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DIRECT TESTIMONY

OF

JANIS E. FISCHER

CITIZENS ELECTRIC CORPORATION

CASE NO. ER–2002-217
Q. Please state your name and business address.

A. Janis E. Fischer, P.O. Box 360, Governor Office Building, Suite 440, Jefferson City MO 65102.

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

A. I am a Regulatory Auditor with the Missouri Public Service Commission (Commission).

Background of Witness

Q. Please describe your educational background.

A. I graduated from Peru State College, Peru, Nebraska and received a Bachelor of Science degree in Education (Basic Business) and Business Administration.  In May 1985, I completed course work and earned a Bachelor of Science degree in Accounting.  I passed the Uniform Certified Public Accountant examination in May 1994 and received my license to practice as a Certified Public Accountant in March 1997.  Prior to my employment at the Commission, I worked over six years as the office and accounting supervisor for the Falls City, Nebraska Utilities Department (Utilities Department).

While with the Utilities Department, I completed water and electric rate reviews, developed procedures for PCB monitoring and disposal, implemented a program to verify the accuracy of remote water meters, supervised office staff and handled customer complaints.  I assisted with the acquisition of Falls City’s natural gas distribution system from Kansas Power and Light Company, predecessor company of Western Resources, Inc.  After the acquisition, I compiled asset records for the natural gas distribution system for the utility, nominated gas supplies for the municipal power plant, monitored gas transportation customer loads and billed transportation customers.  I was appointed by the Board of Public Works (Board) to the Nebraska Public Gas Agency (NPGA) Board and later was elected Vice Chairperson of the Board.  NPGA is comprised of members from municipal natural gas systems which collectively purchase natural gas and acquire natural gas wells to supply gas to municipal gas systems and power plants at reduced costs.

I also was employed as a staff accountant with the accounting firm of Cuneo, Lawson, Shay and Staley, PC, in Kansas City, Missouri, for approximately two years starting in December 1994 until my employment with the Commission in October 1996.  While employed as a staff accountant, I assisted in various audits, compilations and reviews of corporations and prepared individual and corporate state and federal tax returns.  I researched tax issues, assisted with compliance audits and interacted with various clients.

Q. What has been the nature of your duties with the Commission?

A. I have directed and assisted with various audits and examinations of the books and records of public utilities operating within the state of Missouri under the jurisdiction of the Commission.

Q. Have you previously filed testimony before this Commission?

A. Yes.  Please refer to Schedule 1, attached to this direct testimony, for a list of the major audits on which I have assisted and filed testimony.

Purpose of Testimony

Q. With reference to Case No ER-2002-217, have you examined and studied the books and records of Citizens Electric Corporation (Citizens or Company) relating to the filing in this case?

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

Q. What is the purpose of your direct testimony?

A. The purpose of my direct testimony is to address the annualization of Citizens’ revenues, purchased power and transmission expenses, “other revenues” and uncollectibles (bad debt) expense.

Q. What Accounting Schedules are you sponsoring in Case No. 
ER-2002-217?

A. I am sponsoring the following Accounting Schedules:

Accounting Schedule 1
Revenue Requirement

Accounting Schedule 9
Income Statement

Accounting Schedule 10
Adjustments to Income Statement

Q. What Income Statement adjustments are you sponsoring?

A. I am sponsoring the following Income Statement adjustments:

Revenues
S-1.1, S-1.2, S-2.1, S-3.1, S-6.1, 
and S-89.1

Purchased Power

S-11.1


Transmission


S-11.2


Other Revenues

S-7.1, S-8.1, S-9.1 and S-10.1


Uncollectible/Bad Debts
S-52.1

TEST YEAR

Q.
What test year is the Staff using in this case?

A.
On December 21, 2001, the parties to the case filed a Joint Recommendation Regarding Test Year and Proposed Procedural Schedule.  In their recommendation, the parties agreed to use as the test year for this proceeding, the 
12-month period ending December 31, 2001.  The Commission approved the use of this test year on February 5, 2002.  

