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REBUTTAL TESTIMONY

OF

CHARLES R. HYNEMAN

MISSOURI-AMERICAN WATER COMPANY

CASE NO. WR-2015-0301

INTRODUCTION

> O » 0O

Please state your name and business address.

Charles R. Hyneman, PO Box 2230, Jefferson Gdigsouri 65102

By whom are you employed and in what capacity?

| am the employed by the Missouri Office of tReblic Counsel (OPC or Public
Counsel) as Chief Public Utility Accountant.

Are you the same Charles Hyneman who filed diredestimony on behalf of the
Public Counsel in this case?

Yes, | am.

What is the purpose of your rebuttal testimony?

In this testimony | address some of the posgtitaken by Missouri American Water
Company (“MAWC”) witnesses in their direct testimes in this case.

As it relates to MAWC witness Fran Kartmann’s direestimony, in this testimony |
will:

1. Address and discuss Mr. Kartmann’s position conogrn
basic ratemaking theory of utility expense ratovecy.

2. Rebut Mr. Kartmann's representation of the utility
ratemaking structure currently employed in Missouri

3. Discuss Mr. Kartmann’s one-sided view of the impatt
regulatory lag on price regulation of monopolied. will offer a
more transparent and comprehensive view includiegproblems
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Charles R. Hyneman

associated with the employment of single-issue nrakeng
mechanisms.

4. Describe, not only the shift in Missouri ratemakifg risk
in the ratemaking process from utilities to rategyay but also the
apparent shift in the burden of proof from utilityanagement to
the regulatory auditor (whether it be of the Pullmunsel, Staff or
intervener) in rate cases in general and in casesving single-
issue ratemaking mechanisms in Missouri.

5. Explain why MAWC's’ proposal to add two new single-
issue ratemaking mechanisms to its current invgntdrsingle-
issue ratemaking mechanisms should not be accepyedhe
Commission in this rate case.

In my rebuttal testimony | also will address thstit@ony of MAWC witness Greg
Roach as it relates to MAWC's growth in revenuesrdhie past few years.

Finally, 1 will address the method used by MAWC ness Roger Morin in the
recovery of MAWC's stock issuance expenses andudssthe inconsistency between
MAWC and Mr. Morin on the treatment of MAWC as argfalone entity versus a
part of the consolidated parent company group.

Finally, 1 will address some changes in Public CGalis cost of service adjustments
that are a result of the technical conference beldanuary 26, 2016.

REBUTTAL OF MAWC WITNESS KARTMANN

Does Mr. Kartmann’'s testimony portray an accurake and true picture of
ratemaking theory in general and, in particular, the current ratemaking
structure in Missouri?
No. In his direct testimony Mr. Kartmann makhe following statement:

We anticipate that by January 31, 2016 the Compuaifiyinvest

more than $436 million in capital improvements sirtice last rate

case without realizing any capital cost recoverydepreciation

expense on $215 million in capital investment, Whiepresents

the non ISRS qualified investments during that tifiartmann
direct page 10 line 6).
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This testimony ignores the basic principle of costovery in general ratemaking
theory. This principle holds that once rates &tdrsa rate case by a regulatory body,
those rates are deemed to be fair and reasonableaurew rate case is filed by the
utility (or earnings complaint case filed by a gpartand new rates are set. In rates set
in a rate case, the utility is given an opporturidyearn a reasonable return on the
equity dollars shareholders have invested in tHigyut

The first step in calculating this return on equitROE") is to subtract all expenses
incurred in the period from the revenues receivernfratepayers. The remaining
revenue dollars are then classified on the incommemment as net income. This net
income amount is then divided by the dollar equityestment in the utility by
shareholders to calculate the monetary return enddllar equity investment. This
monetary return is then referred to as the actaalezel ROE and is compared to the
authorized ROE granted in rate cases by reguldtodyes such as the Commission.
Does the calculation of actual earned ROE that isrgater than zero reflect the
fact that each and every expense incurred by the ility during that period has
been recovered in rates paid by utility ratepayers?

Yes, it does reflect that fact.

How does Mr. Kartmann's testimony contradict this basic principle of
ratemaking theory?

Mr. Kartmann testifies that since MAWC's lasttegacase, the Company has not
realized any capital cost recovery or depreciatexpense on non-ISRS capital

investment. However, since MAWC earned a positiv@ERevery year during this
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period, MAWC has recovered each and every dollacagital costs, depreciation
expense, and all other expenses it incurred duhisgperiod.

Why does Mr. Kartmann make a distinction betweerrecovery of Infrastructure
System Replacement Surcharge “(ISRS”) capital costend other Non-ISRS
capital costs?

The majority of MAWC's plant-related costs (depiation expense, property taxes,
interest, income taxes, and profit) are directhcked and recovered in its single-issue
ratemaking mechanism, known as an ISRS. This isxample of “direct rate
recovery”, where expenses are incurred, separdtiptified and tracked, and
recovered dollar for dollar from ratepayers throuwmh additional charge on their
monthly bills. This is the $221 million portion dahe $436 million capital
improvements referred to by Mr. Kartmann. This $22illion is being recovered in
MAWC's ISRS.

MAWC's other $215 million portion of the $436 mdl in capital costs for which
MAWC does not have an approved single-issue ratemgakechanism have been
recovered and are currently being recovered irsra¢¢ in MAWC’s 2011 rate case.
MAWC recovers these non-tracked ISRS capital casider the basic ratemaking
concept known as “indirect rate recovery”.

While MAWC has been successful in recovering allitsf costs and earning a
reasonable ROE since its last rate case, it hasbaksn allowed to transfer the risk of
not recovering all of its expenses and earningaaaeable ROE from its shareholders
to its customers through the use of its ISRS — witsign be viewed as “no risk rate

recovery”. This explicit and direct shift of expengcovery risk from the utility to the

Page 4



10

11

12

13

14

15

16

17

18

19

20

21

22

Rebuttal Testimony of
Charles R. Hyneman

ratepayers is one of the problems with the adomimhuse of single issue ratemaking
mechanisms.

Does Mr. Kartmann’s testimony reflect how utility ratemaking actually works?

No. The problem with this testimony lies in am@mon misunderstanding of utility
ratemaking. | have experienced Missouri utilittreisses testify to the Commission
that since the specific dollars of an actual inedrexpense were not directly included
in a revenue requirement used to set rates (sutteaStaff's Accounting Schedules)
in its last rate case, that these specific expeasesiot being recovered in current
rates. Mr. Kartmann’s testimony echoes this misusidnding of basic ratemaking
theory.

Earlier you mentioned the concepts of “indirectrate recovery” and “direct rate
recovery”. Please briefly differentiate the two cacepts.

Cost of service rate regulation of public utdg has historically been based on the
principle of indirect rate recovery. In a rateeahe utility’s cost structure is matched
with the utility’s rate base investments and raaes designed based on this cost
structure to recover future expenses and produesasonable level of profit for the
company to pay shareholder dividends or for thbtytio reinvest back into utility
operations.

This rate structure created in a rate case is dpedlthrough what is referred to as the
ratemaking matching principle. By matching revenuexpenses, gains and losses
with plant in service and other rate base investaahe rates that are created from

this matching allow for changes, up or down, instherevenue requirement
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components in the future and still provide the oppaty for the utility to earn a
reasonable level of net income for shareholders.

For example, post-test year increases in the nurobentility customers create
additional revenues that were not included in takewation of the utility’s revenue
requirement. However, these additional revenuesiaw available to cover potential
increases in utility expenses. In addition, sasifigm decreases in other expenses,
such as lower interest expense from debt refingnaan be used to pay higher fuel
costs. Technological advances in meter reading;hmeduce the necessary number
of meter reading employee positions, create coshga in employee compensation
and benefits costs that can be applied to otherinoseases. Improvements in the
economy may lead to lower bad debt expense ancehigivenues due to increased
average customer usage. Savings from decreasgasoline prices used in utility
transportation and oil costs used as a fuel sazanebe applied to other cost increases.
All of these revenue requirement components thateweatched in the rate-setting
process are in a constant flux. Increases or deesem one component offsets the
increases or decreases in other components.

This is why the ratemaking matching principle is isgportant to maintain when
setting utility rates. It develops a relationshipstructure between the utility’s balance
sheet (rate base) and income statement (revenukegxaenses). When one of the
ratemaking components (revenues, expenses or aat) Hiverges substantially from
the basis of current rates, and the changes ir etemaking components cannot

sufficiently offset this one issue, then it is tidog the utility to file a rate case and
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readjust the revenue requirement components touatcfmr the new economic
conditions that caused the existing rates to ngdobe just and reasonable.

In contrast, Mr. Kartmann and other utility witnessin past cases before the
Commission do not seem to accept the concept afectdrate recovery. These
individuals espouse a flawed concept referred tthasdirect rate recovery” view of
utility ratemaking. The “direct rate recovery” capt apparently was named after a
naive and self-serving belief that a cost has tadipectly included in the specific
revenue requirement calculation used to set curegas to be considered as actually
or “directly” recovered in utility rates.

Can you provide a simple real-world example whit proves the fallacy of the
“direct rate recovery” concept?

Yes. From about 1985 to 2006, a period of appnately 20 years, Kansas City
Power & Light Company (“KCPL”) did not seek to iease its electric utility rates in
Missouri. It goes without saying that during tipisriod, when KCPL installed over
800 MW of new electric capacity (Staff witness @idirect testimony Case No. ER-
2016-0314, Exhibit No. 112), KCPL incurred milliorg dollars of capital costs,
depreciation expense and other expenses that ve¢repecifically included in the
calculation of KCPL'’s revenue requirement in thaf& Accounting Schedules in its
1985 rate case, KCPL'’s rate case prior to its 26@6case.

However, under the “direct rate recovery” theorpased by Mr. Kartmann, one
would have to believe that KCPL did not recover afifhese capital costs from its
ratepayers in utility rates over this 20-year pgisonce they were not directly included

in the Staff’'s accounting schedules in the 1988 casse.
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This simple real-world example illustrates the fawn Mr. Kartmann’s direct
testimony, at page 10, where he states that MAWLCdit realize any capital cost
recovery or depreciation expense on its non-ISRfgalanvestment since its last rate
case, four years ago. MAWC has not only recovemadtility rates all of its expenses
since its last rate case but also earned a redsoR&lE during this period.

What was MAWC's actual earned ROE in 2014?

