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DIRECT TESTIMONY OF 1 

KEITH D. FOSTER 2 

THE RAYTOWN WATER COMPANY 3 

CASE NO. WR-2023-0344 4 

Q. Please state your name and business address. 5 

A. Keith D. Foster, 200 Madison Street, Suite 440, Jefferson City, MO 65101. 6 

Q. By whom are you employed and in what capacity? 7 

A. I am a Utility Regulatory Audit Supervisor for the Missouri Public Service 8 

Commission (“Commission”). 9 

Q. Please describe your educational background and work experience. 10 

A. I have been employed as a member of Commission Staff (“Staff”) since 11 

January 2008.  After a 27-year career in the Information Systems (IS) industry, I returned to 12 

college and earned a Bachelor of Science degree in Business Administration, major in 13 

Accounting from Columbia College.  I graduated summa cum laude in October 2007. 14 

Q. Have you previously filed testimony before the Commission? 15 

A. Yes, numerous times. Please refer to Schedule KDF-d1, attached to this 16 

direct testimony, for a list of the audits in which I have assisted and filed testimony with 17 

the Commission. 18 

Q. What knowledge, skills, experience, training and education do you have in the 19 

areas of which you are testifying as an expert witness? 20 

A. I have received continuous training at in-house and outside seminars on 21 

technical ratemaking matters since I began my employment at the Commission.  I have been 22 

employed by this Commission as a Regulatory Auditor for over 15 years, and have submitted 23 
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testimony on ratemaking matters numerous times before the Commission.  I have performed 1 

and led rate audits and prepared miscellaneous filings as ordered by the Commission.  2 

In addition, I reviewed all exhibits and testimony on assigned issues, developed accounting 3 

adjustments, and issued positions which are supported by workpapers and written testimony.  4 

For cases that did not require prepared testimony, I prepared Staff Recommendation 5 

Memorandums. I have also been responsible for the supervision of other Commission 6 

employees in rate cases and other regulatory proceedings. 7 

Q. What is the purpose of your direct testimony in this proceeding? 8 

A. I am sponsoring Staff’s Auditing Unit Recommendation Memorandum 9 

(“Memorandum”) included as Attachment B to the Non-Unanimous Agreement Regarding 10 

Disposition of Small Utility Company Revenue Increase Request (“Agreement”) filed on 11 

September 13, 2023 in this case which is attached to this testimony as Schedule KDF-d2.  12 

Associated with the Memorandum are (1) Staff’s Accounting Schedules included as 13 

Attachment C to the Agreement and attached to this testimony as Schedule KDF-d3 and 14 

(2) Staff’s Schedule of Depreciation Rates for The Raytown Water Company included as 15 

Attachment E to the Agreement and attached to this testimony as Schedule KDF-d4.  16 

The combination of these three schedules represent the direct testimony supporting Staff’s 17 

revenue requirement. 18 

Q. Staff’s Memorandum lists its individual contributors but does not identify the 19 

issues to which each was assigned.  Would you please provide a list of issue assignments? 20 

A. Gladly. The following table lists each Commission Staff witness who 21 

contributed to Staff’s Memorandum and the issues they are sponsoring: 22 
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 1 
Staff Witness Issues Sponsored 

Branson, Alexis L. 

Bad Debts; Bond Issuance Trust Fee Amortization; 
Dues and Donations; Insurance Expense: Postage; 
Prepayments; Materials & Supplies; PSC 
Assessment 

Coffer, Amanda Depreciation 
Foster, Keith D.  City of Raytown Right of Way (ROW) Permits 

Horton, Courtney 

Communications Expense; Education Expense 
Laboratory Fees/Chemical Expenses; Office 
Supplies & Leased Equipment; Outside Services; 
Purchased Water; Revenues; Storage Lot Rent 
Expense; Tank Painting Expense; Uniform Expense 

Jennings, Randall T.  Rate of Return 

Lesmes, Sherrye 

Advertising Expense; Contributions in Aid of 
Construction (“CIAC”); Customer Advances; 
Customer Deposit Interest Expense; Customer 
Deposits; Property Tax Expense; Rate Case Expense 

McMellen, Amanda C. 401(k) Employer Contributions 

Niemeier, Angela 

Board of Directors Fees; Current and Deferred 
Income Tax; Depreciation Expense; Employee 
Benefits; Incentive Compensation; Main 
Geographic Information System (“GIS”) Mapping; 
Meter Replacement Program; Payroll and Payroll 
Taxes; Plant and Depreciation Reserve; Purchased 
Power; Transportation Expense 

 2 

Q. Are any of these witnesses providing separate direct testimony in this 3 

proceeding? 4 

A. Yes.  Randall T. Jennings will be presenting separate direct testimony supporting 5 

the Financial Analysis Department’s Rate of Return and Capital Structure recommendation. 6 

