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DIRECT TESTIMONY
OF

DANA E. EAVES

CITIZENS ELECTRIC CORPORATION

CASE NO. ER-2002-217

Q. Please state your name and business address.

A. Dana E. Eaves, PO Box 360, Jefferson City, MO 65102.

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

A. I am a Regulatory Auditor for the Missouri Public Service Commission (Commission or PSC).

Q. Please describe your educational and employment background.

A. I graduated from Columbia College in May 1995 with a Bachelors of Science degree in Business Administration with an emphasis in Accounting.  I commenced employment with the Commission Staff (Staff) in April 2001.  Before employment with the Commission, I held the position of Accountant with Midwest Block and Brick, Vice President of Operations with Practice Management Plus, a healthcare consulting firm, and Director of Finance with Capital City Medical Associates.

Q. What has been the nature of your duties while employed by the Commission?

A. I am responsible for assisting in the audits and examinations of the books and records of utility companies operating within the state of Missouri.

Q. What has been the nature of your duties while employed by the Commission?

A. I am responsible for assisting in the audits and examinations of the books and records of utility companies operating within the state of Missouri.

Q. Have you previously filed testimony before this Commission?

A. Yes. I submitted direct testimony in Case No. ER-2001-672, UtiliCorp United Inc. d/b/a Missouri Public Service, and Case Nos. WC-2002-155 and SC‑2002‑160, Warren County Water and Sewer Company.

Q.
Have you made an investigation or study of the books and records of the Citizens Electric Corporation (Citizens or Company) in Case No. ER-2002-217?


A.
Yes. I have, with the assistance of other members of the Commission Staff (Staff).

Q. Please describe your areas of responsibility in Case No. ER-2002-217.

A. I am responsible for the areas of plant in service, accumulated depreciation, customer advances for construction, materials and supplies, prepaid taxes, property taxes, and the depreciation expense components of salvage and cost of removal.

AREAS SPONSORED

Q.
Please describe the Accounting Schedules and adjustments you are sponsoring in this case.

A.
I am sponsoring the following schedules:

Accounting Schedule 2 -
Rate Base

Accounting Schedule 3 -
Total Plant in Service

Accounting Schedule 4 -
Adjustments to Total Plant

Accounting Schedule 5 -
Depreciation Reserve


Accounting Schedule 6 -
Adjustments to Depreciation Reserve

Accounting Schedule 7 -
Depreciation Expense

I am sponsoring adjustment S-51.2, 72.1 and 73.1 to the Income Statement.

RATE BASE

Q.
Please describe Accounting Schedule 2, Rate Base.

A.
This Accounting Schedule takes the Company’s adjusted jurisdictional plant in service balance from Accounting Schedule 3, Total Plant in Service, and deducts the Company’s adjusted jurisdictional depreciation reserve from Accounting Schedule 6, Adjustments to Depreciation Reserve, to compute the net plant in service.  Added to net plant in service are amounts for cash working capital, plant materials and operating supplies, parts inventory, stores expense and prepaid insurance.  Rate base deductions include interest expense offset, customer advances for construction and customer deposits.  The mathematical total of these items is the Rate Base amount incorporated in the Gross Revenue Requirement recommendation shown on Accounting Schedule 1, Revenue Requirement.

Q.
Please describe the items added to net plant in service.

A.
Cash working capital, plant materials and operating supplies, parts inventory, stores expense and prepaid insurance.  Plant materials and supplies, parts inventory, stores expense and prepayments are represented by thirteen-month averages.  Due to the cyclical nature of these items, thirteen-month averages are developed to round out seasonal variances.  Staff Accounting witness Edward F. Began is sponsoring the Cash Working Capital allowance included in rate base.

Q.
Please describe the items deducted from net plant in service.

A.
The Customer Advances for Construction computation is represented by a thirteen-month average.  As described above, a thirteen-month average is used to round out cyclical variances in the account. 

Q.
Please explain Accounting Schedule 3.

A.
Accounting Schedule 3, Total Plant in Service, lists the total Company plant balances by general ledger account as of December 31, 2001.  The Staff’s total Company plant adjustments are listed in Column C.  Column D contains the Staff’s Missouri adjusted jurisdictional plant in service balances.

Q.
Please explain Accounting Schedule 5.

A.
Accounting Schedule 5, Depreciation Reserve, lists in Column B total Company depreciation reserve balances as of December 31, 2001. The Staff’s total Company depreciation reserve adjustments are listed in Column C.  Column D contains the Staff’s Missouri adjusted jurisdictional depreciation reserve balances.

Q.
Does the Company keep Transmission and Distribution Depreciation Reserve information by account as required by Commission Rule 4 CSR 240‑20.030(3)(K)
?

