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DIRECT TESTIMONY

OF

LESLIE L. LUCUS

CITIZENS ELECTRIC CORPORATION

CASE NO. ER-2002-217
Q. Please state your name and business address.

A. Leslie L. Lucus, Missouri Public Service Commission, Governor Office Building, 200 Madison Street, Jefferson City Missouri 65102.

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. I graduated from Lincoln University in May 1995 with a Bachelors degree in Accounting. In September 1997, I was employed by the Missouri Department of Social Services as an Auditor for the state Medicaid Agency’s Institutional Reimbursement Unit.  In July 1999, I became an associate member of The Association of Certified Fraud Examiners.  I commenced employment with the Commission Staff (Staff) in August 2000.

Q. What has been the nature of your duties while employed by 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. Yes, I have previously filed testimony in Case Nos. WR-2000-844, St. Louis County Water Company; GR-2001-292, Missouri Gas Energy; and 
GR-2001-629, Laclede Gas Company.

Q. With reference to Case No. ER-2002-217, have you made an examination of the books and records of Citizens Electric Corporation (Citizens 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 address payroll expense and related overtime, payroll-related taxes, 401(k) plan and other employee benefits and pension expense. 

Q. What adjustments are you sponsoring?

A. I am sponsoring the following income statement adjustments:

Payroll
S-14.1, S-15.1, S-16.1, S-17.1, S‑18.1, S-19.1, S-20.1, S-21.1, S‑22.1, S-23.1, S-24.1, S-25.1, S‑26.1, S-27.1, S-28.1, S-29.1, S‑30.1, S-31.1, S-32.1, S-33.1, S‑34.1, S-35.1, S-36.1, S-37.1, S‑38.1, S-39.1, S-40.1, S-41.1, S‑42.1, S-43.1, S-44.1, S-45.1, S‑46.1, S-47.1, S-48.1, S-49.1, S‑50.1, S-51.1, S-53.1, S-54.1, S‑56.1, S-58.1, S-60.2, S-67.1.

Payroll Related Taxes
S-74.1, S-75.1.

These adjustments represent the individual annualizations to the various expense accounts (i.e., transmission, distribution, customer accounts, customer services, sales and administrative and general (A&G) expense).

PAYROLL

Q. What are the different components of the payroll annualization?

A. The payroll annualization considers full-time union, non-union hourly, salaried, and part-time regular payroll.  In addition, the annualization of overtime charged, holiday bonuses and cash in lieu of health insurance have been included in the payroll adjustments.

Q. Please explain the methodology you employed to determine annualized payroll.

A. The annualized test year payroll is based upon the Company’s employee levels at December 31, 2001, the end of the test year.  The Company’s response to Staff Data Request No. 1.20 listed personnel employed by Citizens at December 31, 2001.  The wage and salary levels as of the end of the test year are based upon straight-time wages/salaries.  Hourly wages were computed for 2,088 hours for the test year level for hourly workers.  Salaried rates are computed on an annual basis.

Q. Why were these wage/salary rates and employee levels used to calculate the payroll annualization?

A. These levels represent the most current indicators of ongoing payroll expense.  This is consistent with the ratemaking principle of maintaining the proper relationship of revenues, expenses and investment at a point in time.

Q. How did you determine total annualized payroll?

A. The sum of the annualized components discussed above (full-time union, non-union hourly, salaried, and part-time payroll, including overtime) represents the Company’s annualized payroll.

Q. Please explain Staff’s calculation of the overtime portion of the payroll adjustment.

A. The overtime payroll adjustment is based upon an analysis of the level of overtime hours for the last five years, multiplied by an overtime hourly rate.  Traditionally, the fluctuation of overtime hours is caused by external factors largely beyond a company’s control, thus showing no degree of predictability.  Both union and non-union employees have incurred overtime at Citizens.  In recent years, Citizens’ overtime hours have varied.  Therefore, due to this variance, the Staff is using a five-year average of overtime hours for the years 1997 through 2001 to normalize overtime so that the overtime hours used to calculate the Staff’s adjustment reflects a more accurate representation of an ongoing level of overtime.

Q. How did the Staff determine the allocation of the total Citizens’ payroll costs between total Company expense, construction, retirements and clearing accounts within the electric utility operations?

A. The total Company expense allocation was derived from data requested and obtained from Staff Data Request No. 21, identifying the capitalization and expense payroll ratios and the accounts charged.  I also performed an analysis of payroll distribution data obtained in the Federal Energy Regulatory Commission (FERC) Form 1, Annual Report to the Missouri Public Service Commission, filed by Citizens with this Commission for the years 1997 through 2001.  From this analysis, I determined that a five-year average of payroll distribution to total Company expense would normalize fluctuations.  The five-year average payroll distribution allocated to total Company expense is 63.17%.

