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Q.
PLEASE STATE YOUR NAME AND ADDRESS.

A.
Kimberly K. Bolin,  P.O. Box 7800, Jefferson City, Missouri 65102.

Q.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A.
I am employed by the Office of the Public Counsel of the State of Missouri (OPC or Public Counsel) as a Public Utility Accountant I.

Q.
please describe your educational background.

A.
I graduated from Central Missouri State University in Warrensburg, Missouri, with a Bachelor of Science in Business Administration, major in Accounting, in May, 1993.

q.
what is the nature of your current duties with the office of the public counsel?

A.
Under the direction of the Chief Public Utility Accountant, I am responsible for performing audits and examinations of the books and records of public utilities operating within the state of Missouri.

q.
have you previously testified before the missouri public service commission?

A.
Yes.  Please refer to Schedule KKB-1, attached to this direct testimony, for a listing of cases in which I have previously submitted testimony.

Q.
WHAT IS THE PURPOSE OF YOUR direct TESTIMONY?

A.
The purpose of my direct testimony is to express the Public Counsel’s position regarding dues, donations and memberships.  I will also address the appropriate regulatory treatment of payroll and payroll taxes, 401K matching costs and security costs.

dues, donations and memberships

Q. what adjustment do you propose to the test year for dues, donations and memberships?

A. I recommend disallowing $5,295 for donations and $22,083 for dues and memberships (See Schedule KKB-2).

Q. please explain why you propose removing certain dues, donations and memberships from the test year.

A. I propose removing certain dues, donations and memberships because the expenditures are either:


1.  Representative of involuntary ratepayer contributions:


2.  Supportive of activities which are duplicative of that performed by other organizations to which the Company belongs and pays dues:

 
3.  The cost of the organization’s activities do not provide any direct benefit to the ratepayers; or


4.  Membership to the organization is not necessary for the utility to provide safe and adequate service.


In keeping with the traditional ratemaking approach, no assessment was made of the social desirability of membership within any organization.  The only criterion considered was that a customer purchasing electricity from Empire District Electric Company (Empire or Company) should not be required to reimburse the Company for expenditures which are not necessary to provide safe and adequate service and/or provide unsupported direct benefits.  The expenditures to the various organizations I excluded are not necessary in order for the utility to provide safe and adequate service. 

Q. what is the standard that the commission utilizes to determine whether dues paid by regulated public utilites are to be allowed in the determination of the cost of service?

A. The Commission stated in, RE: Kansas City Power and Light Company, 24 Mo. P.S.C. (N.S.) 386, 400 (1986):



The rule has always been that dues to organizations may be allowed as operating expenses where a direct benefit can be shown to accrue to the ratepayers of the Company.  Conversely, where that sort of benefit odes not appear, disallowance of the dues is required.

Q. what is the standard that the commission utilizes to determine whether donations (contributions) paid by regulated public utilites are to be allowed in the determination of the cost of service?

A. The Commission stated in Re: St. Louis County Water Company, 94 PUR4th 96, 107 (1988) that:

 

The issue here is not the worthiness of the charitable organizations to which the Company, contributed, but rather the fact that ratepayer dollars are flowed through to any charitable organization, whether the individual ratepayer would have chosen to make that contribution or not.  A utility customer should not be made an unwilling contributor, through payment of utility rates, to a charity which he or she might not personally support.  The Company may find it appropriate and desirable to contribute shareholder dollars to charitable causes in the community which Company serves.  However, the Company’s rates should not include such contributions.

payroll, payroll taxes and 401K costs 

q.
did you prepare an analysis of annualized test year payroll?

A.
Yes.  I have prepared an analysis to determine a proper and reasonable annualized payroll expense level.  OPC’s annualized level of total Company payroll expense is $26,511,009. (Schedule KKB-3) I have included all employees’ (as of December 31, 2001) hourly wage rates multiplied by 2088 hours to arrive at a total company base payroll.  I also included in my payroll annualization the amount of overtime paid during the test year and the associated payroll taxes for the overtime.

q
how many employees have you included in your payroll annualization?

A.
I included 644 employees.  This was the level of Empire employees as of December 31, 2001.  In the true-up audit, I plan to update the employee level as of June 30, 2002.

q.
did you include AN annualizATION OF payroll taxes and employer 401K costs in your payroll Annualization?

A.
Yes, I performed an annualization of payroll taxes which included FICA, federal and state unemployment tax, and employer 401K costs.  (See Schedule KKB-3)

q.
what expense ratio did you apply to your payroll annualization?

A.
I used an expense ratio of 71.872%, which happens to be a yearly average of the expense ratio for calendar years 1997 through 2001. (See Schedule KKB-4)

q.
why did you use an average instead of the test year expense ratio?

