
For most people the process the 

uses to set the rates a public utility may charge 

new rate cases and asking for more money.  The 

utility that requests a rate case and many utility 
expenses and spending decisions are challenged 

11-month course of a rate case.  

higher utility rates may question why rates go up 

answer to that question can best be understood 
by examining the rates paid by customers to a 
utility as if they were the compensation paid by 
an employer to a single employee.  

The rates the Commission establishes must 
-

mission must allow the utility to earn enough to 

allowed an opportunity to earn a reasonable prof-

employee in the same way.  

employee for any expenses the employee incurs 

will reimburse its employee for a stay at a hotel 

that will compensate a utility for the expenses it 

cost of the coal it burns to generate electricity 
and the salary it pays the linemen to repair the 

to its customers. 

through any and all costs it incurs.  Those costs 
must be reasonable and prudent. In the same 
way an employer will refuse to compensate its 
employee for unreasonable or imprudent expens-

to set rates that would allow it enough income to 

employer is unlikely to compensate its employee 
for a weeklong stay with their spouse at a beach-

REASONABLE AND PRUDENT COSTS

Many of the issues presented to the Commis-
sion during a rate case concern the reasonable-

-

How The PSC Sets Rates

The Commission must 
base its decision about 
the rate a utility may 
charge to recover its costs 
and to have an opportu-
nity to earn a reasonable 
return on its investment, 
on competent and sub-
stantial evidence. 
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ployee for the reasonable and prudent costs the 
-

-

Compensation for reasonable and prudent 
-

related expenses.  The employee will also demand 
-

ing compensation is a reasonable opportunity to 

An employer does not randomly set an em-

employer simply being generous or stingy toward 

opportunity to earn is set in response to market 
forces.

-
-

-
duction from experienced employees.  A utility 

in much the same situation.  

CAPITAL MARKET 

Although the utility is a retail monopoly 

that offer a greater potential return for a similar 

for the capital it needs to maintain and expand 
its systems and will be unable to offer safe and 

the Commission must allow the utility an oppor-
-

cient to allow it to compete in the capital market 
against other utilities and other businesses.  

REACHING A DECISION

base that decision on competent and substantial 
-

the experts the Commission employs to audit the 

from experts employed by other interested parties 

interests.  After hearing and considering that 

written decision explaining how it has balanced 
the contending interests of all the parties.   

decisions in rate cases can be quite lengthy and 

to resolution of important but detailed questions 
that are of interest primarily to the lawyers trying 

-
sion that allows for an increase in utility rates.  
The most common complaints the Commission 

expense and large bonuses paid to utility exec-

not included in the calculations used to deter-
mine the amount of compensation the utility 
can earn from the rates it charges its customers.  

The Missouri Public Service Commission ensures that 
the rates a utility charges its customers are no more 
than necessary to compensate the utility for the costs it 
incurs to provide service to its customers and to allow 
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from the rates it charges its customers.  As a 

complain that their rates are going up to pay 
those costs. 

HOW COSTS ARE TREATED

To understand how the Commission treats 
those costs and why such costs may not be the 

time an employee of the State of Missouri.  Al-

-
ey and he or she is free to spend it in any way he 
or she wants. The cost of staying for a week at a 

-
rage from taxpayers if paid to a state employee as 

employee might use his or her salary to take 

was paid with tax money. 

-
-

-

ratepayers?  

opportunity to earn is set by market forces in the 

-

they choose to spend their money.  The utility 

an employee can expect a raise because he or she 

utility must answer to its shareholders for how it 

to answer to the Commission.  

and it is certainly frustrating to see those rates 

a utility charges its customers are no more than 
necessary to compensate the utility for the costs 

to allow the utility a reasonable opportunity to 

Morris Woodruff wrote this article. He is the 
Secretary/ Chief Regulatory Law Judge for the 
Missouri Public Service Commission.

After hearing all the ev-
idence, the Commission will 
issue a written decision ex-
plaining how it has balanced 
the contending interests of 
all the parties. 