A.
No. In response to Staff Information Data Request No.14, the Company recognizes the fact that Accumulated Depreciation Transmission and Distribution Plant Accounts 108.5 and 108.6, respectively, are the only reserve accounts for its Transmission and Distribution Plant accounts.  The Company states, “This is the method RUS uses for these classifications of plant accounts and is the way our accounting software is written for depreciation of Transmission and Distribution Plant.”

Q.
Does Staff agree with the Company’s accounting method for Accumulated Depreciation Transmission and Distribution Plant Accounts 108.5 and 108.6?

A.
No.  The Staff recommends the Company maintain its Depreciation Reserve Accounts in accordance with Commission Rule 4 CSR 240-20.030(3)(K).  This rule supersedes RUS requirements and requires regulated electric companies to “maintain subsidiary records which separate account 108 according to primary plant accounts or subaccounts when implementing the provisions of Part 101 Balance Sheet Account 108.C. and paragraph 15.110.108.C.”

Q.
Please explain Accounting Schedule 7.

A.
Accounting Schedule 7, Depreciation Expense, lists in Column B the Missouri adjusted jurisdictional plant in service balances from Accounting Schedule 3, Column F.  Column C contains the current Commission approved depreciation rates.  The rates in Column C are then applied to the plant balances in column B to determine the annualized level of depreciation expense that appears in Column D.

CUSTOMER ADVANCES FOR CONSTRUCTION

Q.
Please explain customer advances for construction.

A.
These are funds provided to the company by customers for the purpose of constructing plant that will provide services to that customer. These funds are usually scheduled for refund back to customers upon completion of the construction project. Staff used a thirteen-month average of customer advances for construction balance for test year purposes.  This method is the recommended method to account for the variances from month to month during the test period.   

CUSTOMER DEPOSITS INTEREST EXPENSE

Q.
Please explain Income Statement Adjustment S-51.2.

A.
Staff’s adjustment annualizes interest expense related to customer deposits deducted from rate base.  Customer deposits are interest bearing and the liability is deducted from rate base with the associated interest included as a cost of service.  To calculate this adjustment, I used the 6.0% interest rate as recommended by Staff witness James Watkins in his direct testimony.

COST OF REMOVAL AND SALVAGE

Q. What is cost of removal and salvage?

A. Cost of removal is incurred when utility property is retired from service.  Generally, removing property from service causes the utility to incur costs to physically dismantle, tear down or otherwise remove the property from service.  Salvage is the residual value or scrap value that some property has when it is removed from utility service.  After a piece of property is dismantled or removed from service, utilities can in some instances sell or receive some value for the displaced property.  Utilities track the costs relating to removal and salvage value on an ongoing annual basis.  Typically, removal costs exceed salvage value, resulting in a “net negative salvage” value.  The net effect of cost of removal and salvage was included in Staff’s determination of the overall revenue requirement.

Q. How did Staff determine the proper level of cost of removal and salvage value to include in this case? 

A. Staff reviewed the cost of removal and salvage values by year for the period 1996 to 2001.  Based on this information, Staff calculated the cost of removal and salvage values based upon a six-year average for the period 1996 through 2001.  The result of the six-year average is that Citizens incurred net negative salvage value over this period.  This amount was included in Accounting Schedule 9, Income Statement, on a total company basis.

Q. Why did Staff use a six-year average to determine the level of cost of removal and salvage value to include in the revenue requirement?

A.
A six-year average was used because the costs of removal and salvage values fluctuated from year to year for each of the years examined.  Using a six-year average for fluctuating costs, such as the net negative salvage amount, removes or smoothes out the differences from one year to the next.  Averaging costs for fluctuations is commonly used in the ratemaking process and is consistent with how other costs have been treated in this case.

Q. Have cost of removal and salvage value been treated this way in prior Citizens rate cases?

A.
Not to my knowledge.  Typically, cost of removal and salvage value is reflected in the overall depreciation rate and thus, an amount for these items were included in depreciation expense.  However, recently Staff has proposed to remove from the depreciation rates the accrual of the removal costs and salvage value.  Staff witness Paul W. Adam of the Engineering and Management Services Department is sponsoring Staff’s position in this case to remove these items from the accrual of depreciation.  His testimony will provide the basis and reasoning for making this change.  Consistent with this proposal, Staff has included the cost of removal and salvage value in the cost of service determination as a current expense item rather than part of the depreciation accrual process.

Q.
Does this conclude your direct testimony?

A.
Yes, it does.













� (K) Maintain subsidiary records which separate account 108. according to primary plant accounts or subaccounts when implementing the provisions of Part 101 Balance Sheet Account 108.C and paragraph 15.110.108.C.
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