Q. What revenue requirement increase is Staff recommending in this case? 7 

A. Staff is recommending a revenue requirement increase of $1,174,782. 8 

Q. Does this conclude your direct testimony? 9 

A. Yes it does. 10 
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Summary of case participation:  

Case/Tracking Number Company Name - Issue 

QW-2008-0010 Tri-States Utility, Inc. - Property Taxes; Fuel & 
Electricity Expense; Telephone Expense; Rent Expense; 
Plant in Service; Depreciation Schedule, Reserve, Rates, 
and Expense; Transportation Expense; Chemicals Expense; 
Waste Disposal; Insurance Expense; Contractual Services; 
Bad Debt Expense; Miscellaneous Expenses 

WR-2008-0311 Missouri-American Water Company - Advertising & 
Promotional Items; Dues and Donations; Cash Working 
Capital; Plant in Service; Depreciation Expense; 
Depreciation Reserve; Franchise Tax; Property Taxes; Fuel 
& Electricity Expense; Telephone Expense; Postage 
Expense; Purchased Water; Prepayments; Materials & 
Supplies; Customer Advances; Contributions in Aid of 
Construction (CIAC) 

WR-2009-0098 Raytown Water Company - Materials & Supplies; 
Prepayments; Customer Deposits; Revenues; Insurance 
Expense; Utilities Expense; Directors Fees; Office 
Supplies Expense; Postage Expense; Laboratory Fees; 
Transportation Expenses; Rate Case Expense; Regulatory 
Commission Expense 

GO-2009-0302 Missouri Gas Energy - Infrastructure Service 
Replacement Surcharge (ISRS) 

SA-2009-0319 Mid-MO Sanitation, LLC – Certificate Case; All 
Revenue and Expenses; Plant in Service; Depreciation 
Reserve; Other Rate Base Items 

GR-2009-0355 Missouri Gas Energy – Payroll, Payroll Taxes, 401(k), 
and Other Employee Benefit Costs; Incentive 
Compensation and Bonuses; Medical and Dental Expense; 
Bad Debt Expense; Rate Case Expense; Pension Expense; 
FAS106/OPEBs; Prepaid Pension Asset (PPA); Franchise 
Tax Expense; Income Tax Expense 

SR-2010-0095 Mid-MO Sanitation, LLC – Full Audit of All Revenue 
and Expenses; Plant in Service; Depreciation Reserve; 
Other Rate Base Items 

ER-2010-0130 Empire District Electric – Fuel and Purchased Power; 
Fuel Inventories; Gas Stored Underground; Off-System 
Sales; Transmission Revenue; Payroll, Payroll Taxes, and 
401(k) Benefit Costs; Incentive Compensation; 
Maintenance Normalization Adjustments 
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Case/Tracking Number Company Name - Issue 

WR-2010-0304 Raytown Water Company – Revenues; Rate Case 
Expense; Regulatory Commission Expense; Utilities 
Expense; Purchased Water; Insurance Expense; Laboratory 
Fees; Communication Expense; Transportation Expense 

GO-2011-0003 Missouri Gas Energy - Infrastructure Service 
Replacement Surcharge (ISRS) 

ER-2011-0004 Empire District Electric – Fuel and Purchased Power; 
Fuel Inventories; Gas Stored Underground; Maintenance 
Normalization Adjustments; Miscellaneous Revenues 
(SO2 Allowances and Renewable Energy Credits); 
Operations and Maintenance (O&M) Expenses for Iatan 2 
and Plum Point; Transmission Revenue; Entergy 
Transmission Contract; Reconciliation 

WR-2011-0337 Missouri-American Water Company – Belleville Lab 
Allocations; Chemical Expense; Corporate and District 
Allocations; Fuel & Electricity Expense; Service Company 
Management Fees; Business Transformation Program; 
Reconciliation 

WR-2012-0300 Empire District Electric (Water) – Plant-in-Service; 
Depreciation Reserve; Depreciation Expense; Materials 
and Supplies; Property Tax Expense; Customer Advances; 
Operations and Maintenance (O&M) Adjustment 

 WM-2012-0335 Moore Bend Water Company – Acquisition Case – 
Plant-in-Service; Depreciation Reserve; Depreciation 
Expense 

           ER-2012-0345 Empire District Electric – Fuel and Purchased Power; 
Fuel Inventories; Gas Stored Underground; Maintenance 
Normalization Adjustments (Operations and Maintenance 
Expense); Operations and Maintenance (O&M) Expense 
Trackers for Iatan 2, Iatan Common, and Plum Point; 
Entergy Transmission Contract; Reconciliation 

