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DIRECT TESTIMONY
OF
EDWARD F. BEGAN, CPA
MISSOURI-AMERICAN WATER COMPANY

CASE NO. WR-2007-0216

Q. Please state your name and business address.
A. My name is Edward F. Began. My business address is 9900 Page Avenue,

Suite 103, St. Louis, Missouri 63132.

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

A. 1 am a Regulatory Auditor 111 for the Missouri Public Service Commission
(Commission).
Q. Please describe your educational background.

A. I graduated from Washington University, in St. Louis, Missouri, in
January 1972, and passed the entire Uniform Certified Public Accountant (CPA) examination
in May 1972. 1 possess a current Missouri CPA license and permit to practice.

Q. Please describe your work background.

A, I have held audit, accounting and controllership duties in public accounting
and in industry, which have required progressively increasing responsibility. I have been
employed by the Commission since November 2000.

Q. Please describe your duties while employed by the Commission.

A. In comjunction with other members of the Commission Staff (Staff) 1 have
performed audits and examinations of utility companies operating within the state of Missouri

with regard to rate cases and other regulatory proceedings.
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Edward F. Began, CPA

Q. Have you previously filed testimony before this Commission?

A. Yes, please see Schedule 1 attached to this testimony for a list of cases in
which I have filed testimony and the issues I addressed.

Q. With reference to Case No. WR-2007-0216, have you made an examination of
the books and records of Missouri-American Water Company (MAWC or Company)?

A. Yes, in conjunction with other members of the Staff. Specifically, I reviewed
responses to Staff data requests, the general ledger, trial balance reports, past Commission
rulings, and prior case files.

Q. What matters will you address in your testimony?

A. I will address rate base, plant in service, depreciation reserve, depreciation
expense, cash working capital, property taxes, advertising and promotion, dues and donations,

and Public Service Commission assessment.

Q. What knowledge, skill, experience, training or education do you have in these
matters?
A. I have reviewed the filed testimony, schedules, workpapers and data request

responses regarding these issues in this case. I have also reviewed documents from previous
rate cases involving issues I will be addressing. I also relied on my experience with these or
similar issues in previous cases. In addition, I have relied on the accounting training I have
received during college and the training 1 received through classes and seminars in utility
regulation. [ also have engaged in discussions with and received guidance and training from

my supervisors with regard to these issues

EXECUTIVE SUMMARY

Q. What is the purpose of your direct testimony?
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A. The purpose of my direct testimony is to describe the components of the

Staff’s rate base and the Staff adjustments in Accounting Schedule 10 -- Adjustments to

Income Statement that | am sponsoring in this case.

Q. Please identify the Accounting Schedules you are sponsoring.

A. I am sponsoring:
Accounting Schedule 2
Accounting Schedule 3
Accounting Schedule 4
Accounting Schedule 5
Accounting Schedule 6
Accounting Schedule 7

Accounting Schedule 8

Rate Base

Plant in Service

Adjustments to Plant in Service
Depreciation Reserve

Adjustments to Depreciation Reserve
Depreciation Expense

Cash Working Capital

Please list the adjustments you are sponsoring.

I am sponsoring the following adjustments: Amortization and Depreciation

Expense, Advertising and Promotion Expense, Dues and Donations Expense, Property Taxes,

Franchise Tax, and, Public Service Commission assessment. The adjustment numbers listed

below are the same for each district.

RATE BASE

Q. Please discuss Accounting Schedule 2.

A, Accounting Schedule 2, Rate Base, delineates the net capital investment

recommended by the Staff to determine the Company’s revenue requirement. Utility Plant in

Service and the related depreciation reserve are supported by Accounting Schedules 3 and 5,

Plant in Service and Depreciation Reserve, respectively, and are discussed later in this
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testimony. Cash working capital is the déily cash requirement necessary to fund utility
operations. This component along with the offsets for interest and income taxes are supported
by Accounting Schedule 8, Cash Working Capital, and will be discussed in detail later in this
testimony. Prepayments and materials and supplies are increases to rate base since these
components represent an investment of funds and present a 13-month average of the balances
ending June 30, 2006. The balances for contributions in aid of construction and customer
advances are reductions to rate base because these components are customer supplied funds
available for use by the Company.

The following items are other components of rate base that are being sponsored by
various Staff witnesses and are discussed in their testimonies. Deferred OPEB Asset and
Accrued Pension Liability are discussed in the testimony of Staff witness Jeremy K.
Hagemeyer. Pre-1971 ITC and Deferred taxes are reductions to rate base and are discussed in

the testimony of Staff witness John P. Cassidy.

PLANT IN SERVICE

Q. Please discuss Accounting Schedule 3, Plant in Service, and Accounting
Schedule 4, Adjustments to Plant in Service.

A, The amount of plant the Company is using to serve customers is shown in
Accounting Schedule 3, Plant in Service, which provides the details for Staff’s rate base
component of utility Plant in Service, stated at original cost, recorded on the Company's
books as of December 31, 2006. Accounting Schedule 4, Adjustments to Plant in Service,
depicts the Staff’s adjustments to Plant in Service and the Staff witnesses supporting each
adjustment. Plant in Service and Depreciation Reserve (discussed below) balances at

December 31, 2006 were used to determine the rate base.
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DEPRECIATION RESERVE

Q. What accounting schedules support the depreciation reserve?

A. Accounting Schedule 5, Depreciation Reserve, provides details of the
accumulated depreciation expense related to the plant balances on Accounting Schedule 3.
The purpose of Accounting Schedule 6, Adjustments To Depreciation Reserve, is to provide

the detail of any adjustments made to the depreciation reserve by the indicated Staff

witnesses.
DEPRECIATION EXPENSE
Q. Please explain Accounting Schedule 7, Depreciation Expense.
A. This schedule shows the calculation of the annual depreciation expense on the

Company’s utility Plant in Service. The adjusted Plant in Service balances from Accounting
Schedule 3, Plant in Service, are multiplied by depreciation rates recommended by Staff
witness Gregory E. Macias, of the Engineering and Management Services Department. The

result represents the Staff’s annualized depreciation expense.

