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DIRECT TESTIMONY
OF
PAUL R. HARRISON

LIBERTY UTILTIES (MISSOURI WATER), LL.C
D/B/A LIBERTY UTILITIES

CASE NO. WR-2018-0170
Please state your name and business address.
Paul R. Harrison, P. O. Box 360, Jefferson City, Missouri 65102.

By whom are you employed and in what capacity?

L

I am a Regulatory Auditor with the Missouri Public Service Commission

(*“PSC” or “Commission”).

BACKGROUND OF WITNESS

Q. Please describe you education, work background and testimony that you have

filed at the Commission.

A. Schedule PRH-dI provides a detailed description of my education and work
background, lists the cases in which I participated and lists the formal and informal case

issues that [ have completed during my tenure here at the Commission.

Q. Did you make an examination and analysis of the books and records of
Liberty Utilities (Missouri Water), LLC (“Liberty Utilities” or “Company’} in regard to the

issues raised in this case?

A. Yes, in conjunction with other members of Staff.
EXECUTIVE SUMMARY
Q. What were your primary responsibilities in this case?
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A. As the Lead Auditor in this case, my primary area of responsibility, in
conjunction with other Staff members, was to review the Company’s revenues, expenses and
rate base in order to develop a cost of service and determine Liberty Utilities’ revenue
requirement. Staff examined information provided by the Company in response to Staff’s data
requests, as well as the Company’s general ledger, vendor operating contracts and bids,
Company workpapers, Liberty Utilities’ current effective tariffs and Liberty Ultilities’
PSC annual reports. [n addition, Staff conducted several meetings with the Company in order
to obtain a better understanding of the operations of the Company.

Q. Who were the Staff members assigned to this case to develop Staff’s cost of
service and what were their issues?

A. Staff witnesses Paul R. Harrison, David Murray, Jim Dittmer,
Stephen Moilanen, Brooke Richter and Debbie Duncan were assigned fo this case
to develop the cost of service. The following is a list of the issues each were assigned
to review:

Staff witness Harrison: Payroll, Payroll Benefits, Payroll Taxes, 401k, Medical and
Dental Insurance, Worker’s Compensation, Purchased Water, Purchased Power, Chemical
Expense, Rate Case Expense, Injuries and Damages, Current Income Taxes, Deferred Income
Taxes and Accumulated Deferred Income Taxes.

Staff witness Murray: Rate of Return for Staff’s Revenue Requirement which
required specific recommendations on Capital Structure, Cost of Debt, and Return on Equity.

Staff Consultant witness Dittmer: Upstream Service Affiliates Adjustment and

Corporate Allocations,
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Staff witness Moilanen: Annual additions and retirements as well as associated
Plant in Service balances and Depreciation Reserve balances; and, proposed depreciation rates
to be used by the Company on a going forward basis. Depreciation rates were included in the
Partial Disposition Agreement of this case and are awaiting approval by the Commission.

Staff witness Richter: Normalized and Annualized Revenues, Miscellaneous
Revenues, Outside Services/Contract Maintenance, Bad Debt Expense, Meter Reading
Expense, Transportation Expense, DNR Fees, and Property Taxes,

Staff witness Duncan: Rate Base, Other Rate Base Items, Customer Deposit Expense,
Lease Expense, Rent Expense, Contribution in Aid of Construction (CIAC) Offset,
Amortization Expense, Insurance Expense and PSC Assessment. These issues are addressed
in the Audit Department Memorandum that is attached to this testimony as Schedule PRH-d2.
The credentials for all witnesses are attached to this testimony as Appendix 1.

Q. What topics are addressed in this piece of testimony?

A. I am sponsoring Staff’s Auditing Memo (Schedule PRH-d2) and T will also
provide in my direct testimony Staff’s Accounting Schedules Summary (Schedule PRH-d3),
which provides an overview of Staff’s proposed revenue requirement by the current service
areas of Liberty Utilities. [ am also sponsoring testimony on test year and update period, and
presenting Staff’s positions on various issues including: an overview of the
Partial Disposition Agrecment, rate case expense, NARUC USOA compliance, outside
services/contract maintenance and Staff’s recommendation for a future rate case. All issues,
including those on which testimony is not provided here, are addressed in the Audit Staff’s

Memorandum that is attached as Schedule PRH-d2.
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OVERVIEW OF THE PARTIAT DISPOSITION AGREEMENT

Q. Did Staff conduct a full investigation of Liberty Utilities in response to the

Company’s rate increase application?

A. Yes, as part of Staff's investigation, Staff met with the Company, OPC, and the
Interveners and providéd to all parties the results of its investigation. After negotiations,
Staff and Liberty Utilities reached a Parfial Disposition Agreement regarding the
resolution of certain issues of Liberty Utilities' rate increase request. Because there is no
agreement at this time on overall revenue requirement and the other issues mentioned in the
Audit Staff Memorandum, all parties have requested an evidentiary hearing on the unresolved
issues. Staff’s position of these issues is addressed in the Audit Staff Memorandum which
is attached as Schedule PRH-d2.

Q. Please identify the issues that have not been resolved with the

Partial Disposition Agreement for this case.

A. The issues left unresolved between the parties include: (a) revenue
requirement, (b) return on equity, (c) capital structure, (d) rate base, (e) rate case expense,
(f) rate design and rate consolidation, and (g) compliance with § 393.140(4) RSMo,

4 CSR 240-50.030(1) and 4 CSR 204-61.020(1), the use of The Uniform System of Accounts.

TEST YEAR AND UPDATE PERIOD

Q. What is the test year and update period for this case? |

A. Staff used a test year of the twelve months ending June 30, 2017, with an
update period through November 30, 2017, to develop its revenue requiremnent

recommendation in this case.
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OYERVIEW OF STAFF’S RECOMMENDED REVENUE REQUIREMENT

Q. What is Staff’s proposed revenue requirement in this case?

A, Based upon Staff’s examination of Liberty Utilities books and records and
discussions with the Company’s employees, Staff’s recommended revenue requirement
calculation for Liberty Utilities through November 30, 2017, using a return on equity (ROE)
of 10.00%, is $810,886 for water and $179,323 for sewer for the eleven Liberty Utilities water
systems and three sewer systems. This revenue requirement amount involves an increase in
Liberty Utilities’ current water and sewer rates of approximately 91.49% for water
and 69.08% for sewer service. The Staff Accounting Schedules for these systems are also
being filed with this testimony. All three of Silverleaf water systems have the same water
tariff rate, thus the three systems are combined into one Accounting Schedule. Both of
Silverleaf sewer systems have the same sewer tariff rate and are also combined into one
Accounting Schedule.

Q. What caused the water and sewer service rates to increase this much for
these systems?

A. The primary causes are the length of time since rates were last adjusted and
notable investments made in the systems. The Commission’s last approved rate increase for
Liberty Utilities’ KMB properties became effective on February 1, 2011, as a result of
Case Nos. WR-2010-0345 and SR-2010-0346. The Commission’s last approved
rate increase for Liberty Utilities’ Silverleaf properties became effective on April 2, 2007,
as a result 6f Case Nos. WR-2006-0425 and SR-2006-0426. Finally, the Commission’s
last approved rate increase for Liberty Utilities’ Noel properties became effective on
November 12, 2009, as a result of Case No. WR-2009-0395. Seven to eieven years have

passed without these systems having a rate case. Since then, Liberty Utilities has invested
Page-5
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approximately $1,952,614 for water and $621,830 for sewer improvements. The details for
the amount of the investments for each tariffed system are attached to this testimony as
Schedule PRH-d4. These system upgrades were needed to align with Department of
Natural Resource (DNR) standards and to improve quality of service for the

Liberty Utilities ratepayers.

RATE CASE EXPENSE
Q. What is the issue with rate case expense for this case?
A Utility companies incur various expenses in the preparation and presentation

of a rate case before the Commission. Included in these costs are expenses for outside
counsel, expert witnesses, and miscellaneous expenses for items such as travel expenses and

copying costs. Staff submitted Data Request No. 0016 requesting:

1) a breakdown, by account charged, of the actual costs of the Company’s last
rate case; 2) detailed rate case expense invoices for current case (i.e., detailed
legal fees from outside consultants, detailed invoices from expert witness fees
showing number of hours worked and the hourly rates, postage/federal express
and costs incurred by the company staff to attend case related activities in
Jefferson City); 3) a Company schedule showing expenses booked to account -
028 related to the current rate case; and 4) any changes, since the last rate case
to policies and procedures employed by the Company to establish and control
the parameters for a reasonable level of rate case expense and an explanation
of these changes. Please continue to update rate case expense throughout this
case as data becomes available,

To date, Staff has received a spreadsheet with six expenditures for legal fees
totaling $1,409. However, Staff has not received invoices or other detailed source documents
in order to determine rate case expense for this case. During a meeting with the Company on
March 28, 2018, Staff requested invoices and additional documentation for rate case expense

for this case, however as of the time Staff filed this testimony, Staff has not received the
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additional information requested. Once Staff receives that documentation, Staff will update

rate case expense for this case.

NARUC USOA COMPLIANCE

Q. Please explain the issue concerning the National Association Regulatory
Utilities Commission (NARUC) Uniform System of Accounts (USOA),

A. Liberty Ultilities is not maintaining its books and records in accordance with
the Commission’s adopted version of the National Association Regulatory Utility
Commission, (NARUC) Uniform System of Accounts (USOA). The Missouri Public Service
Commission (MoPSC) adopted the 1973 version of the water NARUC USOA and
the 1976 version of sewer NARUC USOA; however Liberty Utilities has set its books and
records up according to the 1996 version of the NARUC USQA. The MoPSC has never
adopted the 1996 version. Using the incorrect version of the NARUC USOA causes
consistency and accuracy of accounting issues, because the underlying accounting data
required under the 1996 version of the USQA is somewhat different from the accounting data
required under the 1973 and 1976 USOA version. Staff recommends that Liberty Utility
maintain its books and records in accordance with the Commission’s adopted version of the

National Association Regulatory Utility Commission, (NARUC) Uniform System

of Accounts (USOA).

OUTSIDE SERVICES/CONTRACT MAINTENANCE

Q. Are there any other issues that need to be addressed in your testimony?
A. Yes. Liberty Utilities uses outside contractors to perform water/wastewater
operator functions, meter reading, maintenance and operation duties for all of

Liberty Utilities systems except for Noel Water. The Company stated to Staff that routine
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operation duties are provided by Noel employees; however, it would still use outside
operators for any type of non-routine maintenance such as main breaks. Contract maintenance
expenses are the most significant cost that Liberty Utilities has for ten of the eleven water and
all three sewer systems. Therefore, Staff recommends that Liberty Utilities perform a cost
benefit analysis, prior to ifs next rate case, in order to determine if it would be more cost
effective to hire and use in house employees instead of contracting the work out

to contractors.

STAFEF’S RECOMMENDATION FOR A FUTURE RATE CASE

Q. Why . is Staff recommending the Company file another rate case
within 18-24 months of the effective date in this proceeding?

A. Since Liberty Utilitics was approved to acquire seven additional water systems
(Ozark International, Inc.) Case No. WM-2018-0023, in April of this year, accumulating more
than 900 additional customers, Staff is recommending the Commission order the
Company to file a rate case within 18-24 months after the effective date of rates in this matter.
This course of action is advisable because corporate allocations are a significant expense in
this case and this would also allow Liberty to demonstrate they are now in compliance
with § 393.140(4) RSMo, 4 CSR 240-50.030(1) and 4 CSR 204-61.020(1), the usc of
The Uniform System of Accounts.

| Q. " Does this cc.mclude your direct testimony?

A. Yes.

Page-8



BEFORE THE PUBLIC SERVICE CONMISSION

OF THE STATE OF MISSOURI
In The Matter of the Application of Rate Increase for )
Liberty Utilities (Missouri Water), LLC d/b/a ) Case No, WR-2018-0170
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AFFIDAVIT OF PAUL R. HARRISON
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Education, Background and Case Participation
Paul R. Harrison

I am a Utility Regulatory Auditor with the Missouri Public Service Commission
(MoPSC or Commission). I have performed duties as a Utility Regulatory Auditor within the
Auditing Department at the Commission since January 18, 2000. As a result of being assigned
lead auditor in a significant number of rate cases, I have been responsible for the supervision of
other Auditing Department employees in rate cases and other regulatory proceedings before the
Commission,

I graduated from Park College, Kansas City, Missouri, where T earned Bachelor of
Science degrees in both Accounting and Management with Magna Cum Laude honors in
July 1995. 1 earned an Associate degree in Missile Technology from the Community College of
the Air Force in June 1990, I attended and graduated with honors from; the Senior Non-
Commission Officer (NCO) Academy, NCO Academy and Air Force Leadership School while
on active duty in the USAF. | attended and received a certificate of completion of an H&R Block
income tax training course in July 1996 and begin my own tax practice during that same year.

