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REBUTTAL TESTIMONY 

BRIAN W. La GRAND 

I. INTRODUCTION 

Please state your name and business address. 

My name is Brian La Grand, and my business address is 727 Craig Road, St. Louis, 

MO, 63141. I am the Director of Rates and Regulatmy Suppmi for Missouri-American 

Water Company ("MA WC", "Missouri-American" or the "Company"). 

Have you previously submitted testimony in this proceeding? 

Yes, I have submitted direct testimony in this proceeding on behalf of the Company. 

What is the purpose of your rebuttal testimony? 

I will respond to ce11ain aspects of the direct testimony submitted by Charles Hyneman 

of the Office of the Public Counsel ("OPC"). 

II. RESPONSE 

OPC witness Hyneman states (Hyneman Dir., p. 4) that there is no provision for 

water utilities to record a regulatory asset. Do you agree with that assessment? 

No. Under NARUC USOA 186 and Accounting Standards Codification 980, the 

Company can defer expenses for future recovery. 

In what account has the Company proposed to record the costs associated with 

customer-owned lead service line replacements? 
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As stated on page 6 of my direct testimony in this case, the Company proposes to record 

the costs in NARUC USOA 186- Miscellaneous Deferred Debits. 

OPC witness Hyneman describes the characteristics of AAOs that have been 

approved by the Commission as "extraordinary" and having "materiality". Does 

the Company's request have those characteristics? 

Yes. I previously addressed both the "extraordinary" nature of the Lead Service Line 

Replacement Program and the "materiality" to the Company in my direct testimony 

starting on Page 7. I noted that the potential costs that the Company could incur through 

the period covered by the AAO is estimated to be $8.9 million. After adjusting for 

income taxes, this represents approximately 11.5% of the Company's 2016 net income. 

Is 11.5% of the Company's net income a material amount? 

Yes, that is material to the Company. In fact, it is more than double the 5% of net 

income "rule of thumb" Mr. Hyneman proposes in his direct testimony (page 5). 

On page 6 of OPC witness Hyneman's direct testimony, he suggests that" ... it 

just makes no sense to file for an AAO in the middle of a rate case." Do you agree 

with that assessment? 

No, I do not. The Company filed its application seeking an AAO in this case on May 

12, 2017. On June 30, 2017, fmty nine days after filing for the AAO, the Company 

filed a rate case (WR-2017-0285). Therefore the Company did not file the AAO in the 

"middle of the rate case." Additionally, the operation of law date for the rate case is 

May 28, 2018. Without filing for the AAO, the Company would have unceJtainty over 
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the proper treatment of these costs for more than one year. Lastly, as the rate case will 

set rates prospectively (in other words, to cover MA WC's costs on a going-fonvard 

basis), some costs associated with the replacement of customer-owned lead service 

lines perfmmed prior to the effective date of new rates would be lost in the absence of 

anAAO. 

Does the Company accept the pilot program as laid out by OPC witness Geoff 

Marke and described by OPC witness Hyneman on page 6 of his direct testimony? 

No. The rebuttal testimony of Company witness Naumick will discuss in detail the 

Company's objections to the proposed pilot program. 

If the Commission were to order MA WC to participate in the OPC pilot study, do 

you agree with the cost treatment that has been proposed by OPC witness 

Hyneman? 

No. 

Why not? 

First, OPC's proposed treatment does not address costs incmTed fi·om the beginning of 

2017 through the date of an order to pa1ticipate in the proposed pilot study. If that 

order is part of the report and order issued in the Company's rate case (WR-2017-0285), 

the Company would have incurred significant costs that would be unrecoverable. 

Second, ammtization of the pilot program costs should begin only once new rates go 

into effect. By tying the sta1t of ammtization to the order date, OPC is creating a 

mismatch of when the ammtization expense will occur and when the revenue will be 
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received. Third, the Company's revenue requirement in the rate case should include a 

retum on the investment made, not simply a repayment of the capital investment as 

proposed. Lastly, as discussed in greater detail below, the Company's oppottunity cost 

of capital, and not the shott tenn debt rate of American Water Works Company, is the 

correct financing cost to use. 

On page 8 of OPC witness Hyneman's direct testimony, he suggests that the 

Company shonld include financing costs in the proposed pilot program at the 

short term debt rate of the Company's parent. Is this a reasonable treatment of 

those costs? 

No. The Company should include financing costs at its oppottunity cost of capital. Mr. 

Hyneman purpotts to base his suggestion on treatment fiom a Kansas City Power & 

Light Company (KCP &L) rate case implementing the Experimental Rate Plan 

associated with the constmction of Iatan II. There is no similarity between these 

service line replacements and the treatment of off-system sales revenues within the 

context of the constmction of a coal-fired electric generation facility. 

Is there anything else you'd like to address in OPC witness Hyneman's direct 

testimony? 

Yes. On page 9, Mr. Hyneman states that his proposal "does not allow MAWC's 

shareholders to profit on a safety-only pilot project." \Vhile it is possible that Mr. 

Hyneman was limiting those remarks to the proposed pilot project in OPC witness 

Marke' s direct testimony, this statement causes me concern. Almost all of the 

Company's investments have a "safety" component. Both investments in water 
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treatment and treatment of waste water can be considered safety-related. Ensuring the 

health and safety of our customers and employees by protecting our product is a high 

priority. Our customers' and colleagues' safety is the most important thing we focus 

on evety day, A policy that discourages this focus goes against the public interest and 

suggesting that the Company should never be afforded the opportunity to eam its 

authorized retum on investments that relate to safety, would have broad reaching 

impacts on the Company. 

Does this conclude your rebuttal testimony? 

Yes, it does. 
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