CASH WORKING CAPITAL

Q. What is Cash Working Capital (CWC)?

A CWC is the amount of cash necessary for a utility to pay the day-to-day
expenses it incurs in providing service to the ratepayer. CWC is designed to address only the
cash requirements of the company. Annual expenses which do not require cash payments,
such as depreciation and deferred income tax expense do not require cash payments. Items

such as these are in fact sources of cash, since the Company collects the funds from ratepayers
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but is not required to make payments to vendors. For this reason, these items are not included
in a CWC analysis, which is designed to measure the daily cash needs of a company.

Q. What are the sources of CWC?

A. Ratepayers and shareholders are the sources of CWC.

Q. How do the ratepayers supply CWC?

A. The ratepayers supply CWC when the Company receives payment for service
before the Company pays for the expenses it incurred to provide that service. The ratepayer is
compensated for the CWC provided through a reduction to rate base.

Q. How do the shareholders supply CWC?

A. When the Company must pay for an expense incurred to provide service before
the ratepayer has paid for the related usage, shareholders provide cash to cover that expense.
This cash outlay represents a portion of the shareholder’s total investment in the Company.
The shareholder is compensated for the CWC provided through an increase in rate base.

Q. How does Staff calculate CWC?

A. The Staff uses a lead/lag study to calculate CWC. In a lead/lag study, Staff
analyzes the cash inflows and outflows of payments the Company receives from its customers
for the service it provides and the disbursements it makes to vendors to provide that service.
These cash flows are measured in numbers of days. A lead/lag analysis compares the number
of days the company is allowed to take or actually takes to make payments after receiving
service from a vendor, with the number of days it takes the company to receive payment for
the service provided to customers. The lead/lag study also determines who provides CWC.
The use of a lead/lag study to calculate a company's CWC requirement and the components

included by the Staff has been adopted by the Commission in many rate cases.
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Q. How are the results from a lead/lag study interpreted?

A. A negative CWC requirement indicates that ratepayers provided the working
capital in the aggregate during the test year. This means that ratepayers provided the
necessary cash, on average, before the Company must pay for expenses incurred to provide
that service. A positive CWC requirement indicates, in the aggregate, that shareholders
provided the cash necessary during the year. This means that the company must pay, on
average, for the expenses incurred in providing service before ratepayers pay for that service.

Q. Please explain the components of the Staff’s calculation of CWC, which
appear on Accounting Schedule 8.

A. Column A on Accounting Schedule 8, lists the expenses that the Company
pays on a day-to-day basis. Colummn B lists the Staff’s annnalized expense amounts.
Column C, Revenue Lag, denotes the amount of time expressed in days, between the midpoint
of the period during which the Company provides service and the payment for that service by
the ratepayer. Column D, Expense Lag, denotes the amount of time, expressed in days,
between the receipt of and payment for the goods and services (i.c., cash expenditures) used
by the Company to provide service to the ratepayer. Column E, Net Lag, results from the
subtraction of the Expense Lag from the Revenue Lag. Column F, Factor, expresses the
Net Lag in days as a fraction of the total days in the year. This result is derived by dividing
the net lags in Column E by 365 days. Finally, Column G, CWC Requirement, is the average
amount of cash necessary, on a daily basis, to provide service to the ratepayer, which is
calculated by multiplying the annualized test year expense amounts (Column B) by the
CWC factor (Column F). The Staff’s determination of the Company’s CWC requirement

was based primarily on Staff's extensive and specific lead-lag study completed for Case No.
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WR-2003-0500, the prior rate case. Upon examination, the Company concluded many
expense lags determined by Staff in the prior case were still correct and adopted those for this
case. Unless the Staff believed the lag needed to be changed, if the Company adopted Staff's
prior case expense lags, these lags were used by Staff in this case. Some revenue and expense
lags, or, components of them, were recalculated by Staff for this case and will be discussed
later in this testimony.

Q. Please explain the revenue lag.

A The revenue lag is defined as the amount of time between the provision of
service by a utility and the utility’s receipt of the payment for that service from the ratepayers.
The Company developed the total revenue lag for each operating district for this case. The
Staff compared each district's total revenue lag to the total revenue lag developed by the Staff
in Case No. WR-2003-0500, noting the reasonableness of the Company's total revenue lag
days and adopted that total revenue lag for the Staff's analysis. The revenue lag is the sum of
three subcomponent lags. They are defined as follows:

Usage Lag  The midpoint of the average time elapsed from the beginning of
the first day of a service period through the last day of that service period.

Billing Lag  The period of time between the end of the last day of a service
period and the day the bill is placed in the mail by a utility.

Collection Lag The period of time between the day the bill is placed in the
mail by a utility and the day the utility receives payment from the ratepayer for services
performed.

Q. Please define how you are using the term “service period” in this testimony.
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A In reference to the revenue lag, a service period is merely the amount of time,
in days, in which the customer receives utility service for billing purposes. In discussion of
expense lags, this term denotes the period in which a utility receives materials or services
from its suppliers.

Q. Please explain the calculation of the usage lag.

A, The usage lag is computed by dividing the number of days in the test
year (365) by the number of billing periods in a year, twelve (12) for monthly billings and
four (4) for quarterly billings and dividing those resuits by two (2) to derive the average
service period. The usage lag is 15.21 days for monthly billings and 45.625 days for quarterly
billings (the St. Louis operating district is the only operating district with quarterly billing).
These lags hold true with the exception of the public fire and private fire rate classifications.
The St. Louis operating district is the only district that has a public fire rate classification and
it is billed in advance on both a monthly and quarterly basis. As such, the respective usage
lag for the public fire rate classification is negative (15.21) days for monthly billings and
negative (45.625) days for quarterly billings. (Negative numbers will be denoted in
parentheses. )}

All operating districts have a private fire rate classification and are also billed in
advance. All operating districts with the exception of the St. Louis district are billed on a
monthly basis resulting in a usage lag of (15.21) days. In the St. Louis operating district,
there are two (2) billing types for the private fire rate classification: quarterly, and monthly.

