the total amount of water consumed.

Q. Are there other operation and maintenance expenses to which the “expenses follow plant” principle does not apply?

A. Yes.  Customer account expenses were allocated based on the weighted number of meters and the number of customers in each class.  

Property insurance expenses were allocated based on the resulting allocation of total plant since this expense is linked to the amount of plant that the Company requires in order to serve each customer class.




Injuries and damages and employee pensions and benefits are payroll-related expenses so they were allocated on the basis of the amount of labor expense that I had previously allocated to each class.

The remaining administrative and general expenses accounts represent expenditures that support the Company’s overall operation, so they were allocated on the basis of each customer class’ share of total cost of service.

Q. How did you allocate taxes other than income taxes?

A. Property taxes were allocated on the basis of the amount of total plant that I had previously allocated to each class.  Other taxes in this category were allocated on the basis of the amount of total cost of service.

Q. How did you allocate state and federal income taxes?

A. These taxes were allocated on the basis of rate base since a utility company’s income taxes are a function of the size of its rate base and associated earnings.  Thus a class should contribute revenues for income taxes in accordance with the proportion of rate base that is necessary to serve it.

Q. Please describe the results of Public Counsel’s COS study.

A. Schedule JAB-2 shows a summary of the results of Public Counsel’s COS study for each customer class in each district.  The results of the COS study are also contained in Table 1 below.  This table shows the percentage of current revenues collected from each class in each district.  Next it shows the percentage of each classes’ COS service.  Finally, it shows the overall percentage increase from current revenues for each class that would be necessary to meet its cost of service share.

TABLE 1

	
	DISTRICT
	
	TOTAL
	RES
	COMM
	INDUS
	OTHER PUBLIC AUTHORITY
	SALES FOR RESALE
	PRIVATE FIRE SERVICE

	Warr
	TOTAL Current Revenues
	
	 $     2,524,703 
	 $     1,280,268 
	 $         479,511 
	 $        79,266 
	 $         416,948 
	 $       214,590 
	 $          54,120 

	Current Rev %
	Warrensburg
	
	100.00%
	50.71%
	18.99%
	3.14%
	16.51%
	8.50%
	2.14%

	Warr
	Class COS with Recommended ROR
	 $     2,307,224 
	 $     1,236,218 
	 $         402,069 
	 $        80,031 
	 $         349,040 
	 $       213,557 
	 $          26,309 

	Class COS %
	Warrensburg
	
	100.00%
	53.58%
	17.43%
	3.47%
	15.13%
	9.26%
	1.14%

	Warr
	Rate increase/(decrease)
	
	 $       (217,479)
	 $      (113,383)
	 $          (38,722)
	 $         (7,859)
	 $          (33,196)
	 $        (21,427)
	 $          (2,892)

	Percent Change
	Warrensburg
	
	-8.61%
	-8.86%
	-8.08%
	-9.92%
	-7.96%
	-9.99%
	-5.34%

	
	
	
	
	
	
	
	
	
	

	St.Lo
	TOTAL Current Revenues
	
	 $ 118,773,053 
	 $   80,503,692 
	 $    20,221,884 
	 $   7,701,283 
	 $         998,872 
	 $    2,174,806 
	 $     1,115,156 

	Current Rev %
	St. Louis County
	
	100.00%
	67.78%
	17.03%
	6.48%
	0.84%
	1.83%
	0.94%

	Warr
	Class COS with Recommended ROR
	 $ 101,899,427 
	 $   56,954,213 
	 $    30,029,061 
	 $ 11,109,841 
	 $      2,955,641 
	 $       301,957 
	 $        548,713 

	Class COS %
	St. Louis County
	
	100.00%
	55.89%
	29.47%
	10.90%
	2.90%
	0.30%
	0.54%

	Warr
	Rate increase/(decrease)
	
	 $  (16,873,625)
	 $   (9,444,611)
	 $     (4,825,713)
	 $  (1,922,352)
	 $        (522,757)
	 $        (52,992)
	 $      (105,200)

	Percent Change
	St. Louis County
	
	-14.21%
	-11.73%
	-23.86%
	-24.96%
	-52.33%
	-2.44%
	-9.43%

	
	
	
	
	
	
	
	
	
	

	St. Jo
	TOTAL Current Revenues
	
	 $   16,582,430 
	 $     7,541,831 
	 $      3,175,207 
	 $   2,964,681 
	 $         663,827 
	 $    2,078,795 
	 $        158,089 

