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DIRECT TESTIMONY

OF

LISA K. HANNEKEN

LACLEDE GAS COMPANY

CASE NO.  GR-2002-356

Q. Please state your name and business address.

A. Lisa K. Hanneken, Missouri Public Service Commission, 815 Charter Commons, Suite 100B, St. Louis, Missouri 63017-0608.

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

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

Q. Please describe your educational and employment background.

A. In August 1989, I began employment with Rinderer’s Union Drug as a Pharmacy Technician and Bookkeeper.  I was then employed by Bucklick Creek, Inc. as the Head of Accounting and Office Manager beginning in June of 1997.  In July of 2001, I earned a Bachelors degree in Accounting from Webster University. I commenced employment with the Commission Staff (Staff) in September 2001. 

Q. What is the nature of your duties at the Commission?

A. I am responsible for assisting in the audits and examinations of the books and records of utility companies operating within the state of Missouri.

Q. Have you previously filed testimony before this Commission?

A. No.

Q. With reference to Case No. GR-2002-356, have you made an examination of the books and records of Laclede Gas Company (Laclede or Company)?

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

Q. What is the purpose of your direct testimony?

A. The purpose of my direct testimony is to describe the rate base components and adjustments to the Company’s income statement I am sponsoring in this case.

Q. Please identify the Accounting Schedule you are sponsoring.

A. I am sponsoring:  


Accounting Schedule – 8
Cash Working Capital

Q. Please list the adjustments you are sponsoring.

A. I am sponsoring the following list of adjustments:

Adjustment Number(s)


Adjustment Area
S-13.1, S-13.2, S-15.11, S-15.12
Advertising

S-12.5

Lock Box Expense

S-15.18

Rate Case Expense

S-11.3, S-15.15

Rent Expense

S-15.14

PSC Assessment

S-11.4, S-15.20

Misc. Professional Services

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.

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. What methodology did the Staff apply in determining the Company’s CWC requirement?

A. The Staff’s calculation of the Company’s CWC requirement was based upon Staff’s lead/lag study.
Q. Is the method Staff used to calculate the CWC requirement consistent with that used in previous rate cases?

A. Yes.  The use of a lead/lag study to calculate a company’s CWC requirement has been adopted by the Commission in many rate cases.

Q. How does Staff calculate CWC using a lead/lag study?

A. 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.

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.  Column B lists the Staff’s annualized 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 cash and payment for the goods and services (i.e., 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 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).

Q. Please explain revenue lag.

A. Revenue lag is the amount of time between when the Company provides service and when the Company receives payment for that service from ratepayers.  The revenue lag on Accounting Schedule 8 is a composite of the revenue lags for utility sales and transportation customers, and late payment charges.  The utility sales and transportation revenue lags are the sum of three subcomponent lags:  usage, billing and collection.

Q. Please explain the subcomponent lags for utility sales and transportation customers.

A. The usage, billing, and collection lags are defined as follows:

1.
Usage Lag:  The midpoint of the average time elapsed from the first day of a service period through the last day of that service period.


2.
Billing Lag:  The period of time between the end of the last day of a service period and the day the bill is mailed to the customer. 


3.
Collection Lag:  The period of time between the day the bill is mailed by the Company and the day the Company receives payment from the ratepayer.

Q. What methodology did the Staff use to calculate the usage component of the utility sales revenue lag?

A. The usage lag is the midpoint of the average time elapsed between the beginning of a service period through the last day of that service period.  Therefore, based on a 365–day year and 12 service periods, the midpoint of a service period would be 15.2100 days. 

Q. What billing lag is the Staff proposing to use?

A. The billing lag was calculated from the cycle bill reading schedules and other information provided in the Company’s response to Data Request Nos. 28, 32, 41, 145 and 146.  The billing lag was determined by analyzing the number of days between the end of the service period and the day that the bill was mailed.  The analysis revealed that the average time to process and mail the bill was 3.1736 days.

Q. Why is Staff using a collection lag of 25.1824 days for the utility sales customers?

A. The 25.1824 day period reflects the results of a customer sample, provided by the Company in Case No. GR-2001-629, based on criteria designed by the Staff.  Staff computed the lag by multiplying the number of days a customer took to pay a bill by the amount billed to the customer.  This product was summed for each customer in the sample and divided by the sum of the amounts billed to each customer.  Staff performed the transportation customer lag analysis separately, based on the entire population of these customers. These calculations produced the collection lag for utility sales customers and transportation customers.  These lags were then weighted using billed revenue during the test year, producing the overall collection lag for sales and transportation customers.