Prior to coming to work at the Commission, I was the manager for Tool Warehouse Inc.
for four and one-half years. As the manager, I trained, supervised; and coordinated the daily
acti{!ities of personne] assigned to the Tool Warchouse. 1 was responsible for the daily sales
volume, performed break-cven sales analysis and maintained corporate 'budgets. I created and;
performed monthly inventory, generated inventory reports and, ordered all merchandise, ($2.5-
million}, for the tool warehouse in accordance with Tool Warehouse policy and procedures. .

Prior to being the rnanagér of the Tool Warehouse Ind, I was in the United States Air

Force (USAF) for twenty-three years. During my career in the USAF, I heid many different
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duty positions with various levels of responsibility, 1 retired from active duty as the
Superintendent of the 321st Strategic Missile Wing Mechanical Flight. In that capacity, I
supervised 95 missile maintenance technicians and managed assets valued in excess of $50
million,

My duties at the Commission include performing audits of the books and records of
regulated public utilities under the jurisdiction of the MoPSC, in conjunction with other
Commission Staff (Staff) members. In this capacity, T am required to prepare testimony and
serve as a Staff expert witness on rate cases concerning the ratemaking philosophy and
methodology of issues that I am assigned. As a senior auditor and the lead auditor on a number
of formal and informal cases, I have participated in the supervision and instruction of auditors
within the Utility Services Department.

1 acquired my knowledge of the ratemaking philosophy and methodology of these topics
through hands on experience and through on-the-job training working prior rate cases before this
Commission. | acquired general knowledge of these topics through review of Staff work papers
from prior rate cases brought before this Commission, through review of prior Commission
decisions and Company’s testimony with regard to these areas. In addition, I have reviewed the
Commission’s Annual Reports and the Company’s Security and Exchange Commission (SEC)
Annual Reports, Tariffs, work papers and responses to Staffs data requests addressing these
topics in this case.

I have participated in approximately forty formal and forty-five informal rate case
proceedings before fhe Commission. I was assigned as lead auditor on over seventy-five percent

of these cases.
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Additionally, my college coursework included accounting and auditing classes. Since

commencing employment with the Commission, I have attended various in house training

seminars and National Association of Regulatory Utility Commission (NARUC) training

conferences.

The Schedule below lists the formal and informal rate cases along with the issues that 1

filed testimony and participated in before the Commission.

CASE PROCEEDING/PARTICIPATION

PAUL R. HARRISON

SUMMARY OF FORMAL CASES

The Empire District Electric
Company

ER-2016-0023

August 2016
Surrebuttal Testimony-Pension & OPEBs; Riverion 12
Conversion / Construction Audit.

The Empire District Electric
Company

ER-2016-0023

June 2016
Cost of Service Report-Pension & OPEBs; Riverton 12
Conversion / Construction Audit.

The Empire District Electric
Company

ER-2014-0351

May 2015
Cost of Service Report-Pension & OPEBs;
Jurisdictional Allocations; Fuel & Purchased Power;
OFF-System Sales Revenue & Expense; Entergy
Purchased Power Contract; Fly Ash Offset; Software
Maintenance & CWC, Rate Base calculation of Fuel
Coal, Fuel-Purchased Power; Fuel-Purchased Qil &
Fuel-Purchased Gas.

Lead Auditor

The Empire District Elsctric
Company

ER-2012-0345

February 2013
Cost of Service Report-Pension & OPEBs; COR &
State Flow-Through Income Taxes; Income Tax Current
& Deferred Expense; ADIT; and Infrastructure & Tree
Trimming Expense.

Lead Auditor

Missouri American Water
Company

WR-2011-0337

SR-2011-0338

February 2012
Surrebuttal Testimony-Unamortized Balance of the
Security AAO; Roark Sewer Plant Operating Expenses
and MAWC’s Acquisitions.
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CASENO,

TESTIMONY/ISSUES

Lead Auditor

Missouri American Water
Company

WR-2011-0337

SR-2011-0338

January 2012
Rebuttal Testimony-Pension Tracker Mechanism and
Acquisitions of Loma Linda, Aqua Missouri and Roark
Water & Sewer.

Lead Auditor

Missouri American Water
Company

WR-2011-0337

SR-2011-0338

November 2011
Cost of Service Report- Pensions & OPERS;
Amortization of Regulatory Assets; Acquisitions:
Plant in Service; Depreciation Reserve,
Depreciation Expense, CIAC Amariization: Other
Rafte Base ltems; Net Negative Salvage; Current &
Deferred Income Taxes; ADIT; and Aceounting
Schedules.

Lead Auditor

Missouri American Water
Company

WR-2011-0336

August 2011
Memorandum-- Infrastruciure System Replacement
Surcharge (ISRS)-2011

The Empire District Electric
Company

ER-2011-0004

February 2011
Surrebuttal Testimony-Infrastructure Remediation
Costs; FAS 123 Accumulated Deferred Income Taxes

The Empire District Electric
Company

ER-2011-0004

February 2011
Cost of Service Report-Current & Defarred Income
Taxes; ADIT; and Infrastructure & Tree Trimming
Expense

ECPL-GMO MPS & L&P
Electric

ER-2010-0356

January 2011
Surrebuttal Testimony- Advanced Coal Credits ITC;
KC Earnings Tax

True-Up - Pensions & OPEBS; Current Income &
Deferred Taxes

Litigated- Advanced Coal Credit ITC

Kansas City Power & Light
(KCPL)

ER-2010-0355

January 2011
Surrebuttal Testimony- Advanced Coal Credits ITC;

KC Earnings

True-Up - Pensions & OPEBS; Current Income &
Deferred Taxes

Litigated- Advanced Coal Credit ITC

Kansas City Power & Light
(KCPL)

ER-2010-0355

December 2010
Rebuttal Testimony- Regulatory Plan Amortization
Empact on Income Taxes
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TESTIVMONY/ISSUES

KCPL-GMO MPS & L&P
Electric

ER-2010-0356

November 2010
Cost of Service Report- Pensions & OPEBS; Current &
Deferred Income Taxes; Advanced Coal Credits ITC,
KC Earnings Tax and Regutatory Plan Amortization
Impact on Income Taxes

Kansas City Power & Light
(KCPL)

ER-2010-0355

November 2010
Cost of Service Report- Pensions & OPEBS; Current &
Deferred Income Taxes; Advanced Coal Credits ITC;
KC Earnings Tax and Regulatory Pian Amortization
impact on Income Taxes

The Empire District Electric
Company

ER-2010-0130

April 2010
Surrebuttal Testimony - Bad Debt Expense;
Infrastrocture Rule Expense; State Income Tax Flow
Through Prior to 1994 — Tax Timing Differences

Lead Auditor

The Empire District Eleciric
Company

ER-2010-0130

April 2010
Rebuttal Testimony - State Income Tax Flow-Through
Prior to 1994 — Tax Timing Differences

Lead Auditor

The Empire District Eleciric
Company

ER-2010-0130

Febroary 2010
Cost of Service Report- Allocations; Pensions &
OPEBS; DSM Program; Amortization Rate Base &
Expense; Revenues; Bad Debt; Banking Fees;
Infrastructure & Tree Trimming Expense; Employee
Benefits; Lease Expense; O8&M Expenses New Plant;
Carrying Cost New Plant; Current & Deferred Income
Taxes.

Lead Auditor

The Empire District Gas
Company

GR-2009-0434

October 2009
Cost of Service Report- Allocations/Rents; Right-of-
Way Clearing; AAO-MGP Costs; Franchise Fees;
Reconciliation; Current & Deferred Income Taxes.

Lead Auditor

Kansas City Power & Light
(KCPL)

ER-2009-0089

April 2009
Surrebuttal- Non-Talent Assessment Severance Costs

True-Up - Pensions & OPEBS; Current & Deferred
Income Taxes

KCPL-GMO MPS & L&P
Electric

ER-2009-0090

April 2009
Surrebuttal-Cost of Removal-Income Taxes, Regulatory
Asset Amortization,

True-Up - Pensions & OPEBS; Income & Deferred
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TESTIMONY/ISSUES

Taxes

Lead Audifor

Kansas City Power & Light
{KCPL)

ER-2009-0089

March 2009
Cost of Service Report- Pensions & OPEBS; Non-
Talent Assessment Severance Costs; Officer Expenses;
Meals & Entertainment Expense; Employee Relocation
Expense; Lobbying Expense; Lease Expenses; Non-
Operating Cost Adjustment; Current & Deferred Income
Taxes

KCPL-GMQ MPS & L&P
Electric

ER-2009-0090

March 2009
Cost of Service Report- Pensions & OPEBS;
Miscellaneous Adjustments; SILP Merger Transition
Costs; Employee Relocation Expense; Lease Expenses;
Current & Deferred Income Taxes

Lead Auditor

KCPL-GMO L&P Steam

HR-2009%-0092

March 2009
Cost of Service Report- Pensions & OPEBS;
Miscellaneous Adjustments; Current & Deferred Income

Taxes

Lead Auditor

Missouri American Water
Company

WR-2008-0311

October 2008
Surrebuttal- Bellevilie Lab Allocations; Compensation
for Services MAWC Provided to AWR
Litigated- Corporate Allocations

True-Up - Corporate Allocations; Income &
Deferred Taxes

Lead Auditor

Missouri American Water
Company

WR-2008-0311

August 2008
Cost of Service Report- Case Reconciliation; Corporate
Allocations & Expenses; Belleville Lab Allocations;
Compensation for Services MAWC Provided o AWR;
Current & Deferred Income Taxes

Lead Auditor

Laclede Gas Company

Separate Docket
Investigation of Affiliated Transactions, Corporate
Allocations & Appropriate Time Charges Between
Laclede’s Regulated & Unregulated Substdiaries

Page 6 of 17




COMPANY

CASENO.

TESTIMONY/ISSUES

Missouri Gas Utility

GR-2008-0060

February 2008
Cost of Service Report- Revenue Requirement Run
(EMS) Merger & Acquisition Costs (Start-Up Costs);
Corporate Allocations; Current & Deferred Income
Taxes

Lead Auditor

Missouri Gas Energy

GU-2007-0480

July 2008
Rebuttal- AAO Manufactured Gas Plant

Litigated- Manufactured Gas Plant

FLead Auditor

Missouri Gas Energy

GU-2007-0480

September 2007
Memorandum — AAQO Manufactured Gas Plant

Lead Auditor

Laclede Gas Company

GR-2087-0208

May 2007
Direct — Affiliated Operations; HVAC & Home Sale
Inspection; Injuries & Damages; Insurance; 401 (k)
Expenses; Pensions & OPEBS; Non-Qualiited Pension
Plan Expenses; Current & Deferred Income Taxes

Troue-UP — Current & Deferred Income Taxes

Missouri Gas Energy

GR-2006-0422

November 2006
Rebuttal- Environmental Response Fund, Manufactured

Gas Plant

Litigated- Manufactured Gas Plant

Missouri Gas Energy

GR-2006-0422

October 2006
Direct— Revenues; Purchased Gas Adjustments; Bad
Debt Expense; ECWR AAO Bad Debt: Rent; Pensions &
OPEBS; Income Taxes; Franchise Taxes; Manufactured
Gas Piant, and Case Reconciliation

Litigated- Emergency Cold Weather Rule
True-Up - Revenues; Bad Deht Expense; Pensions

& OPEBS; Income Taxes

The Empire Electric Company

ER-2006-0315

July 20006
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CASE No:

TESTIMONY/ISSUES

Rebuttal- Storm Damage Tracker

The Empire Electric Company

ER-2006-0315

June 2006
Direct- Tree Trimming Expense and Construction Over-
Run Costs

Missowri Pipeline & Missouri
Gas Company LLC

GC-2006-0378

November 2006
Memorandum-- Plant in Service, Depreciation Reserve,
Depreciation Expense, Transactions & Acquisition Costs
and Current & Deferred Income Taxes

New Florence Telephone

TC-2006-0184

October 2006
Memorandum-- Plant in Service; Depreciation Reserve;
Depreciation Expense; Plant Overage; and Materials &
Supplies

July 2006
Cass County TC-2005-0357 Memorandum-- Plant in Service; Depreciation Reserve;
Telephone Depreciation Expense; Plant Overage; Plant Held for
Future Use and Missouri Universal Service Fund
May 2006
Cass County Telephone & TO-2005-0237 Memorandum-- Fraud Investigation case involving