The overall usage lag for each district was determined by weighting each applicable

usage lag described above by the revenue dollars associated with each rate classification.
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Q. What period of time did the Staft use for the billing lag?

A, Staff used a billing lag of two days. This lag was determined in the prior case
based on information obtained from the Company and the Company stated that it was still
valid.

Q. How did the Staff determine the collection lag in this case?

A. The Staff has adopted the Company's total revenue lag as reasonable for this
case. The collection lag was calculated by subtracting the weighted average usage lag,
incorporating the "prepaid” fire services' advance billings for each district, and the billing lag
of 2.00 days from the total revenue lag adopted for the current case.

Q. Please give the summary of the total revenue lag.

A. The following is a summary of the revenue lags for each operating district

within the Company's system:

District Usage Lag Billing Lag CollectionLag  Total
Brunswick 14.43 2.00 20.35 36.78
Jefferson City 14.34 2.00 22.07 38.41
Joplin 14.34 2.00 22.30 38.64
Mexico 14.13 2.00 21.90 38.03
Parkville 14.38 2.00 23.49 39.87
St. Charles 14.76 2.00 23.16 39.92
St. Joseph 14.88 2.00 21.30 38.18
St. Louis 34.12 2.060 25.96 62.08
Warrensburg 14.39 2.00 26.01 42.40
Warren County 15.21 2.00 25.19 42.40
Each Sewer District 15.21 2.00 22.66 39.87
Q. Please discuss the determination of the expense lags for each item on

Accounting Schedule 8.

A. As stated above, in the prior rate case, WR-2003-0500, Staff performed

extensive and specific analysis to determine expense lag days listed on Accounting
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Schedule 8. The Company also used the lecad/lag method in preparing its current case. Upon
examination, the Company incorporated many expense lags calculated by Staff in the prior
case. The Company and the Staff are using the same expense lag for the expense items on
lines 7-401(k), 8-EIP, 9-Fuel & Power, 12-Purchased Water, 14-Group Insurance, 15-OPEB's,
16-Pensions, 17-EIP-Employer Match, 18-401(k)-Employer Match, 21-Rents, 22-Cash
Vouchers, 26-Federal Unemployment, 27-State Unemployment, 28-Property Taxes, 30-PSC
Assessment, 33-Gross Receipts Tax and 35-Missouri Pnmacy Fees of the CWC Schedule.
The following discussion of expense lags will address the items where the Company and the
Staff are using different lags.

Q. Please explain the expense lags associated with payroll and related taxes
withholdings.

A. The expense items listed on Accounting Schedule 8, Lines 2, 4, 5 and 6, relate
to the CWC requirement for annualized payroll and withholding taxes. Payroll has been
divided into the following six components: 1) Base Payroll (net pay), 2) FICA - Employee
Withholding, 3) Federal Income Tax Withheld, 4) State Income Tax Withheld, 5) 401(k), and,
6) Employee Investment Plan (EIP.) These payroll lines represent different payment timing
requirements; or, unigue employee withholding plans.

Q. Please explain the Base Payroll and expense lag calculated on Line 2 of
Accounting Schedule 8.

A. The Base Payroll expense is the net pay received by employees. The lag is the
time lapse between the midpoint of the period in which employees earn wages, and the date

the Company pays those wages. The Company has a bi-weekly payroll period (service period
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of 14 days divided by two to obtain a midpoint service lag of 7.00 days plus a 6.00 day
payment lag. The resulting Base Payroll lag of 13.00 days was utilized by Staff in this case.

Q. Please explain the FICA - Employee Withholding and Federal Withholding
Taxes expense lags calculated on Lines 4 and 5, respectively.

A. The Employee FICA Withholding (Social Security and Medicare) and Federal
Income Taxes Withheld are due on the first banking day following the payroll date. That one
banking day lag plus intervening weekend/holiday days are added to the base payroil lag of
13.00 lag days to determine total lag days for Federal withholding taxes. The resulting
Federal withholding tax expense lag is 16.19 days.

Q. Please explain the State Income Taxes Withheld and associated lag on Line 6.

A. State Income Taxes Withheld from employees' paychecks are due on the third
banking day following the payroll date. The allowed three days plus intervening
weekend/holiday days are added to the base payroll lag to determine total lag days for State
income taxes withholding. The resulting State withholding expense lag is 18.19 days.

Q. Please explain the treatment of chemicals and materials and supplies expense
on Accounting Schedule 8 at Lines 10 and 11.

A. Chemicals and materials and supplies inventories are already included in the
rate base calculations because the utility pays for these items in advance of their use in
providing service. This rate base inclusion provides a rate of return on the inventory and
compensation for the funds advanced to purchase these items. Inciuding this item in CWC
would, in essence, result in a double counting in the Staff’s overall calculation of revenue
requirement. Therefore, Staff has assigned an expense lag equal to the revenue lag for these

items in order to produce a zero CWC revenue requirement effect.
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Q. Please explain the expense lag on Line 13 for Management Fees.

A, The 21.41 lag days was intentionally selected to equal the Cash Vouchers
expense lag. The reasoning for the use of this lag is discussed in the testimony of Staff
witness Lisa K. Hanneken.

Q. Please explain how the expense lag for insurance other than group on Line 19
was developed.

A The Company calculated separate expense lags for each district. Staff then
calculated a dollar-weighted average of 42.44 days as an overall expense lag for insurance
other than group.

Q. Please explain the treatment of uncollectible accounts on Accounting
Schedule 8 at Line 18.

A. The uncollectible account is an expense in name only. It is actually a lack of
revenue collection and, therefore, does not represent a cash flow for payment of an expense.
Therefore, the expense lag has been set equal to the revenue lag to produce a zero net CWC
lag and CWC revenue requirement.

