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ETATE OF MISSOURI
PUBLIC SERVICE COMMISSION

At a Sasgicn of the Public Serxvirce

. uri Public Commission held at its office
SeM{gSOCommlss‘on in Jeffereson City on the l4th
duy of June, 1581.

In the matter of the application of St. Jovseph
Light & Poway Company for the issvance of an
accounting srder relating to its electrical
operations.

CASE _NO. RO-91-247

L e N

CRDER GRANTING BRRPLICHITT™N_FOR _ACCOUNTING OCRDER

On January 8, 1981, St. Joszeph Light & Power Company {(SJLP or Company])
filed an application with the Commission sesking an accounting order authorizing the
deferral and ameortization of labor coats aspociated with poseibls implementaticn-of
an dutomated Mapping/Facilities Managspent (AM/PM)} System. As a part of its progass
of considering an implementation of the syster, SJILP oesks permisgian to amortizs
labor costs ovar a pericd af six years and include the unamortized balanece of labor
costs in rate base for purpeses of calculating revenue reguirements,

The gystam is designed to improve the Company's planning cagpability,
engineering and transformer load management and is expected to result in fawer and
shorter service interruptions. By the uge of the automated systam enginesring
téchnicians will no longer be required to manually updete maps showing the losation
of transmiseion and distribution facilities.

On May 21, 1931, the Commigsion Staff filed its recommendation for denial
of the application. The Commission’s Energy Department is8 of the opinion that the
gystem will work to reduce coats and provide better control of the Company's
facilities and operations, however, it has deferred to the Commission’s Accounting

Department for specific recommendations relating to the accounting treatment.
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The Company estimates the cost of the AM/FM project to be approximately
51,4 million consisting of $400,000 for hardware and softwars and $1 million in labor
expendsd over a five-year pericd, The Company’'s application agknowladges that the
type of labor casts involved have historically been expensed in the yesar incurred,
howaver, the Company contends that those labor costs are a gignificant outlay for a
projact that will benefit the Company’e customers for many yeara.

After its analysis the Accounting Staff contends that of the toital ameunt
of $857,915 for labor, only an esfimatad $140,400 will result froﬁ”tampcrary
personnel hired speclfically for the project. The ramainiﬁg STiT,Sls ie fo? Yabaer
costp for existing Company personnel. Although the Staff concedss the probable
reasonableneas of defaerral and amortization of the temporary labor costs, it Ls anly
16 percent of the total project labor coots and ; vary nminimal pércentage of the
Company ‘s current operations. It i8 the Accounting Staff’s opinicn that the taetal
labor cost ia not significant snough to have a material reduction on the Company's
financial condition if charged to expanse ag incurred in the customary mgnner. The

total labor cost for the project is depicted by the following table.

. Total Bxigting
Year Labor Costs am arl Personnal
1 §178,579 s 11,700 5166,879

2 211,780 46,800 184,950

3 211,750 46,800 164,959

4 170,028 . 35,100 134,928

5 85,809 D 85,809
$R857,916 $140,400 §717,518

The Accounting Staff alse examined the effect of the proiject on the
Company ‘s earningg. 8taff states the Company’s last authorized rate of roturn of
11,23 percent wae 2et in Zase No, ER-81-43. Enmploying the surveillance data applying

to the Company, the Staff has ascertained that the Company’s rate of zeturn for the



twelve monthe ending December, 1%90, was above thet rate of return. Assuming all of
the other aspects of the Company’'s operations to remain thé game, the Accounting
stzff has preojected enly the affect of the AM/FM project on the Company’s financial
rasults for ths next several years. Regardless of whethar the subject expenses ara
bouked as the Company advocates, or under the traditional method, the Company'’'s rate
of return sheuld not f£all below 11.23 parcsnt seolely betzume of the proposed
expanditures for the AM/FM mroject.