MAWC'’s actual earned ROE or profit level for 2DWwas 9 percent. In its Annual
Report to the Commission for the calendar year @éridecember 31, 2014, MAWC
reported net income of $42,794,880 and a beginmggity capital amount of
$476,155,832.

Do the majority of ROE expert withesses in thisate case consider 9 percent to be
a reasonable ROE for MAWC?

Yes. MAWC witness Morin is recommending a rangel10.1% to 10.7% ROE.
However, if you remove his 30 basis point adderN#xWC'’s stock issuance costs
(which have not been incurred), his range drop9.886 t010.4%. Public Counsel
witness Michael Gorman is recommending a range.8%8to 9.2% percent. Staff
witness Murray is recommending a range of 8.5%.56¢® While Mr. Morin’s range
is an outlier, in my opinion, and in the opiniontbe majority of experts in this rate
case, the range of reasonable ROEs for this comartitis time, is consistent with
what MAWC actually has been earning.

Is MAWC's 2014 earned ROE of 9% consistent withthe earnings of its parent
company, American Water Works Company?

Yes.

Page 8
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Q.

Briefly describe American Water Works Company’s (‘“AWWC”) regulated
business.

AWWTC in headquartered in New Jersey and is #ingdst, investor-owned water and
wastewater utility company in the United States. W¥V's regulated utilities provide
water and wastewater services in 16 U.S. states.

AWWC’s 15 state regulated utility subsidiaries afgalifornia American Water,
Hawaii American Water, lllinois American Water, lada American Water, lowa
American Water, Kentucky American Water, Marylanthérican Water, Michigan
American Water, Missouri American Water, New Jer8eyerican Water, New York
American Water, Pennsylvania American Water, Tesaeg\merican Water, Virginia
American Water, and West Virginia American Water.

Does AWWC have substantial non-regulated busineperations?

Yes. AWWC provides services through what it refers toitss“Market-Based”
businessesAWWC’s nonregulated operations include three limdsbusiness: 1)
Contract Services, which provides outsourced omerstand maintenance services for
municipalities; 2) Military Services, which worksittv the United States Military to
treat and supply water and to collect and treatteveater for military installations;
and 3) Homeowner Services, which provides servicehomeowners and smaller
commercial establishments to protect against tts¢ abrepairing broken or leaking

water pipes and clogged or blocked sewer pipesi@n property.
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Q.

> 0 » O

Explain why you believe MAWC'’s 2014 earned ROE % is consistent with the
earnings of its parent company, AWWC?

In an analyst report on AWWC, Morningstar Inc. (Mimgstar) reported that
AWWC’s ROE for 2012 was 8.25%, 2013, 8.05% and 2@148%. It also reported
that AWWC’s TTM (Trailing 12 Month Yield) ROE for@®5 is 9.33%. My review of
AWWC’s SEC Form 10-K shows that AWWC’s net incomefdre discontinued
operations resulted in an ROE of 8.82% in 20123%.& 2013 and 9.10% in 2014.

AWWC Ind Avg
Key Stats AWK

Price/Earnings TTM 25 26.3
Price/Book 2.3 2

Price/Sales TTM 3.8 4

Rev Growth (3 Yr Avg) 4.1 -5.1
Net Income Growth (3 Yr Avg) 11 -17
Operating Margin % TTM 34.3 20.8
Net Margin % TTM 15.1 10.4
ROA TTM 2.9 2.4
ROE TTM 9.3 7.2
Debt/Equity 1.2 0.9

Describe Morningstar.

Morningstar is an independent investment reseanch f

Is Morningstar a widely-cited research firm in utility rate cases?

Yes. Morningstar is often cited by financial arsaty in utility rate cases as an
authoritative source. Morningstar is cited as atmantative source by MAWC ROE

witness Roger Morin in his direct testimony in thase case.
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Q.

Does the Morningstar analyst report on AWWC indcate how well AWWC’s
current ROE of 9.3% compares to an industry average

Yes. Morningstar’s analyst report shows that W@'s current ROE of 9.3% is
significantly higher than the industry average RGfE7.2%. Also, while the time
period is not exactly the same, MAWC’s 2014 ROBR% compares very favorably
with the current industry average ROE of 7.2%.

Did you perform an analysis of the companies iteded in Morningstar's
industry average to see if they were directly compable to MAWC?

No. My analysis was performed at a high levad & meant to provide an additional
indication that, when compared with other evidend&WC currently is earning a
reasonable ROE.

In fact, MAWC's solid utility earnings, as reflectén its earned ROE and its positive
increase in revenues over the past three yeargsstiat MAWC is performing well
in a difficult economic environment. Among otheasons, given this current solid
financial performance, MAWC does not need the twadi#onal single-issue
ratemaking mechanisms it is seeking in this cdseFEnvironmental Cost Adjustment
Mechanism (“ECAM”) and Revenue Stability Mechani€RSM”).

Do you agree with Mr. Kartmann’s testimony at paje 13 line 8 of his direct
testimony where he states “While timely cost recoveg remains a challenging
proposition in Missouri’s historic test year regulaory environment, ISRS has

helped to reduce some of the regulatory lag that istherwise present”?
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A.

No. Missouri does not have a “historic testryssgulatory environment” for a very
high percentage of utility costs, especially mudhthe types of costs incurred by
MAWC.

Please explain.

The use of regulatory mechanisms such as trackeel adjustment clauses, ISRS and
others which are all too common in Missouri ratemgkdo not employ the use of a
historic test year. Currently, MAWC recovers sfgraint revenues from its ratepayers
in the form of pension trackers, tank painting kexs, OPEB trackers, and the ISRS.
In its December 29, 2015 filing, Staff showed tHAWC currently bills its
customers $25.9 million dollars in ISRS chargesorannual basisThe ISRS single-
issue surcharge mechanism that allows for these ingreases does not include a
historic test year.

The fact that MAWC charges its customers milliohgl@alars in additional surcharges
under its ISRS shows that, consistent with Mr. Kearin’'s expressed desire at page 10
of his direct testimony, utility ratemaking in M@gi has already adapted to MAWC’s
circumstances.

Mr. Kartmann seems to indicate a “historic testyear” is a bad thing. Do you
agree?

No. Most assets, liabilities gains and lossed aevenues and expenses of U.S.
business entities are recorded at historical co$te Financial Accounting Standards
Board (“FASB”) and the Accounting profession hasurfd that historical-cost
accounting is more reliable than other forms ofoacting, such as fair value

accounting. The FASB has retained historical @astounting as the basis of U.S.
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generally accepted accounting principles (“GAAP”).GAAP are the Accounting
standards that all U.S. companies, including MAW@yst comply with in the
preparation of financial records. As a resultpgigantly all accounting for business
operations, both regulated and nonregulated ardbas historical costs.

Has any utility in Missouri proposed a method ofaccounting and ratemaking
that is not based on historical cost test year?

Not that | am aware. While Missouri utilitiesagjnhave suggested the use of a future
test year, and proposed recovery of certain estdnftture costs, no Missouri utility
to my knowledge has proposed a future test yearrate case and explained how this
future test year would be superior to the Commissibistorical cost test year method
which relies heavily on the ratemaking matchingugiple to create rates that are fair
and reasonable.

However, as noted, none of the single-issue ratglgaknechanisms currently
employed in Missouri use a historical test yeathasbasis for its calculation. That is
just one of the reasons why these mechanismsawedl. Some of these mechanisms
are calculated under restrictions which appearetaldésigned to produce the highest
levels of rates possible while ignoring, for the shart, other economic events
experienced by the utility that would reduce theeraie increase calculation.

Explain how MAWC'’s ISRS rate increase calculatio does not include any
potential offsets to the ISRS surcharge.

In Missouri, all relevant factors must be comse&h in establishing rates for a public
utility. This ratemaking requirement in Missourasvput in place to make sure that

rates were fair and reasonable. This importargpeater protection, however, was
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significantly lessened in Missouri due to the geshtion of single-issue ratemaking
mechanisms, including those with restrictions anchipitions on what ratemaking
factors may be considered by auditors in the catmn of rate increases from the
mechanism.

For example, the ISRS prohibits all but a very tedinumber of ratemaking factors
from being considered in establishing ISRS ratd® Bw authorizing a water ISRS
states that:

The staff of the commission may examine informatadrthe
water corporation to confirm that the underlyingstsoare in
accordance with the provisions of sections 393.1Q60
393.1006, and to confirm proper calculation of fireposed
charge, and may submit a report regarding its exation to
the commission not later than sixty days after pleétion is
filed. No other revenue requirement or ratemakgsués shall
be examined in consideration of the petition oroeasged
proposed rate schedules filed pursuant to the gians of
sections 393.1000 to 393.1006. (emphasis added)

This audit prohibition on the parties to the ISR from considering “all relevant
factors” is clear.

As the chart below shows, under its ISRS MAWC atéd $44 million dollars from
its customers over a short three-year period. irukides over $23 million in 2015
alone. The ISRS law and Commission Rule restnstiplaced on an ISRS audit
prevent any meaningful reflection of MAWC’s actuavenues needed to cover its
ISRS plant investments. The ISRS revenue requimgras currently calculated under
significant ratemaking restrictions, is artificial. Revenue requirements are by
definition, the amount of revenues required for dhiéty to earn a reasonable ROE.
Under an ISRS, a utility may be earning at or abaveeasonable ROE and still

generate an ISRS revenue requirement.
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Q. Given these facts about MAWC's ISRS, it is podsie to give any consideration to

Mr. Kartmann’s complaints about Missouri utility ra temaking?

A. No. The ISRS law prohibits the Public Coungad she Commission’s Staff and other

parties from including in its ISRS audit scope aatgmaking factor that may mitigate

increased costs due to ISRS plant investments.ethis structure, a Missouri utility

can earn significantly over its authorized ROE,regarn double digit ROE levels, and

still be allowed to charge its customers increasslity rates for costs that they

already recover in current rates.

So, given the fact that MAWC is charging Missouwatepayers, in ISRS rates, $44

million dollars over three years, it is difficuliof me to give Mr. Kartmann’s

complaints about Missouri ratemaking any legitimactll.

The following charts reflect MAWC's ISRS chargewer its current ISRS:

ISRS #
10
11
12
13
14
15

Case No
WO0-2012-0401
WO0-2013-0406
WO0-2014-0055
WO0-2014-0237
WO0-2015-0059
WO0-2015-0211

Total

2013
2014
2015 Est
Total

ISRS Rate
MAWC Plant Increase
$32,666,495 $4,073,205
$48,524,037 $5,288,318
$22,302,155 $2,389,096
$26,325,790 $3,137,508
$53,474,342 $11,221,435
516,595,039 $1,919,991
$199,887,858  $28,029,553
MAWC ISRS
Surcharge
$6,033,887
514,283,168
$23,682,945
$44,000,000
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Q.

