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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI
TRUE-UP REBUTTAL TESTIMONY OF DAVID W. GIBSON
ON BEHALF OF THE EMPIRE DISTRICT ELECTRIC COMPANY

CASE NO. ER-2001-299

STATE YOUR NAME AND ADDRESS PLEASE.

David W. Gibson. My business address is 602 Joplin Street, Joplin, Missouri.

ARE YOU THE SAME DAVID W. GIBSON WHO HAS PREVIOUSLY
SUBMITTED DIRECT REBUTTAL AND SURREBUTTAL TESTIMONY IN THIS
CASE?

Yes, ] am.

WHAT IS THE PURPOSE OF YOUR TESTIMONY AT THIS TIME?

Witnesses for the Staff and the Public Counsel filed true-up direct testimony on
August 7. T will be providing Empire’s rebuttal to certain portions of that true-up
direct testimony. I will be reb'utting the amount of property taxes included in the true-
up. I will also address the testimony of Staff witness Roberta A. McKiddy concerning

her recommendation on the capital structure to be used in this case.

PROPERTY TAXES

DO YOU AGREE WITH THE PROPERTY TAX EXPENSE THAT WAS
INCLUDED IN THE TEST YEAR TRUE-UP?

No, I do not. The amount of property taxes included in the test year was not updated
to reflect the substantial amount of new property taxes Empire will be required to pay
due to the addition of the new State Line Combined Cycle (“SLCC”) plant. As the
Commission 1s aware, Empire pays property taxes based on the value of its property.

With the addition of over $98,000,000 for the SLCC plant, which is now on-line and
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providing service to Empire’s customers, Empire’s property tax payments to the
various political subdivisions in the state in Empire’s service area will increase
substantially. The failure of the Staff to provide an updated amount of property tax in
the cost of service to reflect this substantial property addition is, in my view, a clear
violation of the matching principle whereby revenues are based or “matched” with
their associated rate base and expenses. In this case, revenue levels have been
recommended by the Staff and OPC based on the completion of the new SLCC plant.
Also included are fuel costs, reduced purchased power capacity costs, and other
revenue and expense effects of this new power plant. The Staff, however, has ignored
the property taxes that will be paid as a direct result of this plant being built.

PLEASE EXPLAIN‘?

The property taxes that are included in the Staff’s case for the test year ending
December 31, 2000 reflect plant balances as of December 31, 2000. The property
taxes associated with the new SLCC plaﬁt have not been included in the true-up.

HOW DOES THAT HAPPEN?

Property taxes are based on not only plant in service, but also on any amounts of
Construction Work in Progress (CWIP) that the Company has at the beginning of the
calendar year. This means that Empire will pay property taxes during the year 2001
for the new State Line plant even though it was not included in plant in service until
later in the year.

PLEASE EXPLAIN.

First of all, a distinction needs to be made between property taxes paid and property
taxes that are expensed. The Company capitalized, during 2001, an amount of taxes
which was attributable to the new State Line plant. This will be paid during 2001.
During 2001, the Company will pay apiaroximately $2,230,000 in property taxes

attributable to SLCC which were capitalized during 2001. The following table depicts
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amounts accrued during the test year ending June 30, 2001.

- 1996 * 1997 * 1998 * 1999 * 2000 * 2001 *=
Electric 5,725,1390 5,600,347 6,175,726 7,107,179 6,632,627 6,708,703
Water 57,503 50,741 53,581 62,420 67,072 74,110
E-Watch 2,366 2,366 2,366 2,366
Non-utility 319 320 321 307 346 340
Unit Trains 45,838 38,100 40,269 45,791 53,024 53,030
Clearing 3,123 1,823 4,707 3,805 0 -1,506
Construction 256.523 576,769 125,896 235853 977,529 2.229.378
Total 6,088,446 6,268,099 6,402,866 7,457,721 7,732,964 9,066,421

* - Year ending 12-31. ** - Year ending 6-30

Q. PLEASE EXPLAIN THE PREVIOUS TABLE.

A. The table shows total property taxes by category (i.e. electric, water etc.) for the
calendar years 1996 through 2000. The amounts shown for 2001 represent the
amounts for the period ending June 30, 2001. As can be seen, the amount charged to
construction during the test year is substantially higher than that experienced during
the previous years. The amounts shown as electric represent the amounts that would
have been expensed during the indicated period. If we were to accept the Staff
recommendation, then the Company’s rates would be set at a level which would only
cover those costs during the test year and not those which will be experienced in 2001
as a result of the new plant in service.

Q. ARE CAPITALIZED TAXES RECOVERED THROUGH THE ADDITION OF
PLANT TO RATE BASE?

A. Yes, the amount of capitalized property taxes is added to the applicable plant asset and

recovered in rates through the life of the asset. The distinction here is that the
question is over the amount of taxes which will be recovered as an ongoing expense.
Revenues and other expenses have been adjusted to reflect the addition of the State

Line plant, but this has not been the case with property taxes.
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PLEASE EXPLAIN.

As I mentioned before, the property taxes for the test year ending December 31, 2000
are based on plant balances as of December 31, 2000. Thus, the rate base in the test
year has been updated for the period through June 30, 2001 but no increase has been
reflected for the property taxes that will be paid as a result of these plant additions.
WHAT IS YOUR RECOMMENDATION AS TO THE PROPER LEVEL OF TAX
TO BE INCLUDED IN THIS CASE?