           WR-2013-0461 

           SR-2013-0459 

Lake Region Water & Sewer – Executive Management 
Fees; Current Income Taxes; Deferred Income Taxes; 
Payroll and Benefits; Payroll Taxes; Allocation Factors; 
Sludge Removal; Accounting Fees; Legal Fees (Other 
Than Rate Case Expense); Billing Expense; Outside 
Services; Travel & Entertainment Expense; Transportation 
Expense 

           GR-2014-0086 Summit Natural Gas – Acquisition Costs; Affiliate 
Transactions; Fuel Expense; Property Taxes; Other 
Miscellaneous Expenses; Income Taxes; Deferred Taxes; 
and Reconciliation 
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Case/Tracking Number Company Name - Issue 

           WA-2015-0049 

           SA-2015-0107 

Branson Cedars Resort – Certificate Case - All Revenue 
and Expenses; Plant in Service; Depreciation Reserve; 
Other Rate Base Items 

           WA-2015-0108 Missouri-American Water Company (Redfield Water) 
– Acquisition Case – Plant-in-Service; Depreciation 
Reserve; Depreciation Expense 

           WO-2015-0077 Woodland Manor Water Company – Acquisition Case – 
Plant-in-Service; Depreciation Reserve; Depreciation 
Expense; CIAC; Customer Deposits 

           WR-2015-0192 Ozark International, Inc. – Plant-in-Service; 
Depreciation Reserve; Depreciation Expense; CIAC; 
Customer Deposits; Chemicals Expense; Legal Expense; 
Office Expense; Postage; Water Testing Expense; Gas & 
Oil Expense 

           ER-2016-0023 Empire District Electric – Fuel and Purchased Power; 
Fuel Inventories; Gas Stored Underground; Software 
Maintenance Expense; Corporate Allocations; Outside 
Services; Iatan and Plum Point Carrying Costs 

           WR-2017-0110 

           SR-2017-0109 

Terre Du Lac Utilities Corporation – Maintenance 
Expense; Rate Case Expense; Internet Service Expense; 
Telephone Expense; Payroll and Benefits; Payroll Taxes; 
Outside Services; Mileage Expense 

WR-2017-0285 

SR-2017-0286 

Missouri-American Water Company – Central Lab 
Allocations; Corporate, Service Company, and 
Jurisdictional Allocations; Hydrant Painting; Income 
Taxes; Main Break Expense 

           HR-2018-0341 Veolia Energy Kansas City – Plant in Service; 
Accumulated Deferred Income Taxes; Fuel Expense; 
Consumables Expense; Insurance Expense; Outside 
Services; Property Taxes. 

           GO-2019-0115 

           GO-2019-0116 

Spire Missouri – Infrastructure Service Replacement 
Surcharge (ISRS) 

           SA-2019-0334 Missouri-American Water Company (Hillers Creek 
Sewer) – Acquisition Case – Lead Auditor 

           SA-2020-0132 Missouri-American Water Company (Clinton Estates 
Sewer) – Acquisition Case – Lead Auditor 

           SA-2020-0067 Liberty Utilities (Saver’s Farm Sewer) – Acquisition 
Case – Lead Auditor 
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Case/Tracking Number Company Name - Issue 

ER-2019-0374 

 

Empire District Electric – Accumulated Deferred Income 
Tax (ADIT); Current and Deferred Income Tax; Southwest 
Power Pool (SPP) Revenues and Expenses; Corporate 
Allocations; Corporate Expenses. 

WM-2020-0156 Liberty Utilities (Missouri Water), LLC (Empire 
District Electric (Water))– Acquisition Case – Lead 
Auditor 

 ER-2020-0311 Empire District Electric – FAC Case 

WR-2020-0344 

SR-2020-0345 

Missouri-American Water Company – Pensions & 
OPEBs; Defined Contribution Plan (DCP) Expense; 
Accumulated Deferred Income Taxes (ADIT); Income 
Taxes 

SA-2021-0120 Missouri-American Water Company (City of Taos 
Sewer) – Acquisition Case – Lead Auditor 

WA-2021-0116 Missouri-American Water Company (Table Rock 
Estates Water) – Acquisition Case – Lead Auditor 

SR-2021-0372 Mid-MO Sanitation, LLC – Lead Auditor 

WO-2021-0343 Missouri-American Water Company – Infrastructure 
Service Replacement Surcharge (ISRS) 

ET-2020-0259 Empire District Electric – Community Solar Application 

ER-2021-0312 Empire District Electric - Accumulated Deferred Income 
Tax (ADIT); Current and Deferred Income Tax; Southwest 
Power Pool (SPP) Revenues and Expenses; Low Income 
Pilot Program (LIPP) Amortization; Plant in Service 
Accounting (PISA) Amortization. 