Q.
Would you please describe what a test year is and how it is used?

A.
The test year is a twelve-month period, which is used as the basis for the audit of a general rate increase filing or an earnings/revenues investigation.  This period serves as the starting point for review and analysis of the utility’s operations in determining the reasonableness and appropriateness of the utility’s rates and rate levels.  The test year financial statements form the basis for any adjustments necessary to remove abnormalities that have occurred during the period and to reflect any increase or decrease to the accounts of the utility.  Adjustments are made to the test year levels of revenue, expense and investment to determine the proper cost of service and level of investment on which the utility is allowed to earn a return.  A recommended rate of return range is determined for the utility and a review of existing rates is made to determine if any additional revenues are necessary or if existing revenues are excessive.  If the utility’s earnings/revenues are deficient, rates need to be increased.  If existing rates generate earnings/revenues in excess of what are deemed to be just and reasonable levels, this may indicate the need for rate reductions.  The test year is the vehicle used to evaluate and determine the proper relationship among revenue, expense and investment.  This relationship is essential to determine the appropriate level of earnings/revenues for the utility for the setting of just and reasonable rates which will permit the utility to provide safe and adequate service. 

Q.
Why did the Staff recommend a test year of the twelve months ended December 31, 2001?

A.
The December 31, 2001, test year represents the most current period for which financial statement information was available to Staff during the course of the audit.

Q. Does the Staff have the option to use any other time period in addition to the test year in its cost of service analysis?

A. Yes, depending on the particular situation.  The Staff and the company may agree to use of an update period or a true-up period to extend the revenue requirement analysis beyond the test year.  The Commission must approve the test year and the use of any update period or a true-up.

Q.
Why is the Staff not recommending an update period in this case?

A.
The use of an update period may be advisable in some circumstances so as to allow a test year to remain current, i.e., continue to reflect a proper matching of revenue, expense and investment, through an update period beyond the test year for material changes in items that are known and measurable.  Such items could include plant additions and retirements, pay increases, customer growth, changes in fuel prices, etc.  Since Citizens has not identified any material items requiring an update period for this case, an update does not need to be performed.  The adjusted test year amounts in this case will be representative of all material revenue requirement components.  

Q.
Does the Staff propose any type of true-up proceedings in this case?

A.
No, it does not.  The reason that no true-up audit is being proposed is similar to the reason that no update period is being included in this case.  The Company’s rate case filing identified three factors for the request for a rate increase: (1) a new purchased power contract with Ameren Energy Marketing Company and a new transmission agreement with Ameren Services Company that became effective January 1, 2002, (2) additions to plant since the last rate increase in 1983 and (3) general increases in the distribution and transmission expenses of Citizens.  There are no other known material items that will materially impact the revenue requirement’s cost of service or rate base of Citizens occurring within the timeline of this case.  Therefore, there is no need for a true-up audit.

Q. Please explain the difference between an update and a true-up.

A. An update period covers a time period immediately following the test year.  This test year as updated, or updated test year brings Staff’s case forward to a date near the conclusion of the Staff’s field audit.  A true-up of a test year requires an audit, if not of the entire case, of at least most items (including all significant items) to ensure the proper matching of rate base, expenses and revenues is maintained.  True-ups usually propose to bring the revenue requirement calculation in a case forward to a date closer to the operation of law date.  A true-up in effect is a change in the test year as opposed to just updating certain items through a date certain.  The Commission issued an order entitled “Order Establishing Test Year”, Case No. WR-91-361 in September of 1991 to clarify the differences between test year, updated test year and true-up.

Q.
Why is the January 1, 2002 Ameren Energy Marketing Company purchased power agreement and Ameren Services Company transmission agreement being included in the test year analysis ending December 31, 2001?

A. The Staff typically includes in its case material know and measurable changes that effectively occur at the end of the test year.  In addition, salary increases and payroll expense changes effective January 1, 2002 are also being included in the payroll annualization analysis of Staff Accounting witness Leslie L. Lucus.

ACCOUNTING SCHEDULES

Q.
Please describe Accounting Schedule 1, Revenue Requirement.

A.
Accounting Schedule 1 contains the calculation of the Staff’s gross revenue requirement for Citizens’ electric operations.  This Accounting Schedule uses information from the Rate Base and Income Statement Schedules to present the actual revenue requirement being recommended by the Staff.  This Accounting Schedule details the net original cost rate base from Accounting 2 to which the rate of return range (supplied by Staff witness Roberta A. McKiddy of the Commission’s Financial Analysis Department) is applied to determine the net operating income requirement.  A comparison is made of the net operating income requirement with the net income available determined from Accounting Schedule 9, Income Statement, to determine if there is an overall net revenue deficiency.