How significant are Missouri ISRS revenues to th total ISRS revenues
recognized by MAWC'’s parent company, AWWC'’s utility divisions?

AWWC’s SEC Form 10-K page 52 shows that onlyf6l6 states have allowed any
ISRS charges, and in only 4 of AWWC'’s 16 statesthasegulated utility surcharges
been material in amount.

Over the period 2012 through 2014, 4 of the 6 st#tat had ISRS-type surcharges
accounted for 84% of AWWC ISRS, with MAWC accougtifor almost 30 percent
of this amount.

In 2012, MAWC represented $4.2 million out of $1&lion in total company ISRS
revenues or 22%. In 2013, MAWC represented $7I8omiout of $36 million or
22%, and in 2014 MAWC represented $12.7 million ou$34.6 million or 37% of
total company ISRS revenues. (AWWC 2014 Annual Repage 52).

Mr. Kartmann states at page 9 line 12 of his dict testimony that it is important
for a regulated utility to file for rate relief when its ability to earn a fair rate of
return is compromised. Do you agree with that stament?
Yes. |If a regulated utility is unable to earnreasonable ROE, despite efforts to
operate the utility efficiently and effectively, ghould file for a rate increase.
However, it should be noted that Mr. Kartmann dat say that MAWC's ability to
earn a fair rate of return is compromised. | suspiee reason he did not say it was
compromised is because it is not compromised.

MAWC in 2014 earned an ROE of 9%, which is veryseldo what two of the three

ROE expert witnesses in this case are recommendimmgddition, there is no
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indication that MAWC'’s earnings in 2015 resultedan ROE that would not be
considered reasonable.

Q. Mr. Kartmann states at page 9 line 13 of his dect testimony that if MAWC’s
ability to earn a fair return is compromised, then its ability to invest in

maintaining and improving the water system is impaied. Please comment.

A. Again, | noted that Mr. Kartmann did not sayttMAWC has not been earning a fair

rate of return. To my knowledge, MAWC provided nalication that it was not
satisfied with its current earned ROE and providedevidence in this case that its
recent earned ROE levels were not fair and reasendiois also important to note that
Mr. Kartmann provided no evidence, especially witd continuation of its ISRS that
MAWC will not continue to earn a fair rate of ratuwithout the assistance of
additional single-issue ratemaking mechanisms saghhe proposed ECAM and
RSM.
Does Mr. Kartmann address the issue of revenueganth in this direct testimony?
Yes. However, he does not address MAWC'’s actuater revenue growth or
MAWTC'’s actual earnings. His testimony on this pasithat the Commission needs to
change its ratemaking structure to fit MAWC’s cimtstances. At page 10 he makes
the following statement:

Ms Tinsley’s testimony shows that the current ragkimg structure

is not well adapted to a declining usage, no growiigh

investment utility environment. If the Companytishave a fair

and reasonable opportunity to earn its authorizegterue

requirement, that structure must be adapted toQGbmpany’s
circumstances.
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Q.
A.

Are MAWC's revenues decreasing?

No, data provided to the Commission from MAW@wis that revenues are increasing
at an impressive level. Mr. Kartmnann testimonguwhbdeclining revenues does not
agree with actual revenues reflected in MAWC'’s fiicial books and records.
MAWTC'’s revenues for the years 2011 through 2014eflected in its Annual Report

are reflected below:

MAWC WATER WATER
ANNUAL  REVENUES PER MPSC REVENUE
REPORT ANNUAL REPORT INCREASE

2011 $241,414,416
2012 $276,704,900 15%
2013 $261,404,269 -6%
2014 $266,542,507 2%
3-year Revenue
Growth 10%

What this chart shows is that MAWC's revenue growththe period 2011 through
2014 have averaged greater than 3% per year.

Does Public Counsel recommend that the Commissi@approve MAWC’s ECAM
proposal in this case?

No. Public Counsel witness Lena Mantle discagheés issue in her rebuttal testimony
in this case. In her testimony she provides Pubbansel’s recommendation that the
Commission not grant MAWC an ECAM single-issue ma&ing mechanism in this
case and provides support for this position.

What support does Ms. Mantle provide in her rebttal testimony?

In her rebuttal testimony she explains that MAW&3 done little or nothing to support
its need for an ECAM. She explains that MAWC haseven shown that it expects

to incur costs of the nature covered by the Comonss ECAM Rule. She explains
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that MAWC did not meet the rule requirements regeydhe application for approval
of an ECAM. Finally, she explains to the Commissibat the ECAM proposed by
MAWTC lacks the details necessary for implementation

What support do you provide in this testimony tosupport Public Counsel’s
position that the Commission not approve MAWC's prgposed ECAM?

In this testimony | explain the serious negaiivgpact on Missouri ratemaking caused
by the many new single-issue ratemaking mechanisensg approved for use by
Missouri utilities. | explain that due to theseises negative impacts on the ability of
this Commission to set just and reasonable ratesapproval of new single-issue
ratemaking mechanisms such as an ECAM should anlgranted in times when the
utility requesting the single-issue ratemaking nagdéms is in serious financial
hardship and its ability to provide safe and adegudlity service is in question.

In additions to expressing Public Counsel’s con@rout the serious negative impact
and ratepayer detrimental impact of single-issuenmaking mechanisms, | also
provide evidence in this testimony that MAWC isremtly earning a reasonable ROE.
Thus, there is no need to provide MAWC with an &ddal way to charge its
customers for costs that it has and is currentbpvering in utility rates that exist
today. As | explain in my testimony, when a wilis already earning a reasonable
ROE, any additional rate increase mechanism fatelt MAWC’s double-recovery of
costs and also encourages MAWC to charge its cus®nates that are not just and
reasonable. | do not believe the Commission haisdésire and | believe a review of

Public Counsel’'s position on this issue and thedewte it is providing to the
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Commission, the Commission will recognize that grapan ECAM to MAWC in
this case will be detrimental to MAWC'’s customers.

Does Public Counsel recommend that the Commissioapprove MAWC’s
Revenue Stability Mechanism (“RSM”) proposal in ths case?

No.

Why does Public Counsel not support MAWC’s RSM poposal?

One reason as | have explained earlier is tiexetis no need. MAWC's revenues are
strong and growing. This issue will be addressetthénClass Cost of Service Rebuttal
Testimony of Public Counsel withess Geoff Marke

How would you characterize MAWC’s RSM proposal?

It is simply another attempt by MAWC to elimieaall shareholder risk in the running
of its utility operations. By attempting to elinaite all shareholder risk, MAWC is
making the intentional decision to place all riskunning the utility on its customers.
As | discuss in this testimony, one of the Comnois's essential roles as utility
regulators is to ensure that the forces of compatixist and function as required for
monopolies, such as MAWC and other Missouri uéiti MAWC’s RSM and ECAM
proposals seek to eliminate more risk than it Hesady eliminated through its ISRS
and other expense trackers.

Should the level of risk that a utility has elinnated through single-issue
ratemaking mechanisms be considered in the authomzl ROE issued by the
Commission in its rate case Report and Orders?

Yes. A reading of the ROE expert witness testims in this case reveals that the cost

of equity is based significantly on the individuebmpany’s risk in running its
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business. MAWC has had a significant level of edikninated through the adoption
of its ISRS and other expense trackers. If the @@msion approves either MAWC’s
ECAM or RSM, or both, the Commission should reflggtbest judgment on the level
of risk eliminated through MAWC’s inventory of siegissue ratemaking
mechanisms. Its authorized ROE in this case shefiliect the significant level of risk
that has already been eliminated from MAWC’s operat and any additional risk
elimination from its decision on MAWC’s ECAM and RIS

SINGLE-ISSUE RATEMAKING

Describe what is meant by single-issue ratemakgn

Single-issue ratemaking involves *“singling outertain expenses, or revenue
requirement components, from a company’s overalt o service and allowing a
utility to recover those single specific costs fromepayers separately, while ignoring
all other factors necessary to determine fair @agonable rates charged to ratepayers.
How are utility expenses recovered under singlissue ratemaking?

The primary means of recovery of expenses ustgie issue ratemaking, at least in

Missouri, are customer surcharges and expenseetsack
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Q.

Has the Missouri Court of Appeals addressed theissue of single-issue
ratemaking?
Yes. In a January 15, 2012 Opinion in Case W@74676, the Missouri Court of
Appeals Western District describes how single issatemaking is generally
prohibited in Missouri due to its inherent poteht@ inequitable ratemaking actions
by the Commission.

In reliance upon § 393.270.4, Missouri courts headitionally held

that the Commission's "determination of the prapée for [utilities]

is to be based on all relevant factors rather thraronsideration of

just a single factor.Midwest Gas Users976 S.W.2d at 479.

Thus, when a utility's rate is adjusted on the $asia single factor,

without consideration of all relevant factors, st known as single-

issue ratemakingeeid.

Single-issue ratemaking is generally prohibitedviissouri "because

it might cause the [Commission] to allow [a] compam raise rates to

cover increased costs in one area without realiiag there were

counterbalancing savings in another area." Id.
Does the utility industry consider trackers to ke single-issue ratemaking?
Yes, | believe it does. American Electric POoW&KEP"), one of the largest electric
utilities in the country specifically refers to tkers as single-issue ratemaking on its

website. The following discussion of trackers isrently included on AEP's website:

A tracker allows rapid recovery of an expendituighaut waiting
for a lengthy, fullblown rate case. However, it calsreates a
narrow, non-fungible bucket of funds that can dmyused for one
purpose.

Additionally, when costs of any expenditure areragpd in a base
rate case, the utility (and its ratepayers, whearesh savings
mechanisms are incorporated) can benefit fromieffaes. In the
straight pass-through process of a tracker, theslo happen.

Not all state regulatory commissions (or legislet)rembrace the

concept - some feel that single-issue ratemakingnishes their
authority and ability to regulate in a transparent
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environment.(https://www.aep.com/about/IssuesAndi®os/Fina
ncial/Regulatory/AlternativeRegulation/Trackers»gsp

Does AEP describe its position on how it usesaitkers?

