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The undersigned, B. K. Turner, having been first duly 

sworn on hia oath, states that the exhibit entitled "Direct 

Testimony of I. K. Turner", and conaiating of 13 pages, contain• 

his answers under oath to the question• therein propounded to 

hi•, and that the Appendix A, inclusive, to the testimony of B. 

K. Turner, Vice President, Rates and Operations Analysis of St. 

Louis County Water C011PanY, St. Louia, Niaaouri, are true and 

correct copies of the appendix referred to in hi• testimony, all 

of which teati• ony and appendix have been prepared in written 

fon by hi• for introduction into evidence in PUl>lie Service 

Ca111ia•ion Case No. D-95-145 on behalf of St. Louis County Water 

Company. 

-w,~\,I.Jl,W ,,,, 
I. X. mer 

lubseribed and sworn to before•• this £.UV day of 

Dee~r, 1,,,. 
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Exhibit No. 
Regulatory Policy Testimony 
B . IC . Turner 
Direct Testimony 
St. Louis County Water co. 
Case No. WR-95-145 

MXTNISI XITBARVCTXQI 

I Q .. WHAT II YOUJt lfANB AMD BUSIDSI ADDUSS? 

9 A. My name is B. x. Turner, and my business address is 535 N. 

10 New Ballas Rd., St. Louis, Missouri. 

11 Q. WHAT IS YOUJt POSITION WITH IT. LOUIS COUM'l'Y WAHR CO? 

12 A .. I u Vice President of Rates And Operations Analysia. 

A .. Yes. My background and qualification• are listed in 

Appendix A of this testimony. 

PPIIOU IMP ICOPB 

11 Q,. WU.If II nB PUUOIB 01' YOUJt 'l'UTINOMY IR HIS CUB? 

11 A. Inelud•d in my responsibilities with the Company is to 

lt direct regulatory activities and to provide guidance in 

20 Specifically, at the direction and 

approval of the Chairman of the Board it ia my 

rciutponaibili ty to establish and carry out tho regulatory 

philoaopby of the Company to make certain the goals of the 

Coapany and the regulatory environment in which we operate 

ar• in syne. 
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The specific purpose of thia testimony is to inform 

this Commiasion of that synchronized regulatory philosophy, 

what the Company's goals are with regard to this filing, 

and the approach the Company is taking with regard to this 

filing. 

UQJlLI.TQIX 2ff7LQSQRIX 

WOULD YOU PLDSB UPLAIH 'l'IIB UGULATORY PHILOSOPHY OP TD 

COIOAHY'I 

The regulatory philosophy of St. Louis County Water Co. is 

based upon the eatabliahed premise of the regulated public 

utilities• obligation to provide quality service at a 

rea•onabl• coat while at the aame time producing a fair 

return to the investor. It was the monopoliatic 

characteristic• of pul)lie utilities which developed th.is 

preaise and required regulation. 

Based on this it is the Company•• philosophy that the 

r..,ulator and the utility must work together to attain all 

••pects of the premiae. we believe that this can best be 

ac:eoapliahed by open and forthright proceedings in all 

regulatory matter&. W• alao believe that it i• in the beat 

interest of all concerned for company management to develop 

operating policy and fully disclose such to the regulator 

to insure that valuable time and re1ource• are not wasted 

due to eonflictint points of view. 
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A. 

lfRA'l' AltB 'l'HB GOALS OP THB COMPANY WITH RBGARD 'l'O THIS 

PILING? 

The Company haa three major goals it hopes to accomplish 

relative to this filing. First, the Company believes it 

necesaary to embark on a aignif icant distribution system 

infrastructure replacement program, the beginning of which 

has been incorporated into thia filing. Secondly, the 

Company hopes to address and resolve regulatory lag 

problems that have plagued its financial health over the 

last 11uwtn:al year•. Finally, the Company seeks to address 

and resolve several issues that have a significant impact 

on its ability to generate adequate cash flows. 

WOULD YOU PLBUB DPLIIlf Ilf GUA'l'ISR DftA:tL BACII 01' 'f1188B 

GOALS? 

Yes, but it must be recognized from the beginning that 

these goals are interdependent and each muat be achieved 

for the Company to continue to operate as it has in the 

past. 

