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SUPPLEMENTAL DIRECT TESTIMONY 
OF 

SCOTT RUNGREN 
 

  

I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Scott Rungren.  My business address is 727 Craig Road, St. 3 

Louis, Missouri  63141. 4 

Q2. Are you the same Scott Rungren who previously filed direct 5 

testimony in this proceeding? 6 

A. Yes.  7 

II. PURPOSE OF SUPPLEMENTAL DIRECT TESTIMONY 8 

Q3. What is the purpose of your Supplemental Direct Testimony in this 9 

case? 10 

A. As explained in the supplemental direct testimony of Rich Kerckhove 11 

(IAWC Exhibit 5.00SUPP), the Company has performed a forecast re-12 

evaluation, which has resulted in the identification of certain material 13 

changes to the forecast, as well as certain corrections to the Company’s 14 

testimony, exhibits and schedules.  The purpose of my supplemental 15 

direct testimony is to discuss the updates and changes made to the 16 

Company’s projected test year level of Pension Expense, as well as 17 

changes to its proposed capital structure and Cash Working Capital 18 

(“CWC”).  In addition, I address the retirement of the Shared Services 19 

Center (“SSC”) and Customer Service Center (“CSC”) computer software.  20 

I also discuss the impact of those updates and changes on certain of the 21 
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Company’s Part 285 schedules.  Finally, I will address the overall impact 22 

on rate base resulting from the updates, corrections and changes 23 

presented in IAWC’s collective supplemental direct testimony. 24 

Q4. Are you sponsoring any revised schedules with your supplemental 25 

direct testimony? 26 

A. Yes, I am sponsoring the following revised schedules: 27 

 Schedule B-1 First Revised (attached as IAWC Exhibit 6.01SUPP);  28 

 Schedule B-2 First Revised (attached as IAWC Exhibit 6.02SUPP); 29 

 Schedule B-2.2 First Revised; 30 

 Schedule B-2.4 First Revised; 31 

 Schedule B-2.5 First Revised; 32 

 Schedule B-4 First Revised; 33 

 Schedule B-5 First Revised; 34 

 Schedule B-6 First Revised; 35 

 Schedule B-8 First Revised; 36 

 Schedule B-10 First Revised; 37 

 Schedule C-2.2 First Revised; 38 

 Schedule C-2.6 First Revised; 39 

 Schedule C-12 First Revised; 40 

 Schedule D-1 First Revised; 41 

 Schedule D-2 First Revised; and 42 

 Schedule D-12 First Revised. 43 

III. UPDATE TO RATE BASE 44 

Q5. Is the Company updating its rate base? 45 

A. Yes.  The Company is updating its test year rate base, as shown on 46 

Schedule B-1 First Revised and Schedule B-2 First Revised. 47 

Q6. Please describe Schedule B-1 First Revised. 48 
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A. The update to rate base is reflected on Schedule B-1 First Revised 49 

(attached as IAWC Exhibit 6.01SUPP).  Schedule B-1 First Revised 50 

shows the revised computation of rate base for the Company and for each 51 

rate area resulting from the updates presented in the Company’s collective 52 

supplemental direct testimony.  The updated total Company rate base, 53 

shown on page 1 of Schedule B-1 First Revised, is $717,259,892, which is 54 

an increase of $1,145,543 in comparison to the test year rate base the 55 

Company proposed in its initial filing.  I will discuss each update to rate 56 

base below. 57 

Q7. Please explain the adjustment you are recommending for the SSC 58 

and CSC computer software. 59 

A. The computer software assets the Company acquired when transitioning 60 

to the SSC and CSC in 2001 and 2004, respectively, will be fully 61 

depreciated by the end of 2012.  Although the computer software 62 

associated with the SSC and CSC transition will continue to function and 63 

provide benefits to ratepayers, IAWC now intends to remove them from 64 

Utility Plant in Service in March 2013, which coincides with the timing of 65 

the JD Edwards (“JDE”) and Orcom asset retirements.  66 

Q8. Please explain the impact of this adjustment. 67 

A. This adjustment produces a test year increase to original cost rate base of 68 

$36,434.  The impact of this adjustment is reflected on Schedules B-1, B-69 

4, B-5, B-6, and C-12, First Revised. 70 
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Q9. Please explain the adjustment you are recommending for the Valley 71 