Yes. On its website AEP describes its positiontrackers as followsAEP has been

a supporter of trackers in situations where immediate cash flow is an issue. However,
we also are cognizant of the issues associated with single-issue ratemaking tools."
(https:/www.aep.com/about/IssuesAndPositions/FirafRegulatory/AlternativeReg
ulation/Trackers.aspx)

What is the overall concern associated with these of single-issue ratemaking
mechanisms such as expense trackers, fuel adjustnteriauses, ISRS, ECAMs
RSMs and AAOs?

Single-issue ratemaking as a practice is gelygpabhibited in Missouri because it is
bad ratemaking. The overall problem with the use sofgle-issue ratemaking
mechanisms is that they allow for the charging blity rates that are just and
reasonable, the very reason why their use in Mrssas prohibited.

What are the individual concerns about single-sue ratemaking mechanisms like
trackers and surcharges?

There are several. The National Energy and tytAffordability Coalition (NEUAC)
describes itself as a broad-based coalition of rdeveorganizations dedicated to
heightening awareness of the energy needs of loonile energy consumers, fostering
public-private partnerships and engaging in otletivdies to address these needs. Mr.
Ralph C. Smith, CPA of Larkin & Associates, PLCdaa witness for the Public
Counsel in this rate case, made a presentatiotieghntincreasing Use of Surcharges

on Consumer Utility Bills" to NEUAC's 2012 Confern
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At the end of his presentation Mr. Smith reached tbllowing five conclusions
concerning the current use of single-issue ratemgakiechanisms such as trackers
and surcharges.

Public Counsel agrees with each of the concerriedlibelow. Public Counsel
recommends that the Commission consider each sethencerns prior to reaching
any conclusion on the additional single-issue raténmg mechanisms proposed by
MAWC in this rate case:

1. In the past, surcharges were only permittelimited circumstances for costs that
were substantial, volatile and uncontrollable, ahdt could harm the utilities'
financial health if not addressed outside of a gamate case base rate proceeding.

2. In recent years, however, requests for suresaend tracking mechanisms by
utilities have significantly increased, for manyffelient types of costs, including
capital investments, for specific operating and nteiance expenses and even for
revenue losses.

3. The excessive use of special ratemaking mestmsnsuch as surcharges and other
tracking mechanisms can proliferate to the point kefcoming difficult and
burdensome for regulators to monitor.

4. The use of surcharges can reduce utility ingesto control costs.

5. Whenever new or expanded utility surchargegpesposed, care must be taken to

protect ratepayers.

REGULATORY LAG

In Mr. Smith’s concern number 4 above, he statethat the use of surcharges can
reduce the utility incentives to control costs. Rase discuss Public Counsel’s
concern with this particular negative effect on utiity management cost control
incentives from the use of single-issue ratemakingechanisms.

In this concern, Mr. Smith was addressing a vaynmon concern with single-issue

ratemaking mechanisms among regulatory commissregsilatory agencies such as
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the Office of the Public Counsel, and some of #aling experts in the field of utility
regulation. This concern is that single-issue raildngy mechanisms remove or
significantly degrade one of the essential posiéhanents of regulatory lag, which is
the incentive placed on utility management to amntost increases between rate
cases.
Please describe regulatory lag.
“Regulatory lag” has often been defined much somply as “the time between the
incurrence of a cost or revenue by a utility arel rieflection of that cost or revenue in
rates”. A more descriptive definition is provideg Mr. Alfred E. Kahn in his book
The Economics of Regulation: Principles and Ingtitutions. Here, in distinct contrast to
how Missouri utilities characterize regulatory 1y Kahnin refers to regulatory lag
as a "positive advantage" of regulation.
Mr. Kahn, likely the most widely recognized andeoficited expert on the economics
of regulation, provides this definition of regulatdag:

The regulatory lag - the inevitable delay that tajon imposes in

the downward adjustment of rate levels that prodexeessive

rates of return and in the upward adjustments ardyncalled for

if profits are too low - is thus to be regarded asta deplorable

imperfection of regulation but as a positive adaget (Kahn,

A.E., The Economics of Regulation: Principles amdtitutions

(New York: John Wiley & Sons,1970, Chapter 2, p.48)
How did Mr. Kahn describe his understanding of he role of regulatory lag?
Mr. Kahn describes how regulatory lag is a rakimg tool by which a regulatory
body (Commission) incents positive utility managemieehavior. InThe Economics

of Regulation: Principles and Institutions (chapter 2, page 48) he states that “freezing

rates for the period of the lag imposes penalties ihefficiency, excessive
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conservatism, and wrong guesses, and offers rewardbeir opposites: companies
can for a time keep the higher profits they reamfia superior- performance and have
to suffer the losses from a poor one.”
Roger Sherman, another well-respected expert infidleé of regulation wrote an
article in 2003 entitledRestructuring Industries: The Carrot and the Stick in which he
cited William Baumol as the first economist to rgoize the benefits of regulatory
lag. William Baumol was a professor at New Yorkikdmsity and an emeritus
professor at Princeton University:

The idea of using “regulatory lag”, the delay betweate cases,

for incentive benefits came from Baumol (1968). &tgued that

the regulated firm would have incentive to conttelcosts while it

was stuck with unchanging prices between rate cakesfixed

prices essentially serving as a stick. So he pexbasspecific time

period between rate cases, such as three yearseoydars, when

prices would remain fixed. [Review of Network Ecamos Vol.2,

Issue 4 — December 2003]
Does regulatory lag benefit utilities?
Yes. Not only does regulatory lag act as a ss&ey incentive to prudent and efficient
management behavior as described by Messrs. KahiBanlmol, it also allows for
utility shareholders to benefit financially duringgeriods of excessive earnings and
higher-than-authorized returns on equity.
How do Missouri utility companies typically address regulatory lag when it is
positive to its shareholders?
It has been my experience that when utility esgs are higher than an amount the

utility believes would be found reasonable by th@mnission; the utility will take

whatever actions are necessary to retain that f@gél of earnings. This is the
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primary way utilities seek to enjoy, to the maximertent possible, all the aspects of
regulatory lag that benefit it and its shareholders

In addition, it has also been my experience thatrnwiitility earnings are higher than
what would be considered reasonable, utilities aglpose any attempt to lower rates
to a reasonable level.

Finally, I have not experienced or even heard @& imistance where a Missouri utility
filed a for a rate decrease with the Commissiotingidhat its rates were too high and
its actual earned ROE was excessive.

How do Missouri utility companies typically address regulatory lag when it does
not specifically benefit its shareholders?

It is a completely different story. This scematsually occurs when expenses rise
faster than revenues and/or other expense redadciot faster than efficiencies from
technological advancements. When this is the catddjes in Missouri - through
legislative efforts and rate case proposals - sggkoval of a myriad of single-issue
ratemaking mechanisms to shelter shareholders.

The adoption of these many single-issue ratemakimgchanisms has changed
fundamentally the structure of utility ratemaking Missouri. It also has shifted a
significant amount of risk from the utility (wherebelongs under traditional cost of
service ratemaking) to the ratepayers.

Utility companies in Missouri have been successfuhcilitating this transfer of risk
to customers. But no matter how much risk is tramefl through single-issue
ratemaking mechanisms, it never appears to be énoligis is evidenced by MAWC,

a company with a very one-sided and bloated ISR&Qgeh currently earning a

Page 27



10

11

12

13

14

15

16

17

18

19

20

21

22

Rebuttal Testimony of
Charles R. Hyneman

reasonable ROE, seeking additional single-issuenraking mechanisms in the form
of an ECAM and a RSM from the Commission.

With Missouri utility companies appearing to be thie path to seeking even more
single-issue ratemaking mechanisms, there is ap@sgibility the beneficial aspects
of regulatory lag will be so distorted that utilitgtes will no longer be based on the
utility’s cost of providing service. Under thisguatory structure and the removal of
critical regulatory lag cost control incentiveserth is a good possibility that utility
expenses and utility rates will continue to growpiddy without the necessary
incentives to keep costs down between rate cases.

Please continue

My fear is that with the continued escalatiorthe adoption and use of more and more
single-issue ratemaking mechanisms, utility managgi®m focus will change
dramatically. With this slide away from traditidn@gulation, all relevant factors
principles, and regulatory lag cost control inceesi, the only question that utility
management will ask itself is, “why should we keggts down and sacrifice when we
can automatically pass through these costs thronghof the many available single-
issue ratemaking mechanisms™? The truthful answdhat there is no reason why
they should seek to control costs.

The regulatory lag incentives, which seek to eneuthe cost reduction incentives of
actual business competition, are all but eliminateth this instance, while the
Commission may say that one of its roles is tcaadhe force of competition on utility

management, it will not have the power or the atiyoto be that force of
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competition. The vast array of single issue-rat@nta mechanisms that replaced
traditional ratemaking in Missouri will not allow i

Is it the role of the Commission to serve as aulstitute for a competitive
marketplace?

It is incumbent on the Commission, through ttse @nd application of ratemaking
policies and procedures, to allow regulatory lagpperate as naturally as possible to
ensure that a proxy for competitive pressures existhe operation of regulated
utilities in Missouri.

The essential purpose of rate regulation is to atauthe results that might be
achieved by competitive firms in a competitive Imesis environment. Utilities should
not be shielded from experiencing lower earningslisadvantageous environments
just as utilities should be allowed to retain, #operiod of time, the benefits of higher
earnings in advantageous environments. That isolleeof regulatory lag and it is the
responsibility of the Commission to ensure thatufary lag continues to play this
role in utility regulation in Missouri.

Do you agree that it is important for the Commision to seek a level of balance
and fairness both to utility ratepayers and sharehllers when it addresses the
issues of regulatory lag in a utility rate case?

Yes. To achieve this level of balance and fe88) | believe it is important to
approach the regulatory lag issues being raisedtitifies today from an historical
perspective. A historical perspective of how ratply lag was allowed to operate
naturally in Missouri will show that Missouri utiés enjoyed the benefits of

regulatory lag during certain periods and enjoyedyvhigh ROEs. There was no
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negative discussion of regulatory lag by Missotilities during this period and they
took no action to ensure ratepayers were protdobed paying utility rates that were
not just and reasonable. Moving forward to recgsdirs when the very positive
impacts of regulatory lag on utility earnings haoemewhat dissipated, there is a very
strong push by Missouri utilities to eliminate {hert of regulatory lag that they do not
consider shareholder-friendly. This has led to thany various single-issue
ratemaking mechanisms that are in effect todayroper perspective would allow for
the recognition that there were no individual raigg protection mechanisms put in
place during the period of time when Missouri tigs experienced very high ROE
levels.

