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Q. Please state your name and business address.

A. Leasha S. Teel, 815 Charter Commons, Suite 100B, Chesterfield, Mo. 63017.

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

A. I am a Regulatory Auditor for the Missouri Public Service Commission (MoPSC or Commission).

Q. Please describe your educational background.

A. I graduated from Webster University in December 1998 with a Bachelor’s degree in Accounting.  

Q. Have you previously filed testimony before this Commission?

A. Yes, I previously filed testimony in Case No. EC‑2002‑1, AmerenUE and GR‑2001‑629, Laclede Gas Company. 

Q. Have you made an investigation or study of the books and records of AmerenUE (UE or Company) in Case No. EM-96-149?

A. Yes, in conjunction with other members of the Commission Staff (Staff).

Q. What is the purpose of your direct testimony?

A. My direct testimony will discuss the Staff’s adjustments to the calculation of credits for advertising expense.

Q. What is the basis of Staff’s proposal to adjust advertising expense in the determination of the credits?

A. The Staff is proposing its adjustments respecting the third and final year of the second AmerenUE experimental alternative regulation plan (EARP) in accordance with the terms of the Stipulation And Agreements approved by the Commission in Case Nos. ER-95-411, respecting the first AmerenUE EARP, and EM-96-149 respecting the second EARP.  The relevant terms from the Stipulation And Agreement approved in Case No. ER-95-411 appear on pages 9 and 10 in sections 3.f.vi., 3.fvii. and 3.fviii.  These same sections also appear on pages 14 and 15 of the Stipulation And Agreement approved in Case No. EM-96-149.  These sections state that:

7.f.vi.:
If Staff, OPC or other signatories find evidence that operating results have been manipulated to reduce amounts to be shared with customers or to misrepresent actual earnings or expenses, Staff, OPC or other signatories may file a complaint with the Commission requesting that a full investigation and hearing be conducted regarding said complaint.  UE shall have the right to respond to such request and present facts and argument as to why an investigation is unwarranted.

7.f.vii.:
UE, Staff, OPC and other signatories reserve the right to bring issues which cannot be resolved by them, and which are related to the operation or implementation of the New Plan, to the Commission for resolution.  Examples include disagreements as to the mechanics of calculating the monitoring report, alleged violations of the Stipulation and Agreement, alleged manipulations of earnings results, or requests for information not previously maintained by UE.  An allegation of manipulation could include significant variations in the level of expenses associated with any category of cost, where no reasonable explanation has been provided.  The Commission will determine in the first instance whether a question of manipulation exists and whether that question should be heard by it.

7.f.viii.
Staff, OPC and other signatories have the right to present to the Commission concerns over any category of cost that has been included in UE’s monitoring results and has not been included previously in any ratemaking proceeding.


I would also note that the Reconciliation Procedure, Attachment C, Section 2.g. is relevant and states, in part, that:

UE/Staff/OPC reserve the right to petition the Commission for resolution of disputed items relating to the operation or implementation of this Plan.

Q. What are the disputed adjustments you are sponsoring which appear on Accounting Schedule 8, Adjustments to Income Statement?

A. I am sponsoring the following Income Statement adjustments:

Advertising expense


S-10.1 and S-12.2

ADVERTISING

Q. Please explain adjustments S-10.1 and S-12.2.
A. Adjustments S-10.1 and S-12.2 reflect the disallowance of advertising costs as defined below.

Q. Please explain the history of such adjustments before the Commission.

A. The Commission, in its Report And Order in Case Nos. EO-85-185 and EO-85-224, involving Kansas City Power & Light Company (KCPL), adopted the ratemaking treatment proposed by the Staff, which separates advertisements into five categories and provides separate rate treatment for each category.  The five categories of advertisements recognized by the Commission for purposes of this approach are:

(1) General – informational advertising that is useful in the provision of adequate service;

(2) Safety – advertising that conveys the ways to safely use electricity and to avoid accidents; 

(3) Promotional – advertising used to encourage or promote the use of electricity; 

(4) Institutional – advertising used to improve AmerenUE’s public image; and

(5) Political – advertising, that is associated with political candidates or issues.

The Commission adopted these categories for advertisements because it believed that a utility’s revenue requirement should:  (1) always include general and safety ads, provided such costs are reasonable; (2) never include the cost of institutional or political ads; and (3) include the cost of promotional ads only to the extent that the utility can provide cost justification for the ads.  [KCPL, Report And Order, 28 Mo.P.S.C. (N.S.) 228, 269-71 (1986)].

Q. Has this standard been used in more recent cases before the Commission?

A. Yes.  The Commission has upheld the KCPL standard in numerous cases since 1985, most recently in Case No. GR-99-315, Laclede Gas Company.