Q. Does Staff believe the 25.1824 days is a conservative reflection of the Company’s collection lag?

A. Commission Rule 4 CSR 240-13.020 states residential customers have 21 days to make payment from the rendition of their bill before a late payment charge is assessed.  Under this same rule, the commercial/small industrial customers have only 15 days to make payments before a late fee is charged.  Therefore, the Staff believes the 25.1824 day collection lag developed from the customer sample is a reasonable and conservative estimate.

Q. Please discuss the criteria designed by the Staff with regards to the customer sample.

A. The sample was designed specifically to respond to Laclede’s criticism of the samples analyzed by the Staff in past rate cases.  Based on discussions with the Company, the customer base was divided into groups of customers, by district, that reflected different payment habits.  Staff determined the percentage of total customers represented by each group.  This percentage was multiplied by the total number of customers sampled to determine the number of customers selected from each group.  At least one customer from each group was examined.

Q. Please explain the results of Staff’s analysis of the overall revenue lag.

A. Staff’s study showed an overall revenue lag of 43.5660 days (15.2100 usage, 3.1736 billing and 25.1824 collection).  

Q. What methodology did Staff use to calculate the late payment charges component of the overall revenue lag?

A. The Staff captured the effect of the late payment charge on the revenue lag by including the late payment charges appearing in the customers’ bills in the sample used to calculate the collection lag.  

Q. Please explain the calculation of the expense lags for each item on Accounting Schedule 8.

A. The first expense items listed on Accounting Schedule 8, on lines 2 and 3 relate to the payroll expense lag calculation.  Payroll has been subdivided into the following two components:  (1) base payroll and (2) tax withholding.

Q. Please explain the base payroll expense calculation on line 2 of Accounting Schedule 8.

A. The base payroll expense lag is the time lapse between the midpoint of the period in which employees earned wages, and the date the Company paid those wages.  Staff used the pay dates from the test year payroll schedules provided in the Company’s response to Data Request No. 177, to determine the lags for non-contract and contract employees.

Q. Please explain the tax withholding expense lag calculation on line 3 of Accounting Schedule 8.

A. The tax withholding expense lag was based on the following four components:  (1) federal tax withholding; (2) state tax withholding; (3) city tax withholding; and (4) FICA (social security/Medicare) tax withholding.  The withholding lag days were based upon the same periods used for base payroll.  The respective lag day computations considered the time-lapse between the average date the respective payroll was earned and the tax due dates.

Q. Please explain the employer’s portion of the 401K contributions shown on line 4 of Accounting Schedule 8.

A. The expense lag for the 401K contributions made by the employer was based on the same periods used for base payroll.  The respective lag day computations measured the difference between the dates contributions were actually made and date the payroll was earned, weighted by the amount of contributions made.

Q. Please explain the expense lags for the pension components.

A. The lags for the two pension components, SERP and Directors Pension and Minimum ERISA Pension, are shown on Accounting Schedule 8, lines 5 and 6 respectively.  The expense lag reflects the fact that contributions for each plan year, which ends September 30, are normally made the following June.  The lag is 275.83 days, which reflects the elapsed time between the midpoint of the plan year and the date of the contribution.  

Q. Please explain the expense lag for other post-retirement benefits (OPEBs) shown on line 7 of Accounting Schedule 8.

A. The lag for OPEBs was computed using the dates and amounts provided in the Company’s response to Data Request Nos. 142 and 179. Staff based its calculations on the elapsed time between the midpoint of the service year and the date the contribution is due.

Q. Please explain how the expense lag for group insurance on line 8 of Accounting Schedule 8 was calculated.

A. The lag for group insurance was computed using data provided in the Company’s response to Data Request No. 123, which included actual amounts and dates paid and service periods to which the payments pertained.  Calculations were based on the number of days from the invoice date (or the service period, if such information was provided on the invoice) to the date the invoice was paid.
Q. Please explain the expense lag for uncollectible accounts.

A. Uncollectible accounts 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.  An expense lag equal to the revenue lag has been assigned to this item so that a zero CWC effect is produced. 