Were there any single-issue ratemaking mechanismput in place by the
Commission during the 20 year period (1985-2005) & KCPL had very high
earnings due to regulatory lag?

No, there were none. Regulatory lag has alweyisted in the Missouri regulatory
framework. The difference now is that when theifess environment in which
MAWC operates no longer produces positive regwatag (from the shareholder
perspective) and excess earnings, MAWC calls fmmgt and drastic regulatory lag
mitigation measures, primarily single-issue ratemgkmechanisms. But during the
periods when utility earnings are in excess of autled ROEs, there were no
ratemaking mechanisms to protect ratepayers. ifhatent inconsistency and lack of
consideration to utility customers should be adskdgy the Commission.

If these regulatory lag mitigation measures arecaogfully controlled, and if they are

allowed to remain in place for the long term, thegve a very high probability of
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significantly skewing the Missouri regulatory frammrk, which has worked very well
in the past and hopefully will continue going forda

It is important to view each one of the myriad wigée-issue ratemaking mechanisms
with a keen awareness and understanding of the peating into consideration the
past regulatory environments in Missouri allows &or understanding that regulatory
lag is a naturally occurring phenomenon and isctireerstone of effective regulation
of firms with monopolistic power such as regulatsitities.

Viewing all of these new single-issue ratemakingchamisms with an understanding
of the past helps prevent bad decisions being nragevacuum. It allows for an
understanding that regulatory lag is affected bgnges in economic conditions and
regulatory lag benefits, depending on the curreminemic and market conditions,
both shareholders and ratepayers. Any attemptjigstathis symmetrical nature of
regulatory lag should be done very carefully andaowery limited and short-term
basis so as not to significantly alter the inherfainess and balance in naturally
occurring regulatory lag.

Is it in the public interest to create and appree inflexible and long-lasting single-
issue ratemaking mechanisms during times when MAWG' earnings, as reflected
in its actual earned ROE, are reasonable?

The Public Counsel does not believe it is in fheblic interest to do so and it
recommends to the Commission that it make this damdeng. The Public Counsel
believes that if the Commission compares the demis to ratepayers of the
proliferation of single-issue ratemaking mechanigmany potential benefits, it will

conclude that it is no contest.
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The evidence | have provided in this testimony shdlat MAWC’s earnings are
healthy and it has been and is currently earnirepaonable ROE. MAWC's earnings
are healthy in large part due to its ISRS. MAWG hade maximum use of its ISRS
to the point where its annual ISRS charges haveeslad 10% of its annual revenues
determined in its previous rate case.

Please summarize your testimony on regulatory ta

In a 2009 rate case hearing in Case No. ER-ZWB®B, the Commission’ Chief Staff
Counsel Kevin Thompson made the following statememtthe Commission:
“regulatory lag is a normal and inevitable partuifity regulation. You know that
regulatory lag cuts both ways, sometimes to thetiteof the customer and sometimes
to the benefit of the utility.” (Tr. 214-215) WARill agree with Mr. Thompson, | would
go further and state that regulatory lag is noyanévitable, but necessary as it plays
a vital role in making rate of return regulationnwdairly and equitably. This is not
only my opinion but the opinion of some of the mua&ll-respected experts in the
field of utility regulation.

Regulatory lag is necessary and essential in geftiites for a monopoly. It is only
through regulatory lag that cost reduction incesgiare created and provide the most
significant, if not the only, incentive for utilitpanagement to operate the utility at its
lowest reasonable cost between rate cases.

As to the many single-issue ratemaking mechanisiatsare currently in place and are
currently distorting regulatory lag, the Public @sal believes these mechanisms
require great scrutiny today and in the future lhy €Commission. Public Counsel

believes that due to the increasing number of etgny lag mitigation measures
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currently in place and continuously being propossdutilities, the potential for
distortion of the important role of regulatory lagd the threat to effective utility
regulation is real and serious.

Distortion of the nature and beneficial role ofukgory lag through modification and
elimination of the essential ratemaking policiesl gminciples that have served the
Missouri regulatory framework over many years iseal possibility if the constant
barrage of regulatory lag mitigation measures i$ given greater scrutiny and
important countervailing safeguards put in plac&his greater scrutiny should be
given with solid understanding of the role of regjaly lag and how regulatory lag has
been allowed to operate in the past, when utilivese operating in a more favorable
economic environment.

BURDEN OF PROOF

What is the typical utility responses when issigeare raised about the negative
impact of single-issue ratemaking mechanisms on Misuri ratepayers?

My experience has been that the utilities tyjyceespond that Staff and other parties
have the ability to do a prudence audit and thatdpportunity to do a prudence audit
is a sufficient ratepayer protection.

Do you believe that the Staff and other partiebave a reasonable opportunity to
do a prudence audit on the many rate increases pass through to ratepayers
under single issue ratemaking mechanisms?

No. | was previously employed as a Staff audftr over 23 years. During this

period | became convinced that Staff prudence ayatibvide little or no ratepayer
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protections in most if not all of the single-isstegemaking mechanism that exist
today.

On what do you base this belief?

There are several factors, but in this testimbmyll address just the primary factor.
The primary factor why Staff and other parties’geoce audits provide no ratepayer
protection is the very subtle but real shift in theden of proof that utility costs are
reasonable and prudent. This burden of proof téited somehow from utility
management, where it belongs, to Commission StaffRublic Counsel auditors and
other regulatory auditors.

Mr. Hyneman, in your experience as an auditor ad expert witness with the
Public Counsel and the Commission Staff, what typesf utility cases have you
been involved with and filed testimony before thi€ommission?

| have been involved in many utility rate cgsasd other cases including merger
cases, ISRS cases, fuel adjustment clause cades,complaint cases, affiliate
transaction case complaint cases, certificate casesunting authority order (AAO)
cases, and construction audit and prudence reviews.

Given your experience, are you clear as to théamdards the Commission has
developed and enforced related to the burden of pad in these utility cases?

No, I am not. | have a concern that over thet gaveral years there has been a shift in
the application of the burden of proof statutest&s there is a real and tangible shift
in regulatory risk away from the utility to the eglyer through the proliferation of

single-issue ratemaking mechanisms, there alscaappe be a shifting of the burden
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of proof of utility costs being reasonable and gnidaway from the utility even in
traditional utility rate cases.

In this testimony are you expressing any legal pinion or making any legal
conclusions about the legal standards applicable tthe burden of proof in the
Commissions ratemaking authority?

No, | am not. | am not an attorney and in tt@stimony | do not address any legal
analysis or determinations. | am an experiencedlatory auditor and a Certified
Public Accountant (“CPA”). My point in this testony as a regulatory auditor and
CPA is simply to express my concerns. The chandeerurden of proof has affected
the work of Staff auditors, has affected the desifjthe Staff audit scope and audit
plans, and has affected decisions about whethebto even propose utility cost
adjustments in cases before the Commission.

What is your knowledge of the standards the Comiasion must apply as it relates
to burden of proof in utility cases?

| am aware that there is a statute that spedifi@ddresses the burden of proof and
places that burden on the utility in utility ratases at any hearing involving a rate

increase. Missouri Revised Statutes Chapter 393 Blectric, Water, Heating and

Sewer Companies August 28, 2015, Section 393.18@tes that at any hearing

involving a rate sought to be increased, the buafgroof to show that the increased

rate or proposed increased rate is just and rebkorehall be upon the utility

company.

393.150.2. If any such hearing cannot be conclugéhin the

period of suspension, as above stated, the cononissay, in its
discretion, extend the time of suspension for #htrrperiod not
exceeding six months. At any hearing involving & iought to be
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Q.

increased, the burden of proof to show that theeased rate or
proposed increased rate is just and reasonablebshapon the gas
corporation, electrical corporation, water corpmmtor sewer
corporation, and the commission shall give to tlarimg and
decision of such questions preference over all rotheestions
pending before it and decide the same as speedilgoasible.
(emphasis added)

Has the Commission recognized in utility rate cges that the burden of proof is on
the utility?
Yes. At page 14, paragraph 7 of its April 1212 Report and Order in File No. ER-
2010-0355 ("2010 Report and Order"), the Commissited Section 393.150.2 and
described that the burden of proof at a rate caséry is on the utility, in that case,
KCPL, to show that the rate increase KCPL propasgsst and reasonable:
Burden of Proof

7. At any hearing involving a rate sought to beréased, the

burden of proof to show that the increased ratepmposed

increased rate is just and reasonable shall be tiygon. . electrical

corporation . . . and the commission shall givehe hearing and

decision of such questions preference over all rotiestions

pending before it and decide the same as speedppssible.
Have past Commissions, in your non-legal opinigrshifted the burden of proof
away from the utility to the Staff and other parties in cases where utility rates
were sought to be increased?
Yes. This has been my experience as a membéreo€ommission Staff. In fact, |
addressed this point in my True-Up Direct testimamyCase No. ER-2014-0370,

KCPL's last rate case. In this testimony | proddthe standards set by the

Commission on auditors in construction audits andipnce review cases, even when
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the rate increase from the construction projesbigght by the utility in a general rate
case.
In this testimony | described the standards the @msion places on regulatory
auditors to support adjustments in constructionitauand prudence reviews, and
explained that these standards are much more eaftrinthan other rate case
adjustments, where the burden of proof is on tligyuto prove the reasonableness
and prudence of costs included in proposed rateases.
In its April 12, 2011 Report and Order in File N€R-2010-0355 (2010 Report and
Order"), the Commission placed the following stadda(burden) of proof on the
Staff. The Commission stated that Staff must raegtecific four-pronged test in any
proposed adjustment to exclude a particular coaistru cost from the utility’s cost of
service in that rate case:

1. Identify that a specific imprudent action wast based upon

construction industry standards;

2. ldentify that the specific imprudent action waesed on the

circumstances that existed at the time the decigoomcur the

imprudent cost was made,;

3. Provide proof that increased costs resultech filoe imprudent

decisions;

4. Provide substantive, competent evidence thadbkshes a

causal connection between the utility’s imprudectioa and the
cost incurred as a result of the action.

Q. In KCPL’s 2010 rate case, were the constructiogosts of the latan construction

project part of the cost increases that KCPL proposd to include in its rate

increase filing in that rate case?