	Current Rev %
	St. Joseph
	
	100.00%
	45.48%
	19.15%
	17.88%
	4.00%
	12.54%
	0.95%

	Warr
	Class COS with Recommended ROR
	 $   15,809,522 
	 $     7,115,110 
	 $      3,025,498 
	 $   2,714,358 
	 $         707,125 
	 $    1,965,320 
	 $        282,112 

	Class COS %
	St. Joseph
	
	100.00%
	45.01%
	19.14%
	17.17%
	4.47%
	12.43%
	1.78%

	Warr
	Rate increase/(decrease)
	
	 $       (772,908)
	 $      (332,405)
	 $        (151,296)
	 $     (139,711)
	 $          (35,278)
	 $      (101,759)
	 $        (12,460)

	Percent Change
	St. Joseph
	
	-4.66%
	-4.41%
	-4.76%
	-4.71%
	-5.31%
	-4.90%
	-7.88%

	
	
	
	
	
	
	
	
	
	

	St. Ch
	TOTAL Current Revenues
	
	 $     8,701,736 
	 $     7,441,036 
	 $         975,402 
	 $          4,208 
	 $         162,325 
	 $                 -   
	 $        118,764 

	Current Rev %
	St. Charles
	
	100.00%
	85.51%
	11.21%
	0.05%
	1.87%
	0.00%
	1.36%

	Warr
	Class COS with Recommended ROR
	 $     7,565,381 
	 $     6,586,490 
	 $         768,965 
	 $          3,593 
	 $         126,188 
	 $                 -   
	 $          80,145 

	Class COS %
	St. Charles
	
	100.00%
	87.06%
	10.16%
	0.05%
	1.67%
	0.00%
	1.06%

	Warr
	Rate increase/(decrease)
	
	       (1,136,356)
	         (982,154)
	           (120,696)
	               (533)
	             (19,010)
	                    -   
	           (13,962)

	Percent Change
	St. Charles
	
	-13.06%
	-13.20%
	-12.37%
	-12.67%
	-11.71%
	0.00%
	-11.76%

	
	
	
	
	
	
	
	
	
	

	Park
	TOTAL Current Revenues
	
	 $     2,873,194 
	 $     2,053,915 
	 $         405,902 
	 $        15,056 
	 $           97,783 
	 $       233,575 
	 $          66,963 

	Current Rev %
	Parkville
	
	100.00%
	71.49%
	14.13%
	0.52%
	3.40%
	8.13%
	2.33%

	Warr
	Class COS with Recommended ROR
	 $     3,074,538 
	 $     2,164,161 
	 $         468,629 
	 $        21,160 
	 $         111,951 
	 $       273,627 
	 $          35,010 

	Class COS %
	Parkville
	
	100.00%
	70.39%
	15.24%
	0.69%
	3.64%
	8.90%
	1.14%

	Warr
	Rate increase/(decrease)
	
	 $        201,344 
	 $        138,981 
	 $           31,781 
	 $          1,465 
	 $             7,728 
	 $         19,026 
	 $            2,363 

	Percent Change
	Parkville
	
	7.01%
	6.77%
	7.83%
	9.73%
	7.90%
	8.15%
	3.53%

	
	
	
	
	
	
	
	
	
	

	Mex
	TOTAL Current Revenues
	
	 $     2,522,556 
	 $     1,213,705 
	 $         353,804 
	 $      307,119 
	 $         196,043 
	 $       373,939 
	 $          77,946 

	Current Rev %
	Mexico
	
	100.00%
	48.11%
	14.03%
	12.17%
	7.77%
	14.82%
	3.09%

	Warr
	Class COS with Recommended ROR
	 $     2,840,569 
	 $     1,331,105 
	 $         398,860 
	 $      440,871 
	 $         254,355 
	 $       386,614 
	 $          28,764 

	Class COS %
	Mexico
	
	100.00%
	46.86%
	14.04%
	15.52%
	8.95%
	13.61%
	1.01%

	Warr
	Rate increase/(decrease)
	
	 $        318,014 
	 $        146,192 
	 $           44,941 
	 $        50,754 
	 $           27,813 
	 $         44,614 
	 $            3,699 

	Percent Change
	Mexico
	
	12.61%
	12.05%
	12.70%
	16.53%
	14.19%
	11.93%
	4.75%

	
	
	
	