Marina offload connection. 72 

A. As noted in the supplemental direct testimony of Mr. Kerckhove (IAWC 73 

Exhibit 5.00SUPP), the life of the offloading connection facility has been 74 

updated to reflect the contract life.  Thus, this results in a change to the 75 

annual depreciation expense for this asset.  76 

Q10. Please explain the impact of this adjustment. 77 

A. Changing the depreciable life of the offload connection to the contract life 78 

results in an increase of $21,096 to the test year amount for Reserve for 79 

Accumulated Depreciation and Amortization, and a test year decrease of 80 

$29,193 to original cost rate base.  The impact of this adjustment is 81 

reflected on Schedules B-1, B-4, B-5, B-6, and C-12, First Revised. 82 

Q11. Has the Company updated its estimate of Business Transformation 83 

(“BT”) costs? 84 

A. Yes.  As explained by Mr. Kerckhove (IAWC Exhibit 5.00SUPP), the 85 

estimate of enterprise-wide BT costs has been updated, resulting in an 86 

increase of  $1.4 million to the IAWC allocation. 87 

Q12. How are these additional BT costs treated for ratemaking purposes? 88 

A. The Company has added the additional BT costs to the existing BT capital 89 

amounts.  The impact of the additional BT costs is a test year increase to 90 

original cost rate base of $756,438.  This is reflected on Schedules B-1, B-91 

4, B-5, and B-6, First Revised.   92 
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Q13. Is the Company updating its Pension Asset projection for the test 93 

year? 94 

A. Yes.  The Company received updated projections for its pension expense 95 

accruals under SFAS 87 and its ERISA contribution amounts for 2012 and 96 

2013 from Towers Watson.  Thus, the Company has updated its SFAS 87 97 

pension accrual and ERISA funding contribution amounts for the test year, 98 

resulting in an updated test year Pension Asset of $9,575,288, as shown 99 

on Schedule B-2.2 First Revised. 100 

Q14. Is the Company updating its OPEB liability projection for the test 101 

year? 102 

A. Yes.  The Company received an updated projection for its American Water 103 

Retiree Welfare Plan expense for 2012 and 2013 from Towers Watson.  104 

Based on this updated projection, the Company has updated its OPEB 105 

rate base liability (deduction) for the test year.  The resulting updated test 106 

year OPEB liability is $1,952,530, as shown on Schedule B-2.4 First 107 

Revised. 108 

Q15. What is the combined impact of the pension and OPEB adjustments 109 

on the Company’s test year rate base? 110 

A. The combined impact, which reflects a decrease to the Pension Asset and 111 

a decrease to the OPEB liability, is a decrease to test year original cost 112 

rate base of $734,589. 113 

Q16. Please describe Schedule B-2 First Revised. 114 
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A. Schedule B-2 First Revised (attached as IAWC Exhibit 6.02SUPP) 115 

provides a summary of the adjustments to rate base presented in the 116 

Company’s collective supplemental direct testimony.   117 

IV. CORRECTIONS TO RATE BASE 118 

Q17. Is the Company making any corrections to its proposed test year 119 

cash working capital amounts? 120 

A. Yes.  There were two errors in Schedule B-8, which contains the 121 

Company’s calculation of cash working capital.  First, there was an error in 122 

the calculation of interest expense for each rate zone, except Zone 1, 123 

which has been corrected.  Interest expense also changed slightly for 124 

each rate zone due to an update to total Company interest expense.  The 125 

updated total Company interest expense is $21,302,678, as shown on line 126 

26 of Schedule B-8 First Revised.   127 

Second, there was an error in the calculation of both Federal and 128 

State Income Taxes in each rate zone, which has been corrected.  129 

Federal and State Income taxes also changed slightly for each rate zone 130 

due to an update to total Company Federal and State income taxes.  The 131 

updated total Company Federal Income Tax is $19,647,614, as shown on 132 

line 23 of Schedule B-8 First Revised, and updated total Company State 133 

Income Tax is $2,802,162, as shown on line 24 of Schedule B-8 First 134 

Revised. 135 

Also updated on Schedule B-8 was the amount for rate case 136 

amortization, which is included in the Total Depr/Amortization amount on 137 
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line 5.  The updated total Company amount for rate case amortization is 138 

$753,361, and the updated amount for Total Depr/Amortization is 139 

$45,992,029, as shown on page 1, line 5 of Schedule B-8 First Revised. 140 

Q18. Please describe the corrections the Company is making to the 141 

calculation of Deferred Charges, Schedule B-10. 142 

A. Certain minor errors have been corrected, which all together reduced the 143 

test year original cost rate base by $199.  In addition, the $465,899 Valley 144 

View tank painting project, completed in 2011 and placed in service on 145 

July 1, 2011, was mistakenly omitted from the deferred charge calculation 146 

but is now included.  Correctly including this project results in an increase 147 

of $242,271 to the test year original cost rate base.  These corrections are 148 

reflected on Schedule B-10 First Revised.   149 

Q19. Please describe the corrections the Company is making with respect 150 

to the BT Comprehensive Planning Study (“CPS”). 151 

A. The Company inadvertently double-counted the cost of the CPS.  Thus, 152 

the Company has corrected Schedules B-4, B-5, B-6, and C-12 by 153 

removing the cost of the study from test year UPIS, resulting in a decrease 154 

of $434,761 to test year original cost rate base.  This correction is 155 

reflected on Schedules B-4, B-5, B-6, and C-12, First Revised. 156 

Q20. Please describe the correction the Company has made with respect 157 

to the rate base treatment of costs it has incurred due to the 158 

Commission-ordered Service Company audit. 159 
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A. The Company has corrected the computation of the unamortized balance 160 

