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My testimony expresses my fundamental belief that the accrual basis of accounting, which is embodied by generally accepted accounting principles (GAAP), is the appropriate basis of accounting for determining the Company's cost of service in this case.  Accrual accounting is required by the Securities Exchange Commission (SEC), the Federal Energy Regulatory Commission (FERC), and the Missouri Public Service Commission (MoPSC) for regulatory reporting because it is the most systematic and rational of all possible accounting methods.  GAAP represent a hierarchy of accrual accounting principles endorsed by every authoritative accounting organization in the United States.  The Company has adhered to the accrual basis of accounting and GAAP in the development of its cost of service in this case.  I believe that adherence to these principles should provide the Commission assurance that the Company's cost of service represents the most accurate depiction of the current cost of providing electric service to the Company's Missouri customers and the best proxy for what costs are expected to be in the near future.

In their direct testimony in this case, the MoPSC Staff have departed from GAAP in three major ways: (1) Application of non-GAAP accounting methods, including the cash basis; (2) Application of cost averaging and normalization practices; and (3) Exclusion of one-time, non-recurring items.  In proposing these adjustments to depart from accrual basis accounting, the Staff provides no justification nor do they cite any unifying systematic or rational accounting framework as a basis.  As a result, the Staff has recommended these departures in an arbitrary and inconsistent manner.  Further, because the Staff's adjustments do not adhere to accrual basis accounting, they do not reflect current costs of providing service and would deny the Company the opportunity to recover prudently incurred costs.  Of particular concern is that by throwing out costs labeled as “one-time non-recurring”, the Staff fails to recognize that such costs occur year in and year out in a variety of different areas of Company operations.  In addition, the Staff apparently has a flexible view of the concept of a test year.  In fact, the Staff seems somewhat confused about exactly what constitutes a test year, and is opportunistic in the degree to which it finds itself unconstrained thereby.  Frankly, the only unifying theme to the Staff's recommended departures from accrual basis GAAP is that in almost every instance they are detrimental to the Company. 

In summation, my testimony expresses that, as a matter of policy, it is my firm recommendation to the Commission that accrual basis accounting standards be adhered to in determining the Company's cost of service in this case.  Only through application of GAAP can the Commission and all of the Company's stakeholders be assured that costs are being aggregated and presented in a sound, systematic and rational manner.  And, only when costs are aggregated and presented in this manner can everyone be assured that the Company's rates are just and reasonable.  Accrual basis accounting accurately matches revenues with the costs incurred to produce those revenues, and represents the accumulated wisdom of years of accounting practice.  It should not be arbitrarily displaced.

My testimony also rebuts specific adjustments proposed by Staff witnesses Paul R. Harrison, John P. Cassidy, Leasha S. Teel and Doyle L. Gibbs related to advertising, rate case expense, dues and donations, MoPSC assessment, Venice power plant adjustments, automated meter reading expense, injuries and damages, legal fees, environmental expense, uncollectible expense and territorial agreements.  In my rebuttal to each of these specific adjustments I attempt to point out the various departures from accrual basis GAAP described above as well as various misunderstandings, inaccuracies, miscalculations, flaws in logic and other factors that render such adjustments inappropriate.  
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