	
	
	
	
	
	

	Jop
	TOTAL Current Revenues
	
	 $     8,240,313 
	 $     4,264,473 
	 $      1,683,070 
	 $   1,447,637 
	 $         211,929 
	 $       433,943 
	 $        199,261 

	Current Rev %
	Joplin
	
	100.00%
	51.75%
	20.42%
	17.57%
	2.57%
	5.27%
	2.42%

	Warr
	Class COS with Recommended ROR
	 $     7,532,075 
	 $     3,669,460 
	 $      1,540,934 
	 $   1,569,793 
	 $         204,708 
	 $       439,415 
	 $        107,765 

	Class COS %
	Joplin
	
	100.00%
	48.72%
	20.46%
	20.84%
	2.72%
	5.83%
	1.43%

	Warr
	Rate increase/(decrease)
	
	          (708,237)
	         (341,538)
	           (143,573)
	        (148,922)
	             (17,133)
	           (42,738)
	           (14,333)

	Percent Change
	Joplin
	
	-8.59%
	-8.01%
	-8.53%
	-10.29%
	-8.08%
	-9.85%
	-7.19%

	
	
	
	
	
	
	
	
	
	

	JefCi
	TOTAL Current Revenues
	
	 $     2,891,864 
	 $     1,707,996 
	 $         832,163 
	 $      185,325 
	 $           53,733 
	 $             (103)
	 $        112,750 

	Current Rev %
	Jefferson City
	
	100.00%
	59.06%
	28.78%
	6.41%
	1.86%
	0.00%
	3.90%

	Warr
	Class COS with Recommended ROR
	 $     4,029,744 
	 $     2,159,414 
	 $      1,558,029 
	 $      217,197 
	 $           52,334 
	 $                 -   
	 $          42,770 

	Class COS %
	Jefferson City
	
	100.00%
	53.59%
	38.66%
	5.39%
	1.30%
	0.00%
	1.06%

	Warr
	Rate increase/(decrease)
	
	 $     1,137,879 
	 $        593,616 
	 $         452,450 
	 $        62,782 
	 $           13,483 
	 $                 -   
	 $          15,548 

	Percent Change
	Jefferson City
	
	39.35%
	34.76%
	54.37%
	33.88%
	25.09%
	0.00%
	13.79%

	
	
	
	
	
	
	
	
	
	

	Brun
	TOTAL Current Revenues
	
	 $        212,387 
	 $        104,622 
	 $           29,212 
	 $             792 
	 $             3,794 
	 $         68,920 
	 $            5,047 

	Current Rev %
	Brunswick
	
	100.00%
	49.26%
	13.75%
	0.37%
	1.79%
	32.45%
	2.38%

	Warr
	Class COS with Recommended ROR
	 $        442,242 
	 $        216,083 
	 $           59,367 
	 $          1,648 
	 $             8,491 
	 $       150,710 
	 $            5,944 

	Class COS %
	Brunswick
	
	100.00%
	48.86%
	13.42%
	0.37%
	1.92%
	34.08%
	1.34%

	Warr
	Rate increase/(decrease)
	
	           229,855 
	           127,002 
	              32,207 
	                580 
	                3,068 
	            60,532 
	               6,466 

	Percent Change
	Brunswick
	
	108.22%
	121.39%
	110.25%
	73.22%
	80.86%
	87.83%
	128.12%


Q. It looks as if the Jefferson City District is supposed to get a large increase.  Why?

A. OPC has been informed that there was a revenue problem in the Staff data that was utilized by OPC in performing its study.  The current revenues initially given to OPC are less than the actual revenues for the Jefferson City District.  This means that Jefferson City’s deficit is actually less than the deficit shown by OPC’s study.  Once updated numbers are provided, OPC will update its CCOS.

Q. What is the relative importance of COS study results in rate design?

A. A COS study provides a general guide in setting rates.  Other factors must be considered when determining the reasonable rate for a service.  These factors include the value of service, affordability, rate impact, and rate continuity.  The determination as to the manner in which all these factors are balanced by the Commission in setting the rates can only be determined on a case-by-case basis.

Q. Has Public Counsel proposed a rate design method for this case?

A. Yes.  Public Counsel witness 
Barbara Meisenheimer will discuss the principles and method of rate design that Public Counsel recommends in her prepared testimony in this case.

Q. Does this conclude your direct testimony?

A. Yes it does.

1
10