Q. ' Please explain the cash voucher expense lag on Accounting Schedule 8 at
Line 22.

A. The expense lag for Line 22 was determined by Staff in the prior case and
adopted by Company and Staff for this case. The amount of test year expense associated with
cash vouchers is equal to the Staff’s total operation and maintenance expense, less all the
preceding expense amounts listed on Schedule 8. This item includes all the O&M expense

that was not specifically categorized, analyzed and assigned expense lags.
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Q. Please explain the expense lag for the employer’s portion of FICA tax on
Accounting Schedule 8 at Line 25.

A, The employer’s portion of FICA taxes is the amount of taxes paid by the
employer on payroll paid to the employees. The expense lag is calculated using the same
method that is used to calculate the lag for the employee’s portion of FICA taxes. This
calculation was discussed previously in my direct testimony (see page 12 of this testimony.)
The expense lag for the employer’s portion of FICA taxes is 16.19 days.

Q. Please explain the corporation franchise tax expense lag on Accounting
Schedule 8 at Line 29.

A. Corporation franchise taxes are paid annually. The expense lag considers the
time elapsed between the midpoint of the taxable period (the current calendar year) and the
statutory due date (April 15 of the current calendar year). Staff determined the expense lag
for corporation franchise taxes is (77.50) days.

Q. Why are Other Expenses included in CWC?

A, Although these items do not appear in the Staff’s Income Statement, cash is
still collected from ratepayers to make payments for these items. In the case of taxes, the
utility acts as a conduit between the customer and the taxing authority.

Q. Why does the revenue lag for gross receipts taxes, sales taxes, and Missouri
Primacy Fee on Lines 33, 34, and 35 of Accounting Schedule 8 differ from the revenue lag
discussed above?

A. The Company acts solely as an agent of the taxing authority in collecting sales
taxes from the ratepayer and in forwarding the collected taxes on a timely basis. The

Company does not provide any service to the ratepayer associated with these taxes. Since the
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Company's liability for forwarding sales taxes does not begin until the taxes are collected, the
disbursement lag for sales taxes is measured from the date these taxes are collected, and no
service, billing or collection lapse time is appropriate. Therefore, sales taxes have revenue
lags of zero. Gross receipts taxes are imposed by municipalities on billings within their
municipal boundaries. Consequently, while stmilar to sales taxes in that the Company is only
an agent of the taxing authorities and provides no service to the ratepayers associated with
gross receipts taxes and Primacy Fees, the Company's liability for forwarding gross receipts
taxes and Primacy Fees begins with its billing date to the ratepayer. Therefore, only the

collection component of the revenue lag is appropriate as the revenue lag.

Q. Please explain the sales tax payments lag on Line 34, of Accounting
Schedule 8.
A, Sales taxes are a composite of state and local sales taxes. The Company makes

five payments each month for sales taxes - four quarter-monthly payments during each month
and a final catch-up, or reconciling, payment for the preceding month’s taxes. Dollar
weighted lags of the five payments were calculated using the required deposit dates. The

weighted average of these payment dates yielded an 8.12 days expense lag.

Q. Please explain and describe the inclusion of interest and income taxes in the
Staff’s analysis of CWC.
A, Interest and income taxes are known and certain obligations of the Company

with payment periods and payment dates established by statute or by the terms of the debt.
Amounts collected for interest and income taxes represent a source of cash to the Company
until paid to the appropriate creditor or taxing authority, and, therefore, should be included in

a lead/lag analysis. Interest expense is included in the cost of service though the application
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of the weighted cost of capital times rate base. Income taxes are included through the
calculation of revenue requirement as shown on Accounting Schedules 1 and 11, Revenue
Requirement and Income Taxes.

Q. How was the interest expense lag computed?

A. The interest expense lag was calculated using actual test year data provided by
the Company. The lags represent the frequency of the payments made during the year. For
example, an instrument requiring an annual payment at the end of the year would have an
expense lag of 182.5, reflecting the time period between the midpoint of the service period
and the payment date (365/2). The Staff calculated a weighted average expense lag based on
the various debt instruments issued by the Company.

Q. Please explain how the tax expense lags were calculated for federal and state
income taxes as shown on Lines 39 and 40 on Accounting Schedule 8, CWC, and Lines 17
and 18 on Accounting Schedule 2, Rate Base.

A. These lags were calculated by using the taxable periods set by the respective
taxing entities. Additionally, Staff used the statutory due dates in order to obtain a weighted
cxpense lag. The Staff is currently waiting for additional information regarding the income
tax payment dates and amounts and may need to revise its calculation of the income tax lags.

Q. What was the result of the Staff’s lead/lag caiculation?

A. The individual calculations, when summed, results in total net shareholder
supplied funds and illustrate the excess of CWC supplied by the shareholder over the amount
supplied by the ratepayers. The CWC component is added to rate base to compensate the

shareholders for the use of their funds.
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PROPERTY TAXES

Q. Please explain the property tax adjustment S-17.6.
A. This adjustment increases the test year's level of expense to reflect the actual
taxes paid at December 31, 2006. These arc the most recent payments actually made. No

new payments will be made until December 31, 2007.

ADVERTISING AND PROMOTIONAL ITEMS

Q. Please explain adjustments S-14.17, S-14.18, and 5-19.

A. These adjustments restate the test year advertising levels to reflect allowable
advertising expense.

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

A, The Commission, m its Report and Order for Case Nos. EO-85-185 and

EO-85-224 involving Kansas City Power & Light Company (KCPL Report and Order),

adopted the following treatment 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 — advertising that is useful in the provision of adequate service;
(2) Safety — advertising which conveys the ways to use the Company’s
service safely and to avoid accidents;
(3)  Promotional — advertising used to encourage or promote the use of the
particular commodity the utility is selling;
(4) Institutional - advertising used to improve or retain the Company’s
public image; and,

(5) Political — advertising associated with political issues.
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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, pp. 50-51).