Q. Please explain the expense lag for rent expense.

A. Staff computed the expense lag for rent listed on line 10 of Accounting Schedule 8, using actual data provided in the Company’s response to Data Request No. 125.  The information included amounts and dates paid, as well as the service periods to which the payment applied.  Calculations were based on the number of days from the invoice date (or the service period, if such information was provided on the invoice) to the date the invoice was paid.

Q. Please explain the treatment of the expense lag for materials and supplies shown on line 11 of Accounting Schedule 8.

A. Materials and supplies are already included in the rate base calculations because the utility pays for these items in advance of their use in order to provide service.  Including this item in CWC would, in essence, count it twice in the Staff’s overall calculation of revenue requirement.  Therefore, Staff has assigned an expense lag equal to the revenue lag for this item in order to produce a zero CWC effect. 
Q. Please explain the expense lags for transportation, postage and cash vouchers expenses.

A. The transportation, postage and cash vouchers expense lags shown on lines 12, 13 and 15, respectively, of Accounting Schedule 8 were calculated based on the number of days between the invoice date (or the service period, if such information was provided on the invoice) and the date the Company paid the invoice.  The data used to compute the lag included actual amounts and dates of payments, as well as the service periods to which they pertained, from a sample of vouchers provided by the Company.

Q. How was the expense lag for the Commission’s assessment shown on line 14 of Accounting Schedule 8 calculated?

A. This lag was computed using actual amounts paid and the due dates of the assessment.  Calculations were based on the elapsed time between the midpoint of the assessment year and the dates the payments are due.
Q. Please explain the employer’s portion of the FICA (social security/Medicare) tax expense lag on line 18 of Accounting Schedule 8.

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 as the expense lag for the employees’ portion of the FICA taxes previously discussed.

Q. Please explain the federal unemployment tax expense lag on line 19 of Accounting Schedule 8.

A. The federal unemployment tax lag was calculated using federal unemployment tax liability payments for the 12 months ended November 30, 2001.  The Company was not required to pay unemployment taxes to the state of Missouri during the test year; so no expense lag was calculated for state unemployment tax. The lag represents the length of time between the average day service is rendered by the employee and the day the Company is scheduled to make a payment for that service.

Q. Will you please explain the expense lag for property taxes as shown on line 20 of Accounting Schedule 8?

A. Yes.  The calculation of the property tax lag measures the difference between the midpoint of the service period (a calendar year), and the payment due date for property taxes paid by the Company (December 31st).

Q. Please explain the corporation franchise taxes expense lag on line 21 of Accounting Schedule 8.

A. Corporation franchise taxes are paid annually.  The lag is the number of days between the midpoint of the taxable period and the date the taxes are due to be paid.

Q. Please explain the expense lag calculated for payroll earnings tax (PET) on line 23 of Accounting Schedule 8.

A. The Company pays payroll earnings taxes on a quarterly basis.  Staff computed the lag using data supplied in the Company’s response to Data Request No. 129 providing actual amounts paid, due dates, and the service periods associated with the payments.

Q. Please explain the sales tax expense lag on line 26 of Accounting Schedule 8.

A. The lags between the midpoint of the taxable month and the due dates were calculated and multiplied by the associated amounts to compute a weighted lag.

Q. Please provide an explanation of the lags computed for the natural gas, propane peak and propane subdivision expense lag shown on Accounting Schedule 8, line 27.

A. Staff performed the expense lag analysis for each of the three components of the expense using actual data obtained from vouchers, for the test year ending November 30, 2001, as provided in the Company’s response to Data Request Nos. 132, 134 and 133.  The expense lags were calculated using the number of days from the invoice date (or the service period if such information was provided on the invoice) to the date the invoice was paid. These amounts were then weighted to produce a combined lag.

Q. Please explain the expense lag for gross receipts tax as shown on line 28 of Accounting Schedule 8?

A. Gross receipts taxes are paid monthly, quarterly or semi-annually based upon the individual requirements of the taxing entities.  The lag for this item must include the appropriate time span between the average usage period and the time the Company pays the gross receipts taxes to the proper authorities.