Q.
Please describe Accounting Schedule 9, Income Statement.

A.
Accounting Schedule 9, Income Statement, contains Citizens’ test year income statement along with the Staff’s adjustments to Citizens revenues and expenses for the test year ended December 31, 2001.  The Accounting Schedule 9, Income Statement represents the cost of service component of the revenue requirement.  The costs of operating Citizens’ electric transmission and distribution systems along with the revenues collected at the pre-interim rates (unadjusted test year) are reflected in Accounting Schedule 9, column B.  Each adjustment reflected in column C on the income statement is a summary of the adjustment proposed by the Staff and each adjustment is itemized on Accounting Schedule 10, Adjustments to Income Statement.  Column D represents the net result of the Staff’s adjustments to the test year.

Q.
Please explain the Accounting Schedule 10, Adjustments to Income Statement.

A.
Accounting Schedule 10, Adjustments to Income Statement, contains a listing of the specific adjustments that the Staff has made to the unadjusted test year income statement provided by the Company to derive the Staff’s adjusted net income based upon its analysis and determination of normalized levels of revenues and expenses.  A brief explanation for each adjustment and the name of the Staff witness sponsoring the adjustment are listed on Accounting Schedule 10.  These adjustments take into account all known and measurable changes to Citizens’ cost of service.

Testimony Overview

Q.
Please provide a general outline of your discussion of revenues.

A.
A company’s test year revenues, like its expenses, must be annualized and normalized in order to develop a cost of service that is representative of the company’s operations.  Generally, my discussion of revenues will be developed in four parts.  First, I will discuss the general operations of Citizens as it relates to the area of revenues.  Second, I will describe the types of adjustments the Staff is proposing in this case.  Third, I will describe the approach I performed regarding the determination of customer levels for purposes of revenue annualizations.  Lastly, I will describe the specific general service adjustments for Citizens by customer revenue class.

Q.
Please provide an overview of the other issues addressed in your testimony.

A.
I have also made expense adjustments for changes in Citizens’ purchased power and transmission agreements with Ameren Energy Marketing Company and Ameren Services Company respectively effective January 1, 2002.  Both of these adjustments are based upon customer and Kilowatt-hour (kWh) usage levels developed for the revenue annualization.

Q.
Please describe your testimony related to other revenues.

A.
Citizens also earned other revenue including sales for resale, miscellaneous service revenue, rent from electric property and other electric revenue.  The Staff’s analysis of these other revenues is discussed here-in.

Q.
Please describe your testimony related to uncollectibles (bad debt).

A.
The Staff’s approach is to perform an analysis of Citizens’ bad debt expenses over the last five years to determine a normalized level.
REVENUES

Q. Why has the Staff annualized the revenues of Citizens?

A. A company’s test year revenues, like its expenses, must be annualized and normalized in order to develop a cost of service that is representative of the Company’s operations.  

Q.
Please describe Citizens’ operations.

A. For purposes of recording revenues and levels of customers (numbers), customers are divided into customer classes of residential, commercial, and industrial.  To further differentiate between customers, classes are separated based on general consumption habits; e.g., large and small volume energy consumers, and primary and secondary services.

Q. Please describe and discuss the types of adjustments the Staff developed to determine annualized revenues.

A. The Staff’s annualized revenues reflect the following adjustments:

1. For customer growth or loss - all rate classes 

2. For customer load changes – large industrial customers

Customer Growth/Loss Annualization

Q.
Why is it appropriate to adjust revenues for customer growth or loss?

A.
It is appropriate to analyze customer growth and loss in order to reflect the most current on-going level of revenues in the Staff’s overall determination of Citizens’ cost of service.

Q.
Please explain your analysis related to customer growth/loss for Citizens’ customer classes.

A. The Staff analyzed customer growth for each of the rate classes of Citizens:  Residential Service, General Service, General Service-Demand, Optional Rate, Street Lighting, General Service Non-Demand-3 Phase, Special Lights and General Service Optional-1 Phase.  The rate classes of Citizens’ were segregated based upon consumption habits for the Staff’s annualization and to correspond to income statement operating revenue general ledger accounts.  The security light charges to customers are incorporated into the rate classes; therefore no separate analysis for security lights was performed.  The customer growth adjustments are comprised of two components.  The first component relates to the normalized kWh usage per customer for the annualized level of customers.  The second component annualizes the revenue dollars associated with the normalized kWh usage per customer.

Q.
Please explain how the annualized level of customers for Citizens was determined.

A.
In order to determine the annualized level of customers, the Staff issued Data Request No. 27 to the Company, requesting customer counts for all rate classes for each month of the test year, January through December 2001.  In addition, the kWh usage and revenue dollars were provided by rate class for each month of the test year.  The Staff compared the number of customers in each month of the test year with the number of customers at the end of the test year.

