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SURREBUTTAL TESTIMONY
OF
ERIN M. CARLE
UNION ELECTRIC COMPANY,
d/b/a AMERENUE
CASE NO. ER-2008-0318
Q Please state your name and business address
A My name 1s Erm M Carle My business address 15 9900 Page Avenue,
Sutte 103, Overland, Massour: 63132
Q Are you the same Enn M Carle that 15 1dentified as participating i the
preparation of the Cost of Service Report mcluded with Missoun Public Service
Commussion (Commussion) Staff’s {Staff) direct filing in Case No ER-2008-03187

A Yes, I am

PURPOSE

Q What 1s the purpose of your surrebuttal tesimony?

A The purpose of my surrebuttal testimony 13 to respond to the rebuttal
testrmony of Umon Electnic Company, d/b/a AmerenUE (AmerenUE or Company)
witnesses Michael ] Adams regarding various cash working capital (CWC) 1ssues,

Richard J Mark regarding advertising, and Gary S Weiss regarding rate case expense

and Edison Electric Institute (EEI) dues

CWC

Q What CWC 1ssues has Company witness Adams addressed 1n his rebuttal

testimony?
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A Mr Adams addresses three 1ssues regarding the revenuec lag payment
processing lag, zero revenue lag for sales tax and using only the collection lag as the
revenue lag for gross receipts tax (GRT) He also disagrees with the Staff’s inclusion of
a vacation expense lag for union payroll and the Staff’s expense lags for federal and state
mcome taxes

Q What is a “payment processing lag™?

A The payment processing lag, as defined by Mr Adams, 1s the amount of
time associated with recording and depositing of a payment For AmerenUE’s revenues
it 15 the time associated with recording and depositing a customer’s payment For
AmerenUE’s expenses, vendors who receive payment for goods and services from the
Company also spend time recording and depositing these payments

Q What 15 your response to Mr Adams inclusion of a payment processing
lag i determmiung the revenue lag for purposes of cash working capital m the context of
determimng an appropriate revenue requirement?

A Mr Adams has determnined that on average the Company spends 59 days
recording and depositing customer payments and has added this component to the
Company’s revenue lag However, he fails to calculate the time 1t takes vendors to
process AmerenUE’s payments While Mr Adams wants to recogmze a payment
processmg lag to lengthen the revenue lag, mconsistently, he does not propose to
lengthen the expense lags for payments AmerenUE makes to vendors in recognition of
the ime vendors spend recording and depositing payments they receve from the
Company The Staff has consistently not recogmzed a payment processing component

for eather the revenue or expense lags While 1t may be possible to access the Company’s
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records to measure the tume spent recording and depositing customer payments, the Staff
18 not able to measure the processing time for the sigmficant number of vendors utihized
by the Company

Q Is the payment processing lag a component that 1s typically used mn
Missour rate cases?

A No The method that has been used by Staff and adopted by the
Commussion n numerous rate cases does not mclude a payment processing lag  On
page 5 of Mr Adam’s rebuttal testimony, he discusses the vacation payroll lag

Q What 1s vacation lag?

A The vacation lag recogmzes that unton employees earn vacation durmg a
prior period, but are not compensated for that service until the employee 1s paid for a
vacation day that 1s taken dunng a payroll pennod Union employees start earning
vacation from the first day of therr employment, however, they are not able to use that
vacation for approximately a year A study the Staff prepared in the Company’s last rate
case, ER-2007-0002, shows that, typically, employees do not use thewr vacation until the
later part of the following year

Q Is Mr Adams’ statement that vacation payroll 1s a non-cash item correct?

A No, vacation payroll 1s a cash 1tem Vacation payroll 1s as much of a cash
tem as a normal payroll check and represents an operating expense which should be
considered in the CWC analysis The employee receives a paycheck for the vacation
time they have ecarned when 1t 15 taken

Q Has the Commussion accepted the mnclusion of a vacation payroll lag

prior rate cases”?
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Surrebuttal Testimony of
EnnM Carle

A Yes Vacation payroll has been accepted by the Commussion 1n the past
In Case No. WR~92-207 the Commusston, m its Report and Order stated.

