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DIRECT TESTIMONY

OF 

LOUIE R. ERVIN 

Q.
Please state your name and business address.

A.
My name is Louie R. Ervin and my business address is 150 First Avenue NE, Suite 300, Cedar Rapids, Iowa 52401.

Q. 
By whom are you employed and in what capacity? 

A.
I am partner and Executive Vice President of Latham & Associates, Inc. (L&A).
Q.
Please describe your educational background.  

A.
My academic background includes a B.S. and a M.S. in Electrical Engineering, with an emphasis in power systems, from the University of Missouri-Columbia.  I have an M.B.A. from the University of Iowa.  I completed the Executive Utility Management program at the University of Michigan and have taken utility-related courses at Indiana University, the University of Wisconsin and at Iowa State University.

Q.  
Please describe your professional experience.  

A.
I am a licensed professional engineer with over thirty-five years of electric and natural gas utility experience.  Since July, 1996, I have been a partner and energy consultant with L&A.  Prior to joining L&A, I was employed by IES Utilities Inc. (IES) in several management positions with various responsibilities in the areas of rates, engineering and operations from June, 1985 to July, 1996.  From January, 1983 through July, 1985, I was Associate Director of Utilities with overall electric utility responsibilities for the Lafayette, Louisiana Utilities System.  From June, 1971 through January, 1983, I was employed by Missouri Utilities Company (MUC), which is now part of the AmerenUE system.  My responsibilities at MUC were primarily in the areas of rates, engineering and operations.  A copy of my resume is attached as Exhibit No.___(LRE-1).  
Q.
Please briefly describe your experience as an expert utility witness.
A.
While employed at MUC, I provided testimony on rate design in several natural gas, water and electric cases before the Missouri Public Service Commission (Commission).  I have testified on electric issues before the Federal Energy Regulatory Commission and before federal and state courts regarding electric utility matters.  While employed at IES, I provided expert testimony on rate design in natural gas and electric rate case proceedings before the Iowa Utilities Board.  
Q.
On whose behalf are you testifying in this case?
A.
My testimony is on behalf of the Missouri School Boards’ Association (MSBA).   MSBA is a not for profit corporation under section 501(c) of the Internal Revenue Code, representing 524 Missouri elementary and secondary schools as a trade association.  MSBA and the Cooperating School Districts of Greater St. Louis, Inc. (CSD) organized a purchasing cooperative which is known as the Missouri Purchasing Resource Center or MOPRC.  MSBA is the designated contracting agent for MOPRC, which aggregates purchasing of natural gas on the open market for about 1,500 Missouri school accounts.  AmerenUE provides natural gas delivery services for MOPRC to 144 school accounts. 
Q.
Why has MSBA intervened in this proceeding?

A.
Many of the school districts that are receiving aggregate natural gas delivery services from AmerenUE may be unintentionally negatively affected by AmerenUE’s proposed tariff, particularly those school districts located in the cities of Columbia, Jefferson City and Cape Girardeau.  MSBA’s focus in this case is on whether the subject tariff filing by AmerenUE complies with Section 393.310 RSMo and is consistent with the Commission’s order in Case No. GT‑2003‑0034, Tariff No. JG‑2003‑0050.
Q.
Are you the same Louie R. Ervin who participated in the Matter of the Tariff Filing of Union Electric Case No. GT‑2003‑0034, Tariff No. JG‑2003‑0050?

A.
Yes.  I represented MSBA as its technical expert in working with the Missouri Legislature in developing Section 393.310 RSMo to allow schools to aggregate purchases of  natural gas.  Also on behalf of MSBA, I worked with Commission staff, the Public Council’s Office and Missouri utilities, including AmerenUE), to develop stipulations and agreements in several cases, which the Commission approved to implement Section 393.310 RSMo, including Union Electric Case No. GT‑2003‑0034.   A copy of Section 393.310 RSMo is attached as Exhibit No.___(LRE-2).  A copy of the Unanimous Stipulation and Agreement (Agreement) in Union Electric Case No. GT‑2003‑0034 is attached as Exhibit No.___(LRE-3).  
A copy  of the Order Approving Stipulation and Agreement in Union Electric Case No. GT-2003-0034 is attached as Exhibit No. ___(LRE-4).
Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to explain and address MSBA’s concerns regarding AmerenUE’s proposed tariff, particularly the “Transportation Charge Adder,” the “Administrative Charge,” and the ACA component of the PGA, as well as potential tariff misinterpretations that may result from changing the definition of “Eligible School Entities” to “New Eligible School Entities.”   I will recommend changes and clarifications to AmerenUE’s proposed tariff to ensure compliance with Section 393.310 RSMo and consistency with the Agreement.

Q.
In your opinion, does the proposed AmerenUE tariff clearly comply with Section 393.310 RSMo and is the tariff consistent with the Commission-approved Agreement in Case No. GT‑2003‑0034?