GR-2021-0320 Empire District Gas – Co-Case Coordinator - 
Accumulated Deferred Income Tax (ADIT); Current and 
Deferred Income Tax; Rate Case Expense Sharing 

WM-2022-0186 Foxfire Utility Co. – Merger Case – Lead Auditor 

WR-2022-0303 

SR-2022-0304 

Missouri-American Water Company – Co-Case 
Coordinator – Revenue Requirement; Current and Deferred 
Income Tax; Excess ADIT Stub Period Amortization; Tax 
Cuts and Job Act of 2017 (TCJA) Excess ADIT Tracker 
Amortization and Balance 
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AUDITING UNIT RECOMMENDATION MEMORANDUM 

FROM:  Keith Foster 
Angela Niemeier 
Amanda McMellen 
Courtney Horton 
Sherrye Lesmes 
Alexis Branson 
Auditing Unit Staff 
Randall Jennings 
Financial Analysis Department 

TO:  David Spratt 
Water and Sewer Department, Case Manager 
Karen Bretz  
Kevin Thompson  
Staff Counsel’s Office 

SUBJECT:  Auditing Unit’s Findings and Recommended Cost of Service 
Raytown Water Company 
Case No. WR-2023-0344 

DATE:  August 23, 2023 

Raytown Water Company (“RWC”) requested an increase in its annual operating revenues 
in the amount of $735,103, which, if approved, would result in an increase over current revenues 
of approximately 14.2%.  Staff performed an initial audit of RWC’s operations to determine 
whether an increase is appropriate and, if so, the amount thereof that would be reasonable. 

Based upon Staff’s examination of RWC’s books and records and discussions with its 
employees, Staff’s recommended revenue requirement increase calculation for RWC through June 
30, 2023, using a return on equity (“ROE”) of 10.37%, is $1,174,782 indicating an increase in 
RWC’s current rates is justified.  Attached to this Memorandum are Staff’s Accounting Schedules 
and relevant workpapers related to its review and audit of RWC’s financial operations. 

In the process of updating Staff’s revenue requirement for this recommendation, two errors 
were discovered that affected Staff’s stated recommended revenue requirements for Day 90 and 
Day 120, causing those amounts to be over-stated.  The first error concerned test year amounts that 
were not accurately recorded in Staff’s Exhibit Modeling System (“EMS”) that, when corrected, 
reduced the test year total operating expenses by $292,209.  The second error concerned the 
calculation of the Depreciation Reserve that did not include accumulated depreciation for the first 
six months of 2023.  The correction resulted in an increase of $238,645 in Depreciation Reserve 
and a corresponding decrease in the net plant in service and rate base.  These corrections, combined 
with the adjustments discussed in subsequent sections, are reflected in Staff’s recommended 
revenue requirement increase. 
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Test Year and Update Period 

Staff used a test year consisting of the twelve months ending December 31, 2022, updated 
with known and measurable changes through June 30, 2023, to develop its revenue requirement 
recommendation in this case.  

Rate Base 

Staff’s revenue requirement is based on a net rate base of $9,144,649 as of June 30, 2023. 
Plant in service and depreciation reserve balances as of June 30, 2023, were utilized for this 
recommendation.  While Staff was on-site performing the audit, RWC provided copies of its 
manual general ledger for plant and reserve (not part of a specific data request).  This ledger 
provided extensive detail of RWC’s plant records, including additions and retirements.  Staff 
received a few plant additions in emails from RWC on June 15, 2023, and has included these plant 
updates in its revenue requirement.  Staff has also included, in plant, the cost associated with the 
Advanced Metering Infrastructure (“AMI”) meters that were installed through June 30, 2023. 

Accumulated Deferred Income Taxes (“ADIT”), Materials and Supplies, and 
Contributions in Aid of Construction (“CIAC”) were updated for known and measurable changes 
through June 30, 2023, as appropriate. Prepayments were updated through March 31, 2023, as that 
was the most current information provided to Staff.   

Depreciation Rates 

The depreciation rates used in this case were provided by Staff member Amanda Coffer of 
the Missouri Public Service Commission’s (“Commission’s”) Engineering Analysis Department.   

Meter Replacement Program 

RWC is currently replacing all meters with Advanced Metering Infrastructure (“AMI”) 
meters, through a contract with Utility Services Co., Inc. (“USC”) for a total contract price of 
$3,870,050 for the installation of 6,811 AMI meters.  In addition to the installation of the new AMI 
meters that began in March 2023, USC installed Data Collector Units (DCUs), provided RWC 
with host software and communications services to collect data from all the DCUs, provided RWC 
with the Aclara Adaptive Consumer Engagement (Aclara ACE®) platform, and procured all the 
equipment required for installation. As of June 30, 2023, USC had installed 3,073 AMI meters, or 
approximately 45.12% of the total to be installed.  To include the capitalized costs of these installed 
meters, Staff included 45.12% of the total contracted installation cost (approximately $568.21 per 
AMI meter) in plant in a new account 346.400 to distinguish these meters from the other installed 
meters. Staff’s method allocates all the costs to each AMI meter, which seems to be the best way 
to represent a partial implementation. 