With regard to the distribution system infrastructure 

replacement program, both Mr. Buescher and Nr. Tinkey have 

referred to preaentationa made to thia Commission, the 

Commiasion ltaff, and Public COUDIIUtl. The conclusions 

an obligation to provide equivalent service to future 
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contrary belief flies in the face of what regulation and 

cost of service have always attempted to accomplish. It 

would be wrong to allow past generations to enjoy reliable 

service with absolutely no consideration for customers in 

the future. 

It is because of this that the Company ha• included 

within the context of this case the begiMin; of an 

infrastructure replacement program. This program will 

begin the necessary replacement• to insure that future 

customers will enjoy the aame reliable service the Company 

has provided in the past. 

l'ACILiff DPLAClllalftl APPBAlt '1'0 18 A IIORNAL PART 01' '1'JIB 

LIR CYCLJI 01' HIIJIIUI. WHY HA8 THJI COIOUY PltOCLAIDD 

ftll8 '1'0 88 A SJOJfll'ICAlf'l' GOAL IR 'l'HBIIB PllOCSBDIRG87 

The impl ... ntation of this program marks the formal 

recognition of the beginning of the second generation of 

the Company•• distribution system. The regulatory 

significance of this is the inflation that has occurred 

over the lite of th• first generation of pipe compounded by 

tbe increased complex! ty of replacement ver•u• initial 

installation. These factor• will eause dramatic increases 

in tbe levels of capital investment required and in turn 

become a driving force to the ultimate cost to the 

eonaumer. Sow the•• cost• are recovered make thia a 

significant goals of these proceedin1a. 

As I stated previou•ly, the three major 9oala of the 

Company related to this filing are interdependent and it is 

' 
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the significance of beginning this replacement program 

which makes this so. If the Company is to embark on such a 

significant course it must be able to maintain financial 

health and stability. 

WOULD YOU PLIIASB SmDIAllIZB THB PROPOSBD IKPRASTRUCTURB 

PROGRAM? 

Yea. The program aa a whole was diacuaaed in great detail 

in the presentations mentioned earlier. In short, however, 

the Company proposes to begin a 5 year phase-in of a 

program designed to establish an ongoing level of 

guaranteed annual capital expenditure• for main replacement 

of $19,200,000. Thia amount will be evaluated for 

auffieiency at the end of that period. The phaae-in 

includes $3,750,000, $8,400,000, $11,900,000, $15,500,000 

and $19,200,000 for years 1 through 5, inclusive. 

YOU ftA'nD GUAltAlffBBD ADOAL CAPITAL UPBDITnBI, WIIA'f DO 

YOU ... BY lfllI•t 

A1u1uming the Company is able to aecompliah the remaining 

two eipificant goals with respect to this ease, this Mana 

the Coaapany will guarantee to this C0111ia•ion that it will 

begin to uke the five year levels of capital expenditures 

covered in this filing. It i• a commitment by the Company 

to the infra.1tructure program both in the •bort .. term and 

lon9-ter11, •••uming regulatory cooperation in uintaining 

tb• financial health of the Coaapany. 

flD!lfG TO lfllS ami•JlfG GOALS WOULD YOU COIITIIIUB WI'fll YOOa 

&DLAlll!ff Olf? 
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Yea. The second goal deals wi'th regulatory lag. In this 

case we are specifically talking about regulatory lag 

associated with capital investment and related items. Even 

before the infrastructure program the Company has been and 

continues to be concerned about its inability to achieve 

timely rate recovery for capital investments made and items 

related to those capital inveatments (i.e. depreciation, 

interest on debt) as a result of regulatory lag. 

Throughout history the Company has been able to 

effectively deal with regulatory lag because it was 

experiencing growth whieh helped to of faet the ef fee ta. 

However, currently and for the foreseeable future this will 

not be the case due to a limited growth rate combined with 

increasing capital expenditures. Thia scenario will aimply 

be exacerbated if the infraatructure progru is implMented 

absent steps to counteract the effects of regulatory lag 

creating the interdependency referred to previously. 

It is beeau•• of thi• that we have included witbin the 

context of thie ea•• an alternative to current practice to 

reduce the effects of regulatory lat. 

alternative is explained in detail by Witne•• Jenkins, who 

also explain• that it ia not the only alternative. I echo 

Nr. Jenkins• 11tate11anta, and pledge the Company•• 

this problem. rro• the Company•• per&pective, it ia not 

method to solve the probl• that i• imperative, it is 
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that A solution be achieved allowing implementation of the 

infrastructure program. 