New Florence Telephone
Fraud Investigation Case

Cass County Telephone and New Florence Telephone

Missouri Gas Energy

GR-2004-0209

June 2004
Surrebuttal - Revenues and Bad Debt Expense

True-Up - Revenues; Bad Debt Expense; Current &
Deferred Income Taxes

Missouri Gas Energy

GR-2004-0209

May 2004
Rebuttal - Revenues; Bad Debt Expense; and
Manufactured Gas Plant

Litigated- Manufactured Gas Plant

Missouri Gas Energy

GR-2004-6209

April 2004
Direct — Revenues; Purchased Gas Adjustments; Bad
Debt Expense; Medical Expense; Rents; Incentive
Compensation and Current & Deferred Income Taxes

Union Electric Company
d/b/a AmerenUE {Gas)

GR-2003-0517

. QOctober 2003
Direct — Corporate Allocations; UEC Missowri Gas
Allocations; CILCORP Allocations; Rent Expense;
Maintenance of General Plant Expense; Lease
Agreements; and Employee Relocation Expense
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CASENO:

June 2002
Union Electric Company EC-2002-1
d/b/a AmerenUE (Electric) Surrebuttal - Coal Inventory; Venice Power Plant Fire;
Tree Trimming Expense; and Automated Meter Reading
Service
June 2002
Laclede Gas Company GR-2002-356 Direct - Payroll; Payroll Taxes; 401k Pension Plan;

Health Care Expenses; Pension Plan Trustee Fees;
Incentive Compensation and Clearing Account:

True- Up — Payroll; Payroll Taxes; and Clearing
Accounts

Union Electric Company d/b/a
AmerenUE (2™ period, 3"
EARP) {Eleciric)

EC-2002-1025

April 2002
Direct - Revenue Requirement Run; Plant in Service;
Depreciation Reserve; Other Rate Base items;
Venice Power Plant Fire expenditures;
Tree Trimming Expense; and Coal Inventory

March 2002

m Complaint Case, EC-2002-1 BDirect - Materials and Supplies; Prepayments; Fuel
Union Electric Company Inventory; Customer Advances for Construction;
d/b/a AmerenUE (Eleciric) Customer Deposits; Plant in Service; Depreciation
Reserve; Venice Power Plant Fire Expenditures; Tree-
Trimming Expense; Automated Meter Reading Expense;
New Test Year ordered by Customer Deposit Interest Expense; Year 2000
The Commission. Computer Modification Expense; Regulatory Advisor’s
Consulting Fees; and Property Taxes
Deposition — Aprit 11, 2002
July 2001
1* Comptaint Case, EC-2002-1 Direct - Materials and Supplies; Prepayments; Fuel
Union Electric Company Inventory; Customer Advances for Construction;
d/bfe AmerenUE (Electric) Customer Deposits; Plant in Service; Depreciation
Reserve; Power Plant Maintenance Expense; Tree-
Trimming Expense; Automated Meter Reading
Expense; Customer Deposit Interest Expense; Year
2000 Computer Modification Expense; Computer
Software Expense; Regulatory Adviser's Consulting
Fees; Board of Directors Advisor’s Fees and Property
Taxes.
Deposition — November 27 2001
February 2001
Union Eleciric Company d/b/a EC-2001-431 Coal Inventory
AmerenUE (2™ period, 2™
EARP) (Electric)
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COMPANY

Union Electric Company d/b/a

Ameren UE (Gas)

GR-2000-512

August 2000
Direct - Cash Working Capital; Advertising Expense;
Missouri PSC Assessment; Dues and Donations;
Automated Meter Reading Expenses; Computer
System Software Expenses (C5S); Computer System
Software Expenses (Y2K); Computer System Software
Expenses (EMPRV); Generation Strategy Project
Expenses; Regulatory Advisor’s Consulting fees and
Board of Directors Advisor’s fees.

SUMMARY OF INFORMAL CASES

Ridge Creck Water

WR-2017-0042

Aprit —2017
Small Informal rate case — All Cost of Service items {o
include Rate Base; Revenues; Expenses; and Current &
Deferred Taxes.

Lead Auditor

Raccoon Creek Sewer

SR-2016-0202

May- 2017
Memorandum-- Cost of Service; Corporate Allocations;
Corporate Payroli & Benefits; Outside Services;
Revenues & Expenses; Net Rate Base; Rents; Current
Income Taxes .

Rogue Creck Water & Sewer

WO-2016-0139

April - 2017
Investigatory Docket-- concerning the conduct of the
court-appointed receiver for MPB & PCB Sewer

MPB & PCB Receiver
lnvestigation

WO0-2016-0139

March - 2017
Investigatory Docket-- concerning the conduct of the
court-appointed receiver for MPB & PCB Sewer

Hillcrest Water & Sewer

WR-2016-0064
SR-2016-0065

May-2016
Rebuttal Testimony—~Corporate Payroll & Benefits;
Corporate Allocations; Audit Costs & Tax Preparation

Fees

Lead Auditor

Litigated

Hillcrest Water & Sewer

WR-2016-0064
SR-2016-0065

April-2016
Direct Testimony— Corporate Payroll & Benefits;
Corporate Allocations; Audit Costs & Tax Preparation

Fees

Lead Auditor

Litigated
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COMPANY.

TESTIMONY/ISSUES

Hillerest Water & Sewer

WR-2016-0064
SR-2616-0065

March-2016
Memorandum-- Cost of Service; Corporate Allocations;
Corporate Payroll & Benefits; Outside Services;
Revenues & Expenses; Net Rate Base; Rents; Current
Income Taxes.

Lead Auditor

Missouri American Water
Company Acquisition of
Hickory Hills Water & Sewer

WA-2016-0019

November 2015
Memorandum ~ Hickory Hills Acquisition by MAWC,
Development of Rate Base; Revenues & Expenses;
Determination of Regulatory Asset in order for Receiver
to recover Courf Ordered Receiver Fees,

Lead Audifor

Raytown Water Company

WR-2015-0246

November 2015
Memorandum-- Cost of Service; Incentive
Compensation; Affiliated Transactions; Tank Painting &
Maintenance; City Permit Fees; EIERA Insurance Costs;
Outside Services; Transportation & Communication
Expense; Board of Directors Fees; City ROW-City of
Raytown Permit/Degradation Fees; CIAC; Meter
Change-out Program; PSC Assessment-Rate Case
Expense; Uniform Expense; Tower Tenant Revenues;
Purchased Water; Rent; Current & Deferred Income
Taxes .

Lead Auditor

Ridge Creek Water Company

WA-2015-0182

October 2015
Memorandum — Certificate of Convenience &
Necessarily Concerning review of Feasibility Study and
Development of Rate Base; Expenses & Revenues

Lead Auditor

Smithview/Kuhle H20 Water

WA-2015-0000

September 2015
Memorandum — Review of Financial Ability to operate
the systern and or sale of the Assets

Iead Auditor

Empire District Electric
Company

EO-2015-0172

March 2015

Memorandum — Sale of 35-Miles of 161kV
Transmission Line to Westar Energy

Lead Auditcr
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COMPANY.

CASE:NO.

TESTIMONY/ISSUES

Missouri Americait Water
Company Acquisition of Anna
Meadows

WA-2015-0019

January 2015
Memorandum - Anna Meadows Acquisition &
Certificate of Convenience & Necessarily Concerning
review of Feasibility Study and Development of Rate
Base; Expenses & Revenues

Lead Auditor

Hickory Hills Water & Sewer

Receivership Case

WR-2014-0167

5R-2014-0166

November 2014
Memorandunt - Small Informal rate case — All Cost of
Service items to include Raie Base; Revenues; Expenses;
and Current & Deferred Taxes.

Lead Auditor

Missouri American Water
Company Acquisition of
Benton County Sewer District
No. |

SA-2015-0065

April 2016
Memorandum — Benton County Acquisition &
Certificate of Convenience & Necessarily Concerning
review of Feasibility Study and Development of Rate
Base; Expenses & Revenues,

Lead Aunditor

MPB & PBC Sewer Systems

Receivership Case

SR-2014-0067

SR-2014-0068

S0-2014-0052

September 2014
Memorandum -- Small Informal rate case — All Cost of
Service items to include Rate Base; Revenues; Expenses;
and Current & Deferred Taxes

September 2013
Memorandum -- Interim Rates — Special Surcharge;
Cost of Service in order to determine if rates are
sufficient to cover expenses or if this utility needs an
emergency infusion of cash to provide safe and adequate
service for the ratepayers.

Lead Auditor

Roy-L Water & Sewer Utilities

WR-2013-0543

SR-2013-0544

June 2014
Small Informal rate case - All Cost of Service items to
include Rate Base; Revenues; Expenses; and Current &
Deferred Taxes.

Lead Auditor
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COMPANY:

TESTIMONY/ASSUES

Rogue Creek Utilities, Inc.

Receivership Case

WR-2013-0436

SR-2013-0435

February 2014
Memorandum - Smail Informal rate case - All Cost of
Service items to include Rate Base; Revenues; Expenses;
and Current & Deferred Taxes.

May 2013
Memorandum -- Interim Rates — Special Surcharge;
Cost of Service in order to determine if rates are
sufficient to cover expenses or if this utility needs an
emergency infusion of cash to provide safe and adequate
service for the ratepayers.

Lead Auditor

Missour] American Water
Company & Tri-State Water
Acquisition Case

WO-2413-0517

September 2013
Memorandum — Determination of net rate base to
include Plant in Service; Depreciation Reserve; Other
Rate Base Items including CIAC and Revenues &
Expenses

Lead Auditor

Summit Natural Gas of
Missouri, Inc.

GA-2013-0404

Aprit 2013
Memorandum-- Summit Natural Gas of Missouri, Inc.
Certificate of Convenience & Necessarily Concerning
review of Feasibility Study and Development of
Revenues; Expenses & Revenues.

Lead Auditor

Raytown Water Company

WR-2012-0405

July 2012
Memorandum-- Cost of Service; Payroll & Benefits;
Incentive Compensation; Plant-In-Service, Depreciation
Reserve & Other Rate Base Items: Affiliated
Transactions; Tank Painting; City Permit Fees; EIERA
Insurance Costs; PSC Assessment & Rate Case Expense;
Outside Services; Transportation & Communication
Expense; Dues & Donations, Lobbying Expense;
Advertising Expense; Board of Directors Fees; DNR

1 Fees; Education Expense; Software & IT Expenses;

Office Expense & Lease Equipment; Franchise Taxes;
Current & Deferred Income Taxes .

Lead Auditor
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COMPANY

Summit Natural Gas of
Missouri, Inc.

GA-2010-0012

June 2012
Memorandum-- Summit Natural Gas of Missouri, Inc.
Certificate of Convenience & Necessarily Concerning
review of Feasibility Study and Development of Rate
Base; Expenses & Revenues.

Lead Auditor

Rogue Creek Water & Sewer

WR-2012-0000

SR-2012-0000

April 2012
Earnings Investigation - To Determine if the Utility
was Earning Sufficient Revenues io Recover its Cost of
Providing Service To Ratepayers.

Missouri American Water
Company & Saddlebrooke
Acquistion

WA-2012-0066

April 2012
Memorandum-- Saddiebrooke Acquisition & Certificate
of Convenience & Necessarily Concerning review of
Feasibility Study and Development of Rate Base;
Expenses & Revenues.

Lead Auditor

Missouri American Water
Company & Roark Water
Acquisition Case

WO0-2011-0213

S0-2011-0214

March 2011
Memorandum-- Determination of net rate base to
include Plant in Service; Depreciation Reserve; Other
Rate Base Items including CIAC and Revenues &
Expenses

Lead Auditor

Tri-State Water Company

WR-2011-00637

March 2011
Memorandum-- Cost of Service; Rate Case Expense;
Medical; Insurance; Communications Expense;
Transportation Expense; Office Expense: Miscellaneous
maintenance expenses; Rate Base and Current &
Deferred income Taxes

Lead Auditor

Raytown Water Company

WR-2010-0304

February 2011
Memorandum-- Cost of Service; Affiliated
Transactions; Tank Painting; Hydrant Maintenance; City
Permit Fees; EIERA Insurance Costs; I&D & Workers
Comp; CIAC; Beard of Directors Fees; DNR Fees;
Education Expense; Software & IT Expenses; Office
Expense & Lease Equipment; Franchise Taxes; Current
& Deferred Income Taxes.