Total Company property taxes should be increased by the amount of additional tax
capitalized attributable to SLCC or approximately $1,027,000.

WHAT ASSURANCE DOES THE COMMISSION HAVE THAT THIS IS A
KNOWN AND MEASURABLE ITEM OF EXPENSE?

I have always heard that the only two known and “certain” things in life are death and
taxes. We are talking a-bout taxes here. The amount of increase in taxes due to the
additional plant was calculated by taking the amount of plant in service times the
property tax rate at the end of 1999. This was then subtracted from the amount of
property taxes that the Staff included for the end of December 2000. The only
difference in this calculation and the original Staff calculation was the amount of plant
in sel.'vice. In this instance, the same plant balance that was used by the Staff for the
true-up was used to calculate the additional property taxes.

ISN'T IT POSSIBLE THAT THESE TAXES MAY DECREASE?

As can be seen from the preceding table, property taxes have increased since 1996.
That time period includes the last addition to generation facilities in 1997. Qur
assessed valuation for property in service at the end of 2000 has increased by over

15% over the prior year. The bulk of that increase is attributable to SLCC.
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CAPITAL STRUCTURE

ARE THERE ANY ITEMS IN THE CAPITAL STRUCTURE DISCUSSED BY MS.
MCKIDDY IN HER TRUE-UP TESTIMONY WITH WHICH YOU DISAGREE?
Yes, Ms. McKiddy in her true-up testimony calculated the capital structure to be that
which is in effect at June 30, 2001. The basic problem with this is that it does not
represent a “normal” capital structure for Empire. As has been pointed out previously
in this case, a normal capital structure should be used by the Commission in this case.
The effect of using an abnormal capital structure for Empire coupled with an
abnormally low return on equity does not result in a fair and reasonable rate of return.
WHY DO YOU SAY THAT IT DOES NOT RESULT IN A FAIR AND
REASONABLE RATE OF RETURN?

Ms. McKiddy recommends a fair return based on a common equity percent of 37.76%.
She mentioned in her surrebuttal testimony that the average common equity
percentage in the capital structure for all electric utilities was 38%. The data that she
used to justify this was prepared by C. A. Tumer Utility Reports. What she neglected
to mention in her use of that 37.76% figure was that the return on equity for those
utilities that made up the data in the C. A. Turner Utility Reports was 13.2%. I have
attached a copy of the pertinent part of the C. A. Turner Utility Reports which shows
this as Schedule DWG —1. Obviously, the 13.2% return on equity percentage that
goes with the 37.76% figure she used is substantially more than she is recommending
i this case. She also fa_iled to mention that the authorizea return for those companies
according to C. A. Turner Utility Reports was 11.91%. Therefore, I think that it is
mconsistent and inappro'priate for Ms. McKiddy to conclude that the capital structure
she recommends is normal, when the equity percentage she gelectively relies upon is

derived from data which also shows that the average return on common equity earmed
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by those same companies is fully 3.7% higher than her high end recommendation and
the authorized return for those same companies is fully 2.4% higher.

WHY DO YOU BELIEVE HER USE OF THE DATA IN THAT FASHION IS
INCONSISTENT AND INAPPROPRIATE?

Just as a company is not allowed to obtain rate relief based on a single issue while at
the same time ignoring other related matters, the same should hold true for any
analysis that is performed on its capital structure. In this instance, it appears that
pertinent and directly related data associated with a lower common equity ratio was
ignored by Ms. McKiddy. The result of this misuse of data to justify a particular
capital structure is not something that this Commission should sanction.

WHAT HAS HAPPENED TO THE COMMON EQUITY BALANCE SINCE THE
END OF DECEMBER 20007

The balance for common equity at the end of December 2000 was $240,152,911. The
amount was correctly identified by OPC witness Mr. Mark Burdette. Ms. McKiddy
erroneously stated that the amount of common equity was $220,578,999. Since the
end of the year, common equity has continued to decrease to $231,960,394. The
reason for this decline was not addressed by either witness and no attempt to adjust for
the abnormality was made. The reason for the decrease is that earnings have not been
sufficient to cover dividends.

WHAT IS THE CAPITAL STRUCTURE THAT YOU ARE RECOMMENDING?
The capital structure that I am recommending for the true-up is 45% common equity,
7.9% trust preferred and 47.1% long-term debt. This was supported in my rebuttal
and surrebuttal testimony which was previously filed.

DOES THIS CONCLUDE YOUR TRUE-UP REBUTTAL TESTIMONY?

Yes, it does.
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AFFIDAVIT

STATE OF MISSOURI )

) 88
COUNTY OF JASPER )

On the 13" day of August, 2001, before me appeared David W. Gibson, to me
personally known, who, being by me first duly sworn, states that he is the Vice
President - Finance of The Empire District Electric Company and acknowledged that he
has read the above and foregoing document and believes that the statements therein
are true and correct to the best of his information, knowledge and belief.

-W@N

David W. Gibson

Subscribed and sworn to before me this 13" day of August, 2001.

Gitoics

Patricia A. Settle, Notary Public

My Commission expires: August 16, 2002.

PATRICIA A SETTLE
Notary Public - Notary Seal
STATE OF MISSOURI
JASPER COUNTY
MY COMMISSION EXP. AUG. 16,2002