Whether or not MCWC records an accrued habihity for
vacation, 1t has mcurred the obhgation to pay vacation
expense as soon as 1t 1s earmed by the employees The
purpose of the lag 1s to show that while the Company does
owe the vacation pay to employees when 1t 1s earned
(evenly throughout the year), the Company does not
actually pay the employees until the following year
Therefore, the Company has the use of those funds for
other purposes  Overall, the Commission has fully
considered Staff’s expense/lag study and finds that the
calculations are comrect and that the adjustments resulting to
rate base are appropriate

Q Why has the Staff used a zero revenue lag for sales tax?

A Sales tax has a zero revenue lag because sales tax 1s remmtted to the taxing
authonity based on the amount actually recerved from the customer Since the Company
pays the sales tax to the taxing authority when received from customers, the service,
billing and collection components of the revenue lag are not included The Company 15
not providing a service to the ratepayer, but 1s merely remitting the taxes received from
customers

Q Has the Staff used a zero revenue lag for sales taxes in other rate cases?

A Yes The Staff used a zero revenue lag for sales tax mn AmerenUE’s last

rate case

Q In Mr Adam’s testimony, page 10, line 8, he impiies that by assigning a
zero revenue lag Staff 1s implymg that the funds for this expense just mysteriously
appear Is this the case?

A No, Staff 12 not saymg this at all Staff 1s applymmg a revenue lag that

reflects the average starting date for measuring when sales taxes are due, approximately
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the twentieth day of the month following receipt of taxes paid by customers Since the
taxing authonity has determimed that these taxes are not due until the Company had
collected the taxes and has the money in hand This approach 1s different from other
situations where a revenue lag must be calculated to determme how long the Company
must wart from the provision of service to recerve funds

Q Staff’s use of zero revenue lag days for sales tax implies that the Company
has use of such funds until payment 1s rematted to the proper taxing authorittes Is this
correct?

A Yes Since the Company receives payments throughout the month from
customers, the average receipt date 1s the muddle of the month The Company must rermt
the sales tax collected on the twentieth day of the month followmg collechon As a
result, on average, the Company has use of the funds for approxumately 35 days until a
payment to the proper taxing authonties 1s made (mud month 15 days + 20 days until
payment dunng the following month) If the Company were required to remit sales tax
payments on the same day as 1t 1s collected from customers, 1t would not have use of the
funds and both the revenue and expense lags would be zero However, this 1s not the
case

Q Mr Adams states lns view that Staff has used an incorrect revenue lag for
Gross Recerpts Tax (GRT) mn lus rebutial testumony, page 12, ine 10 What revenue lag
1s Staff using for GRT 1n its CWC analysis?

A Staff 1s using 20 37 days as the gross receipts tax revenue lag This
represents the collection component of the Staff’s revenue lag

Q Why 1s this lag appropriate?
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A As 1t did with sales tax, the Staff 1s employmg a revenue lag that reflects
the average startmg date for measuring when GRT 1s due, which 1s the date customers are
billed for the tax

Q Mr Adams implies that the staff uses both statutory due dates as well as
actual due dates m determiming mncome tax lags, on page 13, hne 6, of s rebuttal
testtmony How did the Staff determine the expense lags for federal, state and St Lous
City mcome taxes?

A The Staff used expense lags for income taxes that reflect the amounts paid
and the dates when payments were actually made to taxing authonies The Company 18
required to make payments throughout the tax year and during the year following the tax
year, on dates that are specified by the taxing authonties These dates are often referred
to as the statutory dates However, the amount of tax liabthty 1s not spread evenly over
the statutory dates The Company uses vanous techmques allowed by the Internal
Revenue Service (IRS) and the State of Missoun to determune the amounts actually pard
on each statutory date By using these IRS and State allowed techmiques, the Company 18
able to pay the majority of the tax on the later dates Weighting the statutory payment
dates by the actual amounts paid results m a longer lag than would be calculated 1f taxes
paid were spread evenly over the statutory dates Mr Adams only recommends using the
statutory payment dates that occur durnng the tax year rather than recogmizing the dates
followmg the tax year when the Company also makes tax payments In addition he
generally assumes that equal payments are made on each date These erroneous
assumptions result 1s a much shorter expense lag