WHY IS THIS ISSOB CRITICAL TO THB IMPLBMBIITATION OP THB 

INPRASTROCTORB PROGRAM? 

Thia program differs from many types of capital investment 

programa because individual projects are completed in short 

time periods, that cannot be synchronized with the 

ratemaking process. Because of this, only minor amounts of 

interest during c~natruction accrue while depreciation 

expenses on much higher amounts of plant than that retired 

and that are not included in rates flow throu9h the income 

atatemcmt. 

position. 

Thia deteriorate• the Company's financial 

WOULD YOU COBHJIDB Wlft YO'Oll PIDL IIGJaPICAlff GOAL? 

The final significant goal deals with the Company's ability 

to generate cash flow for capital investment. Again 

ref lee ting the interdependency of our goal•, the Company 

could not possibly embark on the infrastructure program, 

aueh 1••• guarantee capital inveetment, with anything 1••• 

than stable cash flows. 

If we are to be successful with our infraotructure 

program we must investigate and uximize all cash flow 

sources and insure their uae for uin replac•ent. Within 

this ea•• the Company propoaed two rate treatment• it 

believe• are imperative to adequacy and stabilisation of 

cash flow. 

,ir•t, the Company has proposed a revenue based 

7 



1 

2 

3 

' 
5 

6 

7 

I 

' 
10 

11 

12 

13 Q. 

1• 
&. 

1, 
11 

11 

19 

20 

21 

22 

23 

24 

21 

26 

• • 
accrual for costs associated with maintenance of mains. 

Due to the nature of costs associated with maintenance of 

mains (i.e. increasing levels, weather fluctuation, etc.) 

past historical ratemaking practices have caused these 

costs to significantly impact the availability and 

atabili ty of cash flow. Cash needed to support capital 

inveatments has, out of necessity, had to be used to 

support maintenance costs. If the Company is to push its 

capital investment requirements to the maximum it is 

imperative that all source• of. cash flow be protected. 

Witn1uu1 Jenkin• explains the details of. thia maintenance 

accrual in his Direct Testimony. 

YOU ST&TBD THDB - TWO DTDIAKilfG PROPOIALI ULATBD '1'0 

CUB PLOW, WOULD YOU PLDSB UPLAIN TJIB SBCOND? 

Yes, the second propoaal deals with the adjuatment or 

true-up of the reserve for depreciation. Throughout the 

life eycle of property, evaluations of estimated life, 

salvage, and coat of removal are made. Bach time there is 

a a1pif1cant change in any of th••• components, the 

reaebe• it• tru• life, absent adjustment, the net property 

value and the reserve for depreciation will not be 

a:ynchronized reflecting the over or under collection of the 

net property value. 

Thia ia the ca•• with the Company•• reserve for 

depreciation. Chango• to composite depreciation rate• over 

have produeeu,1 a reserve deficiency primarily due to 
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increasing coats related to the removal of property from 

service. Thia ia particularly important when viewed in 

light of the proposed infrastructure program as the Company 

begins to incur this coat of removal. If the Company has 

not collected these removal coats from its ratepayers, 

valuable capital investment cash flow will be usurped, 

limiting the Company's ability to make the necessary 

replacements. 

HOW DOSS TIIB CONPAJIY PROPOSB TO COLLBCT THIS RBSBRVB 

DBPICIDCY PRON TIIB RATBPAYBRI? 

The Company i& proposing a phased ten year amortization of 

this re•erve deficiency. The Company views this as vital 

to the success of the infra•tructure program and intend• to 

funnel all dollar• collected to that program. In other 

words this is not cash for the sake of eaah, or to allow 

the Company to liquidate its intereata in the Company. To 

the contrary it ia neces•ary low-coat caah all of which 

will be uaed to rebuild the Company• a aging c:U.atribution 

systn infrastructure. Witness Jenkin• provide• the 

20 details of this amortization in his Direct Teatimony. 