Q. Did the Staff perform any reconciliation and/or confirmation of the above mentioned percentage distributions?

A. Yes, I totaled the annualized payroll costs and multiplied this total amount by the total Company expense ratio of 63.17%.  The product was then allocated to the various general ledger accounts based upon the test year distribution.  This distribution includes the allocation of clearing accounts to operations and maintenance (O&M) expense, construction expense and retirement expense accounts.

Q. How did the Staff determine the portion of Citizens’ annualized payroll to be charged to total Company expense?

A. I multiplied total annualized payroll by total Company expense factors to derive the annualized payroll expense.  Total annualized payroll expense was distributed to expense functions based upon the actual distribution of test year payroll.

Q. Has the Staff applied the total Company expense factors to other payroll related adjustments?

A. Yes.  The Staff also applied this total Company expense factor to other payroll-related adjustments, such as 401(k), health care costs and other employee benefits, all of which naturally follow payroll expense.

PAYROLL RELATED BENEFITS

Q. What adjustments did staff make to Payroll related benefits?  

A. Staff has captured the payroll related benefit expense adjustments within the payroll distribution adjustments.  These adjustments reflect the increase in expenses for the Employee 401(k) Retirement Plan based upon the percentage election of each employee for 2002.  Under the 401(k) Plan, employees have the option of deferring, for receipt in the future, a portion of their salaries or wages.  The Company matches 100% of the employee’s deferral, up to a maximum of 3% of their salaries/wages for non-union employees and 5.5% of salaries/wages of union employees.  Citizens provided the employee 401(k) deferral elections for 2002 in response to Staff Data Request No. 1-33, which were applied to the annualized wage/salary levels to determine Citizens’ 401(k) expense.  The expense factor was then applied to Citizens’ annualized 401(k) cost to determine the expense adjustment.

Q. Does Citizens provide a pension for union employees in addition to the 401(k) match?

A. Yes.  Citizens provides a 3.5% match to employee gross salaries/wages that is contributed to a money purchase plan.  Staff’s adjustments reflect the annualization of the union money purchase plan expense.

Q. Please describe Citizens’ defined pension benefit plan.

A. Citizens provides defined pension benefits for all non-union employees through participation in the National Rural Electric Cooperative Association (NRECA) Retirement and Security Program, a defined benefit multi-employer plan.  NRECA does not determine or allocate separately the accumulated benefits and plan assets by individual employer.

The Company is provided an annual cost for participation in the plan based upon an allocation of costs between members of the NRECA plan.  A percentage of gross salaries of non-union personnel are paid to NRECA by Citizens to pay for Citizens share of the plans costs.

Q. How did the Staff determine its adjustment to the defined pension benefit cost?

A. The Staff reviewed Citizens’ contribution to the NRECA plan over the last five years.  The adjustment is based on the 2002 percentage of gross salaries set by NRECA, multiplied by the annualized gross salary/wage level of Citizens’ non-union employees.

PAYROLL TAXES

Q. Please explain adjustment S-74.1.

A. Adjustment S-74.1 annualizes Federal Unemployment Tax (FUTA) by multiplying that portion of each employee’s salary at or under the current $7,000 FUTA limit by the current 2001 rate of .8%.  The total Citizens’ FUTA adjustment was derived by applying the expense factor of  63.17% to the FUTA adjustment.

Q. Is Staff making an adjustment related to State Unemployment Tax (SUTA)?

A. No.  The Company did not incur any SUTA related tax liability in the test year examined and will not incur any SUTA tax liability in 2002.

Q. Why didn’t the Company incur any SUTA related tax liability for the test year examined?

A. The Company’s accumulated payments to date for SUTA have far exceeded any claim to benefits, thus resulting in an overpayment of tax.  This past over-collection resulted in the Company being relieved of any SUTA tax liability for the test year. 

Q. Please explain adjustment S-75.1.

A. Adjustment S-75.1 represents the annualization of the Federal Insurance Contributions Act (FICA or Social Security) tax.

Q. Please explain how the Staff annualized the FICA tax.

A. FICA taxes are comprised of Old-Age, Survivors and Disability Insurance (OASDI) taxes and Medicare taxes.  The OASDI tax of 6.2% is limited in calendar year 2001 to the first $80,400 of gross income per employee.  The OADSI tax may also be reduced by the employee’s election to set aside a portion of his/her gross salary/wages for healthcare, life insurance and/or dependent care through Citizens’ Employee Flexible Benefit Plan.  The reduction of OADSI tax related to an employee’s election to participate in the Employee Flexible Benefit Plan also reduces the applicable employer OADSI tax, which in essence is a match to the employee’s OASDI tax.  Citizens provided the Employee Flex Benefit Plan elections for 2001, and updated through January 01, 2002, in response to Staff Data Request No. 2.09.  The Medicare tax of 1.45% applies to the total gross income with no exclusions.  The employer matches the OADSI and Medicare tax.  I applied the appropriate OADSI and Medicare tax to the total annualized wages/salaries for each individual employee.  The FICA tax expense adjustment was derived by applying the expense factor of  63.17% to the FICA tax adjustment.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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