Lead Auditor
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COMPANY

TESTIMONY/ISSUES

Noel Water Company

WR-2009-0395

August 2009
Memorandum-- Cost of Service; All Revenues &
Expenses related to Noel Water Company; Plant in
Service; Depreciation Reserve & other Rate Base [tems.

Lead Auditor

‘Tri-State Water Company

WR-2009-0058

May 2008
Memorandum-- Cost of Service; Payroll; rent expense;
miscellaneous maintenance expenses; Rate Base and
Current & Deferred Income Taxes,

Lead Auditor

Big Island Water & Sewer

WA-2006-0480

SA-2006-0482

January 2007
Direct - Certificate of Necessitate Application Case:
Cost of Service; All Revenues & Expenses related to Big
Island Water & Sewer; Plant in Service; Depreciation
Reserve & other Rate Base Items.

Lead Auditor

Aqua Missouri Water and
Sewer

Q8-2005-0008
QW-2005-009
Q8-2005-0010
QW-2005-0011

October 2006
Memorandum-- Cost of Service - All Revenues &
Expenses related fo Aqua MO Water & Sewer; Plant in
Service; Depreciation Reserve & other Rate Base [tems.

Lead Auditor

Lake Region Water and Sewer
Certificate Case

WA-2005-04063

October 2006
Memorandum-- Certificate of Necessitate Application
Case

Lead Auditor

Tri-State Utility Inc.

WA-2006-0241

May 2006
Memorandum-- Certificate of Necessitate Application
Case

Lead Auditor
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—

COMPA

TESTIMONY/ISSUES

Osage Water Company
Environmental Utilities

Missouri American Water

WO-2005-0086

February 2005

Memorandum-- Rate Base; Cost of Service; Income
Statement Items; Pre-Post Sale of OWC, Sale of EU
Assets to MAWC

North Suburban Water &
Sewer

WF-2005-0164

December 2004
Memorandum-- Sale of All Stocks of Lake Region
Water & Sewer to North Suburban Water & Sewer,
Value of Rate Base Assets, Acquisition Premium

Lead Aﬁditor

Mill Creek Sewer

SR-2005-0116

December 2004
Memorandum-- Cost of Service; All Revenues &
Expenses related to Mill Creek Sewer; Plant in Service;
Depreciation Reserve & other Rate Base Items,

Lead Auditor

Roark Water and Sewer

WR-2005-0153

SR-2005-0154

September 2004
Memorandum-- Cost of Service; All Revenues &
Expenses related to Roark Water & Sewer; Plant in
Service; Depreciation Reserve & other Rafe Base Items.

Lead Auditor

Osage Water Company

WT-2003-0583

SR-2003-0584

December 2003
Memorandum-- Cost of Service; All Revenues &
Expenses related to Osage Water; Plant in Service;
Depreciation Reserve & other Rate Base Hems

SUMMARY OF NON-CASE RELATED AUDITS

California Missourt.

Mareh 2013 — Hickory Hills Water and Sewer’s investigation concerning value of assets and

cost of service in order to determine the possibility of annexing this small utility with the city of

Annual Report should be completed and filed.

March 2012 — Assisted and trained several small utility companies (RDE Utilities, Rogue Creek

Utilities and Smithview H20 Water) in the appropriate manner in which the Commission’s
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COMPANY CASENO

January 2006 — Environmental Utilities and Osage Water Company Audit conceming provision

of service to Eagle Woods Subdivision and disconnect notice

November 2004 - Internal Audit of Public Service Commission (PSC) Fixed Assets, physical

inventory control process and location of assets
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MISSOURI PUBLIC SERVICE COMMISSION

AUDITING DEPARTMENT

REVIEW AND AUDIT OF

LIBERTY UTILITIES (MISSOURI WATER), LCC (WATER)
D/B/A LIBERTY UTILITIES

CASE NO. WR-2018-0170

JUNE 22, 2018

Schedule PRH-d2



Auditing Department
Review and Audit of
Liberty Utilities Water And Sewer

On December 15, 2017, Liberty Utilities filed an informal rate increase request with the
Missouri Public Service Commission (“Commission”). The Company’s request seeks an
annual rate increase of $995,844 in its water revenues and an annual increase of $196,617 in its
sewer revenues. The Commission’s last approved rate increase for Liberty Utilities’
KMB properties became effective on February 1, 2011, as a result of Case Nos. WR-2010-0345
and SR-2010-0346. The Commission’s last approved rate increase for Liberty Utilities’
Silverleaf properties became effective on April 2, 2007, as a result of Case Nos, WR-2006-0425
and SR-2006-0426. The Commission’s last approved rate increase for Liberty Utilities’
Noel properties became effective on November 12, 2009, as a result of Case No. WR-2009-0395.

Liberty Utilities currently serves 1,954 water customers and 416 sewer customers,
located within its 14 certificated service areas with 11 different sets of tariff rates. However,
because Liberty Utilities provided significantly different responses concerning the number of
customets it serves in response to DR0007 and DR0O052, these customer numbers are subject to
revision. Liberty Utilities consists of eleven water systems and three sewer systems.
Liberty Utilities’ KMB water systems include seven of these systems: Cedar Hills, Crestview,
High Ridge Manor, Hillshine Community, Lakeview Hills, Town of Scotsdale, and
Warren Woods. Each of these systems has its own tariff rates for its water service. Liberty
Utilities” KMB sewer system includes Cépe Rock Village which has its own sewer tariff rates.
Liberty Utilities’ Silverleaf water systems include Holiday Hills, Ozark Mountain, and Timber
Creek. All three of Silverleaf water systems have the same water tariff rate. Liberty Utilities’
Silverleaf sewer systems include Ozark Mountain and Timber Creck. Both of these sewer
systems are under one sewer tariff rate. And finally, Noel Water has its own tariff rates for water
services it provides to its cusiomers. As a result, there are nine water tariffs and two sewer
tariffs. For the purposes of this rate case, Staff conducted its audit based upon the tariffed
operations. Most of the Liberty Utilities water and sewer tariffs specify a monthly minimum
base rate and a usage charge per 1,000 gallons of usage for each additional 1,000 galions of
usage thereafter. In addition, some of Liberty Utilities’ customers’ water and sewer rates are

unmetered and are charged a flat monthly rate.
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Based upon Staff’s examination of Liberty Utilities’ books and records, along with
discussions with the Company’s employees, Staff’s recommended revenue requirement
calculation for Liberty Utilities, using a return on equity (ROE) of 10.00%, (discussed in more
detail below), is $810,886 water and $179,323 for sewer. Attached with this Memorandum is
Audit Staff’s Summary Accounting Schedules PRII-d2. In addition, all relevant workpapers
related to Audit Staff’s review and audit of Liberty Utilities® financial operations were provided

to all parties to this case.

TEST YEAR AND UPDATE PERIOD

Staff used a test year period in this case consisting of the 12-months ending June 30,
2017, with an update period for known and measurable changes through November 30, 2017, in
order to develop its revenue requirement recommendation in this case. Staff’s annualized
revenues and expenses amounts are based on data provided by Liberty Utilities during the course
of Staff’s audit and updated this data through November 30, 2017.

From reviewing Liberty Utilities workpapers, it appears that the Company used the same
time period for the test year as Staff, however, instead of making adjustments for known and
measurable changes up through November 30, 2017, the Company updated their cost of service
by recording all of their revenues and expenses for their case as of the 12-months ended
November 30, 2017 unadjusted. It appears as if the Company just moved the test year
from 12-months ended June 30, 2017 to 12-months ended November 30, 2017. Staff did not
accept this approach and instead used its standard practice of adjusting test year amounts in ordér
to develop its recommended revenue requirements in this case.

Staff Witness.: Paul R. Harrison
RATE OF RETURN AND CAPITAL STRUCTURE

The Commission’s Financial Analysis Unit provided the Audit Staff with a rate of return
recommendation. The recommendation is a capital structure that consists of 42.83% common
equity and 57.17% long term-debt, and a recommended allowed return on equity (ROE)
of 10% with a cost of debt of 4.65%. This resuits in an after-tax rate of return (ROR) of 6.94%.
Staff Witness: David Murray
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INVESTIGATION RESULTS

The Audit Staff has concluded its audit investigation of the Liberty Utilities’ books and
records for purposes of determining the need for a rate increase. Based upon Staff’s audit of the
Company’s books and records for the test year and update period, Staff is recommending a
revenue increase for all of these operating systems,

To establish a cost of service, Staff developed eleven individual Accounting Schedules
corresponding fo each water or sewer tariff , and then combined the schedules into a
Total Water Schedule, a Total Sewer Schedule, and Total Company Accounting Schedule.
Rate base and expense levels for Liberty Utilities® systems are presented in Staff’s workpapers
and accounting schedule attached to this Memorandum.

Liberty Utilities is not maintaining its books and records in accordance with the
Commission’s adopted version of the National Association Regulatory Utility Commission,
(NARUC) Uniform System of Accounts (USOA). The Missouri Public Service Commission
(MoPSC) adopted the 1973 version of the water NARUC USOA and the 1976 version of sewer
NARUC USOA; however Liberty Utilities has set its books and records up according to the 1996
version of the NARUC USOA. The MoPSC has never adopted the 1996 version. Using the
incorrect version of the NARUC USOA causes consistencjf and accuracy of accounting issues,
because the underlying accounting data required under the 1996 version of the USOA is
somewhat different from the accounting data required under the 1973 and 1976 USOA version.
In the recommendation section below, Staff recommends that Liberty Utilities maintain its books
and records in accordance with the Commission’s adopted version of the National Assaciation
Regulatory Utility Commission, (NARUC) Uniform System of Accounts (USOA).

Staff Witness: Paul R. Harrison

Liberty Utilities did not keep the seven KMB water operating systems books and records
separate for each system. Liberty Utilities acquired the KMB properties during calendar year
2010 and consolidated all of the rate base and expenses for the KMB water propertics into one
entity. It appears that the Company kept the rates that they charged the customers separate per its
tariff. In the KMB Water utilities’ last rate case, Staff developed rates for seven different
properties based on the amount of rate base, current revenues and expenses produced by each
operating system. Therefore, the Company should have kept the books and records separate for

each one of these systems in order to determine the cost of service revenue requirement for this
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case. To develop the revenue requirement for each of these systeins, it was necessary for Staft to
develop an allocation process to separate these seven systems’ rate base and éxpenses back to a
stand-alone basis. Staff separated these systems by developing an aliocation factor based on a
three factor method, total rate base, total cost of service and customer numbers that all parties
agreed upon in the last KMB rate case, WR-2010-0345, Once these allocation factors were
developed they were applied to the total KMB water rate base and expense for each account to
separate these system’s rate base and expense back to a stand-alone basis.

Staff Witness: Paul R. Harrison

Upstream Service Affiliates Adjustment

Missouri water and sewer divisions owned by Liberty Utilities received corporate
ownership and administrative services during the test year from the foiléwing upstream
service affiliates:

* Algonguin Power & Utilities (“APUC")

¢ Liberty Utilities (Canada) Corp (“LUC”)

o Liberty Algonquin Business Services (“LLABS”)

¢ Liberty Utilities Service Corp (“LUSC”)

* LABS - operating out of Joplin/Empire (‘ELABS”)

Liberty Utilities — Midstates Gas operations filed a Missouri retail general base rate case
in September 2017. Staff attempted to analyze expenses from the upstream service affiliates
noted above that also serve Missouri Midstates Gas operations. Staff presented the results of its
Midstates Gas affiliates’ audit and recommendations in its Staff Report filed in the Midstates Gas
case on March 2, 2018 (Case No. GR-2018-0013). Staff is utilizing relationships, or ratios, from
its Midstates Gas audit to develop its Missouri water and sewer divisions affiliates adjustments.
More specifically, for each of the noted upstream service affiliates Staff undertook the following -
calculations to derive each Missouri water and sewer division’s affiliate adjustment:

MidStates Gas Service Affiliate’s Test Year Actual Expense

Staff’s MidStates Gas Test Year Upstream Service Affiliate Adjustment

Calculated Percentage: Affiliate Gas Adjustment/Test Year Actual Expense

Missouri Water/Sewer Division — Test Year Actual Expense
Missouri Water/Sewer Division Adjustment (Gas % X Water/Sewer TY Actual)

The test year for both the Midstates Gas and Liberty Utilities water and sewer divisions

used the twelve months ending June 30, 2017. The rationale and support for the affiliates’
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adjustment being posted in this water and sewer divisions’ rate case can be observed within the
Staff Report filed within Case No. GR-2018-0013.