Q,. MSC UPOJf Yomt TUTINONY IT WOULD UPIWl THAT BB GOALa 

22 YOU C:ITIID US ALSO UQUIUMBNTI TIIB COMPAU DBD8 TO 

noeni, nn DB PROP08BD INPRAITRUC'l'UU PROGJWI .. II 'ftlll 

RS CONPMY'I POSITION? 

The rea.lit.y i• that it would be a financial 

111PO••ibility for the Company to embark on such a pr09ram 

absent auceeasfully addressing th••• goals. 
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YOO S'l'ATBD PREVIOUSLY THAT PART OJ' THB PURPOSB OP YOUR 

TBSTINONY WAS TO ADDRESS THB APPROACH USBD BY THS COMPANY 

IR THIS CASZ, COULD YOU PLZASB BXPLAIK? 

The company views thia caae very differently from thoae 

filed in recent years. over the past few month• we have 

had numerous discuaaion• with the Commission Staff and 

Public Counsel all of which we believe have been very 

productive. The crux of these meeting• ha• been how the 

rateuking process ean be made le•• controversial and more 

effective. The direct nature and sincerity of the 

Commiseion ltaff during those meeting• as well aa those of 

Public Counsel•• Staff, hav• been extremely helpful and 

have led the Company to the conclusion that we should take 

a look at how we file and what we file. we believe if all 

;,artie• can continue the attitude of cooperation and 

eompromiae that we will in fact achieve the goal of 

regulation in the moat effective and efficient urmer to 

the benefit of everyone. 

ID addition, Commissioner Crumpton•• comment• during 

our laat rat• bearing, July 1994, concerning the eo•tly 

•~peets of the ratemaJdng proc••• have always been and 

rMain a eoneem of the Company. As a result and given the 

need for annual rate relief, the Company ia making every 

effort to reduce or eliminate coats iuu1oeiated with the 

10 

• 

• 

• 



. 

• 

1 

2 

3 

4 

5 

6 

7 

8 

' 
10 

11 

12 

13 

14 

15 

11 

1, 
20 

21 

22 

21 

24 

o .. 

A. 

• 
ratemaking procesa. Specifically, in this case, given the 

short period of time that has transpired since our last 

filing, the Company has chosen to cut back on the type and 

amount of Coat of Money outside expertise employed. This 

decision was made subsequent to discussions with Commiaaion 

Staff responsible for issues in this area and stands as an 

excellent example of how all parties win through result 

oriented open communications. 

ARB THD.B AJIY O'l'RBR ARBA8 WHJIU TD CONPAlff KU TADDI A 

DirnRUT APPROACH? 

Yes. The Company has cut back dramatically its defensive 

direct testimony posture. Throughout the filing, the 

Company has attempted to provide a •aul:>atance over form• 

and "to th• point• presantation allowing for easy 

identification of issues believed significant to provide 

for what it hopes to be a leas complex and controversial 

naluation proc•••· We have done 10 with much trepidation 

from the resulting exposure to accusation• of failure to 

prove and inadequate docwnentation. Again, our actiona are 

a result of the ongoing discussion• with the parties and 

our desire to make the proceedings more manageable, 

efficient, and eost effective. We ean and will add 

~•ntation or testimony on any issue which either ltaff 

or Public Counsel feels has been &lighted. 
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1 A. Two prime examples are fair value rate base and assumption• 

2 used in PAS 87 & 106 computations. The company has 

3 traditionally filed voluminoua testimony related to fair 
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value rate base, some of which had to be prepared by 

outside conaultants, for the sole purpose of preserving it• 

rights in the event of appeal. Thia testimony, while not 

only time consuming and somewhat costly, simply added 

another layer of data that had to be reviewed and evaluated 

belaboring the process. 

The aec:ond 1 tem and one that caused the Company a 

great deal of consternation was the submission of extensive 

direct teatimony relative to the aaaumptions utilized in 

the FAS 17 and PU 106 calculations. Th••• aaaumptiona are 

detemined by outside consultant• Mking tbe actuarial 

calculation•. lbctensive in-depth direct testimony would 

have required the employment these outside consultants with 

coats ranging from $200 to $350 per hour. In the 

alternative the Company has completed an in•hou•• review of 

the •••uptiona for reasonablenes•, ••well•• conducting 

disct111aions with our actuaries to in•u.re that all 

•••umption• utilized were baaed upon •ound actuarial 

practice. Thia action alone saved the ratepayer• betweu 

f10,000 and $15,000. 