A. Yes. However, despite the costs being sougha mate increase case, in its 2010

Report and Order at paragraph 25, the Commissiommsuized its much higher
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burden of proof on the Staff as it applies to amgppsed adjustments to utility
construction audits that the utility seeks to id&un its rate increase hearing:

25. In other words, Staff or the other parties msatisfy the
following two-pronged evidentiary test to supportliaallowance:
1) identify the imprudent action based upon industandards and
the circumstances at the time the decision or aati@as made; and
2) provide proof of the increased costs caused IGP&L's
imprudent decisions. To meet this standard, a paudgt provide
substantive, competent evidence establishing aataasmnection
or —nexus between the alleged imprudent action andctsts
incurred.

Q. Does the Public Counsel have concerns that theo@mission has shifted the

burden to prove that cost increases included in r& increase proposals are
reasonable and prudent from the utility to the reguatory auditors who audit

these cost increases?

A. Yes. The Public Counsel recommends that the Cigsian review its standards on the

burden of proof in various types of cases, inclgdiAC cases, construction audits,
and other rate increase cases, and issue guidebnis Staff, Public Counsel and
other parties that are clear, understandable andistent with the requirements of

Section 393.150.2.
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Mr. Roach at page 19 line 11 of his direct tastny refers to a term “allowed Total

Revenue and Water Sales” and states that suchsl|evae set in Case WR-2011-

Have you ever heard of the Commission “allowinga certain level of water sales

No. The Commission does not allow any certawvenue levels or water sales. It is
not clear how Mr. Roach came up with this inforrmati | have reviewed the

Commission’s Report and Order from Case No. WR-20337 and did not see any
reference at all to any allowed total revenuedlonad water sales. At page 19 of his

direct testimony Mr. Roach refers again to a teatioWed revenue” and “allowed

VI. REBUTTAL OF MAWC WITNESS ROACH
Q. Did you read the direct testimony of MAWC witnes Greg Roach?
A. Yes, | did.
Q. Do you have any concerns with his direct testinmy?
A. Yes, | do.
Q. What are your concerns?
A.
0337, MAWC's last rate case.
Q.
and revenue levels?
A.
total water sales” with no explanation of what théerms mean.
Q. Do you have any additional concerns with Mr. Roeh’s direct testimony?

Yes. The revenue numbers reflected at page f2Biso direct testimony are not

consistent with what MAWC reported to the Commissioits recent annual reports.
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Q.

Did you compare the water revenue numbers provied by Mr. Roach in his chart
at page 20 of his direct testimony to the water ranue numbers provided by
MAWC to the Commission in its annual report filings during the period 2011
through 20147
Yes. In the chart below the annual water revemapsrted by MAWC in its Annual
Reports to the Commission were compared to the alnmater revenues for 2012,
2013, and 2014 provided by Mr. Roach at page 2Qi®fdirect testimony. It is a
concern that the numbers reported by Mr. Roachatarmratch the numbers reported
by MAWC to the Commission in its Annual Report. wiyver, the numbers provided
by Mr. Roach in his direct testimony show a greaesrage annual increase during
the period 2012 through 2014.

The revenue growth numbers provided by Mr. Roddwsa robust increase in
revenue growth from 2011 through 2014 of 12%, véthaverage annual increase

during this period of 4%.

MAWC WATER WATER ROACH MAWC WATER WATER
ANNUAL  REVENUES PER MPSC REVENUE DIRECT P. REVENUES ROACH REVENUE
REPORT ANNUAL REPORT INCREASE 20 DIRECT P. 20 INCREASE
2011 $241,414,416 - 2011 ** $241,414,416
2012 $276,704,900 15% 2012 $279,467,636 16%
2013 $261,404,269 -6% 2013 $264,778,072 -5%
2014 $266,542,507 2% 2014 $270,239,218 2%
3-year Revenue
Growth 10% 3-year Revenue Growth 12%

Did you also compare MAWC's average increase imvater revenues with its
parent company AWWC's average increase in water reanues?
Yes. The chart below shows that MAWC’s averagmual growth in revenues is

consistent with AWWC'’s regulated utility water salgrowth over the period 2010-
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2014. 1 also included a comparison with the reeegwowth of a Missouri utility,
KCPL. This comparison shows that water sales drawer the period 2010-2014 is
almost identical with electric sales growth ovee gtame period. While these sales
growth increases are affected by several factbey, show that MAWC's revenues are
solid compared to other water utility sales (otA®WC water utilities) and other
Missouri utility revenue growth.

Average Revenue

Growth MAWC AWWC KCPL
2010 - 2014 5.8% 4.1% 5.7%
2012- 2014 3.7% 4.0% 3.6%

Did Mr. Roach file Supplemental Direct Testimonyon February 10, 2016, the
day before rebuttal testimony was required to be fed in this case?

Yes, he did.

Did you have time to review the merits of his Saplemental Direct Testimony
prior to filing rebuttal testimony in this case?

No, | did not. If necessary, | plan to addréds. Roach’s Supplemental Direct
Testimony in my Surrebuttal testimony in this redse.

Do you have any immediate concerns with Mr. Rods Supplemental Direct
Testimony?

Yes, | do. At page 4 Mr. Roach uses the termttiarized revenues”. | personally
have never heard this term used in Missouri reguiaand | do not believe this term
has any real meaning. With the exception of ROWess a revenue requirement

component is a part of a tracker or another tackegle-issue mechanism, there is no
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authorized level issued by the Commission. Aldw chart at page 4 of his

Supplemental Direct Testimony states that it inekidctual revenues. However, the
revenues in this his chart for 2015 are not acexnues. As footnoted by Mr. Roach,
the number in the chart for 2015 reflects reverthes are based on some historical

average of prior revenues going back to 2010.

Vil.  REBUTTAL OF MAWC WITNESS MORIN

Q. Did you read the direct testimony of MAWC witnes Roger Morin?
A. Yes, | did.

Q. Do you have any concerns with his direct testinmy?

A. Yes, | do.

Q. What are your concerns?

A.

Mr. Morin, at pages 53 through 58 and in Append of his direct testimony
addresses the issue of a “flotation cost” addéAWC’s ROE. A more correct term
for “flotation costs” is “stock issuance expensesid | will use that term in this
testimony. My concern is that if Mr. Morin’s progel on stock issuance expense
prevails, MAWC's ratepayers will pay in utility &g expenses MAWC has never
incurred, and its parent company, AWWC, did notima the test year.

What are stock issuance expenses?

Stock issuance expenses are expenses of issompgany stock to the public. These
expenses are similar to other administrative ameige (“A&G”) expenses incurred
by a utility and charged to A&G expenses in theome statement. Some of the types

of expenses included in this administrative cost ar
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o > o »

*Professional Fees: includes those for attorneas,well as
certified public accountants.
*Commissions: underwriters that place the secwritieith
investors will charge both fees for this servicevasdl as sales
commissions.
*Clerical: includes both administrative and cleftic&osts
associated with preparing regulatory filings aslaslregistrations.
*Filings: expenses and fees associated with filingissue with the
Securities and Exchange Commission.
*Marketing: advertising, mailing, and marketing tsassociated
with promoting the securities to investors.
What is MAWC's position on stock issuance costs?
MAWC, through Mr. Morin’s direct testimony, seeko add 30 basis points to what
MAWC witness Morin calculates to be MAWC's actuakt of equity.
What is the revenue requirement impact of adding80 basis points to MAWC's
ROE to account for stock issuance expense?
Using MAWC's proposal | calculate that amounb®approximately $3.6 million.
Does MAWC as a company actually issue common std?
No, the issuance of common stock is made by MAS\ffarent company, AWWC.
Does that mean that AWWC's cost to issue commastock would be allocated to
all of AWWC'’s regulated subsidiaries and non-reguléed operations throughout
the company?
Yes. It is a type of expense that would be cadted to all of the Company’s
operations.
By charging MAWC's ratepayers $3.6 million annudly through a 30 basis point

stock issuance expense adder to ROE, how much is MAC witness Morin

suggesting that AWWC incurs on an annual basis?
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A.

| am not aware of an allocation percentage thatild be most appropriate for this
calculation. However, using a very conservatilecaition factor of 14.24%, which is
the allocation factor AWWC uses to allocate its iBass Transformation Project
(“BT” project) to its regulated operations, Mr. Mas testimony suggests that
AWWC incurs $25.4 million of stock issuance expensach and every year.

Why is a 14.24 percent allocation very conserviae?

This is an allocation used by MAWC to allocatbawit considers a regulated project
to regulated operations. The expense incurredsinimng common stock would benefit
AWWC'’s regulated operations as well as its substhnbnregulated operations. This
would make the allocation to MAWC of AWWC stockussice expense much lower
than 14.24%.

What level of stock issuance expense did AWWC gnr in the test year in this
case?

AWWC, and thus MAWC, did not incur any stockuasce expenses in the test year
in this case.

Is stock issuance expense a cost of equity thsttould be reflected in a cost of
equity study?

No. Stock issuance expense is an expense ohiipg a company and it should be
treated for accounting and ratemaking purposesia®ther expense that is deferred
and amortized to future periods.

What is the appropriate accounting and ratemakimgy treatment for stock issuance

expenses for a public utility?
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A.

First, the cost has to be incurred and spedificaentified. Once this occurs, a
reasonable allocation of the cost to the regulajgerations of the utility should be
determined. This cost would be deferred on thigysi balance sheet as a deferred
charge and amortized to expense over a periodntd that is determined by the
Commission to be reasonable based on the factsiesuimstances of the rate case
where the expenses are addressed.

Does MAWC witness Morin’s position on stock issance expense contradict other
parts of his testimony?

Yes. At page 5 line 21 of his direct testimony. Worin states that his recommended
rate of return reflects the application of his psHional judgment. | would question
his judgment about charging MAWC's ratepayers $cilion annually for an
expense that was not incurred in the test yeampisknown and measurable, and is
clearly overstated. Mr. Morin’s 30-basis point adds arbitrary and is not based on
any business operations of MAWC or its parent camgpAWWC.

In Appendix B to his direct testimony Mr. Morin cites the studies he relied upon
to support his 30 basis point adder for stock issuee costs. Are any of those
current?

No. A review of the studies cited by Mr. Moshow that most occurred more than 20
years ago and some almost 40 years ago. Dateemeésl were 1978, 1986, 1980,
1987, 1986, 1973, 1969, 1996 and 2000. No studyomaducted in the last 15 years.
Even if the studies relied upon by Mr. Morin wee current, would they be

relevant to this rate case?
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A.