A.
While MSBA supports the stated intent of the proposed tariff language, the proposed tariff does not clearly comply with two general areas within Sections 393.310.4 (2) and (3) and Section 393.310.5 RSMo, nor the Commission-approved Agreement in Case No. GT‑2003‑0034.  The two areas are: (1) the “Transportation Charge Adder,” which is only being applied to schools, the “Administrative Charge,” which is a surrogate aggregation and balancing charge and the ACA component of the PGA; and (2) several potentially unclear areas in the tariff language related to “Eligible School Entities,” particularly the availability or eligibility requirements in Paragraph 1 as it relates to  school aggregation.  

Q.
In what way is the proposed AmerenUE tariff inconsistent with Section 393.310 RSMo and the Agreement in Case No. GT‑2003‑0034 with regard to “Transportation Charge Adder”? 

A.
Originally, the “Transportation Charge Adder” was consistent with Section 393.310 RSMO and the Agreement because it was designed to avoid a negative financial impact on AmerenUE until new rates were designed.  It was thought that a negative financial impact on AmerenUE could result when a school converted from general sales service to school aggregate transportation because of the price difference between the then exiting tariff prices for general service and standard transportation service for use over 7,000 Ccf in a month.  The “Transportation Charge Adder” was originally developed to simply equal the difference between the then existing AmerenUE standard transportation tariff price and the general service tariff price, which applied only to school use over 7,000 Ccf per month.  However, rate design in this case provides an opportunity to eliminate an unnecessary “Transportation Charge Adder” that applies only to schools while avoiding a negative financial impact on AmerenUE.  

Q.
When AmerenUE commercial and industrial customers switch from general service to transportation service, do they pay adders equal to the difference between the general service and transportation service prices for use over 7,000 Ccf in a month? 

A.
No.  Only schools pay a “Transportation Charge Adder.” 
Q.
Do schools that switch from general service to aggregate school transportation typically use over 7,000 Ccf per month?

 A.
No.  Only the largest schools on the AmerenUE system, such as those in Columbia and Jefferson City, would typically use slightly over 7,000 Ccf in an extremely cold month.  However, all, or nearly all, of these large schools were already transporting under the AmerenUE standard transportation tariff prior to passage of Section 393.310 RSMo.  Contrary to its intent, the “Transportation Charge Adder” can actually create a small bonus revenue to AmerenUE. when a large school switches to school aggregate transportation from standard transportation. As a practical matter, the concern about a potential negative financial impact to AmerenUE never materializes when smaller schools switch from general service to aggregate school transportation service because smaller schools do not typically use over 7,000 Ccf in the coldest months.  However, could be a small, unintended negative impact on larger schools if they were to pay the “Transportation Charge Adder” under the school aggregate transportation program when they switch from standard transportation.  
Q.
Are you saying that the “Transportation Charge Adder” has little, if any, financial impact on any party and should be eliminated?  
 A.
Yes, exactly.  This case provides the opportunity to eliminate the “Transportation Charge Adder” because it has little value and could potentially discriminate against large schools that have been on standard transportation service by causing them to pay more than a commercial, industrial or even a school customer that is takes standard transportation service. 

Q.
How do you propose to address any revenue that AmerenUE has collected during the test year from the “Transportation Charge Adder?”
A.
I propose that this revenue be addressed in the rate design of AmerenUE’s tariff.  After the Commission has determined AmerenUE’s total requirement, I recommend that whatever small amount of test year revenue that AmerenUE can demonstrate was collected from schools under the “Transportation Charge Adder” be added to the authorized revenue increase for the purpose of increasing all price components of current rates, excluding the “Transportation Charge Adder,” which would be eliminated. 
Q.
In your opinion, in what way is the proposed AmerenUE tariff inconsistent with Section 393.310 RSMo and the Agreement in Case No. GT‑2003‑0034 with regard to the “Administrative Charge?” 