24 0, DY WU nB COIOtAlff IO COKBUBD OVD 'ftl:tl ACflOfl 

21 A, over the paat few year• the Company'• direct testimony ha• 

2G grown to becom• a uasive compilation of rhetoric de•ipod 

21 to eireW1Vent accusations of "failure to prove" which in 
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some instances were used to advocate exclusion o! 

unavoidable coats in its rates. It is the concern over 

this potential tactic again that makea the Company so 

4 concerned . 

5 Q. ARB YOU AWAD 'l'HA'l' THB BURDBN IS Olf THB CONPAIIY TO PltOVB 

6 THAT COSTS TO BB IHCLUJ)BD Ilf ltATBS AU PAilt AHO ltBASOHABLB? 

7 A. Absolutely. However, an attempt to include every detail of 

8 that proof in direct testimony is not productive given the 

t investigatory expertise and ability of both the Commission 

10 
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15 Q. 

11 A .. 

Staff and Public counsel, not to mention the extreme cost 

to the ratepayar. The Company believes the same can be 

accomplished mueh more efficiently during the inveatigation 

process if all parties are willing to approach ratemaking 

in an &bove board, profe••ional manner. 

DOD HIS COlfCLUDB YOD TUTINOIIY? 

Yee. 

1J 
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Appendix A 

Qualifications of B. K. Turner 

My name ia B. K. Turner and I live at 3452 Texas Ave., St. Louis, 
Missouri 63118. I am Vice President, Rates and Operations 

• Analyaia for St. Louis County Water Company. 

I graduated from Lincoln Univer111ity in 1975 with a Bachelor of 
Science Degree in Business Administration with a major in 
Accounting. I received a Master of Science in Taxation degree 
from Fontbonne College in May 1993. I have been a Certified 
Public Accountant aince 1981, and currently hold a license to 
practice in the State of Missouri. 

Between 1975 and 1978 I was employed by the Missouri Public 
Service Commiaaion as a Public Utility Accountant. My duties 
included conducting and asaiating in audits and examinations of 
the books and reeorda of utility companiea operating within the 
State of Missouri in regard to propoaed rate increaaea. 

In 1978 I accepted the position of Accounting Manager with 
Pinancial Data Systems, Inc. a corporate holding company 
providing automated financial services to banka and aavinga and 
loans. I was reapons.ible for all accounting and financial 
operations of the parent and it• aix aubaidiari••· Ny area• of 
roaponaibility included general accounting, budgeting, bank 
relations, financing, leasing, internal data proceaaint, and 
financial reporting. 

••tween 1912 and 1985 I waa employed by the Niaaouri State 
Auditor. Ny responsibilities included conducting audit& of and 
fer the ltate of Missouri and the development and preaentation of 
audit staff training. 

I wa• nployed by St. Louis County Water Company from 1979 to 
1,12 •• a aatea and Internal Audit Accountant. In 1912 I waa 
transferred to Continental Water Company, the parent company of 
St. Louis Cmmty Water Company •• Accounting Manager. .I was 
nployed by Ni1u1ouri Wat•r Company, a •i•t•r company of St. Louia 
County Water Company, located in Independence, Niaaouri •• 
Comptro1.1er from 1915 to 1916. In 1916, I waa employed by NWC 
Namtnent Service•, Inc., a &iater company of St. Louis County 
Water Company •• Comptroller until July 1, 1987. I have been 
.-ployed by It. Louie County Water •inc• July l, 1917 and on 
Deemlber 1, 1f93 the Board ot Director• appointed me Vice 
Preaident of aates and Operation• Analyaia. 
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During the course of my career, I have prepared and aubmi t ted 
financial and accounting testimony in numeroua rate proceeding• 
priurily before thi• Commission. I have also provided 
conaulting services to several utility companiea in the area• of 
rate regulation, financial management, and rate design. I am 
currently Chairman of the Rates and Revenue Committee of the 
National Association of water Companies. 

I am a member of the American Ina ti tute of Certified Public 
Accountants, Missouri Society of Certified Public Accountants, 
Society of Depreciation Professionals, Society of Rate of Return 
Analysts, National Asaociation of Water Companies and the 
American Water Works Association. 
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