Q.
How was the growth or loss in kWh sales and revenues calculated?

A. The Staff’s revenue annualization consists of two components.  First, the kWh sales were divided by the actual customer count to calculate an average kWh usage per customer for each month of the test year.  The customer count at the end of the test year period was then compared to the test year monthly customer counts.  The difference in customer count was then multiplied by the average use per customer to calculate the growth or loss in kWh sales for each month of the test year.  The total test year growth/loss for each rate class was then calculated.

Q.
Please describe the second component of the revenue annualization.

A.
The second component of the revenue annualization develops revenues in a similar way that annualized kWh sales are calculated.  The total revenue dollars were divided by the actual customer count to calculate an average revenue per customer bill for each month of the test year.  The customer count at the end of the test year period was then compared to the test year monthly customer counts.  The difference in customer count was then multiplied by the average revenue dollars per customer bill to calculate the growth or loss in revenue dollars for each month of the test year.  The total test year revenue growth/loss for each rate class was then calculated.  

Q.
What is the purpose of adjustments S-1.1, S-2.1 and S-6.1?

A.
These adjustments increase test period kWh sales and revenues to reflect the customers added to or removed from all of Citizens’ rate schedules through the end of the test year.  Each new customer is assumed to increase test period sales at the average usage per customer from the calendar 2001 base test year period.

Large Customer Annualization

Q.
Please explain adjustment S-3.1.

A.
Staff’s adjustment S-3.1 represents the revenue adjustment to Citizens’ large volume electric customers.

Q.
How does the Staff typically annualize large volume customer rate classes?

A.
The Staff annualizes large volume customer rate classes based on a review of monthly consumption and revenue dollars for each customer during the test year and the four proceeding years of historical kWh usages and revenue dollars for the largest industrial customers.


Large customers require detailed study rather than generalized (average usage) adjustment for several reasons.  When Citizens adds a new large customer, that customer’s usage is not reasonably estimated by simple reference to average usage levels for all other industrial customers.  In addition, new large customers may have initially erratic load levels until stable patterns of demand are established.  Specific analysis of individual large customers is required to deal with these concerns.

Q.
What is the process used by the Staff in its analysis of large volume customers?

A.
The Staff requested information from Citizens to identify industrial customers entering or leaving the electric system.  The Staff also requested information from the Company to quantify any known load changes associated with industrial customers for the prior four years and the test year with estimates for future changes to load.  The Company provides this information to the Staff regarding expected changes in customer loads due to expansion projects, downsizing or any other change known to affect a specific customer electric usage.  The Staff annualizes these changes to reflect their impact for a full year.  This information allows the Staff to annualize revenue for specific customers based upon known and measurable changes.  

The Staff completed a five-year analysis of the largest industrial customers.  The kWh volumes of these customers are significant to the overall kWh usage and revenue levels of Citizens.  The remainder of the industrial customers were included in the customer growth analysis.  A comparison of kWh usage by month over the years 1997-2001 allowed the Staff to identify trends in usage levels.  If a customer demonstrated consistent increases or decreases in kWh usage over the five years, then the Staff used the test year level of kWhs as the normalized level in it revenue annualization.  If the industrial customer experienced kWh usage that fluctuated over the five years, the average kWh usage level was determined and used in the Staff’s revenue annualization.

Q.
What additional calculations were required for Citizens’ largest industrial customers?

A.
The five largest customers have special contracts with Citizens that are not subject to Commission approval.  The rates charged by Citizens to these five customers are set individually.  The most recent changes to these contracts were effective May 1, 2001.  The Staff imputed these special contract rate changes to determine the revenue annualized dollars.  The annualized kWh usage of each of these five customers was multiplied by the energy charge effective May 1, 2001 to determine the annualized revenue level in dollars for each customer.  

Elimination of Gross Receipt Taxes

Q.
Why have you removed gross receipt taxes in determining annualized revenue levels?

A.
The Company’s approved tariffs are subject to a “Tax and License Rider”, which allows Citizens to add to customers’ bills the local gross receipt taxes imposed by local taxing authorities.  The Staff’s analysis of Citizens revenues can be conducted either inclusive or exclusive of such gross receipt taxes.  As a matter of administrative simplicity, the Staff’s analysis focused upon “bare” revenues, excluding such taxes.  Therefore, to be sure a matched level of revenues and costs is included in the Staff’s filing after various revenue adjustments are calculated, the entirety of recorded gross receipt revenues and expenses is eliminated from per books test period financial data.  Specifically, adjustment S-1.2 eliminates these gross receipt tax dollars included in test year revenue accounts and adjustment S-89.1 eliminates from the expense accounts the gross receipt tax costs.