Staff Consultant Witness. Jim Dittmer

RATE BASE

Staff included in its individual cost of service calculations all capital improvements
completed by the Company and in service as of November 30, 2017, for ten of Liberty Utilities
operating systems, The other system, Noel Water, had capital improvements made to its well
that were in service by the construction cutoft date for this case, February 28, 2018. Therefore,
these costs are being included in Noel Water’s rate base as part of this update. As a result of
updating plant in service for Noel Water up to February 28, 2018, Staff is updating all of Noel
Water’s other rate base items to February 28, 2018. Based upon Staff’s review of MoPSC
Annual Reports, the Company’s general ledger, the Company’s workpapers, and a random
sampling of invoices and payments made by the Company since its last rate cases, the Liberty
Utilities water systems net rate base is approximately $3,347,107. The Liberty Utilities sewer
systems net rate base is approximately $911,882. These amounts are subject to change if Staff
receives additional information in this case.

Staff Witnesses: Stephen Moilanen/Debbie Duncan

Customer Deposits
Staff’s inclusion for customer deposits in rate base reflects a rolling 13-month average

ending June 30, 2017. Customer deposits are funds received from the utility company’s
customers as security against potential loss arising from failure to pay for utility service. Until
refunded, customer deposits represent a source of funds available to the company, and are

included as an offset io the rate base investment.

Interest is accrued on these customer deposits based on the rate specified in the tariffs.
The tariff stated intérest rate for this Company is 6% compounded annually payable on all

deposits. When a customer becomes  eligible for a return of his or her deposit, the amount
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refunded includes the accumulated interest. Staff has included an annualized level of interest

expense for customer deposits in its cost of service.

Staff Witness: Debbie Duncan

Accumulated Deferred Income Taxes (ADIT)

Liberty Utilities deferred tax reserve represents, in effect, a prepayment of income taxes
by customers prior to payment by Liberty Utilities. For example, Liberty Utilities is allowed to
deduct depreciation expense on an accelerated basis for income tax purposes; depreciation
expense used for income taxes paid by Liberty Utilities is considerably higher than depreciation
expense used for ratemaking purposes. This results in what is referred to as a “book-tax timing
difference,” and creates a deferral of income taxes to the future. The net credit balance in the
deferred tax reserve represents a source of cost-free funds to Liberty Ultilities. Therefore, Liberty
Utilities’ rate base is reduced by the deferred tax reserve balance to avoid having customers pay
a return on funds that are provided cost-free to the Company. Generally, deferred income taxes
associated with all book-tax t_iming differences that are created through the ratemaking process
should be reflected in rate base. Staff has taken this approach in calculating the deferred income
tax rate base offset amount in this case.

Staff Witness: Paul R. Harrison

REVENUES
Metered and Unmetered Sales to Residential, Commercial, and Industrial Customers

The Company provided Staff with the amount of gallons of water soid for each system by
meter size and by month for 2015, 2016, and 2017, The Company also provided Staff with the
number of customers for each system by meter size and by month for 2015, 2016, and 2017.
Staff annualized an.d normalized the amount of gallons of water sold and customer numbers for
each individual system.

According to the utilities’ water tariffs, there is a monthly customer charge and a
commodity rate applied to the customer’s usage. For the Noel Water service territory there is a
minimum customer chérge, which includés the first 1,000 gallons of usage. There is a
commodity charge for usage over 1,000 gallons. For Scotsdale (KMB) there is a minimum
customer charge which includes the first 10,000 gallons of usage. There is a commodity charge

for usage over 10,000 gallons. Based on this information Staff was able to use three years’
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worth of available data provided by the Company to calculate an annualized level of revenue,
Staff’s annualized level of revenue for each water system is: $236,468 for Holiday Hills, $72,943
for Ozark Mountain, $43,163 for Timber Creek, and $367,223 for Noel, KMB water is broken
out between seven different systems. Staff’s annualized level of revenue is $35,271 for Cedar
Hill, $17,550 for Crestview Acres, $17,105 for High Ridge Manor, $9,733 for Hillshine Manor,
$42,234 for Lakewood Hills, $19,269 for Town of Scotsdale and $10,360 for Warren Woods.
Timber Creek, Ozark Mountain, and KMB- Cape Rock Village are the only systems that
have sewer revenues as well. Staff’s sewer revenue for Timber Creek and Ozark Mountiain was
determined by using the monthly customer charge for each meter size, and also the separate
commodity rate for the monthly usage. The annualized sewer revenue amount included in
Staff’s revenue requirement is: $59,948 for Timber Creek and $142,192 for Ozark Mountain.
Staff’s sewer revenue for KMB- Cape Rock Village was determined by using the fixed monthly
customer charge for Single family and Multi-family dwellings. The annualized sewer revenue
amount included in Staff’s revenue requirement is $56,237 for KMB- Cape Rock Village.
Staff Witness.: Brooke Richrér'

Other Water and Wastewater Revenues

Another source of revenue for Liberty Utilities is miscellaneous revenues,
consisting of accounts: 471 Re-connect Fees, 471.1 Establishment Fees, 471.4 Service Charges,
471.5 Service Calls (the Company has stated in DR 27.1 that this account is made up of late
payment fees), 474 Other Water Revenues, and 536.4 Other Wastewater Revenues. Staff
reviewed the Company’s general ledger and corresponding workpapers regarding these
miscellaneous revenue accounts. Staff has included the Company’s updated miscellaneous
revenues amounts for the 12 months ending November 30, 2017.

Staff Witness: Brooke Richter

OPERATING EXPENSES
Staff developed three income statement spreadsheets; one for Silverleaf’s three water
systems and Noel Water, one for KMBs seven water systems, and one for KMB and Silverleaf’s
sewer system. The income statement spreadsheets include the most recent 35-months
(2015, 2016, and 11-months ended November 30, 2017) of data from Liberty Utilities’ general

ledger. Staff used this spreadsheet to normalize and annualize a significant number of
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Liberty Utilities” expense items that are included in this case. This spreadsheet is provided with
Staff’s workpapers. In addition, Staff developed workpapers to nonmalize and annualize various
other expense items in its cost of service. These other expenses are discussed below and the
workpapers were provided to the other parties of this case.

Staff Witness: Paul R. Harrison/Debbie Duncan

Payroll, Payroll Tax, and 401(K)

Currently, Liberty Utilities has three full time employees that work out of its
Noel, Missouri office. These employees are a water/wastewater operator, a field service
representative, and a customer service representative. These three employees devote practically
all of their time to Noel Water. In addition to these three employees, Liberty Midstates - MO’s
payroll expense includes the wages and salaries paid to the employees who work in each of the
cleven rate districts, and corporate allocated wages and salaries that represent Work performed
that directly or indirectly benefits Liberty Midstates - MO and its ratepayets in each rate district.
Staff has annualized payroll expense for the test year ending June 30, 2017, and has included all
known and measurable changes through the November 30, 2017, update period. Staff calculated
payroll taxes based on Staff’s annualized base salary and the current tax rates.
In addition, Liberty Utilities has a 401k plan for its employees. Liberty Utilities is matching
up to 4% of each employee’s pay for the Company 401k plan. Therefore, Staff has calculated the
Company’s (4%) match on Staff’s annualized payroll and included it into its cost of service for
each of Liberty Utilities operating systems.
Staff Witness: Paul R. Harrison

QOutside Services

Staff has reviewed the contracts for outside services provided in response to DR 29 and
subsequent DRs. Staff has also reviewed the general ledger, accounts 636.0 and 636.1 for water,
and 736.1 and 736.2 for sewer. These contract personnel perform water/wastewater operator
functions, meter reading, and maintenance and operation duties for all of Liberty Utilities
systems except for Noel Water. The Company stated to Staff that main routine operation duties
are provided by Noel Water employees; however, they would still use outside operators for any

type of non-routine maintenance such as main breaks. Therefore, Staff has included an
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annualized and normalized level of all outside services in each of Liberty Utilities operating

systems including Noel Water.

Staff Witness: Brooke Richter

Insurance Expense

Insurance expense is the cost of protection obtained from third parties by utilities
against the risk of financial loss associated with unanticipated events or occurrences. Utilities,
like non-regulated entities, routinely incur insurance expense in order to minimize their liability
(and, potentially, that of their customers) associated with unanticipated losses. Each of
Liberty Utilities systems has incurred an insurance expense and Staff has included a normalized
level of this expense in its cost of service.

Staff Witness: Debbie Duncan

PSC Assessment

The operations of the Missouri Public Service Commission are funded by assessments
levied upon regulated utility companies. The funding required from each utility is evaluated
each year and mailed to the utilities in July. Staff annualized the PSC assessment expense to

reflect the most current assessment issued on July 1, 2017. Staff’s annualized PSC assessment

expense is $7,760.
Staff Witness: Debbie Duncan

Rate Case Expense

Utility companies incur various expenses in the preparation and presentation of a rate
case before the Commission. Included in these costs are expenses for outside counsel, expert
witnesses, and miscellaneous expenses for items such as fravel expenses and copying costs. Staff

submitted Data Request No. 0016 requesting:

1) a breakdown, by account charged, of the actual costs of the Company’s last rate
case; 2) detailed rate case expense invoices for current case (i.e., detailed legal
fees from outside consultants, detailed invoices from expert witness fees showing
number of hours worked and the hourly rates, postage/federal express and costs
incurred by the company staff to attend case related activities in Jefferson City);
3) a Company schedule showing expenses booked to account 928 related to the
current rate case; and 4) any changes, since the last rate case to policies and
procedures employed by the Company to establish and control the parameters for
a reasonable level of rate case expense and an explanation of these changes.
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Please continue to update rate case expense throughout this case as data
becomes available.

To date, Staff has received a spreadsheet with six expenditures for legal fees totaling $1,409.
However, Staff has not received invoices or other detailed source documents in order to
determine rate case expense for this case. During a meeting with the Company on March 28,
2018, Staff requested invoices and additional documentation for rate case expense for this case.
Once Staff receives that documentation, we will update rate case expense for this case.

Staff Witness: Paul R. Harrison

Meter Reading Expense

The meter reading is performed by outside contractors for all of Liberty Utilities
operating systems on a monthly basis except for Noel Water. Noel Water’s meter reading is
performed by in-house personnel and is included in Liberty Utilitics payroll expense. Staff has
included an annualized and normalized amount for meter reading expense in Noel Water payrolt
and for the outside contractors that perform these services.

Staff Witness: Brooke Richter

Missouri Department of Natural Resources Fees

Staff has reviewed invoices and Missouri Department of Natural Resources annual
permits that were received in response to Staff DR No. 36. Staff has also reviewed account
775.8 licenses and fees in the general ledger. Staff included the annualized amount of $3,000 for
Timber Creek (sewer), Ozark Mountain (sewer), and KMB- Cape Rock Village.

Staff Witness: Brooke Richter

Materials and Supplies

Normally, Staff and the utility include a 13-month average of materials and supplies in
rate base during a rate case. However, Liberty Utilities expenses its materials and supplies for
gas, water and sewer because most, if not all, of their maintenance and operations activities are
“done by contractors, Based on discussions with the Company and a review of its general ledger,
Staff has determined it to be appropriate to include a normalized level of material and supplies in
expense and has excluded it from rate base.

Staff Witness: Paul R. Harrison
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Health Care Costs
Liberty Utilities offers its employec a benefits package including medical, dental, vision,

life insurance, long-term disability and short-term disability. Staff has annualized each of these
employee benefits’ costs, based upon all known and measurable changes that have occurred
through the update period, ending November 30, 2017, These annualized benefits are included in
Staff’s cost of service for this case.

Staff Witness: Paul R. Harrison

Property Taxes

Staff has reviewed all receipts paid for 2015 and 2016 property tax assessments and real
estate taxes provided in the response to Staff DR No. 30. Staff is including the last known and
measurable payments, the 2016 receipts, for property tax expense.

Staff Witness: Brooke Richter

Franchise Taxes

Under Senate Bill 19, the corporate franchise tax rate was reduced each year until the
2016 tax year, which begins fanuary 1, 2016, at which time the Missouri Corporate franchise tax
rate was reduced to zero and eliminated. The Company provided Staff with the updated Staff
DR Response No. 30 stating, “Franchise tax would have been paid with the combined Missouri
Corporate Income Tax Return MO-1120. Missouri Water LLC Franchise Tax liability has been
0 since 2016. No receipts were issued.” Since Senate Bill 19 reduced Missouri’s franchise tax to
zero and the Company stated there has been no franchise taxes since 2016, Staff is not including
any amount allocated towards franchise taxes in the cost of service for recovery.