Q. Please explain and describe the inclusion of taxes and interest in the Staff’s analysis of CWC.

A. Unlike other cash expense line items in Accounting Schedule 8, taxes and interest are not considered to be operating and maintenance expenses, but they are known and certain obligations of the Company with payment periods and payment dates established by statute or by the terms of the bond.  Amounts collected for taxes and interest represent a source of cash to the Company until paid to the appropriate taxing authority or bondholder, and, therefore, should be included in a lead/lag analysis.

Q. Please explain how the tax expense lags were calculated for federal and state taxes as shown on lines 31-32 on Accounting Schedule 8 CWC and lines 23 and 24 on Accounting Schedule 2 Rate Base.

A. These lags were calculated by using the due dates of the payments and the taxable periods set by the individual taxing entities.  In addition, Staff used the statutory due dates in order to obtain a weighted expense lag.

Q. How were the interest expense lags computed?

A. The interest expense lag was divided into two components, short-term debt and long-term debt.  These separate lags were calculated using actual test year data as provided by the Company in response to Data Request Nos. 138 and 139.  The lags between the midpoint of the service period and the due dates were calculated and multiplied by the associated amounts to compute a weighted average lag.

Q. Why is the revenue lag for sales and gross receipts taxes set at 25.24 days on Accounting Schedule 8?

A. The amounts of sales and gross receipts taxes are not known until the customer’s bill is prepared.  The Company acts solely as an agent of the taxing authority in collecting gross receipts tax and sales tax from the ratepayer and paying the proper institution.  Laclede has not provided any service to the ratepayer associated with the gross receipts and sales taxes.  Since the taxes are not known until the bill is prepared, the only portion recognized in the revenue lag is the collection lag.

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

A. The individual calculations, when summed, result in total net shareholder supplied funds and illustrate the excess of CWC supplied by the shareholder over the amount supplied by the ratepayer. The CWC component is added to rate base to compensate the shareholders for the use of their funds. 

ADVERTISING

Q. Please explain adjustments S-13.1, S-13.2, S-15.11 and S-15.12.

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, in its Report And Order for Case Nos. EO–85–185 and EO‑85‑224 involving Kansas City Power and Light Company (KCPL), 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. 

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, 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 Laclede division advertisements provided by the Company in response to Data Request Nos. 66 and 161.  In addition, Staff examined the advertisements placed by Missouri Natural Gas division (MoNat) as provided by the Company in a meeting on May 29, 2002.  The Staff also reviewed a listing of advertising expenses provided by the Company in response to Data Request No. 32.  Attached to my direct testimony are two schedules associated with the advertising costs I examined.  Schedule 1 is the Staff’s classification of the Company’s Laclede division advertising provided in response to Data Request No. 161.  Also included in this schedule is a corresponding copy of each of the advertisements the Company placed during the test year.  Schedule 2 is a summary of the classification of the Company’s advertising for MoNat and a sampling of the advertisements placed.

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 the Company’s image (institutional); or (4) the endorsement of a political candidate or message (political). 

Q. Does Laclede classify its advertising in categories?

A. According to the Company’s response to Data Request No. 161, Laclede classifies its advertising for accounting purposes only in accordance with the Uniform System of Accounts and interpretations placed upon it by the Commission.

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

A. No.  Laclede did not submit, nor is the Staff aware of, any advertisements of a political nature.  Staff also found several advertisements that had been correctly charged “below–the–line.”  These advertisements related to sales of hot water heaters, gas lights, gas grills and gas logs.  Additionally, as I will discuss later in my testimony, the Company incurred licensing fees for advertising.

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.  Most of the general advertising that was placed by the Company related to assistance notices and budget billing facts.  Examples of advertisements, which the Staff considers to be in the general advertising category, are found on Schedules 1-11 and 2–2.

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 ways to deal with natural gas in a safe manner and also to avoid accidents.  Examples of the Company’s gas safety advertisements can be found on Schedules 1-8 and 2–4.

Q. How has the Staff treated promotional advertising?

A. As previously defined, advertisements that encourage or promote the use of a particular form of the Company’s product or service (i.e., gas over electric and alternate energy products over heat pumps, gas appliances) are classified as promotional advertising.  Examples of Company advertising the Staff has classified as promotional are found on Schedules 1-30 and 2–6.  The expenses for all promotional advertisements recorded above–the–line by the Company are removed from the Staff’s cost of service calculation through adjustments S–13.1 and S‑15.11.