No. Studies of the type Mr. Morin relies upomoanly be used as a check on the
reasonableness of an actual cost. That would &e émly value. However, since
stock issuance expense is an accounting expensalarsdpaid to attorneys and
underwriters to sell the company’s stock to thelipub and not a cost of equity, it
does not belong in a calculation of ROE.

Stock issuance expenses should be calculated Ity pgrsonnel and proposed as an
amortization adjustment to the cost of serviceha same manner as many other
expenses. Embedding stock issuance expense inEar&@mmendation distorts the
amount of the expense and, as it does in thisceste, ignores the fact that the expense
was not actually incurred in the test year.

Mr. Morin’s testimony did not indicate that he totike time to review AWWC'’s
actual stock issuance costs in the past. Mr. Mddas not testify that he made an
attempt to calculate what a reasonable level ofksissuance costs would be for
MAWC, but merely relied upon some generic studie$gymed 30-40 years ago.
What is Public Counsel’s position on stock issuce expense in this case?

Since no stock issuance expense was incurredVdWC and none was allocated to
MAWC, there should be no recognition of stock isgeaexpense in MAWC'’s cost of
service in this rate case.

Does Mr. Morin take a position on the ratemakingtreatment of MAWC'’s stand-
alone capital structure and ROE that is different fom how AWWC treats
MAWTC for income tax purposes?

Yes. At page 16 of his direct testimony Mr. Mostates that an estimation of a fair

and reasonable ROE should not take into account MAWelationship with its

Page 46



10

11

12

13
14
15
16
17
18
19
20
21
22
23
24
25

26

27

28

29

Rebuttal Testimony of
Charles R. Hyneman

parent company, AWWC. Public Counsel is concemnvél the significant level of
inconsistency between the stand-alone ratemakeatnrent position taken by Mr.
Morin and the position of AWWC treating MAWC on ansolidated basis for certain
bonus depreciation income tax deductions.
Public Counsel witness Ralph C. Smith describelsisndirect testimony in this case
how MAWC did not opt to take available bonus taymeiation deductions in 2011
and 2013. This decision by AWWC caused MAWC's rai@se and revenue
requirement in this case to be higher than it wdédf AWWC allowed MAWC to
take these bonus depreciation tax deductions.
What reasons were provided by MAWC as to why itdid not take the bonus
depreciation tax deductions it was entitled to takén 2011 and 2013?
MAWTC'’s response to Public Counsel data requé88sstated:

MAWC and American Water Works opted out of bonus

depreciation in tax years 2011 and 2013. In 2Qh#&, bonus

depreciation allowed by the IRS to deduct was 1@d%ualifying

property. It was determined that because the diolased group

already had sufficient net operating losses (NQladying to that

would jeopardize its ability to use them in theufat even though

the carryforward is 20 years. In 2013, the conlstéd group had

charitable contribution carryforwards that were ngpito expire

unused if the Company was in a taxable loss positibhat would

have been an additional tax expense to the Compéhgrefore, it

was decided to opt out of taking the bonus deptiecia
By not allowing MAWC to take the bonus depreciattam deductions it was entitled
to take on a stand-alone basis and creating a hrgkienue requirement for MAWC,
AWWC is treating MAWC on a consolidated basis far solated part of its

consolidated tax operations. AWWC, for this onedaduction, which is beneficial to

shareholders, is treating MAWC as part of its ctidated tax operations. But for
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other deductions that were actually taken at thesaclidated level that could have
lowered MAWC'’s cost of service in this case, noswompensating ratemaking
treatment was proposed by AWWC.

AWWC'’s inconsistent treatment of treating MAWC orstand-alone basis where it
likely benefits the shareholders and is detrimemalatepayers (capital costs and
capital structure) while treating MAWC on a condalied tax basis for bonus
depreciation is inconsistent ratemaking treatméat is of concern to the Public
Counsel.

Would the fact that MAWC did not reflect bonus depreciation tax deductions
due to its affiliate relationship with its parent mmpany, AWWC, be considered a
violation of the Commission’s Affiliate Transaction Rules if MAWC was subject
to those rules?

Yes, it would. In this case, MAWC is subsidiginthe operations of its affiliate
AWWC by not objecting to AWWC's forced increaseNtAWC's cost of service by
not reflecting bonus tax depreciation deductiorad tielong to MAWC in its cost of
service in this rate case. The Commission’s Adfdi Transaction Rule was created to
prevent just the types of transactions, affiliatbssdization, that AWWC and MAWC
are engaging in related to MAWC's bonus depreamtncome tax deductions.

Is Public Counsel requesting any specific actioby the Commission in this case to
address this issue?

Public Counsel is not proposing any specificenadking treatment at this time.
Unfortunately, as explained by Public Counsel wessn&mith in his direct testimony,

if Public Counsel imputed the past bonus depramatieductions that MAWC should
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have reflected for ratemaking purposes in this ,case€oncern about a potential
violation of the IRS’ Normalization requirements i be raised. Because of this
issue, Public Counsel has decided that for thequerpf this rate case, no ratemaking
adjustment to reflect the imputation of the bonegrdciation deductions should be
made.

In future rate cases, if MAWC continues to subslize its affiliate parent company,
what actions are available for Public Counsel?

Public Counsel is aware that other rate jurigdics of AWWC have adopted the
calculation of income tax expense on a consolid&edbasis. There is significant
justification why some form of this income tax tir@@&nt is superior from a fairness
standpoint than the detriments suffered from tngaincome tax expense on a stand-
alone basis as has been the position of the ConumiS$aff and the Commission for
many years. This is a position that the Public Gelnvill consider and evaluate in
MAWC's next rate case and in other rate cases bef@ Commission.

However, Public Counsel is requesting the Commisanidress this issue by ordering
MAWTC to file a Cost Allocation Manual (“CAM”) basedn the requirements of the
Commission’s Affiliate Transaction Rule for Missowlectric and gas utilities. In
addition, the Public Counsel is requesting that @wmnmission open a docket to
address the creation of Affiliate Transaction Rules large water companies in

Missouri similar to the rules created for electara natural gas utilities.
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Did the Public Counsel propose an adjustment ttMAWC’s payroll in its direct

Based on the technical conference session helmhdary 26, 2016 does the Public

Yes. Based on information obtained at the tesdinconference, Public Counsel
adjusted its proposed payroll adjustment. Basetthisradjustment the Public Counsel
now supports the Staff's recommended level of gaynoStaff's direct filing. The
Public Counsel recognizes that the Staff adjustnaigshtnot annualize payroll costs
past the test year or true-up date in this caspregosed by MAWC in its direct

testimony. The Public Counsel does not supportadjystment to payroll expense

VIll. ADJUSTMENTS TO DIRECT TESTIMONY
A. PAYROLL
Q.
filing in this case?
A. Yes, it did.
Q.
Counsel propose a change to its payroll adjustment?
A.
past the test year or true-up date in this rate.cas
Q. Does this conclude your rebuttal testimony?

Yes, it does.
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Report of |Missourd Amarican Waler Company i for lhe calendar year of January 1 - December 31,2014
o A - ! 1
— frcsrspe — e S -

400 |Operatng Revenues . $ 27015953862 | § 3,617,031.63 [$  266,542,508.99 (ﬁ
401 |Operaton Expense ] __ |s 11131590205 s 1811,901.00 | §  109,604,041,95
.. 402 _|Malntenance Expense ~ $ 14,008,830.00 | $ 299,330.00 | § 13,709,600.00
i 403 |Deprediation Expense - - $ 33,077,500.22 | $ 75437342 | $ 32,323,216.80

404-405 Amortization of Limited Term/Olher UtTty Plant B 3 (4.876,207.00)| $ 4,450.00 | $ (4,880,657.00)
408 |Amortization of Uliity Plant Acquisition Adusiments $ 5257,427.00 [$ 12,779.00 | § 5,244,648.00
407 Amortization of Property Losses - 13 160,659.00 | § 1,816.00 | § 168,843.00
408.1 Taxes Other Than Income Taxes-Utisty Oparating Income F-31 $ 18,652,361.00 | § 57,676.00 | $ 16,694,787.00
409.1 . |income Taxes, Utlity Operating Income o _FE31 |8 2,554,368.00 $ 2,654,368.00
410.1 Provision for Deferred Income Taxss-Utiity Operaling Income F-36 $ 25,859,726.00 $ _25859,726.00
. 414 Income Taxes Deferred in Prior Years-Credil Uity Operating Income _ _F38 $ - . 2

412.1 Invastment Tax Cradis-Utity Operations, Deferred ta Future Periods i, F33 $ {130,410.00) $ (130,410.00)

412.2 Investment Tax Credits-Utiity Qpsrations, Restored to Operating Income E33 $ z
Total Utisty Operaling Expenses e R 203,880,387.17 | § 2,942,224.42 | § 200,938,163.75
— ____|NetUty Operaling Income " - o — |s___ esaroisi4s|s 6748072108 6560434324

413 lincome from Uliity Plant Leased lo Olhers - F38 s - __ il

414 Gains (Losses) from Disposition of Uty Property E-40 $ £
L Total Net Utiity Operaling Income - ) . 18 66279.15145(§ 674807.21|$ 6560434324
e . _Otherigcome _ i —

. 416418 Nonutity Operatiny Income F-39 $ 208,655.00 | § - $ 208,655.00
419 [|Interestand Dividend Income(Net) R s 18700  |$  1,067.00
420 Allawance for Funds Used During Conslruclion F-41 $ 1,766,508.00 | $ 14,287.00 | $  1,782,219.00