Q. What examination has the Staff performed in relation to the Company’s
advertising expenditures?

A. The Staff performed an advertisement-by-advertisement review of the
advertisements provided by the Company in response to Staff Data Request No's. 61 and 65,
for advertising cost charged to Missouri during the test year ending June 30, 2006.
Schedule 2, attached, presents those advertisements that Staff removed from cost of service
with a copy of that ad (if available.) Some of the Company's advertising was disallowed
because the Company failed to provide a photocopy of the actual ad. If the Company provides
this information at a later date, Staff will review those ads for possible inclusion in the cost of
service, based on the Commission's accepted criteria. Additionally, the Company's response
to Staff Data Request No.65 identified promotional give-a-way items (i.e. mugs, rain gauges,
Tee shirts, etc.) and one ad to maintain name recognition. Expenses related to these items
were removed from cost of service due to their being considered of institutional advertising
nature,

Q. How did the Staff determine the classification of each advertisement under the

standard established by the KCPL Report and Order?

A. Each advertisement was reviewed to determine which of the following

“primary messages” the advertisement was designed to communicate: (1) the dissemination
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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 the
Company’s image (institutional); or (4) the endorsement of a political candidate or message
(political).

Q. Has the Staff used all of the Commission’s classifications in the segregation
and review of the Company's advertisements?

A. No. The Company did not submit, nor is the Staff aware of, any
advertisements of a political or promotional nature.

Q. How has the Staff treated general advertising?

A. The Staff made no adjustment to the Company’s test year expense associated
with Staff’s categorized general advertising.

Q. How has the Staff treated safety advertising?

A. The Staff included in the cost of service all of the advertising it categorized as
safety. Safety advertising conveys to the customer messages to protect or promote their well
being.

Q. How has the Staff treated institutional advertising?

A. Institutional advertising is designed to enhance the Company’s public image.
The Staff asserts that this form of advertising is not necessary for the Company to provide
safe and adequate service, and therefore, should not be included in the cost of service. The
Staff believes that this type of image enhancement advertising only serves to benefit the

shareholders of the utility.

DUES AND DONATIONS

Q. Please explain adjustments S-14.17, S-14.20, and S-14.21.
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A These adjustments remove various dues, donations and miscellaneous items
expensed by the Company during the test year from the cost of service. In the past it has been
the Commission’s position to disallow dues and donations that: (1) provided no direct,
quantifiable benefit to the ratepayer, {2) were not necessary in providing safe and adequate
service to the ratepayer, or,. (3) represented an involuntary contribution on the part of the
ratepayer to an organization. The Staff contends that although the Company’s management
may choose to make these types of expenditures, the cost should be bomne by the shareholder,
not the ratepayer. A listing of those items removed from cost of service is attached to this

Direct Testimony as Schedule 3.

FRANCHISE TAX
Q. Please explain adjustment S-17.4 to Franchise tax.
A. This adjustment increases the test year's level of expense to the actual

Franchise tax paid for the current calendar year.

PUBLIC SERVICE COMMISSION ASSESSMENT

Q. Please explain adjustment S-17.5 to the Missouri Public Service Commission's
(PSC's) Assessment.
A. This adjustment increases the test year's level of expense to reflect the current

actual assessment amount for the fiscal year ending June 30, 2007.

Q. Does this conclude your direct testimony?

A. Yes.
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CASE PROCEEDING PARTICIPATION

EDWARD F. BEGAN, CPA

Direct - Advertising; Dues Donations and
Citizens Electric Cooperative ER-2002-217 Memberships; Maintenance Expense including
Tree Trimming; Postage; PSC Assessment; and,
Rate Casc Expense

Direct - Advertising; Property Taxes; Other Rate
Base Items; Plant, and Amortizing Assets, Their
Laclede Gas Company GR-2001-629 | Related Reserves, and Current Amortization and
Depreciation Expense; PSC Assessment; and,
Rate Case Expense

Northeast Missouri Rural TR-2001-344 Direct - Advertising; Memberships, Dues,

Telephone Company Donations, and Subscriptions, Payroll

WR-2003-0500 Chemicals, Fuel & Power, Purchased Water

Missouri - American Water Company Removal & Salvage, Revenue, and Uncollectibles

Dental, Medical Vision Expenses, and 401K Fees,

Laclede Gas Company GR-2005-0284 Payroll

Cash Working Capital; Other Rate Base ltems;
Aumos Energy Corporation GR-2006-0387 | Rate Case Expense; Depreciation Expense;
Interest on Customer Deposits

Cash Working Capital, Depreciation Expense,
Depreciation Reserve, Interest On Customer

Union Electric Company d/b/a ER-2007-0002 Deposits, Osage Plant Adjustments, Plant in
AmerenUE Service, Property Taxes, Public Service
Commission Assessment, Rate Base, Rate Case
Expense.

Cash Working Capital, Depreciation Expense,
: : Depreciation Reserve, Interest On Customer
Union Electric Company d/b/a GR-2007-0003 | Deposits, Plant In Service, Property Taxes, Public
AmerenUE . ..
Service Commission Assessment, Rate Base, Rate
Case Expense

Schedule 1-1



Missouri-American Water Co Schedule 2
WR-2006-0216

Disallowed Advertising

Attached

Reference
Source Number Description Amount Reason for Disallowance
DOOR61R9 2-2 Promote poster contest winners 600 Institutional Advertising
DRO061R12 2-3; 24 Poster Winners 390 Institutional Advertising
DRO061R10 2-5; 2-6 ;2-7 High school graduation salute 116 Institutional Advertising
DROGE1 JFC 6/30  Salute to July 4'th 280  Ad & Invoice Not Available
DRO0B1 STL 51 High School Advertisement 50 Ad & Invoice Not Available
DR0061 STL 2/27  Customer Call In Info 1408  Ad & Invoice Not Available
DROD61 STL8M9  Customer Call In info 15839  Ad & Invoice Not Available
DR0O061 STL Aug 'G5 Ad to promote good 715  Ad & Invoice Not Avaitable

commuhication

DRO0O064R13 28 Children's' Theatre Production 9800  Public image Enhancement
DRO065 29 Promotional Giveaways 9994  Public image Enhancement

Total Disallowed Advertising 39192
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THE JOPLIN GLOBE.
POBOX7
JOPLIN MO 643020007
417) 8233480

