BEFORE THE MISSOURI PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

	Staff of the Missouri Public Service Commission

                                           Complainant,

v.

Union Electric Company, d/b/a AmerenUE,

                                              Respondent.
	)))))))))))
	Case No. EC-2002-1



Staff’s RESPONSE TO uNION eLECTRIC cOMPANY’S

Motion TO late-file additional evidence

COMES NOW the Staff of the Missouri Public Service Commission (“Staff”), and for its response to Union Electric Company’s Motion to Late-file Additional Evidence states:

1.
While the Staff questions the probative value of the Standard & Poor’s credit report for Empire District Electric Company that Union Electric Company requests be admitted as a late-filed exhibit, if the Commission grants Union Electric Company’s motion, the Staff requests that the Commission, in harmony with due process, provide the Staff with the opportunity to elicit from the witness stand on July 11, 2002 testimony and evidence from Staff witness Ronald L. Bible responsive to the Standard & Poor’s credit report.  To that end the Staff requests that, in the event the Commission grants Union Electric Company’s motion to late-file additional evidence, the Staff be allowed on July 11, 2002 to:  1) elicit from the witness stand testimony from Staff witness Ronald L. Bible in response to the July 2, 2002 Standard and Poor’s credit report for Empire District Electric Company that Union Electric Company proffers as Exhibit 5; 2) admit into evidence copies of the 1998 and 2001 annual reports to shareholders published by Empire District Electric Company; and 3) admit into evidence Union Electric Company’s response to Staff’s Data Request No. 160—a copy of the minutes and transcript of Ameren’s annual stockholder meeting held on April 23, 2002.  Copies of Empire Electric District Company’s 1998 and 2001 annual reports to shareholders, and Union Electric Company’s response to Staff’s Data Request No. 160 are appended as attachments 1, 2 and 3, respectively.

2.
As Staff witness Bible will testify, credit reporting agencies are concerned with cash flow and earnings, not specific allowed returns on equity.  This is supported by the following testimony of Staff witness Ronald L. Bible taken from his surrebuttal testimony:

Return on equity is never applied directly to rate base or book value to determine revenue or earnings.  Return on equity is applied to common equity as a percent of total capital.  The resulting weighted cost of equity is then grossed up for taxes so that it will produce enough after-tax revenue to meet the return-on-equity revenue requirement.  After the weighted cost of equity (or return on equity) is grossed up for taxes it is applied to rate base to derive a before tax weighted return on equity (or cost of equity) revenue requirement.  The before tax weighted return on equity revenue requirement is calculated into rates the company is allowed to charge.  Those rates are designed to generate revenue that flows through expenses to result in an earnings figure for the company.

(Staff witness Bible surrebuttal, p. 10, ll. 7-16).

3.
The annual reports to shareholders of Empire District Electric Company for 1998 and 2001 are relevant and responsive to Union Electric Company’s Exhibit 5 in that, as Staff witness Ronald L. Bible will testify, they show Empire District Electric Company has set dividends at such a level relative to its earnings per share that Empire District Electric Company itself has created conditions that would lead to a lower credit rating.

4.
Union Electric Company’s response to Staff Data Request No. 160 is relevant and responsive to Union Electric Company’s Exhibit 5 in that, as Staff witness Ronald L. Bible will testify, similar to Empire District Electric Company, Union Electric Company’s parent, Ameren, has a high dividend.  As shown beginning at page 32 in the transcript of Ameren’s annual shareholder meeting held April 23, 2002, Ameren’s Chairman of the Board publicly stated:  (1) that Ameren has one of the highest dividend yields among Forbes 500 companies, being number four; (2) that Ameren may have raised its dividend too much too early; and (3) that of sixty-seven utilities in the industry index, only twenty-seven, including Ameren, have not reduced their dividends.

5.
As with its motion to exclude the testimony of Staff witness Ronald L. Bible, in its motion to late-file additional evidence Union Electric Company furthers its preemptive briefing of this case.  In the first paragraph of its motion to late-file additional evidence Union Electric Company states that the Staff is being short-sighted and is attempting to “drive rates to their lowest possible point for today without regard for the long-term financial strength or viability of the Company” while Union Electric Company’s “focus is medium to long-term and is intended to ensure a financially viable Company, able to commit to significant infrastructure investments for the future, . . . .”  Union Electric Company’s characterizations of the positions of the Staff and itself are no more accurate that its characterization of the methods employed by Staff witness Ronald L. Bible to develop Staff’s recommended rate of return as being “idiosyncratic” and the Staff’s recommended cost of equity as being “draconian.”  (UE witness Morin rebuttal, p. 5, l. 10-11 and l. 17-18).

6.
As indicated in its response to Union Electric Company’s motion to exclude the testimony of Staff witness Ronald L. Bible, the Staff has objectively developed the rate of return it recommends, using methodologies previously approved by the Commission.  An implication of Union Electric Company’s assertion in its motion to late-file additional evidence is that the Staff’s midpoint of 9.41 percent for return on equity is between one and three percentage points lower than the rates of return on equity allowed by other state commissions in the last several years and that if the Commission were to adopt the Staff’s return on equity, Ameren’s credit rating will be downgraded.  As Staff witness Ronald L. Bible explains in his surrebuttal testimony, weighted cost of equity is more important that return on equity.  (Staff witness Bible surrebuttal, p. 10, l. 1 to p. 13, l. 8).  As he shows in his surrebuttal testimony, the weighted cost of equity of the Staff’s midpoint (5.56%) is higher than the average weighted cost of equity of the companies included in the Regulatory Research Associates study Union Electric witness McShane included in her rebuttal testimony (5.26%), and higher than the average weighted cost of equity of the companies in the Regulatory Research Associates Major Rate Case Decisions source that the Staff used in its comparison (5.28%).  (Staff witness Bible surrebuttal, Table 4, p. 16, ll. 20-25 and Table 2, p. 13, ll. 1-8).

Further, as exemplified by the March 27, 2002 decision of the Public Utilities Commission of Nevada setting electric rates for Nevada Power Company, a copy of which is attached to the Staff’s response to Union Electric Company’s motion to exclude the testimony of Staff witness Ronald L. Bible, based on a return on equity of 10.01 percent based, a capital structure with 42.59 percent common equity and an overall rate of return of 8.37 percent, Staff’s recommended rate of return of 8.01 to 8.61 percent is close to recently authorized rates of return.

7.
In another prong of its attack, Union Electric Company notes the impact on its revenues that the Staff’s position on depreciation would have.  First, the Staff points out that the purpose of including depreciation in rate base is not to fund a company’s current cash flow, but to allow the recovery of costs incurred in retiring plant used to provide service to customers.  Second, the basis for the Staff’s approach is to better match actual costs incurred by a company with what it is recovering, rather than setting depreciation rates based on an estimate of costs that may be incurred decades in the future.  Third, if depreciation costs realized exceed those upon which rates are set, a company is free to seek a rate increase on that basis.  Fourth, merely because a company has enjoyed the benefit of a depreciation methodology it finds favorable for an extended period of time does not mean that that methodology is still appropriate in present circumstances, i.e., a company is not entitled to having the Commission bound to a certain methodology merely because the Commission has used that methodology in the past. 

WHEREFORE, the Staff requests that the Commission overrule Union Electric Company’s request to late-file additional evidence or, alternatively, allow the Staff to submit on Thursday, July 11, 2002 oral testimony from Staff witness Ronald L. Bible and copies of Empire Electric District Company’s 1998 and 2001 annual reports to shareholders, and the minutes and transcript Ameren’s April 23, 2002 shareholder meeting in response to Union Electric Company’s late-filed exhibit.
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