Most meters have a 10-year depreciation rate; however, in this case, since the contract with 
USC, which includes warranty work, is for 15 years, Staff recommends using a 6.67% depreciation 
rate. In addition, Staff recommends leaving the plant and depreciation reserve balances for the 
current meters in plant alone, as the net plant after depreciation reserve is $120,198 (from total 
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plant of $985,700) well below the remaining approximately 55% of meters still to be replaced. 
Those balances will be adjusted to zero in the next rate case when all the meters will have been 
replaced.  However, Staff did make an adjustment to depreciation expense for the plastic meters 
(account 346.000) by reducing its annual depreciation by 45.12% as an offset for the inclusion of 
the depreciation for the installed AMI meters. 

Revenues 

The average number of customers over a three-year period ending December 31, 2022, was 
used to annualize revenues in this case. The average number of final bills over the same three-year 
period was then subtracted from the average number of customers.  A multi-year average of 
customers was used as RWC’s monthly customer counts tend to be volatile because a portion of 
its customers are renters, and the number of renters is in constant fluctuation. The average number 
of customers less the average number of final bills, based on a three-year average period ending 
December 31, 2022, was multiplied by the current monthly tariff rate (the rate effective from rate 
case WR-2020-0264), and then multiplied by twelve to derive the annualized customer charge 
revenue.  Staff also used a three-year average, ending December 2022, to normalize RWC’s 
customer usage revenue.  RWC’s customers’ water usage varied from one year to the next.  A 
three-year average was used to normalize the effect of this fluctuation.  In addition, Staff 
normalized RWC’s miscellaneous revenues by using either a three-year average, two-year average, 
or the test year amount as of December 31, 2022. Staff determined the appropriate method to use 
for each type of miscellaneous revenue based upon trends in the data.  Staff’s analysis of revenues 
for RWC produced an annualized level of $3,865,071 for metered sales and $443,948 for 
miscellaneous revenues. RWC receives rental income from tower lease contracts with cellular 
phone companies. The annualized level of revenue from this rental income is $166,505 as of June 
30, 2023 (this amount is included in total miscellaneous revenues stated above).  

Bad Debt 

Staff used a four-year average of actual write-offs recorded in Uniform System of Accounts 
(“USOA”) Account 904, Uncollectible Customer Accounts, to normalize bad debt expense. Staff 
reviewed the level of yearly write-offs for the last fifteen (15) years and compared them to the 
level of revenues for those same years to determine if there was a correlation between an increase 
in revenue and the amount of bad debt expense on RWC’s books. Based upon Staff’s analysis, 
Staff determined there was no direct correlation between the level of revenues and bad debt. Staff’s 
analysis determined that both revenues and bad debt expense fluctuated from one year to the next; 
therefore, Staff determined that a four-year average of actual write-offs was the appropriate 
method to adjust RWC’s bad debt expense. 

Rate of Return and Capital Structure  

The Commission’s Financial Analysis Department provided the Audit Staff with a 
preliminary rate of return (“ROR”) recommendation.  To recommend the allowed ROR, the Staff 
of the Financial Analysis Department used its “Small Utility Return on Equity (‘ROE’)/Rate of 
Return (‘ROR’) Methodology” (“ROR Methodology”).  Staff’s ROR Methodology is based on the 
Standard & Poor’s (“S&P”) Credit Ratings guide and the Bond Yield Plus Risk Premium method. 
The S&P Credit Ratings guide provides parameters for estimating credit ratings.  Credit ratings 
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are in turn used to estimate debt cost.  The Bond Yield Plus Risk Premium method simply adds a 
premium, known as equity risk premium (“ERP”), to the estimated debt cost to come up with a 
return on equity (“ROE”).  ROE is combined with debt cost to arrive at an estimated ROR.  

To estimate credit ratings using the S&P Credit Ratings guide, Staff examined the financial 
risk profile (“FRP”) and business risk profile (“BRP”) of RWC.  To examine the FRP and BRP of 
a small utility, Staff analyzes financial statements and ratios.  RWC has filed Annual Reports with 
the Commission for years 2019 through 2022.   