Staff Witness: Brooke Richter

Transportation Expense
Staff has reviewed the Company's workpapers and general ledger account 650.0

(transportation expense).. Staff has included the Company’s transportation expense updated
through November 30, 2017.
Staff Witness: Brooke Richter
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Bad Debt Expense

Staff has reviewed the Company’s workpapers and general ledger account 670.0
(bad debt expense). Staff has also reviewed DR responses 72, 77, and 79. Since the Company
has not written off any of its bad debt, and has no intentions of collecting any of its past due bad
debt, Staff is not including any amount accrued towards bad debt expense in the cost of service
for recovery. Therefore, the test year amount the Company included in their workpapers has been
removed from Staff’s cost of service. In the future, Staff would review and reconsider including
an amount for bad debt expense in the cost of service if the Company hires a collection agency to
attempt to collect some of its bad debt, and begins to write off its bad debt.
Staff Witness: Brooke Richter

Depreciation Expense

The Audit Staff incorporated in its cost of service calculation depreciation rates that were
supplied by the Commission’s Engineering Analysis Unit, Based upon these depreciation rates,
the Audit Staff included a $315,364 annualized level of depreciation expense on the water
systems and an $111,812 annualized level for the sewer systems.

Staff Witness: Stephen Moilanen

Cost of Removal — Net Salvage

Staff submitted DR No. 0033 requesting historical salvage and cost of removal amounts
for the last three years, if available, ending December 31, 2017. The Company responded
“Liberty Utilities (Missouri Water) LLC does not record cost of removal. Cost of removal
expenses is absorbed in the Acquisition Cost of Asset.”

Normally, cost of removal and gross salvage is tracked and recorded separately on a
company’s books and records because a utility’s depreciation rate for each -p]ant account
incorporates an estimated net salvage value (which is the cost of removal less gross salvage
value) into the depreciation rate.

It is inappropriate to include cost of removal and/or gross salvage into the original cost of
an asset that has been added to plant because cost of removal and gross salvage are administered
at the end of an asset’s wseful life. Instead, average net salvage is estimated for each plant

account and is incorporated into the depreciation rate in such a way that net salvage costs for an
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asset are administered evenly over the useful life of the asset. At the end of an asset’s useful life,
actual net salvage values (whether positive or negative) are then applied to depreciation reserve.

In addition, Liberty Utilities’ current method of including net salvage in the acquisition
cost of an asset means that net salvage is included as a part of rate base. This is not appropriate
because the original cost of an asset is included in the revenue requirement calculation during a
rate case, and net salvage costs do not occur until the end of an asset’s useful life.

To compensate for the inclusion of net salvage in the acquisition costs of new propetty,
Staff has made adjustments to plant based on the ordered net salvage percentages cuirently in
place for the water and sewer systems. Since net salvage is incorporated into the ordered
depreciation rate, Liberty would have already recovered the estimated net salvage costs through
depreciation expense. Adjustments were also applied to depreciation reserve to account for net
salvage debits/credits, based on the ordered net salvage percentage.

Staff Witness: Stephen Moilanen

Current and Deferred Income Tax

As a result of the Tax Cuts and Jobs Act (TCJA), the federal corporate income tax has
been reduced from 35 percent to 21 percent, effective January 1, 2018. Staff has calculated the
federal income tax expense amount for Liberty Utilities water and sewer using a 21 percent tax
rate in its calculations for the cost of service for Liberty Utilities Water and Sewer revenue
requirements for this case. Other financial impacts of the TCJA, including an amortization of the
excess deferred income taxes, may be incorporated into the water and sewer revenue
requirements in this case at a later point if such impacts can be reasonably quantified at that time.

Current income tax for this case has been calculated by Staff consistent with the
methodology used in all rate cases in Missouri. Certain adjustments are made to net income to
compute the current income tax expense. These adjustments begin by taking adjusted net income
and ecither adding to or subtracting from net income various timing differences to obtain net
taxable income for ratemaking purposes. The adjustments are the result of various book versus
tax timing differences and their implementation under separate tax methods: flow-through versus
normalization. The resulting net taxable income for ratemaking is then multiplied by the
appropriate federal and state tax rates to obtain the current provision for income taxes. A federal

tax rate of 21 percent and a state income tax rate of 6.25 percent were used in calculating Liberty
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Utilities current income tax liability. The resulting composite tax rate is 25.4475%. The
difference between the calculated current income tax provision and the per book income tax
provision is the current income tax provision adjustment.

A tax timing difference in determining cwirent taxable income occurs when the timing
used in reflecting a cost (or revenue) for financial reporting purposes is different than the timing
required by the Internal Revenue Service (IRS). Current income tax reflects timing differences
consistent with the timing required by the IRS. The tax timing differences used in calculating
taxable income for computing current income tax are as follows:

Add Back to Operating Income Before Taxes:
Book Depreciation Expense
Contribution in Aid of Construction
Subtractions from Operating Income:
Interest Expense — Weighted Cost of Debt X Rate Base

Tax Straight-Line Depreciation
Tax Depreciation-Excess

Deferred Income Tax Expense

When a tax timing difference is reflected for ratemaking purposes consistent with the
timing used in determining taxable income for the calculation of current income tax payable to
the IRS, the -timing difference is given “flow-through” treatment.

When a current year timing difference is deferred and recognized for ratemaking
purposes consistent with the timing used in calculating pre-tax operating income in the financial
statements, then that timing difference is given “normalization” treatment for ratemaking
purposes. Deferred income tax expense for a regulated utility reflects the tax impact of
“normalizing” tax timing differences for ratemaking purposes. IRS rules for regulated utilities
require normalization treatment for the timing difference related to accelerated depreciation.

For most-utilities, it is necessary to break out a utility’s tax depreciation into two separate
components: tax straight-line depreciation and excess tax depreciation. Tax straight-line
depreciation is different from book siraight-line depreciation due to the different tax basis of
property allowed under the tax code. Excess tax depreciation differs from straight-line book
depreciation due to the higher depreciation rates allowed in the early years of an asset’s life
under the current tax code. Most tax basis differences were eliminated for assets placed into

service after 1986 due to the Tax Reform Act enacted that year,
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Staff’s standard deferred income tax adjustment consists of three components:

l. IRS Schedule M timing differences: Contributions in aid of construction and
advances for construction. These amounts are normalized consistent with Staff’s calculation in

normal rate case filing,
2. The tax timing difference between tax straight-line depreciation expense and tax
depreciation expense: This treatment is consistent with the normalization calculation in normal

rate case filing.
3. Excess deferred income taxes resulting from the 1986 Tax Reform Act, which

created excess deferred tax amounts associated with depreciation timing differences: As such, an
amortization has been created to amortize excess deferred taxes created from the change in tax

rates back to customers,

Normally a combination of the above three components make up the amounts recorded as

deferred income tax expense.

Staff Witness: Paul R. Harrison
Audit Staff Recommendations for Liberty Utilities

1) Liberty Utilities shall maintain its books and records in accordance with the Commission’s
adopted version of the National Association Regulatory Utility Commission (NARUC) Uniform
System of Accounts (USOA). The Missouri Public Service Commission (MoPSC) adopted the
1973 version of the water NARUC USOA and the 1976 version of sewer NARUC USOA.

2) Liberty Utilities shall keep its books and records separate for each of its tariffed water and
sewer operating systems.

3} Liberty Utilities shall reflect its cost of removal and salvage accruals on its financial books
and records in a manner consistent with the approved USOAs for these utilities.

4) Liberty Utilities shall attempt to collect their delinquent bad debt and write off the
uncollectible amount, before it seeks recovery of bad debt expense in rates.
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Crestrlew Acees - Wate
Plaat PRton Res, Banl  Droer Res,

High Ridge - Water

Hillshing - Water
Ham  poor Res Plant Deog Bt Phnt Depr Bes,

Watren Wosds - Witer -

Total Water

TOTAL PLANT & DEPRECATION RESERVE
HET PLANT IN SERVICE

QAL

CIAL AmorLizalion

Curiomer Advances

Cuitomes Depaths

Deferred tcoms Tages

TOYAL RATE BASE
TollWeghtid Rete of Ketwrn, Indueg incone T
Reqtdied Return exd iding Inome Taxes

$3824 51,836 $3,182 $3,171  §2498 S350 53,128 $3,138 7 535408 $35,516
bdl $444 5357 $367 5290 §290 5363 $363 % 54,110 $4,110
51,292 8865 $1.008 B $213 $564 $1,057 S107 o 841961 52,006
5,560 55,145 3,597 $4.253 53629 53,358 34,898 51,208 $51479 $47,632
S0 $a 50 L] 0 50 50 50 39,800 (5439)
50 He 58 Y 30 0 58 S0 % $33.00% $6782
412,024 $376 59,942 $31 $7,249 $245 $9,837 5307 L $5s8,741  $203,633
50 s ‘0 0 0 50 38 0 L seg 2,120
sa 40 50 s0 30 sa s 0 G 50 30
$12,02% $376 59312 5311 ST.RLY 5245 59,8637 $307 5 3608476 $212051
50 $0 50 50 =] ) 2] 6§ e 50
525,818 ($61,272) $17,059 (51,311 %1685 {3aan sin (51,393} 5 S1A2%,714  S131,098
$0 50 £ 50 50 30 0 ¢ o 80 50
s0 $0 30 5o ) 50 50 0 L % $0
$o 50 50 $0 s6 50 $0 L 50
513,825 $14,796  S11,d431  $12232  S5025 99,658 $11,310 $I12,104 | $3,161,531  §938.979
50 $0 S0 50 0 so $0 8 ¢ ST 324
$o %0 % 50 $0 s $0 6 ¢ s 50
%0 10 0 $0 $0 $0 B s & % 30
$2.467 $3,557 $2,040 52842 51641 323M0 S2018 52910 1 $77.434 326,593
$42,110  $12,081 530530  $13,863 527459  $1),146 534,450 $13,671 U S24ITAIR SL120314
;
50 %0 0 50 30 0 s 0 F %0
0 %0 $0 s s0 40 o o [ s 0
$208 $191 32] 5158 $136 $125 $t70 $157 I 579783 338377
) 5191 st 3158 $136 3125 5170 $IST 1 s1aTH $32,377
!

0 50 W ] 50 30 $ 0§ s {£43)
s 50 » $0 sa 0 d $o  § $20103 $4am
51,523 52,805 $2913  S23m 52300 SLA3D 52,882 $2,295 hS1013,992  $535,904
542478 $10,203 535,123 $843% S0 56662 $24,748 33,349 7 52,392,914  $8314R2
50 ] sa 50 50 S0 0 S0 & % ]
158 $126 $3,361 5102 $59% 463 $1,287 5183} $55701 $2450
514,053 517506 11,620 313475 59,174 $13427 $11,495 SH4,321 | $353800  ShIn3dG
$3,421 $2.348 52,328 L9 52233 $1512 52,798 51919 | $96812 $63037
51,825 $492 51,509 S406 $1,191 5321 51,491 $40t | 399489 §29,038
£ 5¢ 30 50 30 $0 50 0 - %0 s
S66,825 $33.485 $55,254 520,683 S4162r 521,855 554,685 637,388 | 53,931,649 $1531,227

i
2330 0 a3 $0 5218 50 s 0§ S3bsy L]
$125 50 5108 S0 482 ] 102 $0 85843 50
s0 50 b 50 s0 48 s E2] ] %
55,186 $1,124 $4,288 5929 53,385 5734 54,43 5919 $7a5008 854351
512 $114 421 $93 5335 S74 5414 592 $59,604 $11015
§190 5495 5322 3408 5254 s34 4319 $104 5 $10970 56,120
$619 $136 $536 st2 B 88 531 S11 3 $30762  $6576
50 E o 54 0 ] 0 50 T 59450 $0
e 30 ] so $0 $0 Sug LIRER T 11 3 15
$547 5139 3452 $115 $357 $90 $0 s L $1s008 $6,138
30 % 50 50 $0 56 5531 5365 [ $15,185 4365
$615 $399 s537 s H“u $291 565 $7T L ninI 151,535}
s81 si0 S67 ss 553 56 9 so sL124 $435
E] 50 s B 0 $0 $0 $& § $15,M7 86
$0 s0 ] 0 so $0 L84 ¢4 35544 $r3408
5215 5t S280 542 $206 537 5 S0 i $7.516 51,905
S14 528 $103 $32 481 5 5107 331 S5857 $1838
0 40 0 s $0 $0 $0 [ ] 5
5147 $121 S161 S100 ESFad 579 8151 593 59,342 ss87
524 3] £ 515 816 512 520 518 51136 $313
$275 216 $228 5180 5150 5142 $225 Si7? $13.054 510,465
$2.212 $1828 51878 1512 L1482 5L $1,858 $3,485 B S107,74% 385,760
513,677 5730 511309 56043 ssoam  S4Tn 513,149 $5979 ¢ S48 TER 3359435
$25,350 S11958 320864 $9.461F  $1655r 57861 $20,742 ‘$9,850 FSLISLI0  S5Ea012
$IS2020  SE52TT  SIZRASS  SS5335  $99,277  $445%0 S14482 $55531  $8A10095  $3,0750
523,803 $65,513 $54.687 Ssaant $4,622,581
15452 [511445) (52,608} [35.433) (3862200}
$139 8,207 $LI59 4910 I
i {87,236)
{5384 {5259 {205} s1n $2,412)
(510,164} (88404} tss65} {55,520} 5 (5160,752)
$73312 853,658 $ATA00 $59,785 583347,
6.79% 31 [ 3 BI9% E £79%
Man 3584 $3,218 $4,059 i sa7,235
PRH-d3
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YE- 2180110
Liberly Utfities Watez
Soutce: £dS Fun updated 1o 113017