The Accounting Staff also examined the effect of expenging the labor costs
in the years incurred on the Company’'s earnings per share on common stock, For
calendar year 1950 Cowpany’s sarninge par average common share ware $2.48. Under the
largest expeanditures for labor costs in years two and three, in the amount of
5§211,750, the labor costs would reduce the Company's eérnings by five cents per share
or approximately two percent. It is the contention of the Accounting Staff that the
=onditions have not bean met for the granting of an authority order comsistent with
past recommendations, specifically in Case No. EO=-30~128,

The basic criteria that should be met for the izauance of an accounting
aﬁtho:ity order, according %o the Staff, iz the occurrence of an extraordinary avent
of 2 non~recurrling nature or, a8t a minimem, an unpusual or unigue event that is not
considerad part of the routine activities of a utility, either of which have a
méterial impact on the cbmpany's inancial condition, and weould justify a doviation
from normal aEccunting practices. The Staff finally expresces the opinion that the
instant application does not demonstrate thess conditions are met due o the
immateriality of the labaor costs in question in rslation to the Company’s operations
ag a whole.

on May 31, 1891, S8JLP filed a reply to the Staff’a recommendation. It Is
the Company’'s contention that the stafffs recommendstion fails to recognize that the

work reguirements of the current employees will contipue, and the Company will sither
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have to hire additicnal personnel to cover their jobs during the term of the invalved

project or pay additional overtime. Further, it is contended that soma of the

existing perénnnei presently charge a portion of their time directly to job orders,
therefore, thesir time is not included in SJLP's cost of =mervice.

The Company agrees with Staff concerning the conditions justifying the
iss;ance of an autherity order ag stated in Cass No, ¥0-90-128, but cnntends_that the

conditions have been met., 1In addition, the Company contends that the effect on the

Company’s earnings per share which could amount to as much as 21 cents per share over
the life of the project is material. The Company finally zegponds that the benefits
of this project will extend years into the future and.the customars benefitting from
this projeet szhould ba tha ones expected to pay f£for it, not current customers
receiving no benefit. It is the Company’s opinién that the project should be

examined as a whole, botﬁ ag to tangible apd intanglble benefits, and urge= the

commisgsion to grant the reguested authority.
/

'

The Commiession 1z of the opinion and finds that the merits of the Company's
position justifies = grant of the reguested auvthority., The Commission is of the

opinion that the subject preoject is of such a long~term duration that it:is an

extraordinary event of a non-recurring nature. It certainly is wnuswal snpugh to be

conaidered not a part of the routine activities of the Cempany. It is, howevear, an

innovative method of sliminating routins activities.

The Commigssion alse agrees with the Company’s contention that the lifa of
the gystem and thr~ gubstantlal beneflt to future ratepayers justifies the propeaed

treatment. Due to the .ong~-texm benefits it iz more proper to defer the cost to

future ratepayers whe will receive the benefits rather than having the iltems expensed
£o ba paid for by present ratepayers receiving little or no beneifit.

To a lesger extent we agree with the Company’s cententlon concerning the

materiality of the project’s effect on its earnings. The amoun: of erosion on the



Company’s earnings, taken alona, would not justify granting the proposed auvthority,
however, in conjunection with the other reasons recited, it is persuasive.

TT I§ THEREFORE ORDERED:

1. That the Application filed hersin on Januazry 9, 1891, by St. Joseph
Light & Power Company be granted and ths ccmpany'is authorized to account for tha
expenses agsociated with the proposed Automated Mapping/Fazilitles Management System
in Acecount 188, FPursuant therete St. Jogeph Power & Light Company maw[g;fer and
accumulate labor costs including appropriate overheads and carrying coets aggociated
with tha project, and to amortize the balance to the appropriats transmission and
digtribution aceounts over the same Six~ysar period used to depreciate the proiect's
hardware and software costs. The Company is also authorized to include the
unamertized bala?ce of Account 186 in rate base for purposes of calculating ravenue

requirements. . /

L
L
ey

- 2, 'That nothing in this Order shall be conaidered ap an acceptance by the
Commigaion of the estimates herein involved nor as an acquiescence in the value of
the property invclvéd. The actual ratemaking treatment will be ccongidered in
sﬁﬁsequent proceedings after verification of amount and reagonableness.

3. That %his Order ghall bepome effective on June 24, 1991.

BY THE COMMISSION

Rret Sownsk

Brent Stewart
Executive Secretary

(S EA L)

Steinmeier, Chm., Rauch, McClure,
and Parking, €C., Conecur.
Mueller, €., Dissents.