A.
The AmerenUE tariff does not have an aggregation and balancing charge of $0.004 per 


therm as specified by Section 393.310 RSMo for the first year of the school aggregation program.  I recall that the parties in Case No. GT‑2003‑0034 stipulated and agreed, and the Commission approved, a $40 per meter per month “Administrative Charge” in lieu of an aggregation and balancing charge because the $40 per meter per month charge was pre-established in the AmerenUE standard transportation tariff and it was a reasonable charge for the first year of the school aggregation program given the short time period available to implement the program before the 2002-2003 heating season.   
Q.
How does Section 393.310 RSMo and the Agreement in Case No. GT‑2003‑0034 address the  aggregation and balancing charge after the first year ? 
A.
I interpret Section 392.310.5 RSMo as authorizing the Commission to approve aggregation and balancing charges that are different from $0.004 per therm delivered after the first year; provided the charge is cost-justified as generating revenue equal to incremental costs associated with the school aggregation program.  The parties agreed and the Commission found in its approval order in Case No. GT‑2003‑0034 that it was appropriate for AmerenUE not to have an aggregation or balancing fee of $0.004 per them during the first year of the program.  The Commission’s order in Case No. GT‑2003‑0034 specified that the mechanism designed by the parties, and  provided for in the tariff sheets, should allow AmerenUE to report its actual revenues and expenses for the program and implement any changes in the aggregation or balancing fee in the later years of the program.
Q.
Has AmerenUE reported its actual revenues and incremental expenses for the school aggregation program and provided a proposal to implement changes in the aggregation and balancing fee in this docket? 
A. 
No.  See Data Request No. MSBA 003 and AmerenUE’s  response thereto (Exhibit No.___(LRE-5).  AmerenUE’s confirmed in its response to MSBA that it has not separately tracked or reported its incremental expenses associated with the school aggregation program.  Now that the school aggregation program is well established, I do not think that it is cost effective for AmerenUE, or other utility companies, to separately track and report the relatively small incremental revenues and expenses associated with the school aggregation program, provided the aggregation balancing charge is set at or less than the legislatively mandated charge of $0.004 per therm. 
Q.
What is the level of aggregation and balancing charges in tariffs of Laclede Gas (Laclede) and Missouri Gas and Electric (MGE)?
A.
The total aggregation and balancing charges for schools in the MGE and Laclede school 
aggregation tariffs have remained at $0.004 per therm since inception of the program.  
MGE and Laclede have submitted annual school aggregation program reports to the 
Commission with incremental expenses for school aggregation and balancing, but those 
actual incremental expenses did not cost-justify a higher aggregation and balancing 
charge than the total of  $0.004 per therm as specified by Section 393.310 RSMo. 
Q. Does the current charge of $40.00 per meter per month economically prohibit several of the smaller school districts from participating in the school aggregation program?

A. 
Yes.  Currently there are 144 school accounts on the AmerenUE system participating  in the school aggregation program.  If the $40.00 per meter per month charge was replaced with an aggregation and balancing charge of $0.004 per therm, I project that approximately 50 additional smaller school accounts could be economically participate in the school aggregation program.
Q.
What change do you propose with regard to  an “Administrative Charge,” or  aggregation and balancing charge be made in the AmerenUE tariff to make it consistent with Section 393.310 RSMo and the Commission order in Case No. GT‑2003‑0034? 
A.
I propose that the Ameren tariff specify an aggregation and balancing charge of $0.004 per therm in lieu of the current and proposed Administrative Charge of $40.00 per meter per month.
 Q.
What is the projected annual revenue to AmerenUE with an aggregation and 
balancing charge of $0.004 per therm?

A.
For the 144 AmerenUE school accounts that are currently participating in MOPRC, 
and a projected additional 50 smaller accounts, I estimate the annual revenue to 
AmerenUE to be $11,587, with an aggregation and balancing charge of $0.004 therm.   
Again, I do not think that that it is cost effective for AmerenUE, or other utilities, to 
separately track and report these relatively small incremental revenues and expenses.
Q.
Do you offer an exhibit to support your projected annual revenue of $ 11,578 to 
AmerenUE  from an aggregation and balancing charge of $0.004 per therm?

A.
Yes.  Exhibit No. ___ (LRE-6) shows the calculation of the projected annual revenue of $11,578 from an aggregation and balancing charge of $0.004.  
Q.
How do you propose to address the estimated $11,578 annual revenue to AmerenUE from an aggregation and balancing charge of $0.004 per therm?

A.
I propose that this revenue be addressed in the rate design of AmerenUE’s tariff.  Subsequent to the Commission determining AmerenUE’s total requirement, I recommend that the $11,578 be deducted from the authorized revenue increase before designing increased rates  for all other price components. 

Q.
What are MSBA’s concerns regarding AmerenUE’s tariff language, particularly the definition of “Eligible School Entities” and the eligibility requirements for participation in the school aggregation program?  

A.
MSBA is concerned that the proposed tariff language regarding the definition of “Eligible School Entities” could result in misinterpretations by someone who is unfamiliar with the history of the school aggregation program. 
Q.
Are you saying there needs to be differentiation between the definitions of “Eligible School Entities” and  “New Eligible School Entities to prevent potential misinterpretation as to application of charges?” 
A.
Yes. I recommend that the tariff retain “Eligible School Entities” as appropriate but also define “New Eligible School Entities” as those eligible school entities as defined in Section 393.310 RSMo for those schools that were on sales service during the previous year 
Q.
Will you describe the potential misinterpretation of the proposed tariff language? 