Q Why 1s this method of calculating the mncome tax lags appropriate?
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A This method 1s appropniate because 1t reflects the actual amounts and the
actual dates when tax payments were made, rather than just assuming that equal
payments were made on cach statutory payment date This method reflects the actual

outflow of funds to the taxing authonties rather than the theoretical method employed by

Mr Adams

ADVERTISING

Q Company witness Richard J Mark has clanfied the amount spent for
advertising related to Telephone Directones, the Dollar More program, Vegetation
Management, Power Plant Opportunities and Project Power On advertisements Based
on this addittonal information, has the Staff changed its disallowance?

A Yes As aresult of, the additional mformation, the Staff agrees that some
of the advertising expense 1t previously disallowed should be included 1n the Company’s
revenue requirement These ads include telephone diectory, plant opportumties
employment advertising and pamphilets, and customer mailings that provide specific
uscable mformation regarding AmerenUE’s Project PowerOn Program The approxtmate
amount of this change 1s $133,000 However, the Staff continues to recommend the
disallowance of the majority of the ads 1t onginally eltmnated from the cost of service
which constitute institutronal advertising designed to promote the mmage of the utlity
The approximate value of this advertising s $1,366,000

Q Does the Staff agree that the Dollar More advertising expense 1dentified
by Mr Mark should be allowed?

A No This advertisement was part of a St Lows Football Rams sponsorship

There was very litle detaill about the Dollar More program When the Company
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oniginally supplied copies of all ads to Staff, they even descnibed the ads as a Rams
Sponsorship  Therefore, Staff did not feel that the pnmary message of the ad was to
promote the Dollar More program Rather, the ad appears designed to promote the
Company’s image among Rams supporters i the commumty These ads are attached to
my surrebuttal testimony as Schedule 1

Q In light of the additional information provided by Mr Mark n his rebustal
testmony has the Staff mncluded in vegetation management advertisements mn the
determination of revenue requirement?

A Yes, but only those ads that apply to AmerenUE customers One of the
vegetation ads Mr Mark refers to in lus rebuttal testimony was made for IHlno:zs residents
and was sponsored by vanous Illinois state agencies and orgamzations These matenals
do not appear to be designed for AmerenUE’s Missoun customers The other vegetation
management advertisement that he mentions was allowed by the Staff and was reflected
m 1ts Cost of Service Report

Q Has Staff modified the amount of Project PowerOn advertising expense
that was previously disallowed?

A Yes Some of the matenals that were produced and distnbuted to
customers related to Project PowerOn provide specific and useable information to
customers and employees and are being allowed by the Staff However the majonty of
the Project PowerOn ads are mstitutional advertising designed to promote the Company’s
mage 1n the communty and therefore, the Staff deemed 1t imappropnate for mclusion m

the cost of service The Commussion has defined mstitutional advertising as ads that are
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mtended to promote the good name of the utility 1 question to the general public and
foster an 1mage of good corporate citizenship

Q Have you provided examples of the Project PowerOn ads the Staff 1s
disallowng?

A Yes Attached to my surrebuttal testumony as Schedule 2 are examples of
print media advertisements for Project PowerOn  These ads are very similar in nature to
the television and radio Project PowerOn advertisements the Staff has disallowed As
can be seen from reviewing these ads no specific or useable information 1s being
conveyed to AmerenUE’s customers In additton the promunent display of the
AmerenUE logo and statements like “investing 1n communities” appear to the Staff to be
designed to promote the Company’s image mn the community it serves  Therefore, these

ads should be disallowed since they are mstitutional and provide no benefit to ratepayers

RATE CASE EXPENSE

Q How much has the Company requested for rate case expense?