of costs associated with the Commission-ordered audit of the Service 161 

Company.  Previously, only the NorthStar audit cost was included in the 162 

unamortized balance.  The corrected total now includes costs the 163 

Company will incur as a direct result of the audit.  The corrected amount is 164 

shown on Schedule B-2.5 First Revised, and in the summary of rate base 165 

adjustments on Schedule B-2 First Revised. 166 

V. UPDATED C SCHEDULES 167 

Q21. Please describe the corrections the Company is making to the 168 

calculation of Steel Structure Maintenance Amortization. 169 

A. As explained previously, in its initial filing, the Company mistakenly 170 

omitted the Valley View tank painting project that was placed into service 171 

on July 1, 2011.  Correctly including the amortization of this project results 172 

in a net increase to operating expenses of $28,060.  This correction is 173 

reflected on Schedule C-2.2 First Revised. 174 

Q22. Have you updated your calculation of the Company’s depreciation 175 

expense? 176 

A. Yes.  As a result of the updates and corrections included in this update 177 

filing, test year depreciation expense has decreased by $65,607.  This 178 

change is reflected in the updated depreciation expense of $43,714,663 179 

shown on Schedule C-2.6 First Revised.  The updated depreciation 180 

expense is also shown on Schedule C-12 First Revised. 181 
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Q23. Is the Company updating its test year level of pension and OPEB 182 

expense? 183 

A. Yes.  As discussed above, the Company received updated projections for 184 

its pension expense accruals under SFAS 87, its ERISA contribution 185 

amounts, and its American Water Retiree Welfare Plan expense for 2012 186 

and 2013 from Towers Watson. The projections of pension expense and 187 

OPEB expense increased by $25,551 and $75,523, respectively.  These 188 

updated amounts have been reflected in IAWC's Schedule C-1 First 189 

Revised and C-2 First Revised. 190 

VI. CAPITAL STRUCTURE 191 

Q24. Has the Company made any changes to its proposed capital 192 

structure? 193 

A. Yes.  The Company has made corrections to the calculation of the CWIP 194 

accruing AFUDC balances for Schedule D-2, which presents the cost of 195 

short-term debt.  As a result, the test year short-term debt balance 196 

changed from $2,067,734 to $2,096,981.  This change can be seen on 197 

Schedule D-2 First Revised.  The Company has not updated the cost of 198 

short-term debt. 199 

Q25. Please explain the impact that the corrected short-term debt balance 200 

has on the Company’s test year capital structure and weighted 201 

average cost of capital (“WACC”). 202 
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A. The impact of this correction to the short-term debt balance is negligible, 203 

and therefore, does not change the capital component ratios and the 204 

resultant WACC. 205 

Q26. Have you made any other changes to the Company’s proposed 206 

capital structure? 207 

A. Yes, I have.  I have updated the test year balance of common equity to 208 

reflect the Company’s updated proposed revenue increase.  Since new 209 

rates are assumed to take effect on October 1, 2012, the impact of the 210 

new rates does not begin until the start of the test year. 211 

Q27. What is the impact of the Company’s updated proposed revenue 212 

increase on the Company’s test year balance of common equity? 213 

A. Since the Company’s update results in a smaller increase to utility 214 

operating income than that contained in the Company’s initial rate filing, 215 

there is also a decrease to the Company’s updated proposed test year 216 

common equity balance.  Specifically, the amount of the decrease to test 217 

year common equity is $399,920, which reduces the Company’s proposed 218 

WACC from 8.77% to 8.76%.  This change is reflected on page 1 of 219 

Schedule D-1 First Revised.  This update also impacts the capital 220 

structure at September 30, 2013, which is shown on page 2 of Schedule 221 

D-1 First Revised. 222 

Q28. Have you revised the Company’s Statement of Retained Earnings? 223 

A. Yes, I have.  I revised the Statement of Retained Earnings to reflect the 224 

impact of the update and corrections on the Company’s test year Retained 225 
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Earnings balance.  The Statement of Retained Earnings is shown on 226 

Schedule D-12 First Revised.  However, as noted on Schedule D-12 First 227 

Revised, the Retained Earnings balances at September 2012 and 228 

September 2013 do not reflect the impact of the updates and corrections 229 

during 2012.  230 

Q29. Do you believe your recommended updated capital structure is 231 

reasonable for ratemaking purposes? 232 

A. Yes, I do.  Since the updates and corrections I discuss above only 233 

changed the WACC by one basis point, the capital structure I propose in 234 

this proceeding is reasonable for ratemaking purposes for the same 235 

reasons presented in my direct testimony (IAWC Exhibit 6.00 (Rev.)). 236 

Q30. Does this conclude your supplemental direct testimony? 237 

A. Yes, it does. 238 