[

[ocf K]
601100
EHL00
615000
615000
£15.000
£18.000

615000
£36.020
635,100

EH0L00
[-24cf ws)
£15.000
E75.000
X0

(22 ¥4 r]
504,100
€04 700
04400
£34.200
634300
(31855
GILHW
635600
€369
637,000
631,200
637300
637300
£50000
£50.000

B57.00G
630000

675000
£75.000
E75.000
(3.5~
675,000

103.000

403,600

08000
L5000
408,000
205000
403.001
405,500
0000

Prsuistiz
ANKUALRZED REVERUES
Annuaized Rale Rasenues
FipeaTinevas Reverrses
TOTALARNUAIIIED REVENUES

SOURCE OF SUPPLY EXPENSES
LabosnEngneering
tabour-Operations-Saurce of Suppdy
Purchases Wates -Op1-505

Puschyies Power-0p4-505

Porchaies Power-0pi-TED
Futchases Power

Chemkas-Ops AT

TOIA SOURCE OF SUFPLY DXPENSES

VWATER TREATHIEMT EXPENSES

Contract ServiceOther-Dp1-808

Loatract Senvise-Onkar

Ceetredual Seakes Outiide Oper-Opy 304
TOTAL WATER YREATMENT EXPEMSES

LUSTOMER ACCOUNTS EXPENSE
hateriab and Suppians

fad Db Dapente

licenses and Fees

DHR Fees

$Eng Supp¥es and Pastage

TOTAL CUSTOMIR ACCOURTS EXPEHSE

ADHUN. B GTHIRAL EXFTHSHS
Group Banefits

401K Baich

Hedlth CarefL3FP Expemie
Group e

1U U5 A¥ocation - Admin

LARS LS BS Koalak - MAR

L8 Cahads Alocation - Adoin
AFLIC Abocstion « Admin

LASS Heoatabor Alorations NARDC
LABS Corporate Senite Non-Labeat Miotition
LABS 135 €5 Hon Labar < HAR
BECoep US Admén Alacation

U Region Labor

L Begion Admin Aiotallon
Trasspotition Dpeniey
Transportalion Dapenses-OP5-503
insurane-Vehide ADMSH
ksurante-Genssdl Labity
Workets Compeataton
Regulitony Commtysion fapeais
Frayet

Mesk aad Enlentsiament
Tekephoas Expense

Bank Chuiges

Mhisc, Generd) Expenses

YOVAL AR, & GEHERAL EXFERSES

DEPRECLATION EXPINSE
Leprecation Expenye, Deg. Exp,
TOTAL DEFRECIATION EXPENSE

AMORTIZATION EXPENSE
Arprlicition of Regalatory Assets
TOTAL AMORTIATION EXPEHSE

OTHER OPERATING EXPENSES
Proparty Taces ' ’
Payrol Taves

Geass Fereigls Tan

Wussourd Franchise Tases
Trarspomition Deps CRating
Eanzax (iy bvcorne Teres Padd
Custorzer DepadR Orpeae

TOTAL OTHER OFERATING EXPENSES

JOTAL OPERATING EXPENSES
Inlerest Expenss
Retain on Equity

fiame Tagss

TOTAL B{VIRESY RETUAN L TAXES
TOTAL COST OF SERVKE

tess: Miscettanaous Revtdoet
CO5T YO RECOVER TH RATES

HCREMEHTAL IMCREASE 14 RATE REVENLES

PLRCENTAOE OF IMCREASE

Hoel HHSTC/OmM Lhewood Cadar W Seotrdale
Yater Yater ater Yiaiesr Yiriey
5367003 5352572 $42,235 $35,2%0 519,269
(3221 $3.75¢ 51419 $1.934 $1.165
$359 864 $356,338 544,654 537,204 £30.458
50 50 50 50 10
S132.855 431397 $4,430 53,541 $1172
St 4 S&t 532 $20
$102,508 558536 $1473 $2537 $1,556
£6,172 $12.128 818 5654 S40t
4121 50 t0 S0 30
59,654 52233 50 50 H
$255,428 S105.621 $3,462 $6,364 §4.189
57,086 $8.}6 51518 51533 5949
$14.828 $45,665 536,297 361,031 $10.270
S1500 $923972 $0 40 $0
$21,350 $146,953 538,115 562554 $i1,100
§113n $17.753 $1174 54,283 4576
50 $0 50 23 50
452 31861 $65 852 $n
(32354 52599 $849 $69t s
34,274 S4457 $833 $666 5468
S50 $76,655 52,94} S2625 $1482
5510 $5,012 8576 $540 st
§5,355 st $177 5142 $s07
S29.18% $21.500 53,138 S2.587 31,883
3580 $534 $64 $51 531
50 51668 £197 $158° 597
§525 S84 359 $56 s
$.297 2,115 S$i04 $244 5149
37513 53,101 $3,012 S8 8495
$9,335 $10,253 §1,084 51010 620
84,562 54315 5655 5535 S328
5124 $10 S16 513 5t
$3x9 $213 851 $41 5
$4,300 $4.002 $5¢5 5436 $288
5950 5918 $1%6 5100 3@
53621 47 59 5¥ 4
593 so $0 %o 50
$3%0 535 $50 L1 325
S2L906 Sredx $ia5 303 5189
$1,30} SLHT $172 5138 sag
YA SzRE5 $e Sia 5153
AR & 2451 se8 552 [XH
567 $134 s 1551 $38
s13a1 s S45 $35 822
§16.650 $E5,502 SEss 51602 $1.005
13 50 50 S0 50
BTN 598,652 $1201t $9.650 $6.242
$150.303 512110 $12.428 9,381 $6.055
$150,283 $121,220 $12422 49,701 56,036
0 108 50 50 s¢
] 5109 ] 50 $¢
$11,914 5507 51673 51337 $320
$10,570 L1570 s $30 $227
so 50 50 50 0
‘0 s 0 S0 ]
$0 sa 14 $0 30
$8 E 4 L] S0
S145 S $49 539 Fx]]
522530 53,808 $2.485 ErT SLU7L
SAELUL | seven | siser || e Selw
535,265 -$33,948 54,384 33692 Srase
S59.449 $55.644 55170 56053 $4.013
425,293 $35.414 53,789 32057 SEAZ
1116011 -SE15,005 515,943 $1ra12 (3231
S 333 S514,02¢ 832,245 S104,357 $17.99
53,641 $3.764 52418 $1.844 $1,185
STOLTE 8080 S pt 102,928 336,805
Samsn Sx50 £AT,5 67,658 $17,536

£0.44% I T513% E 100 53% I 131 88% l B5.73% !
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Wh-20{E0170
Uiberty LH3tias Water
Serotee! BB Fyn vpdated ta 18:30-17

Acceunl £

01009
€0i.109
EIR0N
615.600
HI5.000
S15.000
18D

£
£I6000
636100

GHLOCY
H70.000
G75.006
675000
£20.700

€04.000
604,100
€04 200
604 400
&340
634,300
s3I0
634,900

635,508
537100
537200
637,300
637360
650.000
£50.000

5700
658.000
EE6.00)
BT5.000
ST5000
BTSLN
£15.000
6I5000

493003

483,000

L0E000
158,000
408,000
41001
403500
L

AHNUALIZED PEVENUES
Annzakzed Rale Revenyel
hisceZaneons Ratoues

ROTAL ANNUYALRED REVENULS

SOUIRCE OF SUPPLY EXPENSIS
kebour-Engnecting
Labeur-Opesations-Soarce of Supply
Putchaizs Water-0pr-50%

Purchases Power-Cps-505

Putthiies Fower-0p3 THD
Furdrases Fowed

Chemicalt- O WT

TOTAL SOURCE OF SUPFLY EXPENSES

WATER TREATMENT EXPENSES

Tontraet Service-Ciher-0p1-505

ORI Sonvice-Mher

Cettractaat Sansses Guishle Oper-Gps-505
TOIAL WAYER TREATMINT EXPEMSES

CUSTOMER ACCOUNT S £XPENSE
Mirictials and Suppies

Bad Debt fapense

Lizentes and Feas

ONRFess

EZng Sepples 15 Postage

TOTAL CUSTOMER ACCOUNTS EXPENSE

ADWIN. & GERTRAE EXPENSES
Group Beriefas

431K hatch

Heahh CarefE397 Expeme

Group Life

U L5 Abocation - Adisin

LASS US B3 Ko Lxb - HAR

LU Caarda ARocation « Adiain
APUC Akacation - Admin

TABS Honlabor Aflockions HARUC
ABS Corporate Senice Kon-1abace Abssztion
LABS US €3 Hon babar - HAR

LU Corg U Adnn ABocation

£ Region Likor

LU Region Admin Allacation
Teaniportation Dapenies
Traniportithon Expentes-Of5-305
WASURINET-VER IE-ADMIN
insunnce-Genenl Labdty
Yorkers Compensition
Repuittory Cormmission Expense
Travel

Mealsand Entertaiament
Teiephone Expease

Bank Charges

Mis2. General Expenses
TOTALADMIN, & GEHERAL EXPENSES

DEPRECIATION EXPENSE
Depretalion Egsense, Deg, B3,
TOTAL DEPRECLATION EXPENSE

AMOKTIZATION EXPENSE
Amortitition of Regulatony Assets
TOTAL AMORTIZATION EXPERIE

QTHER OPERATING DXPEHSES
Propeny T s

PayroETanes

Gross Raceipis Tax
Massourtfranchhe T
Transpoctation Depr Cearing
¥anras Oty come Tares Pald
Castamer Deport xpeawe

TOTAL OTHER DPERATING EXPERSES

TOTAL OFERATING EXPENSES
nterart Frpanie

Retum oo Eguity

tncoees Toxey

YOYAL INTERESTAETUAM & TAXES
VOTAL COST OF SERVICE

Less: MbceTrnacus Rerenoes
COST TORECOVER IH RATES

INEREMINTAL IHIREASE IN RATE REVENUES

PERCENTAGE OF IHCREASE

Creatdesn Wamen
ALres Woods Hishine HighRdge Totat
Wt Wae Watee Yty Watp
$17.550 $10,360 §8,732 $17,366 $571,317
5925 g $606 5758 515,007
518,413 511120 §10,335 $11878 $886,324
HY $ $0 tn 58
$1,701 51,393 51111 $1,407 $161,922
515 i [30] $13 5549
£1,21% F3 71 5735 51,003 5172747
5314 $357 $205 $280 $20,043
0 30 s 0 55123
ol 50 0 5S¢ 51235
$3,250 $2.861 [SX¥H $2.680 $390,855
$237 5603 S48 $Eny 522,18
$13,443 45822 $9,326 528,813 $229.£8)
58 2 s0 5h $94.472
$18.600 $6.425 $9,807 S22.422 5245536
$451 $389 S2ou §373 $18,575
50 53 3o 0 40
425 in 516 51 $2,558
$338 5213 [¥i1] $276 $6,266
5400 $26) $209 $414 $11,918
$L,210 5928 5737 $1034 $62,13
b2 sz 5168 52t5 512,515
368 $55 Sa4 455 $1381
55,438 LIy $537 sL187 56899
5 (743 st $10 $1,221
516 $31 543 553 $2,301
$22 (33 $17 sn 5951
(331 95 $76 547 $5,805
4339 $318 $254 E3711 1850
485 $397 s11? 5401 $23,731
5257 f0 5168 s212 Szt
56 5 34 45 5296
520 516 $E3 516 $784
210 5172 s£37 $113 510,244
S48 340 432 S43 41316
33 33 52 52 $3,716
$0 $0 S0 8 s93
519 15 513 S $913
514k F3b1) 496 $122 ST.1LE
$66 i1 343 $5% 53,18
$113 $97 §7 $9% 56,216
535 51 515 52 si8r
1 s 519 233 5673
$17 S14 $1 514 52LECY
S787 $e44 $514 8551 £39,540
$9 % 50 b 30
54637 $3.805 S3025 $3233 $252.637
S4712 S350 53118 53Ady $315.368¢
$4,772 52,906 53,118 $339 5315354
36 30 $0 $0 pa 1]
50 ) 50 0 )
$541 5526 S419 [333] Sahred
318 S145 $116 SH7 51301y
50 s s 0 3
S0 $0 $0 5 ko
$0 $0 0 s 30
$0 S0 $0 S0 50
318 $15 512 $16 $418
. §318 5687 347 8594 $40,191
$33,308 518410 517,357 $41.%80 $149%,54%
$1916 31,562 303 1402 581480
53140 $2550 52,030 $2,293 143,358
$105F 381 $553 188 $35.34
56,113 4995 $3,952 54,426 $286,159
$10421 $23.405 sa8 £15,045 $1,693,708
pi7.] $760 SEG -$762 _$15.00%
S92 $22,645 $2L,713 [ZTEFH $1,580,701
20,842 $12,005 $12501 suan 45093