Background information on utilities’ BRP is important in determining RWC’s BRP. 
According to a November 27, 2007, S&P Credit Ratings publication, regulated utilities and 
holding companies that are utility-focused virtually always fall in the upper range (“Excellent” or 
“Strong”) of business risk profile.  In addition, all water utilities currently rated by S&P are 
assigned a BRP of “Excellent,” because of their regulated revenues.  Due to the fact that RWC is 
smaller than other major regulated water utilities rated by S&P (RWC serves 6,541 water 
customers),1 in Staff’s reasonable judgement, for RWC a BRP of “Strong,” one notch lower than 
the “Excellent” assigned to water utilities by S&P Credit Ratings, is appropriate.  

For FRP, RWC has shown net operating incomes for 2021 and 2022 after showing net 
losses in 2019 and 2020.  While net incomes indicate RWC is operating in a sustainable manner, 
and considered by itself would indicate a minimal financial risk, as of December 31, 2022, RWC’s 
debt to EBITA and FFO to debt ratios (5.74x and 10.89% respectively) remain high and reveals 
that RWC is still considered “Highly Leveraged.”  RWC’s Debt to Capital ratio is 37.97% which 
would be considered “Intermediate.”  The combination of these factors leads Staff, in its reasonable 
judgment, to believe an FRP of “Aggressive” is appropriate for this rate case.2   

RWC’s previous rate case, Case No. WR-2020-0264, resulted with a BRP between 
“Strong” and “Satisfactory” and an FRP of “Minimal.”  A factor leading to this included RWC 
having a debt to capital ratio of less than 5% compared to its 37.97% as of December 31, 2022.    

With a BRP and FRP of “Strong” and “Aggressive,” respectively, for RWC, the S&P 
Credit Ratings guide matrix indicates a credit rating of ‘BB’.3  The three-month average yield on 
‘BB’ rated corporate bonds was 6.86%.4   The three-month average yield on ‘BBB’ rated corporate 
bonds was 5.61%5; a spread of 125 basis points.  Staff also examined the Mergent Bond Record 
dated June 2023 and found that the previous three month average bond yield for ‘Baa/BBB’ public 

1 RWC Response to Staff DR No. 0092. 
2 According to a September 18, 2012, S&P guide (Methodology: Business Risk/Financial Risk Matrix Expanded), 
Table 2, utilities with a ratio of Debt to Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA) 
of less than 1.5 is typically “Minimal” and a Funds From Operations (FFO) to Total Debt (Debt) ratio of greater than 
60% typically have an FRP of “Minimal.”  RWC’s ratios for year ending 2022 were Debt/EBITDA = 5.74 and 
FFO/Debt = 10.89%. 
3 S&P Ratings Direct, Methodology: Business Risk/Financial Risk Matrix Expanded, Table 1, September 18, 2012. 
4 ICE BofA BB US High Yield Index Effective Yield (BAMLH0A1HYBBEY) | FRED | St. Louis Fed 
(stlouisfed.org); https://fred.stlouisfed.org/series/BAMLH0A1HYBBEY#0  
5 ICE BofA BBB US Corporate Index Effective Yield (BAMLC0A4CBBBEY) | FRED | St. Louis Fed 
(stlouisfed.org); https://fred.stlouisfed.org/series/BAMLC0A4CBBBEY#0 
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utilities bonds was 5.62%.6  Staff added the previously calculated spread between ‘Baa/BBB’ and 
‘Ba/BB’ yields to the three-month average, resulting in a ‘Ba/BB’ yield of 6.87%.   

Adding a 3.5% Equity Risk Premium (“ERP”), as prescribed by the Bond Yield Plus Risk 
Premium method, to the 6.87% estimated debt cost, results in a 10.37% ROE. Because of high 
inflation rates and ongoing interest rate increases, Staff will monitor market conditions and update 
as needed. 

RWC is capitalized with 37.97% debt, 47.20% common equity, and 14.82% preferred 
equity.  According to annual reports filed with the Commission, RWC’s debt is financed at a fixed 
rate of 3.75%.  Staff’s recommended ROE of 10.37% for RWC and embedded cost of debt of 
3.75% applied to a capital structure of 37.97% debt, 47.20% common equity, and 14.82% preferred 
equity, results in an allowed pre-tax ROR of 6.80%. 

Purchased Water 

The most significant item included in RWC’s operating expense is the cost of purchased 
water.  RWC purchases all of its water requirements from the Kansas City Water District 
(“KCWD”).  KCWD water rates are increased annually.  KCWD most recently increased its water 
rates by an average of 3.8% beginning May 1, 2023.  Staff’s annualized purchased water volumes 
were determined by annualized sales volumes, as calculated in Staff’s revenue annualization.   In 
a meeting with RWC on July 19, 2023, RWC informed Staff that there were months when RWC 
was selling more water than it was purchasing. RWC notified KCWD of this problem. In return, 
KCWD replaced the water master meters to try and resolve the problem. Staff conducted an 
analysis of the water loss data and confirmed RWC was selling more water than it was purchasing 
for fourteen (14) separate months spread over the period of November 2020 through March 2023. 
Staff concluded that the purchased water data RWC provided over that timeframe would not be 
reliable in computing an accurate average water loss percentage for this case. As a result, Staff 
determined it would be more reasonable to use the water loss percentage of 12.04% from the 
previous rate case (Case No. WR-2020-0264) to determine its purchased water.  