A The Company onginally requested a $3 6 million annual level of rate case
expense This level far exceeds the cost of any rate cases that the Staff has processed n
the last couple years and many of those rate case costs were spread over a multiyear
pentod For example, the rate case expense for the most recent Empire Distnct Electric
Company rate case $768,120 and this amount was spread over two years for an annual
level of $384,060 AmerenUE 1s requesting almost 10 times this level on an annual basis

Q What level does the Staff recommend?
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A The Staff i1s recommendmmg $! mullion on an annual basis, which 18
approximately what was expensed in the test year Even this level 15 approximately
2 5 umes the amount allowed in the Empire case on an annual basis

Q Has the Company adequately justified the need for the $3 6 mullion annual
level of rate case expense 1t 1s requesting?

A No Company witness Weiss offers two reasons why the Company needs
ths level of rate case expense These reasons are essentially AmerenUE 15 a big
company and 1ts cases are complex Complex 1ssues are examined 1 every rate case
mvolving the large utihity compantes in Missourn  Also many of the same issues are
examined m every rate case, regardless of the size of the company The Staff does not
believe Mr Weiss’ reasoning adequately justifies the need for 10 times the annual rate
case expense of other electric utility compames 1n the state

Q As part of his rate case expense rebuttal testimony Mr Weiss mentions the
high costs of having so many public heanngs m comparison to other utility compames Is
a large portion of AmerenUE’s rate case expense based on the cost of public hearings?

A No Staff submitted Data Request No 329, asking the Company to provide
the cost of the public hearings for this rate case The Company supplied this response
“There are no charges related to public hearings mcluded 1n rate case expense through
September 28, 2008 Mr Lowery did attend a few of the public hearings for AmerenUE
However, AmerenUE has not received mvoices for those charges yet.”” According to this
response, very little of the rate case requested by the Company will be incurred as a result

of the public hearings
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Q What 1s the major cause of the high rate case expense requested by the
Company?

A The majonity of the cost results from AmerenUE’s employment of 10 legal
and techmcal firms at an estimated cost of $3 3 nuliton

Q Has the Company explamed 1ts need for the services of these consultants
to process the current rate case?

A No Mr Weiss has not provided an explanation of the services that will be
provided by these consultants or the specific need for thewr services The Company
should not expect the ratepayers to fund $3 6 mullion annually for rate case expense

without adequate justification

DUES AND DONATIONS

Q What 1s the Staff’s response to AmerenUE’s rebuttal position presented on
pages 13 through 16 of AmerenUE witness Gary S Weiss' that Edison Electric Institute
(EEI) dues should be mcluded in AmerenUE’s revenue requirement?

A The Staff does not feel that AmerenUE’s EEI dues should be mcluded 1n
the cost of service Based on Mr Weiss’s rebuttal testimony, schedule GSW-RE39-2, the
majonty of the charges does not appear to be beneficial to ratepayers While AmerenUE
claims that EEI 1s beneficial to ratepayers, at no pont mn time has the Company been able
to provide a detailed quantification of these benefits

Q Has the Commussion provided a standard regardmg the recovery from
ratepayers of dues of organizations such as EE1?

A Yes, and 1n fact, 1t has addressed EEI membership dues specifically For

example, The Staff of the Missount Public Service Commission v Union Electric
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Company, 29 PS C (N S) 313, 332, the Commsston said that dues paxd to EEI do not
produce any direct benefit to the ratepayers because lobbymg activities do not directly

benefit ratepayers The Report and Order goes on to state

This Comnussion has consistentiy excluded EEI dues from
cost of service for the last several years on the ground that
these payments have not been shown to produce any direct
benefit to the ratepayers  As previously stated, the
Commission has stated that not only must a direct benefit
be shown but also the benefits must be quantified and
allocated between shareholders and ratepayers

Q Has AmerenUE met the Comnussion’s standard?
A No AmerenUE has not quantified the benefits of its membership mm EEI
and has not allocated these benefits between shareholders and ratepayers

Q Does this conclude you surrebuttal testimony?

A Yes, 1t does
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Enn M Carle, of lawful age, on her oath states that she has participated 1n the preparation
of the foregoing Surrebuttal Testimony 1n question and answer form, consisting of _ ) 5} pages
to be presented in the above case, that the answers 1n the foregoing Surrebuttal Testimony were
given by her; that she has knowledge of the matters set forth in such answers; and that such
matters are true and correct to the best of her knowledge and belief

Eum M Cante
Ern M Carle
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