[RERETT I HOAMGI 12557% [ ASTHI% [

$1.32%
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SR.2018-0171
Liberty Utilities/Rate Base
Source: EMS Run Ending Balance 11-30.17

Account #

301.000
302.000
303.000

350.000
350,100
351.000
352,100
382200
353.000
354,000
355.000

362.000
363.000

372.000
372.100
373.000
374.000

374.000
390.000
250.100
391.600
391,100
304200
381.210
392,000
352 100
303000
394.000
394,100
396,000
487.000
308.000
399,000
388,100
399,300
399.400
398,500

Piant Account Degcription
INTANGIBLE PLANT
Organization - IP
Franchises - [P
Miscailaneous Intangible Plant - 1R
TOTAL PLANT INTANGIBLE

COLLECTION PLANT

Land and Land Rights - CP

Land and Land Rights - Shared Services
Structures and Improvements

Colleclion Sewers, Forca - CP
Colieclion Sewsrs, Gravily -CP
SBervices {0 Customers - CP

Flcrw Measuring Devices - CP

Flow Measuring Instaafions - CP
TOTAL COLLECTION PLANT

SYSTEM PUMPING PLANT
Recelving Wolls - SPP

Efe¢tric Pumping Equipment - SPP
TOTAL SYSTEM PUMPING PLANT

" TREATMENT & DISPOSAL PLANT

Trealment & Disposal Equipment - TDP
Oxidation Lagoons

Plant Sewers - TDP

Qutfall Sewer Lines - TGP

TOTAL TREATMENT & DISPOSAL PLANT

GENERAL PLANT

Land and Land Righls - GP

Structures and Improvements - GP
Structures & Improvements - Shared Sves
Offica Furniture & Equipment '
Ofiica Computer Equipment

Ol Fumilure & Equipment-Shared Sves
Ofc: Computer Equipment-Shared Svos
TFransportation Equipment
Transportation Equipment-Shared Sves
Slores Equipment

Tools, Shop & Garage Equipment
Tools, Shop & Garage Eq-Shared Svos
Powsr Oparaled Equipment
Communication Equipment

Misc. Equipment

Other Tanglble Plant

OtherTangible Plant-Severs

Other Tangible Plant-Network HW
Other Yangible Plant - PC-SW

Other Tangible Plant - PC-SW

TOTAL GENERAL PLANT

TOTAL PLANT & DEPRECIATION RESERVE
'NET PLANTIN SERVICE
cac
CIAC Amortization
Customar Advances
Customer Deposits
Deferred Income Taxes

TOTAL RATE BASE
Tolal Weighled Rite of Relurn, tockuding Ingome Tex

TC/OM - Sewer Cape Rock - Sewer . Total Sewer
Plant Depr.Res.  Plant  Deor.Bes, Plant Depr. Res,
30 50 $3.000 43,025 $3,000 $3,025
50 50 50 50 30 50
0 50 50 $0 s0 $0
50 0 £3,000 $3,025 $3,000 $3,025
S0 50 $8,800 50 $8,800 50
5 50 $0 50 50 50
$403,589 $9,874 50 $0 $403,589 $9,874
$10,497 54,789 50 50 $10,487 $4,789
$481,146  §134,336  $56676  $4,052 . §$537,822  $138,308
S0 50 $3,400 $28 $3,400 328
$9,295 $4,41%  $13,337 $294 $22,432 $4,713
$2,909 3132 50 30 $2,909 $132
$907,436  5153,550 $B2,013  $4,384 $080.418  $167,934
$10,661 $8,150 $0 $10,661 $8,150
$262,207 535,806  $15L,400 © $413,607  $458,919
$272,868  §359,856 5151,400 $107,113 © $424,268 567,069
$621,955 4345420 $87,132 544,583 L $709,127  $390,008
$0 0 $0 so | $0 $0
$15,772 $8,520 $8,104 $0 L §23876 $8.520
$3,892 8948 40 0 = $38M 5548
$641,650  §354,888 595236  $44,583 E $736835  $5399,471
i
50 30 $338 $0 ¢ g3 0
$1,057 50 $1,301 0 s2358 $0
§43,772 $6,493  $13,99z 53,035 3 §57.764 $12,528
57,950 51,334 $19,663  $1,480 $27,653 $2,814
50 50 50 50 & 80 $0
$5,473 "$1,144 $1,750 $366 [ $7,223 $1,510
%0 S0 ‘50 $o & so 0
50 $0 $0 so F %0 3]
$4,618 $1,170 51,476 $374 56,094 $1,544
$0 $0 $3,527 82,627 $3.527 82,527
$2.341 538 $1,913 544 $4,254 $82
684 $79 3219 $25 $903 $104
$0 40 $0 $0 $0 st
50 50 50 g0 ¢ $0 $0
$1,049 $323 $335 3103 & $L384 $426
$1,562 $1,023 §53t $327 L 82,193 $§1,350
15202 5160 $65 $51 ff f267 $z11
$2323 $1,830  $742 $585 1 $3,085 $2,415
$19,172  $15437  $5,120 $4,935 : $25301 $20,372
$115436 $61,734  $36,901  $18,734 £ $152,337  $81,468
5205775 593,765  $BG,8B2 33686 [ 5294661  §127451
:
$2,027,742  $952,159 $420,531 $192,791 { $2,448,273 $1,154,950
$1,065,583 $227,740 ; $1,203,323
{5223,340) 5 ($223,340)
$71,880 £ 571,880
P
: ;S0
{$200,273) {526,708) ($229,981)
$713,850 $198,032 S91L,8821
6.79% 6.78% 6.79%
$48,463 513,444 $61,908

PRH-d3
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SR-2018-01%1
Libzrty Utistiag Sewer
Source: EMS Run updated 10 11-30-17

Aecouni &

101.000
701,100
715,140
715500
737400

718500
TI0.00%
TF35.500
136160
736109
136200

20,850

TOL000
704,100
704.200
704400
750000
F56.000
757.900
758006
5000
TIE000
775000
775.000
737.100
737.00
FEYS v
TITAN0
767.800
75800
TIZ500

403,000

403000
403.000
403,000
408.009

AHNUAUZED REVENUES
Annuatzed Rate Revenves
Mlzetaneous Revenues
TOTAL ANHUAUZED REVENUES

SOURCE OF SUPPLY EXPENSES
Labour-Engineeting

Sataries and Wages-Operations
Purchacey Power-0ps-Cotlact
Purchases Power-Ops-TED

tU Region tabor

TOTAL SOURKE OF SUPPLY EXPENSES

COLLECTION MAIHT. EXPENSES
Chemltals-Ops-Treathbisp

Materials & Supplas

Contract Satv-Test-Ops-YED

Contradt Serv-Otherdps-Colaet
Contract Services-Siher

Contratt Serv-Outside Oper-Ops-Colact
TOTAL WATER TREATMENY EXPENSES

CUSTOMER ACCOUNTS EXPENSE
Materials & Supptes
TOTAL CUSTOMER ALLOUNTS EXPENSE

ADMIN, & GERERAL EXPENSES
Group Benefits

401K Mateh

Health Care/ESPF Expense
‘Grous Life

Transportation Expahies
imunoce Vehick-ADMIN
Inturante-Gensra Liabdty
Workers Compansation
Hcenges and Fees

Trave! -
Mealsand Entestatnment
Telsphone Expenie

EASS US But Labor Alve

LABS US Corp Admin Afioc

LU Corp s Admin Ablas

LU Regron Admin APocation
Regilatory Commbssion Expense
Lictnses and Fees

DNR Fees

TOTAL ADMIN. & GEHERAL EXPENSES

DEPRECIATION EXPENSE
Deprecation Expease, Dap, Exp.
TOTAL DEPRECIATION EXPENSE

OTHER OPERADING EXPENSES
Fropeity Taxes

Payrol Taxes

Gross Restlpts Tax

htssoum Franthize Taxes

TOTAL OTHER OPERAYIRG EXPENSES

TOTAL OPERATING EXPENSES
Interast bpense

Return o Equity

Intoma Tarss -
TOTAL IHTEREST RETURK & TAXES
TOTAL LOST OF SERVICE

Les: Miscellandout Ravenuss
COST TO RECOVER 14 RATES

INCREMENTAL INCREASE 14 RATE REVERUES

PERCENTAGE OF INCREASE

TC/OM CapeRock  Total Sewer
Sewet Stwer Styees
$202,143  $56,238 6258381
50 $1,220 51,220
5202143 457438 5238601
-] 50 3]
514,359 47568 $21917
$14,295  $2,832 317,127
$5,210 $1,874 48,134
$0 5210 4710
$14.852 513034 $4TR92
513,814 9 515,814
$0 S0 0
52,418 $0 52418
3 0 430
453,645 81,637 $55,282
566078 $18,378 534456
5135045 520,005  §156,050
$119 537 31565
519 §37 5156
$2,163 5701 32854
£303 574 877
$11,800 53,990 §15,790
$210 $87 3297
2 $10 $39
$166 452 s$8
$1,228 3395 51,623
5548 $174 723
572 56 $78
5158 566 S22
$s0 $103 5163
458 518 478
5220 458 5288
§52 $16 468
5163 481 s214
52372 5734 $3,106
51,046 4502 -$1548
52680 73 $2,353
$6.000 2000 1)
$20319 510620 539,949
S83722 530090 5111812
§81,722 530050 S11pMaR.
$2,266 $1,942 84,208
4788 514238 $2,216
30 50 56
N
$3,054 53,310 8642
$235,033  S77166  $362,259
518,653 55,175 $23.828
$30514 35481 539,058
$10437 _ S28835 $13.332
539664 516551 476,215
S3M479Y SSTLHT MRS
$0 sr2a0 51,220
SULTIT 5924 SR
S12558  §36259  [$ivERNsY
Soste | 1% | 88en |
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WR-2018-0171 (SR-2018-0171)

Liberty Utilities {Missouri Water)}

Water & Sewer Rate Base limprovements
Scheduie PRH-53

Beginning Ending
Balance Balance
Net Net
Beg Date Rate Base Rate Base
Cedar Hills 5/31/2010 $16,284 $163,111
Crestview Acres 5/31/2010 $23,886 583,792
High Ridge Manor 5/31/2010 ($2,584) $62,333
Hiillshine Manor 5/31/2010 $15,12§ 554,238
Lakewood Hills 5/31/2010 §74,083 5218,029
Scotsdale 5/31/2010 $46,997 $107,066
Warren Woods 5/31/2010 $30,998 $68,356
Total KMB 5204,789 $756,925
Noel 6/30/2009 763,026 $1,678,023
HH, OM & TC 9/30/2005 $1,201,829 $1,687,210
O & TC Sewer 9/30/2005 5447,339 5914,124
Cape Rock Sewer 5/31/2010 $72,694 $227,738
Total Water
Total Sewer

£nd Date

11/30/2017
11/30/2017
11/30/2017
11/30/2017
11/30/2017
11/30/2017
11/30/2017

2/28/2018

11/30/2017

11/30/2017

11/30/2017

$37,358

Difference

$146,827
$59,906
464,917
$39,113
$143,946
$60,069

Schedute PRH-d4