Payroll 

Staff adjusted RWC’s test year payroll expense to reflect an annualized and normalized 
level of payroll and payroll taxes as of June 30, 2023. To account for labor that is associated with 
construction activities, Staff applied an 88% operation and maintenance (“O&M”) expense ratio 
to its annualized payroll amount. This percentage was determined by using the test year amount of 
RWC’s annual O&M expense ratio. 

According to RWC’s Personnel Policy Manual, non-exempt employees will be paid one 
and one-half (1 ½) times their hourly rate for all time worked in excess of forty (40) hours in a 
payroll week. Overtime payroll for RWC was calculated based on RWC’s overtime hours that was 
included on its books for the test year and multiplied by the current pay overtime per hour rate.  

6 June 2023 Mergent Bond Record, page 22. 
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RWC has continued the same Defined Contribution Plan/401(k), from its last rate case, for 
its employees for the test year. Staff reviewed RWC’s 2022 and 2023 Defined Contribution Plans. 
It is matching up to 6% of each employee’s total pay for the 401(k) plan. Each employee is also 
contributing to their 401(k) plan through payroll deductions since the last rate case. Staff 
annualized RWC’s match (up to 6%), based on the update period of the six months ending June 
30, 2023, into its cost of service for this case. Payroll taxes were normalized by multiplying the 
current Old-Age, Survivors, and Disability Insurance (“OASDI”), Medicare, Federal 
Unemployment Tax Act (“FUTA”), and State Unemployment Tax Act (“SUTA”) rates to Staff’s 
annualized payroll. 

To determine current payroll, Staff used the salaries approved in the last rate case and then 
applied the Social Security Cost of Living Adjustment (“COLA”) rate for each subsequent year up 
to January 2023.  Staff used the COLA rate because, according to RWC’s board of director 
minutes, all employees’ annual salary and wage increases are based on that rate. For new 
employees, Staff verified that their pay matched the pay rate for their job position.  For employees 
who had received a promotion with a new job title, Staff used current pay instead of the COLA 
increases. Staff updated payroll expense to include current employees of RWC at June 30, 2023. 
RWC hired a part-time accountant from Marr & Company accounting firm. This accountant is 
scheduled to work until this rate case is finished. Because the part-time accountant position will 
not be ongoing, Staff did not include that pay in its annualized payroll.  

Employee Benefits 

RWC provides medical, life, and dental insurance for their employees. Staff reviewed 
invoices through June 30, 2023, for employee benefits to determine the level of insurance to 
include in the cost of service. Staff removed the cost associated with employees no longer 
employed by RWC. 

Auto, Property, and Workers’ Compensation Insurance 

Staff updated the test year balances for the year ending December 31, 2022, for auto, 
property, and workers’ compensation insurance.  Staff made adjustments for 2023 policies that 
were effective April 30, 2023.   

Property Taxes 

An adjustment was made to property taxes to include property taxes for plant in service for 
the test year ending December 31, 2022, balances.  Staff developed a ratio of total property taxes 
paid in 2022 compared to the amount of total plant in service as of January 1, 2022.  The ratio was 
then applied to the January 1, 2023, year-end balance of plant in service to determine the level of 
property taxes to include in Staff’s recommendation. 

An adjustment was also made to remove a portion of the taxes associated with the RWC-
owned Evanston House property, as this is non-utility property. 
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Excess Deferred Income Taxes 

Due to the passage of the Tax Cuts and Jobs Act, RWC had an excess deferred income tax 
balance as of January 1, 2018.  On this date, the federal tax rate for C corporations changed from 
a graduated system to a flat 21% tax on net income.  Similarly, the State of Missouri changed its 
corporate tax rate from 6.5% to 4% on net income effective January 1, 2020.   