A.
Yes.  There are several areas that I think need to be clarified to be reflective of Section 393.310 RSMo.  First, the proposed tariff retains old language from Section 393.310 RSMo that the tariff is only available through June 30, 2007.  That date has been eliminated from the most current Section 393.310 RSMo and should be omitted from the AmerenUE tariff as well.  

Q.
What other areas of the tariff language do you think need to be clarified? 

A.
There are several language concerns that all stem for removing “New” from “New Eligible School Entities” in the tariff language, which may confuse someone who is not familiar with the school aggregation tariff and its history.  On May 31, 2006, AmerenUE filed revised language removing “New” from “New Eligible School Entities” with regard to  school eligibility in its Natural Gas Transportation Tariff.  That revised language is repeated in the proposed tariff in this case.  MSBA supports AmerenUE’s intent in its May 31, 2006 filing, which was to remove the exclusion of schools from participation in the aggregation program if they were on standard transportation service prior to July 31, 2002.  I do not believe that Section 393.310 RSMo, nor the current tariff language, was intended to discriminate against school entities that were taking standard natural gas transportation service in the previous year.  However, removal of  “New” from “New Eligible School Entities” in the tariff, may not make it clear that certain charges in the tariff do not apply to schools if they were taking standard transportation service prior to July 31, 2002.  
Q.
What charges in the tariff do not apply to schools if they were taking standard transportation service prior to July 31, 2002?  

A.
I do not believe that  AmerenUE’s tariff intended that a school switching form standard transportation be subject to either: (1) assignment of pipeline capacity; (2) June 1st and July 1st notification and start dates for participation; (3) the Actual Cost Adjustment (ACA) component of the Purchased Gas Adjustment (PGA); (4) the “Transportation Charge Adder”; or (5) certain local taxes.  AmerenUE’s tariff language should be clarified to ensure no misunderstanding with regard to these charges. 
Q.
Does AmerenUE’s standard transportation tariff require industrial, commercial or school customers to take pipeline capacity? 

A.
No.  I know of no Missouri utility that requires industrial, commercial or school customers to take pipeline capacity under standard transportation tariffs.  I am also unaware of any Missouri utility that requires schools previously on standard transportation tariffs to take assignment of pipeline capacity when they switch to the school aggregation program. 
Q.
Will you please explain what needs to be clarified with regard to pipeline capacity assignment and a  proposed July 1st start date with a strict June 1st notice for schools beginning service under the school aggregation program?  

A.
I agree that AmerenUE needs to plan for pipeline capacity well in advance of the heating season.  I also agree that schools that are switching from sales service to school aggregation service, and which do not agree to take assignment of pipeline capacity through the remainder of the hearting season, or subsequent March 1st, need to notify AmerenUE by June 1st to begin service on July 1st.  However, the June 1st notification date and July 1st start dates should not apply to schools that are switching from standard transportation service to school aggregation service because they do not impact AmerenUE’s pipeline capacity planning.  Neither should those dates apply to a school that switches from sales service to school aggregation service if that schools elects to have AmerenUE assign its sales service pipeline capacity to that school through the remainder of the heating season.  With regard to eligibility and the schools election to take assignment of pipeline capacity, the proposed tariff language is sufficient as it applies to both “new Eligible School Entities” and “Eligible School Entities,” except for the June 1 and July deadlines.
Q.
Please explain what needs to be clarified in the tariff with regard to  the ACA component of the PGA and the “Transportation Charge Adder”.  

A.
Some schools, such as Columbia and Jefferson City, were taking standard transportation tariff service long before the effective date of Section 393.310 RSMo and the school aggregation program.  I recall that the AmerenUE tariff specified that the ACA apply as a charge or credit for over or under collections through the Purchase Gas Adjustment (PGA) clause during the previous year when a school was on sales service and before it switched to aggregate transportation service.  The tariff language should be clear that the ACA component of the PGA only applies to schools during the first year after a school switches to the aggregation program from sales service, that is the ACA should only to “New Eligible School Entities.”  If not eliminated, tariff language should be clear that the “Transportation Charge Adder” only applies to “New Eligible School Entities” as opposed to also being applicable to “Eligible School Entities.”  
 Q.
Please explain what needs to be clarified with regard to  certain local taxes under the aggregation tariff.  

A.
Paragraph 7 of AmerenUE’s current tariff was intended to ensure that “New Eligible School Entities” that convert from sales service to transportation service continue to pay the same local taxes.  I recall this tariff language was established for new schools that were converting from sales service to school aggregation service and not for schools that were not previously paying local taxes under conventional transportation service.  Tariff language should be clear that local taxes only apply to “New Eligible School Entities” as opposed to also being applicable to “Eligible School Entities,” That were not paying the local taxes under standard transportation service.  
 Q.
Does this conclude your direct testimony? 
A.
Yes, it does. 
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