Fax [417) 6231188

Advertising lnvoice and Statement 06/30/06

MISSOURI AMERICAN WATER
C/0 ACCTS :PAYABLE DEPT
PO BOX 5605

CHERRY “HILL NJ 08034

Amount Pald:

' 500913 |AMERICAN WATER
ROE JG. :

10507) 06/2006 10807 10507

ISSOURI AMERICAN WATER|

- * UNAPPLIED AMOUNTS ARE INCLUDED IN TOTAL AMOUNT DUE

L]
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Pa,.,.u...e_wspapers

B25 Edmond » St. Joseph, MO 64501 » (816) 271-8500 » 1-800-779-6197

MISSOURI » 8t Joseph Naws-Press « Smilwills Herzid = Ksarmay Courer « Liberdy Tribune = Raviown Tribuna
mmm-MMPm Bun Trisune -&namm sunum

» Nzhiaon Giche « Hawslhe Word - Miami = Osawatomis Husd .
D R @ O DEP { E%g!
- ) R .00
1/06 1 PAYMENT CC ISA/MC , -780.00 -780.00
05/3108 NP MISCELLANECUS 0.00 390.00 mﬂ
) AD#127483~RADICAL REVENUE
406 NP 124464 RETAIL ADVERTISING . 30| 10.00 30,00 | 13.00 300.00 390.00
ALLUSHING
MAIN
05/21/08 rp 127456 REI'AII.AUVERTISING 30| 10.00 30.00 [ 13.00 380.00 300.00
FLUSHING
| MAIN .
052806  [NP 127483 RETAIL ADVERTISING ‘ 30| 1000 30.00 | 13.00 390,00 300.00
l POSTER WINNERS . ' '
MAIN -

el Plpcl "ZHZ X (Wawﬂéxfj

0305 675030, | - TT 29
78000 | O@D::omvs mae:omm oveaozmvs ovaa;gmvs m

FINANCE CHARGES OF 1.50% PER MONTH- TERME OF PAYMENT:  NaLS0 NPG NEWSPAPERS, INC.
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NEWS TRIBUNE COMPANY
210 MONROE STREET

05/G1/06 - 05/31/06 MISSOURT AMERICAN WATER <%~ ,4ﬂb

JEFFERSON CITYy MO 66101 27
222. 4@ . DUE upON RECEIPT 7 b
59439 - 116.00 207,48 .00 .on
\
i 05/21/06  ACCOLNTE PAYABLE OEPARTMENT 210 WONROE STREET
HISSOURT AMERICAN WATER PO BOX 426 B
: PG BOX 5086 JEFFERSON CITY, MO #8102
3248 MT LAUREL NJ 0S034-1108
-
o

04730

03/20 260327
O%/Z5 ZEO2DE

116.00

207.48 %
Zx3,87 1 £2.00
Z2x3.51 1 BE .00 -
[7]205. S75220. /6 .
6-TO2 B
b=
g
207.48 . » 00 .éD SES. 48 B
X | 5
- TOTAL P.@1
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| 2 American Water |
FIRST FINANCIAL | :
credit unmiaon RWE ~ csrice
1124 W, Edgewood, Jefferson City, MO Hove a guestion or o problem?
573-636-9198 or 877-524-9928 Cal! our 24 Hour Customer Call Center
wew. ffcudu.com

Peuiars & | 3
| COMPANY (reen
‘ Quallty Eleotrical Products
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a | - \
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%-..; 9 K raRte. MM, ;?Lrixe Bcacz . grz:{i’nlul.nml%m Porta Cima
. \\“_ L% "“"{'.".‘} S ¥ A o g :
: x ™ LA " N ] RS
W " ———— Tee———————

2600 Weat Main

1-866-430-0820  [5

P2y bl malud ¥ e L% .

o

R

2Ry
g
A

j vl
5

in ' ot ':5
Caring for you and your loved ones N
636-8713 [

A
=

- o rap—— re e
vy Wl e e TR I L Y ] J,\
i

- Schedule 2-6 1i




L-T dINPayd§

SQ0ET-R2

~

e Lesrs (sracoaten Jb

e

g e

T—T—
L LeMi-

573.635.6196 « 573.442.6171 = 573.531.1640

P T I r gerey
o P TSE e,
c

Lo
Joman Gltbert

— '
MID :
AMERICA
BANK

1611 Friendship Road  635-0018

JETIETMILE LALF ™ AAausiiwid = 1M Ama -

www.wilitamakeepers.com

.3
¥

A ] BT PR
- q

-

078-Gxa-a014
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S$50084-R13
@\M’issouri »
\\ American Water
March 1, 2006

News Release

For more information, contact: Ann Dettmer
314-9986-2356 (ofc) or 314-623-3822 (cell)
Ann_dettmer@amwater.com -

Theater Group Will Teach Grade-School Students
Important Water Lessons Next Week (March 6 — 14)

Missouri American Water has contracted with The National Theatre for Chiidren, based

in Minneapolis, Minnesota, to bring the “The Water Pirates of Neverland Ocean’s
3-1/21" live show to 12 elementary schools in the St. Louis area from March G to 14.

The presentation is part of Missouri American Water's education program for children.

The National Thealre for.Children, a Minﬁesota-based national touring company,
works with organizétioﬁ;-‘io share thelr educational messages with students. Using
simple sets and audience participation, the troupe will be presenting their program to
more than 2,000 students in Missouri American Water's service areas this spring.

The shows shares information with students about the importance of water, using water
wisely, and preventing poliution -- in a fun, interactive atmosphere.

NOTE TO EDITOR: Schedule attached. Excellent photo opportunity —
interaction with kids, theatrical gntertainment.
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Data Request No.