Q. Please discuss the examination performed by the Staff of AmerenUE’s advertising expenditures.

A. The Staff performed a review of each advertisement sponsored in whole or in part by AmerenUE that was expensed during the sharing period for the twelve months ending June 30, 2001.

Q. How did the Staff determine each advertisement’s classification under the KCPL standard?

A. Each advertisement was reviewed to determine which of the following “primary messages” the advertisement was designed to communicate: (1) the dissemination of information necessary to obtain safe and adequate service (general, safety); (2) the promotion of a particular product or service (promotional); (3) the enhancement of AmerenUE’s image (institutional); or (4) the endorsement of a political candidate or issue (political).

Q. Have you attached the advertisements that you describe in this testimony?

A. Yes, I have attached as Schedule 1 to my direct testimony every advertisement that AmerenUE has provided to the Staff.

Q. How has the Staff treated general and safety advertising?

A. The Staff made no adjustments to test year expense associated with the advertisements that it classified as general or safety advertising, except for those advertisements Staff classified as errors in booking.

Q. Why did the Staff disallow certain advertisements classified as errors in booking?

A.
The Staff disallowed advertisements that were classified as errors in booking because they pertained to AmerenUE’s natural gas operations, but were allocated by the Company to Missouri electric operations.  These advertisements clearly should have been allocated in their entirety to Missouri gas operations.  Missouri electric customers should not have to pay for an advertisement unrelated to electric service. 

Q. How has the Staff treated promotional advertising?

A. The Staff did not classify any advertisements by AmerenUE as promotional during the third sharing credit period of the second EARP.

Q. How has the Staff treated institutional advertising?

A. The Staff has removed the expenses for institutional advertisements from the test year.  Institutional (or goodwill) advertising is designed to enhance AmerenUE’s public image.  This form of advertising is not necessary for AmerenUE to provide safe and adequate service.  The Staff believes that this type of image enhancement advertising only benefits the shareholders of the utility.

Q. Please give a list of advertisements that the Staff classified as institutional.

A. Advertisements regarding the following:

· SmartLights

· Holiday-“Snowman”

· Bump in the Night

· Environmental-“Yours & Ours” 

· Jane and Fred/Direct Pay (Tree of Lights)

· Scholarship Awards/“We’re Happy” 

· Adopt-the-Shoreline cleanup program/“Save Your Life” 

· GreenLeaf Power Plants

· The Repertory Theatre

· Dance St. Louis

· Fox Theatre

· Sheldon Concert Hall

· St. Louis Symphony Opera

· Edison Theatre

· St. Louis Rams

· St. Louis Cardinals

· St. Louis Blues

· Gateway International

· Family Arena

· Missouri River Otters

· St. Louis Art Fair

· Black Repertory Theatre

· The Muny

· Urban League

· The Opera Theatre of St. Louis

· Fair St. Louis Family Fun Village

The above advertisements were classified as institutional and disallowed.  The Staff does not believe that AmerenUE’s involvement and sponsorship of these organizations justifies recovery of these advertising expenses from ratepayers.

Q. Please provide a brief description of some examples of the above-mentioned institutional programs.

A.
The SmartLights program, as stated in AmerenUE’s advertisements, “provides funds to help qualified not-for-profit and community groups buy energy efficient public lighting.” 

As listed above in their advertisement, “We’re Happy”/Scholarship Awards, AmerenUE funds several college scholarships through the scholarship awards programs to needy and qualified students.

The Adopt-the-Shoreline clean-up program, as stated in AmerenUE’s advertisement helps “the effort to keep the Lake of the Ozarks shoreline safe and clean.”  AmerenUE supplies the trash bags and up to $200 for trash disposal.

Q. Why does the Staff believe that AmerenUE’s advertising, for other organizations listed previously in this testimony, should not be recovered from ratepayers as the cost of institutional (goodwill) advertising expense?
A. The Staff believes that expenditures related to the above-mentioned organizations are not required to provide safe and adequate service and, therefore, the ratepayers should not have these expenditures included in their rates.  This type of image-enhancement advertising only serves to benefit the shareholders of the utility.  Furthermore, this type of advertising would require the ratepayers of AmerenUE to contribute, through customer rates, to programs or activities to which the customer may be opposed.

Q. How much did AmerenUE spend on institutional advertising during the sharing period?
A. **
                       **

Q. What advertising media constitute the majority of the “institutional advertising” dollars?

A. **
                                                                                                                      **  Sponsorship advertisements are signs prominently displayed at the major St. Louis sporting venues: Busch Stadium, the Edward Jones Dome and the Savvis Center.
Q. Did AmerenUE fund any political advertising in the test year?