Q. Did the Company provide any cost justification for the advertising deemed promotional by the Staff?

A. As stated earlier, the Company classifies advertising for accounting purposes only and does not attempt to make any further distinctions.  The Company does not maintain cost justification for promotional advertising on an advertisement-by-advertisement basis or even on an advertisement campaign basis.

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.  Examples of Company advertisements the Staff has classified as institutional are found on Schedules 1-2 and 2–28.  The expenses for the institutional advertisements are removed from the Staff’s cost of service in adjustments S–13.2 and S–15.12.

Q. What does the term ‘logo’ advertisement mean?

A. Several of the advertisements classified by the Staff refer to logo advertising.  This term refers to the display of the Company logo in public service information sponsored by the Company.  For example, the Company’s logo appears on the bottom of a high school football schedule it sponsored.  This example is found on Schedule 2-5.

Q. Were there any advertising expenses listed that were not specifically classified by the Staff?

A. Yes. There were advertising expenses that were not directly related to any specific advertisement.  The Staff was unable to relate these costs to specific advertisements, despite its review of journal entries and accounting records.  In addition, the Company, in response to verbal questions and Data Requests, was also unable to relate these advertising costs to any specific advertisement.

Q. How did the Staff treat these costs?

A. The Staff calculated the percentage of disallowed advertising, based on its classification of specific advertisements.  This percentage was then applied to the advertising cost that could not be related to a specific advertisement and the resulting cost was disallowed.

Q. Were there any licensing fees expensed during the test year that are not directly assignable to one of the five categories with respect to the gas operations of the Company?

A. No.  In the response to Staff Data Request Nos. 66, 160 and 161, the Company identified advertising expense related to their “Ernest” license fee.  The “Ernest” license fee is paid by Laclede to utilize the character Ernest P. Worrell in its advertising materials.  In the test year the “Ernest” character was used only for advertising classified by the Staff as either safety or general, and the cost was included in the determination of revenue requirement.

LOCK BOX FEES

Q. Please explain adjustment S-12.5.
A. Adjustment S-12.5 annualizes lock box expense to reflect three changes in the monthly cost of lockbox services.  These increases are due to the addition of a second courier run, a second data transmission and changes in the handling of remittances without billing stubs.  The Company is expecting additional future increases pending the outcome of current contract renewal.  The Staff will re-examine the Company’s actual experience and consider any additional increases as part of its true-up audit.

RATE CASE EXPENSE

Q. Please explain adjustment S-15.18.

A. Adjustment S-15.18 is the Company’s actual Rate Case Expense for Case No. GR-2001-629, divided by two, to reflect a two-year amortization.  The Staff used the cost from the last case as an indication of the expected cost for this case.  

RENT EXPENSE

Q. Please explain adjustments S-11.3 and S-15.15.

A. Adjustment S-11.3 reflects the increase in rent at the Smitzer Station Road location, and the increase in rent at the I-70 Trade Center location versus the rental cost previously incurred at the Fairgrounds location. Adjustment S-15.15 annualizes rent expense to reflect the additional cost the Company will incur associated with the contractual escalation, required by the lessor, that is contained in the Company’s lease agreement for office space at the 720 Olive location.  

PSC ASSESSMENT

Q. Please explain adjustment S-15.14.

A. Adjustment S-15.14 reflects the difference between the Company’s test year expense and the most current cost for the Missouri Public Service Commission's assessment.

MISCELLANEOUS PROFESSIONAL SERVICES

Q. Please explain adjustment S-11.4, concerning Outside Service Fees.

A. Adjustment S-11.4 represents the cost for outside computer services, incurred during the test year, that have been discontinued by the Company.

Q. Please explain adjustment S-15.20, concerning Outside Audit Fees.

A. Adjustment S-15.20 represents the cost of services, incurred during the test year, to conduct an information security audit to test data integrity and system safeguards.  The Staff categorizes these costs as non-recurring, based on the Company’s statements regarding future audits.

Q. Will you be conducting a true-up audit on any rate base items or expense adjustments?

A. Yes.  The Staff will be examining the lock box expense in the true-up audit due to increases that were scheduled to take effect after a contract agreement had been made.  The PSC assessment will be examined as well as the new assessment amount should be available for the true-up audit.  Staff also intends to reexamine rate case expense during the true-up audit.  In addition, the amounts in the normalized expense column of the CWC Accounting Schedule will be affected by the true-up audit as well.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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