0065

i

S0035-R1

MISSOURI AMERICAN WATER COMFPANY

Case No WR—2007-021B

TR

o —'( “ . E) et ,J (] u-'!' 1-1
3-out. by M:omp’m'"“ al: lct! I'prlhoto‘u ﬁf\u d!not-b“g Irullo 'pduand mell
» o - &
; mhrsl!npoic\r'rwkf{ omoum tshd ge§$M £ g_nr wacli ifar - q_‘ oup Glitams., Alw,,pm}da anlr _
iRade prGinational piveswarye. il availtbis, makosuch pro ‘umm 5 avallabib for BIANY0 viow. SL%S ,-,_
AL g | oy L 5 iaam mp‘ae ‘[h-ﬂ‘m(:ﬁ'ﬁ i/ 3 gl ;:»{ Tﬁ ]
Amencan's Second Hend 575220|Glveaways ST Maropoly to banefil American's Semnd Harg
Floating conlainera and mini toal kits for expo to helghien brand
Lioplin Di-act impact Marketing  [Decembar-05 | $2,400.00 171105] 575220{awareness
St Josech rect kmpact Markoting __ JApAil-06 $1,727.00 170305} 575220|Rain for Irade show to heighlen brand angeuess
Joplin ) ) - ILogo ducks for variota communily gvents to halghtan brand
Direct Impact Markatin June-08 $1,888.65 171105] 575220)awareness
ophn )
. Diract Impact Maskstin February-D8 $110.08 171105] 876220|Shipping Charges on Giveaway liems to Promote Brand Awaraness
St. Louis ntas May-96] $408.62 170121] 575220!Leqo shirts 1o waar at Corporade Raspons bllity booihs
American Cancer - Raca for the Cura logo shirts for emplayess that
81, Lowis Cinlaa Aprl-08) $115.13 170131] 575220;vclunteer thelr fime lo ralse monay for chafitable oganizations
Amenean Heart Walk logo shirts for employeas that volunteer their
St._Lois Cintas April-06] $173.17| _170121] 575220tima to reise maney for charitable organizations
T ee shirts for volunieers that worked on "Operation Clean Stream
- 2005" - cdean Meramec River - a source of supply for Missoun
5L, Louis Roman Art Screenprintars |Nov. 05 _A 3$183.50 170121] 575030American Walsr Ccmpany - improvas the snvironment,
Missouri State Diract Impact Marketing _ Qclobar-051 $2,066.00 170105] 5342001 ogo chucks for Business Development and Iradeshows
Missouri Ad ko promale communication whh Businesses and
St Louis Direct Impact Marketing August05] $716 .00 170121| 575036 customersy served by Missouri Amarican, .
A sampls of the premium items are being mailed undar separate covar and inciuds:

Asaoried ducis, water bottle, Iaather portfolifs, floating container, mini-toal kit, mug and logo tee shirt.
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DUES AND DONATIONS

Mizsauri Amenican Water Company
Disallowd Dugs & Donations

WR-2007-0216

[Totals Alocated from Corparate Sea (pags 2)

JLobbying Portion of NAWG Dues (19.0% per DR-0088 16,485
‘_J-rnul t:m-‘"

204,731
39, 651

Soures: DR 0062 MAWC FERC Tatal
Payss Reason Excl. AC Code GAL BRU JFC JOP MEX PRW SCH 83JO STL WAR Corp Al
Tndivwdual AWHA
Mi Cupkcatva 575240 930.2 137 13r
Mo Rural Water Assoc  Duphcative 575280 921 201
Capitat Region Med Not Directly
Foundation Reladed 575141 9302 700 700
Not Dirmcity
JFC High School PTO Related 575141 930.2 500
JFC Bettermant Assoc  Duplicatve 575280 921
Duplicative
Carl Junction C of G Membership 575100 w21 100
Necgho Cof C Duplicaiive 575280 9H 525
Wildcal Glade: & Mot Dirsctly
Audubon Ralased 575141 9302 50,000 50,000
Individual AWWwa,
Memberships (2) Dupiicativa 575240 9302 274 274
Nat Directly
Jopin Museum Ratated 575240 930.2 250 250
ColC Chartable 575140 930.2 25
American Cancer
Socety Charitable 575140 9302 500 500
Mexico Ledger Not Direcily
{rewspapers in schools) Relased 575140 9302 50 50
United Way Charaabla 575140 8302 500 500
YMCA Chartable 575140 930.2 100 100
Jayceas Duplicative 575240 8302 53 53
Brogress Mexico Duplicative 575281 921 % %
AVWMWA FRegqarch
Foundaton {8) Dupti 575240 5302 1,222 38,222
Mo Municipal League  Stele Wide 575240 9302 275 215
L tp Missour? Dupli BT5280 821
MOCofC State Wide 575280 @21 1,625 1,525
AWWA individusl
M ips 575280 821 3,300 3,300
Pt County EDC Dupkcativa 515281 9 500 500
i Area Co1C Dupti 575281 921 875 875
Rotary Club of Parkvile Duplicative 575281 91 510 510
AWWA Individual -
‘Mami ipe (2) Duph 5T52B4 @21 274 214
[1]
Mayor's Thanksging  Chariabie 375140 9302 120 120
Roubidoux Middie Nol Diractly
School {9) Relatwd 575141 030.2 2,700 2.700
Optimist Clup Charitable 575240 9302 160 160
Midland Empire HBA Dupiicative 575280 921 %
Not Diractly
Mo Rural Water Related 5715280 921 25 25
MOEDC State Wids 575280 @21 1258 125
Lsadership Miascuri Duplicative B75280 @1 300 300
SJO Construction Assoc Duplicative 575280 921 215 275
Noi Directly
SJO Coundry Club (12)  Related s75201 |21 T.H14 7.814
Muscular Dysirophy (2} CI 575140 930.2 50
Country Club of St Mot Direcity
Hpans [T} Relatnd B75Y40 930.2 4,375 4,375
Wesi St {ouis Cof C Duplicative 575240 930.2 840 940
Mid County YMCA Charitabis TE0100 330.2 2.000 2,000
Open Space Council Chanlabte 760100 9302 2,500 2,500
AWWA Rassarch
F K v 575280 921.2 5,658 5,659
Yater Environmant Dupiicative 575280 9212 97 o7
Bridgelon Farks & Not Dirnctty
Recreation Related 575280 921.2 560 580
RCGA Duplicative 575280 921.2 5.670 5.870
4
$t. Charles / St. Louis [}
Riocats on TYHevenus 7.3% / 92.7% L]
Anis & Education 18000 Charitable 57528G 9212 1,387 17,612 19,000
Arts & Educsiion 10000 Charilabie 760100 930.2 70 9270 10,000
United Way (4) 48000 Chariabia 780100 830.2 3,504 44,496 48,000
Country Chub of St. Mot Directly
Albans w/SCH 625 Related S7T5140 930.2 45 580
NPT Braast Cancar Charitabie 575281 @29
Towl A¥