A.
Expense ratios vary from year to year, with no trends indicating if the level will increase or decrease in the future.  Therefore I felt an average of the past five years would be more appropriate.  The expense ratio for 2001 was the highest expense ratio for the last five years.  I do not believe that this level is representative of what will occur in the future.

q.
how much overtime have you included in your payroll annualization?

A.
I included $3,415,573 for overtime in my payroll annualization.  This is a yearly average based on calendar years 1997 through 2001.  I decided to use an average for the same reason I used an average for the expense ratio, overtime fluctuates from year to year.  (See Schedule KKB-4)

q
does empire district electric Company operate in other jurisdictions besides missouri?

A.
Yes.  Empire also operates in Arkansas, Kansas and Oklahoma.

q.
does empire also have water utlity operations in missouri that empire employees send time working on?

A
Yes.

q.
for your payroll annualization did you formulate allocation factors to determine the missouri electric jurisdictional payroll expense?

A.
No.  I did not develop jurisdictional allocation factors for Empire in this case.  Therefore, the jurisdictional allocation factor that the Commission decides to use to allocate payroll costs for the Missouri jurisdictional electric operations should be applied to my annualized payroll expense of $26,511,000.

security costs

Q. what is the issue?

A.
The Company has proposed a rider for  offsetting possible future security costs.  This rider resembles a surcharge.  The rider would allow the company to receive approximately $1 million a year for security costs it is currently not incurring.  The rider would be charged to all electric service based on kWh usage. 

Q. should prudent and reasonable security costs be included in the test year cost of service?

A.
Yes.  Security costs are like any other expense the Company incurs to provide safe and adequate service.  Security costs are no different than payroll and maintenance costs.  The level of reasonable annual security costs should be included in the Company’s cost of service.

Q. is the public counsel opposed to empire’s proposal to address security costs via a tariff that would establish a security rider?

A. Yes.  The proposed tariff is very vague and undefined.  Security costs are a normal cost of business for a utility.  The proposed tariff appears to authorize $1 million for unspecified costs and apparently could be adjusted at the Company’s discretion.  A tariff for a normal expense that may increase in the future is not consistent with sound regulatory practice.  Rather, prudent known and measurable security expense should be included in the cost of service for ratemaking purposes.

q.
what amounts of security costs did the company incurr during the test year?

A.
The Company incurred $92,510.76 in capital costs and $98,793 for security expense.

q.
did the Company make capital improvements for security purposes?

A.
Yes.  The Company built a new guard building at the Riverton plant.

q.
Is this improvement a captial cost that will be included in rate base?

A.
Yes.  If reasonable, this expenditure will be included in rate base and the Company will received a return on the expenditure.  The Company will not receive a return of the expenditure because it is a capital item.  

Q.
please explain the terms “return of” and “return on.”

A.
If an expenditure is recorded on the income statement as an expense it is compared dollar for dollar to revenues.  This comparison is referred to as a “return of” because a dollar of expense if matched by a dollar of revenue.


“Return on” occurs when an expenditure is capitalized within the balance sheet because it increased the value of a balance sheet asset or investment.  This capitalization is then included in the rate base calculation, which is a preliminary step in determining the earnings the company achieves on its total regulatory investment.

q.
please describe the security expenses the company incurred during the test year.

A.
The Company hired a two security firms to provide security at all of the Company’s plant and corporate office.

q.
did empire have security guards prior to September 11, 2001?

A.
Yes, but not at all plants. Only the corporate offices, Energy Center, Ashbury and State line common facilities had guards prior to September 11, 2001.  Riverton and Ozark Beach did not have security guards prior to September 11, 2001.  Guards were put in place at Ashbury beginning in August 2001.

q.
has public counsel determined the approriate annualized level of reasonable security expense to be included in the cost of service?

A.
Yes, Public Counsel believes $286,541 is the appropriate annualized level of security expense for Empire District Electric Company.  This level of security expense includes the cost of security at every plant for a full twelve months, unlike the test year amount the Company incurred.

q.
how did you arrive at this amount?

A.
I used test year security costs for the Corporate Office and the State Line Plant.  For the other plants I used a monthly average of available data through May 2002 to arrive at an annual amount for security costs. My attached Schedule KKB-5 shows each the security expense incurred for each plant by month.  

q.
Please summarize Public Counsel’s position regarding security costs.

A.
Public Counsel believes an reasonable level of security costs should be included in the cost of service.  The Commission should reject the rider the Company has proposed.  Security costs are an on-going normal cost of business for a utility company.

Q.
DOES THIS CONCLUDE YOUR direct TESTIMONY?

A.
Yes. 
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