All of RWC’s excess deferred tax balances are considered to be “protected” by the Internal 
Revenue Service (“IRS”).  In RWC’s previous rate case, Case No. WR-2020-0264, Staff 
determined the difference between the deferred income tax balance before and after the changes 
in tax rates and calculated an excess deferred income tax amount of $529,009 to be included as a 
reduction to rate base. Because of IRS normalization requirements, the excess deferred taxes 
related to protected timing differences can’t be returned to customers faster than they would have 
absent the changes in tax law.  Therefore, Staff calculated when each plant account balance that 
existed at the time of the change in tax law would have been fully depreciated, with the longest 
balance ending in 2048.  Staff then calculated a graduated amortization of excess deferred income 
tax from 2020, the year the State tax rate changed, through 2048 with gradually reducing annual 
amortizations.  For this rate case, Staff reduced the original $529,009 balance by the sum of the 
annual amortization amounts since 2020 to $412,047, and adjusted the amortization amount in 
expense to the current 2023 amortization amount of $29,939. Staff recommends continuing this 
method of depleting the balance of excess deferred income tax over the remaining life (2048) of 
the December 31, 2017, plant in service in a manner consistent with IRS normalization 
requirements for protected tax timing differences.  

Deferred Income Tax 

Upon receiving the 2022 tax return, Staff updated the deferred income tax calculation to 
reflect the data found in the 2022 tax return.  

Rate Case Expense 

Staff used a two-case average of rate case expense.  By using a two-case average, Staff is 
normalizing rate case expense while capturing costs RWC will continue to incur in this proceeding. 
Staff recommends normalizing this cost over a two-year period.  The normalized amount of rate 
case expense included in Staff’s revenue requirement is $5,856. 

Utilities Expenses 

For tower utilities, electricity and natural gas costs were normalized using a three-year 
average.  For electricity and natural gas costs at RWC’s headquarters, Staff used the twelve (12) 
month period ending June 30, 2023, amount because the update period best represents the upward 
trend of cost.  

Transportation Clearing Expense 
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Staff adjusted test year amounts to remove payroll from transportation clearing expenses. 
An adjustment is necessary to avoid “double counting” because Staff has annualized payroll in a 
separate adjustment.   

Customer Deposit Interest Expense 

Staff updated the test year customer deposit interest rate to accurately reflect the tariff, 
which states that the customer deposit interest rate is set annually “to the prime bank lending rate, 
as published in the Wall Street Journal for the last business day of the preceding calendar year, 
plus one (1) percentage point.”  For this case, Staff used the prime rate of 7.5% as of December 
31, 2022, plus 1%.   

Dues and Donations 

Staff looked at the past three (3) years of Dues and Donations costs located in account 921 
to assess for any trends. Trending amounts showed a steady increase in costs. Staff used the update 
period ending June 30, 2023. No adjustments were necessary.  

Postage  

Staff assessed postal expenses in Account 921.02 for an eight (8) year period. The trend 
showed some fluctuation with an overall raise in price. Staff used the test year to establish most 
recent costs and needs, adjusted for a known July 9, 2023, increase in postal rates per customer.  

Additional Adjustments 

Staff has reflected adjustments in its cost of service to normalize amounts related to:  
1) various O&M expenses; 2) education expenses; 3) communication expenses; 4) costs associated
with uniform rental; 5) board of directors fees and insurance; 6) Commission’s annual assessment;
7) tank painting; 8) maintenance; and 9) storage lot rental.

Staff excluded from its cost of service amounts associated with: 1) Christmas bonuses; 2) 
miscellaneous expenses; 3) non-regulated expenses; 4) director fees for Mr. Neal Clevenger and 
Ms. Chiki Thompson, who are both full-time employees of RWC; and 5) depreciation expense on 
CIAC. 
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ACCOUNT ACCOUNT DEPRECIATION AVERAGE SERVICE NET

NUMBER DESCRIPTION RATE LIFE (YEARS) SALVAGE
303 Misc. Intangible Plant 0.0% N/A N/A
340 Land and Land Rights 0.0% N/A N/A
342 Distribution Reservoirs & Standpipes 2.5% 40 0%
343 Transmission & Distribution Mains 2.0% 50 0%
343.1 Gateway Transmission Project 0.0% N/A 0%
345 Services 2.5% 40 0%
346 Meters, Plastic 10.0% 10 0%
346.1 Meters, Bronze 0.0% 27 10%
346.2 Meters, Hot Rod 5.0% 20 0%
346.4 Meters, AMI 6.67% 15 0%
347 Meter Installations 5.7% 17.5 0%
348 Hydrants 2.0% 48 5%

389 Land and Land Rights 0.0% N/A N/A

390 Structures & Improvements 2.5% 40 0%
391 Office Furniture & Equipment 5.0% 20 0%
391.1 Office Electronic Equipment 0.0% N/A 0%
392 Transportation Equipment 7.8% 12 7%
394 Tools, Shop, Garage Equipment 5.0% 20 0%
395 Laboratory Equipment 0.0% 20 0%
396 Power Operated Equipment 0.0% 14 6%
397 Communication Equipment 0.0% 15 0%

RAYTOWN WATER COMPANY
Schedule of Depreciation Rates WATER

WR-2023-0344
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