Note: Mo above amounts reported for

338 1,300 51,149 1478 1685 5840

11,809

2010 200

: WCW, CDH, PKS, wWCSs

38 622

204 731

T —————————————ie——
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Acct £ Type
5756280 CC
475280 CC
875280 CC

575280 CC
§75280 CC

575280 LT
578280 CC

574280 A
575280 ST
575280

STS280
574080
S7528D)
575280

575281 CC
575201 CC

e bPe}

Missouri-American Water Company

Disallowed Pues & Donntions
Case No. WR-2007-0216

=

$39,651 - Total

T
:
-

L 4
- Po—

Cuvent  Previcus .
Dascripsan TYS Staff Tomt  Tramkree Commeni
{nana) 5,708 - Disalow wihat iy this?
20050524 .
200504208
ADIVASPEN PUBLISHERS -
AMER S0C OF CIVIL ENGINEE 142 148 Aiow
AMER WATER WORKS LB 4 42 Allow  ANowed .
AMERICAN BAR ARSN-JMARSHP 52 52 Alow Alovrag
AMERICAN CHEMICAL SOCIETY M M Allow WA
AMEFICAN COALITION FOR E 174 = Disaliow YWhint [s hhis?
AMERICAN PAYROLL, n »  [Asalow What is this?
AMERICAN WATER WORKS M2 12 Aliow Alicwed
BBI INTERNATIONAL 10 = Dizafow Wonat Ix thia?
DAB DUNSBRADSTREET ADP 135 124 Alow WA
DB MOS BRS MOR 193 198 Allow NA .
DESIGN BUILD INST ] ¥ Mow - NA S0 web printout
DIVERSITY iNC COM 1] 0 Niw . NA
CURRANCY FEE 1 1 Allow  MiA
ICCPUBLIC UTILITES B «  Disslow + K retatad
KENDALLVILLE NEW SUN F3 «  Disallow MA  © indlane newspaper
MISSOURI MUNICIPAL LEAGUE 31 ] - Disglow Disulowed
MIBSOURI SOCIETY OF CP 101 101 Alow Alowwd
MNAPM-N ) 17 17 Allow NA Nations Assoc; of Purchasing ngt
NEWSLERARY.COM ARTICL ] 4 Akt
NJ STATE BAR ASSN 5 51 Alow Haw doet this serve MO cusiomen?
NSPE WEBPAGE 81 31 Algw Adowed
DRGANZATION DEVELOPME 10 +  Oissfiow Whails this?
PORTLAND CUSTOMER a5 = Disatiow Whert ix this?
SHRM ORG L) 48 Mow © Alowsd
SOCIETY FOR MR MGAT n 23 Alow Alowad
THE ACCOUNTS PAYABLE N - *  Dissllow Whatis this?
THE CORP EXEC BOAD1 OF 7 -, Dissliow
THE MADISON PRESS01 OF 2 = Disallow Ohia nawsnaoer
TOWNNEWS COM L] = Disatiow Nanwapapar suppont webshs
Raciasses, sccrusia 5,743 - DisaSow Ret Wit Purtnar inv corract BU - $780. What |3 this? Allow i receive sxplavation
ANCAP ) » 35 Mow  Alawed
Americen Bar Agsociaéen - POV ™ TS Alow | Aowsd
BAMS - rgmél "y T Alow  DispiowsdBar Assac of Meto STL - (ast me waa dupiicstion
Bar Associstion of Metropoia 18) 183 Alow
Boston College CCG 401 -~ Disstow What iy his?
ILCMA Regions s .1 «  Disslow Mirols retatad
ove State Bar Assecixtion - R " 0 Alow
Lowyer Assassme . Remil 85 85 Allow
Lawyer's Acsasament = 2 Mow
MEDA, 8,344 = DisgOow Lobbying crganization
Msactirl Dept of Neawal Reyou - . .
NJ Siate Board of Accountancy 13 13 Alow LA
Phitpoaiphia fiar Assoc. PORE 4% 43 Alow ’
45 = Disallow VWhat iy this?
Bowrd of Bar Examina | 4] 93 Allow . .
St Clalr County Bat Associaiio x X Adow
Anrerican Vtar Works Agsoc - AY . : v
ALBNA 1. 787 - Dissliow Mmammmw—-sﬂmmm
Bureau of naticrsal Alfelry -R 242 242 Mow 800 web prnlout .
Cartlar for Advancod HR Studles 2032 2032 Mow §00 wi printout
Chantackaid Chatvbar of Commer ane 488 Aliow
Comporamw Exncutve 1816 - Disaliow
Crove Conunr-Ovaty 50 50 Alow Alwed
[sF1.] 4 4 Aiow
DAMA Canter F4 ] 2 Niow Software 1 dwia migiog
Delawaty Vatey Compuier Usan 25 25 Ao
Fshor Brown inc 13 = Dastow what la this?
Growth Association of SW Kin -] Disalow  DisallowsdRivar Bang Gommunity
Lesdeanip Missour! - sty - 0 Disalow  DisaliowedWtD Chamber
Lemay Cramber of Commerce 250 250 Alow - Arowed s
Lecaigovnava.ang y "W = Disalow Rinols relatad
Mattn Bender 5 Ca. Inc - 1275 . .
MEDA : -
MIS Training institne 4042 4,042 Allow braining reiziad 1o daiz ans iInfo socarily '
Mzsoun Enevgy Development As 8182 - Disafiow MEDA
Natanal sssoc of Reg LG Cam 19 10 Micw  ANgwed -
Norttaeggt Ch af C: 485 455 Alow - -
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