PURCHASED POWER AND TRANSMISSION

Q. What is the purpose of adjustments S-11.1 and S-11.2?

A.
These adjustments annualize the changes in costs to Citizens associated with the new purchased power and transmission agreements with Ameren Energy Marketing Company and Ameren Services Company respectively that became effective January 1, 2002.  The adjustments also incorporate annualized customer growth/loss and customer load changes.  Citizens prior wholesale power contract was with AmerenUE’s regulated division and included the purchased power and transmission costs combined.

Q.
Did the Staff review the process that Citizens went through in seeking bids for its electric load requirements?

A.
Yes.  Please see the direct testimony of Staff Accounting witness Stephen M. Rackers for a discussion of Citizens’ approach to meeting its electric load requirements.

Q.
How do these purchased power and transmission expense adjustments compare to the Staff’s revenue adjustments?

A.
The revenue and expense adjustments associated with purchased power and transmission affected by customer kWh usage rely on the same analysis.

Q.
How did the Staff calculate the purchased power adjustment?

A.
The Staff relied on the customer growth and large industrial analysis completed by the Staff for the revenue annualization to base kWh usage levels.  The new purchased power agreement cost components were then compared to the prior agreement costs.  The kWh usage was multiplied at the new purchased power agreement rates for demand and energy to determine an annualized test year cost for purchased power.  The difference between this total annual purchased power cost and the actual test year cost for purchased power quantifies the adjustment S-11.1.

Q.
How did the Staff calculate the transmission adjustment?

A.
The Staff incorporated the same analysis applied to the purchased power agreement for the transmission adjustment.  A comparison of the prior wholesale power contract with AmerenUE was made to the new transmission agreement effective January 1, 2002.  The kWh usage and demand levels were multiplied at the new transmission rates to determine an annualized test year cost for transmission.  Adjustment S-11.2 represents this calculation of annualized test year transmission costs.

Q.
Have Citizens and Ameren Services Company signed the new transmission agreement?

A.
No.  Citizens is awaiting Federal Energy Regulatory Commission (FERC) approval of the agreement.  Citizens and Ameren Service Company have agreed in principle to the transmission rate and this new rate is reflected in the Staff’s adjustment.  The new transmission rate has been used since January 2002 for the calculation of the transmission expense billed to Citizens. 

OTHER REVENUES

Q. Has the Staff reviewed the “other revenues” associated with Citizens’ operation of its electric system?

A. Yes, the Staff has completed a review of the “other revenues” of Citizens. These “other revenues” include sales for resale, miscellaneous service revenues, rent from electric property and other electric revenues.  Adjustments S-7.1, S-8.1, S-9.1 and S-10.1 annualize the test year levels of other revenues of Citizens.  The analysis of the “other revenue” accounts included a review of revenues over the last five years, including the test year.  

Q.
Were there any material changes in Citizens’ “other revenue” accounts during the test year resulting in adjustments?

A.
The only material change occurred in miscellaneous service revenues.  In response to Staff Data Request No. 1.48, Citizens explained this change resulted from non-recurring facility charge payments.  The calculation of the five-year average miscellaneous service revenues therefore excluded the non-recurring facility charge payments.  

UNCOLLECTIBLES (BAD DEBT) EXPENSE

Q.
What is the purpose of adjustment S-52.1?

A.
Adjustment S-52.1 normalizes bad debt expense.

Q.
How was a normal level of bad debt expense for Citizens calculated?

A. As stated in the Revenue section of my testimony, I have determined annualized revenue for Citizens for the test year period ending December 31, 2001.  I calculated the 2001 ratio of net bad debt write-offs to adjusted test year period electric revenue.  I arrived at a normal level of bad debt expense by multiplying annualized revenue by the average write-off ratio for the years 1997 through 2001.

Q.
Why did Staff use a five-year average net write-off ratio in its calculation of bad debt expense?

A.
An analysis of bad debt write-off ratios at Citizens over the most recent five- years shows the level of net bad debt write-offs fluctuates from year to year.  Taking a five-year average has normalized the fluctuation in the level of bad debt write-offs. 

Q.
Does this conclude your direct testimony?

A. Yes, it does.
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