A. No.

Q. Is advertising specifically addressed in the EARP?

A. Yes, advertising expense is addressed in the reconciliation procedure, which is Attachment C to the Stipulation And Agreement from Case No. EM-96-149 (Stipulation And Agreement).  Specifically the reconciliation procedure states that when calculating the amount of sharing credits to be credited to customers, $250,000 of goodwill advertising expense will be eliminated from the income statement.  This $250,000 amount was based at the time of the Stipulation And Agreement in Case No. ER-95-411 and Case No. EM-96-149 on the level of institutional/goodwill advertising UE incurred in the then most recently litigated rate/earnings complaint case under traditional regulation (Case No. EC-87-114).

Q. Does the Staff believe it is prohibited by Attachment C of the Stipulation And Agreement from making an adjustment to eliminate all goodwill advertising from the calculation of sharing credits?

A. No.  As I mentioned previously in this testimony, Sections 7.f.vi. and 7.f.vii of the Stipulation And Agreement state: 

7.f.vi.:
If Staff, OPC or other signatories find evidence that operating results have been manipulated to reduce amounts to be shared with customers or to misrepresent actual earnings or expenses, Staff, OPC or other signatories may file a complaint with the Commission requesting that a full investigation and hearing be conducted regarding said complaint.  UE shall have the right to respond to such request and present facts and argument as to why an investigation is unwarranted.

7f.vii.: 
UE, Staff, OPC and other signatories reserve the right to bring issues which cannot be resolved by them, and which are related to the operation or implementation of the New Plan, to the Commission for resolution.  Examples include disagreements as to the mechanics of calculating the monitoring report, alleged violations of the Stipulation and Agreement, alleged manipulations of earnings results, or requests for information not previously maintained by UE.  An allegation of manipulation could include significant variations in the level of expenses associated with any category of cost, where no reasonable explanation has been provided.

I also identified above as relevant Section 2.g of the Reconciliation Procedure, Attachment C which contains language similar to Section 7.f.vii.  The current level of goodwill advertising is over five times the amount provided for in the Stipulation And Agreement.  The Staff believes that this increase is a significant variation in advertising expense for which no reasonable explanation has been provided.  This increase represents a manipulation of earnings as covered in the Stipulation And Agreements.

Q. Has the Company provided an explanation for the increase in advertising expense?

A. In the third sharing period of the second EARP, the Company provided an answer to Staff Data Request No. 52.  The data request response states that the advertising expense has increased due to “building awareness and recognition of the Ameren name throughout the Union Electric territory.”  All advertisements have the Ameren logo, the text AmerenUE, and/or the saying we’re always there.  Another stated reason for the increase was due to sponsoring many programs classified as institutional like the Mid-America Holiday Parade/Christmas in St. Louis, Fair St. Louis Family Fun Village, SmartLights, GreenLeaf, the Scholarship program, and development of the Adopt‑the‑Shoreline cleanup.

Q. How long have UE and Central Illinois Power Company (CIPSCO) existed as Ameren?

A. Since January 1, 1998.  As of July 1, 2000 the Ameren name has been in existence for over two years.  The Staff believes that is a more than an adequate time period for name recognition and awareness amongst Ameren’s customers.  Therefore, the Staff believes that this is not a reasonable explanation for the rising cost of advertising expense.

Q. Why does the Staff believe that these organizations, and Ameren’s involvement in them, is not a reasonable explanation including this increase in the cost/amount of goodwill advertising for the calculation of credits?

A. The Staff believes that the above-mentioned organizations are not required to provide safe and adequate service and, therefore, the cost of the related advertising should not be included in the calculation of credits.  These types of image enhancement advertising only serve to benefit the shareholders of the utility.  The mere fact that the level of expense has increased is not a reasonable explanation for inclusion in the calculation of credits.  

Q. What is the potential risk if the Company is only required to eliminate $250,000 per year for goodwill advertising during the EARP?

A. The Company would essentially have a “blank check” to spend as much as it wants to on goodwill advertising during the EARP.  UE spent **             ** on goodwill advertising during the third sharing period of the second EARP after the elimination of the agreed upon $250,000 per year for goodwill advertising.  The Stipulation And Agreements indicate that when the $250,000 amount was determined, it was not contemplated that the level of goodwill advertising would escalate to over five times that amount in only four years.  The $250,000 amount was initially agreed upon prior to the announcement of the UE-CIPSCO merger and the Stipulation And Agreement respecting the second EARP was filed with the Commission just after the conclusion of the first year of the first EARP.  Furthermore, as has been previously discussed, the Commission has traditionally shielded ratepayers from funding these expenses by disallowing all institutional/goodwill advertising from customers’ rates.  The Staff does not believe that alternative regulation is intended to provide a mechanism that would require ratepayers to fund costs that have traditionally been disallowed by the Commission.

Q. Does this conclude your direct testimony?

A. Yes it does.
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