421 Miscelaneous Non-oparating Income E-41 $ (6,062.00) _— $ (5.062.00)

 4n Gains (Losses) from Disposition of Non-Ulisty Property B F-40 $ 44309200 | $ - |8 443,092.00
oo .| TotalOlherincome L S I £ 1 244425800 | $ 14,287.00 | § 2,420,971.00
77777 = S . _ Other Income Deductions - B I~ R |
. 425 Miscelaneous Amorlization : o F-41 18 101550000 __|% 10155000
4% Miscelfaneous Income Deduclions L F-41 $ 134,323.00 $ 134,323.00
o Tolal Other Income Deductions |5 235,873.00 | § - |8 235,873.00
| Tares Avdlcable o Other income _ ) N —— -
408.2 Taxes Other than Income Taxes, Clher Income and Deductions ) F-31 $ = i e o
409.2 Income Taxes, Olher Income and Deducli o E31 $ -
410.2 Provision for Deferred Income Taxes, Other Income and Deduclions E36 | = -
4112 Income Taxes Deferred in Prior Years - Credil, Other Income and Deductions - F-36 $ 2
412.3 _ |Investment Tax Credils-Utéity Operations Restored to Non-operating Income ___ F33 13 -l
. 4124 Investment Tax Credils, Non-utdity Operations, Nat . E-33 3 -
_____ _Tolal Taxes on Olher Income and Deduclions _ $ - |8 - S -
77777777 Nel Other Income and Deductans B - I - 2,208,385.00 | § 14,287.00 | $ 2,184,098.00
| N L Interes! Charges T - 1 T .
427 Intereston Long-TemDebt L 24,600,428.00 | $ 24,600,428.00
428 lAmortization on Dabt Discount and Expense 3 945,934.00 PN 945,934.00
429 Amoilizalion of Premium on Debt - Credit 3 = - o

430 Interest on Dabl lo Assaciated Companies_ 1$ 14820400 | $ 146,294.00

431 Other Inlerest Expense $ :

77”_ Tolal Inlerest Charges | $ 25,692,656.00 | $ - s 25,692,656.00
| |income Before Extraordinary llems T - § 4279488045 S 68000421 [$  42,105785.24 %
i o Eeomhmeryllems | e _

433 |Extraordnary Income 5 $ & —

434 |Exiaordinary Deduclions R s $ - -
499.3 Income Taxes, Extraordinary ltems - - |18 =
L __|__Extraordinary llems After Taxes . N $ - |8 - s =
== " |Netincome e - T $ 42,794,88045 | $ 689,094.21 [ § 42,105,785.24 }’C
- | o S § i :Jh:f-;a! cates formuta cal 5
i ! i
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Report of Missouri American Water Company For the calendar year of January 1 - December 31,|2014
NOTE: Please do not type over formulas. Totals will calculate auiomaucasry in this spreadsheat. . ) ) -
B 5. - I - l et
e o COMPARATIVE BALANCE SHEET - UTILITY PLANT, ASSETS AND OTHER DEBITS _ .
o 1 Ulility Plant -
101-107 __ |Utility Plant F-16 $ 1,857,686,534.00 | $ 1,964,196,259.00 | $ 106,509,725.00
108-113  |Less: Accumulated Provisions for
Depreciation and Amortization_ E-16 $ 443,651,339.00 | § 450,794,676.15 | § 7,143,337.15
‘Net Utility Plant s 1,414,035,195.00 | $ 1,513,401,582.85 | § 99,366,387.85
114-116__|Ulilty Plant Acquisition Adjusments (Net) F-16 $ 7,570,753.00 | § 7,250,264.00 | § (320,489.00)
116 Other Ulility Plant Adjustments ~ $ c
[ | Tolal Net Utility Plant IE 1,421,605,248.00 | $ 1,520,651,846.85 | $ 99,045,898.85
T oterPopetyendimestens || ST
121 Nenutility Property o -18 $ 15,000.00 | $ 15,000.00 | $ -
122 Less: Accumulated Provisions for L N
Deprecialion and Amortizalion of Nonutility
Property N . E-18 $ - 1s - |8 2
B ~ Net Nonulility Property $ 15,000.00 | $ 15,000.00 | $ -
123 | Investmentin As@%ied_(:ompanias o K Eg_:_# L. B ___ s - |8 G
124 [Other Investments - _ F-13 |3 429,511.00 | § 729,006.00 | $ 299,495.00
125-128  |Speclal Funds o F-19 $ - |s -
o Total Other Property & Invesiments | 44451100 | § 744,006.00 | $ 299,495.00
| CuentendAccued Assets M f o
| 131 |Cash o I £ 1,142,745.00 | $ 702,803.00 | § (439,942.00)
_ 132134 |Special Deposils L : $ 545200 [§ 545200 % -
_ 135 Working Funds - $ 1 5,206.00 | $ 3,400.00 | $ (1,896.00)
138 Temporary Cash Investments | $ =
141143 [Notes and Accounts Recelvable F-20 $ 23,141,839.00 | § 24,016,959.00 | § 875,020.00
144 LESS: Accumulaled Provision for
. ____ Uncollectible Accounts F20  |s (2,496,119.00)| $ (2,898,938.00)| $ (402,819.00)
145-146 _ |Receivable from Associated Companies | F-20 $ 901,154.00 | $ 15,010,345.00 | $ 14,109,191.00
151-157  |Malerials and Supplies E-21 $ 4,870,345.00 | $ 4,984,348.00 | $ 114,003.00
163 |Stores Expense F-21 $ - ¢ - |® =
166 |Prepayments el F21 |s 916,896.00 | § 598,643.00 | $ (318,253.00)
| 171 [Interestand Dividends Receivable - i I . |% #
172 Rents Recelvable - i $ -
178 Accrued Ulility Revenues - s 27,626,554.00 | §  28,426,170.00 | § 799,616.00
.. T84 Miscellaneous Current and Accrued}\ssels - $ 1,105,161.00 | $ 1,102,025.00 | § (3,136.00)
Total c_urrenland Accrued Assels $ 57,219,423.00 | § 71,951,207.00 | $ 14,731,784.00
[ #b, __Deferred Debits | . -
181 |Unamortized Debt Discount and Expense F-21 $ 9,579,435.00 | § 8,633,501.00 | § (945,934.00)
i 182 |Extracrdinary Property Losses i __F21  |s - |8 - |® <
183 Preliminary Survey and Invesligation Charges - |s 10,868.00 | $ 10,868.00 | $ =
184 Clearing Accounts B F-22  [$ - % - |8 -
185 _|Temporary Facilities I - $ -
186 |Miscellaneous Deferred Debils F-21 $ 36,041,868.00 | $ 42,695,357.00 | § 6,653,489.00
187 2z Research and Deve‘opmenl Expenditures - $ =
S __Total Deferred Debits _ $ 45,632,171.00 ( § 51,339,726.00 | $ 5,707,555.00
i Total Uliity Plants, Assels and Other Debits | *|s 1,524,902,053.00 | § 1,644,686,785.85 | § 119,784,732.85
| \*Difference between Assets and Equity & Liabilities (from PgF-11) $ - o
e DORES ANE Ry & ees (Tom Tar-
- 77 T B __t T R cates Ink lo anolher w«kshéelvnllm workbook
E o - B o I ~
- - __TA - |7777ﬁ Indicate formula cel's o
E ! [
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Missouri American Water Company For the calendar year of January 1 - December 31,{2014
INOTE: Pleasa do nol type over formulas. Tolals will calculale aulomatically in this spreadshaet, _ - I
o - . __ COMPARATIVE BALANCE SHEEIT - EQUITY éAPl& LIABILITIES AND OTHER CREDITS
. . Equily Capital _ _
___|common Stock Issued $ 95,984,076.00 | $ 85,994,075.00 | -
_ 204 Preferred Stock Issued o $ 1,760,000.00 | $ 1,500,000.00 | $ (250,000.00)
202,205 _ [Capital Stock Subscribed . ' s - s -
203,208 [Stock Liability for Conversion - ) $ - s -
Premium on Capital Stock o |8 - |8 - | -
208-211 Other Paid in Capital ) B 186,371,330.00 | $ 196,529,923.00 | § 158,593.00
Installments Received on Capital Stock L i o 1% - $ -
__|Discount on Capital Stock - $ =
o __|Capital Stock Expense (25,111.00)| $ (23,660.00)| $ 1,421.00
_ 215,216 [Retained Earings o 182,065,538.00 | § 192,787,509.45 | $ 10,731,971.45
217 |Reacquired Capital Stock - $ - 1% =
Total Equity Capital 476,155,832.00 | $ 486,797,817.45 | $ 10,641,885.45 K
o o Long-Term Debt N )
221222 Bonds LESS Reacquired Bonds . 468,449,865.00 | 468,460,654.00 | $ 10,669.00
__ |Advances from Associated Companies s - |8 -
Other Long-Term Debt - $ i ) -
_ Total Long-Term Debt 468,449,965.00 | $ 468,460,654.00 | § 10,689.00
_______ N Current and Accrued Liabililies RN T N N
_|Noles Payable ) I - $ -
- Accaunls Payable 22,539,516.00 | $ 30,020,900.00 | $ 7,481,384.00
233,234 Payables to Associated Companies 42,481,540.00 | $ 101,069,869.00 | $ 58,588,349.00
235 |Customer Deposits . $ -
Taxes Accrued B (5,222,298.00)| § (1,284,307.00)| $ 3,937,902.00
____|Interest Accrued 4,148,603.00 | $ 4,359,818.00 | & 211,215.00
238 ___ |Dividends Declared . . s o ]s &
Matured Long-Term Debt o o _ | -
240 Matured Interest - o |8 =
Tax Collections Payable s 1,325,805.00 | § 1,330,437.00 | $ 4,632.00
Miscellaneous Cutrent and Accrued Liabililies $ 8.931,454.00 | § 13,677,550.00 | $ 4,746,098.00
Total Current and Accrued Liabilities $ 74,204,619.00 | § 149,174,197.00 | § 74,869,578.00
. ____ Deferred ngi'fs
____|Unamortized Premium on Debt $ - 18 - |8 -
Advances for Construction B 1 57,779,088.00 | $ 58,162,733.00 | 383,665.00
____|Other Deferred Credits o 1s 485,924.00 | § 4,104,273.00 | § 3,618,349.00
k. N Accumulated Deferred Investment Tax Credils |8 5,380,491.00 | § 5,172,657.00 | $ (207,834.00)
281-283 Accumulated Deferred Income Taxes E-36 $ 240,680,350.00 | § 269,110,543.00 | § 28,430,193.00
| Tolal Deferred Debits s 304,325,833.00 | $ 336,550,206.00 | $ 32,224,373.00
. 281-265 __ |Operating Reserves e (3.00)} 8 (4.00) (1.00)
Gonlributions In Ald of Construction | 201,765,807.00 | § 203,703,915.00 | $ 1,938,108.00
_ Total Equity Capital, Liabilities and Other Debils T 1,524,902,053.00 | $ 1,644,606,785.45 | $ 119,784,732.45
* Difference betwsen Equily & Liabilities and Assels {from PgF-10) $ - 8 (0)
sl : e resEE e T
) . o S S Indicates Link to Another Worksheel wilhin Workbook
R S ___ . —
R S —— I Indicales formuta cell e
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