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DIRECT TESTIMONY 1 

OF 2 

PAULA MAPEKA 3 

LACLEDE GAS COMPANY  4 

CASE NO. GR-2007-0208 5 

Q. Please state your name and business address. 6 

A. My name is Paula Mapeka.  My business address is Governor Office Building, 7 

Suite 440, 200 Madison Street, Jefferson City, MO 65102.   8 

Q. By whom are you employed and in what capacity?  9 

A. I am a Utility Regulatory Auditor with the Missouri Public Service 10 

Commission (Commission or PSC). 11 

Q. Please describe your educational background.  12 

A. I graduated with a Masters degree in Business Administration (MBA) from 13 

Lincoln University, Jefferson City, Missouri in August 2005.  I attained a Bachelor of Science 14 

degree in Accounting from Lincoln University in May 2004. 15 

Q. Please describe your employment history.  16 

A. Prior to employment with the Commission, I was employed by the Department 17 

of Health and Senior Services. I assumed my current position as a Utility Regulatory Auditor 18 

with the Commission in March 2006.  19 

Q. What are your responsibilities with the Commission?  20 

A. I am responsible for assisting in the audits and examinations of the books and 21 

records of regulated utility companies operating within the state of Missouri.  22 
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Q. What knowledge, skill, experience, training or education do you have in these 1 

matters? 2 

A. In addition to my MBA and degree in Accounting, I have acquired knowledge 3 

of the audit topics assigned to me through the review of the Staff’s testimony and workpapers 4 

from previous rate cases involving Laclede Gas Company (Laclede or Company), as well as 5 

materials from rate cases filed by other Missouri jurisdictional utilities.  I have reviewed in-6 

house training materials on the topics assigned to me in this proceeding.  I have also reviewed 7 

prior Commission decisions regarding these areas.  I have reviewed the Company’s 8 

testimony, workpapers and responses to the Staff’s data requests addressing these topics.  My 9 

immediate supervisor and other senior auditors have provided guidance and training in these 10 

areas and oversight of my work. 11 

Q. Did you make an examination and analysis of the books and records of Laclede 12 

in regard to issues raised in this case? 13 

A. Yes, in conjunction with other members of the Commission Staff (Staff), I 14 

specifically examined and analyzed the following documentation:  the Company’s filed 15 

testimony, the Company’s responses to Staff data requests, general ledger information related 16 

to my assigned issues and Company workpapers. 17 

Q. Have you previously filed testimony before this Commission? 18 

A. Yes, I filed testimony in Case No. ER-2006-0315, The Empire District Electric 19 

Company; and Case No. GR-2006-0422, Missouri Gas Energy.  A listing of the issues I 20 

addressed in testimony in those cases can be found in Schedule 1, attached to my Direct 21 

testimony.   22 
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EXECUTIVE SUMMARY 1 

Q. Please give a brief summary of your Direct testimony in this case. 2 

A. The purpose of this Direct testimony is to address Staff’s proposed treatment 3 

of various rate base items in this case, including plant in service, depreciation reserve and 4 

cash working capital. 5 

The Staff’s income statement adjustments supported within this testimony include 6 

advertising, property taxes, Missouri franchise taxes, amortization expenses, rents and leases, 7 

cost of removal, PSC assessment, rate case expenses and lockbox fees.   8 

Each of these items will be discussed in turn in my testimony. 9 

Q. What Staff accounting schedules and adjustments are you sponsoring? 10 

A. I am sponsoring the following accounting schedules: 11 

Accounting Schedule  Description 12 

Schedule 2   Rate Base 13 

Schedule 3   Plant in Service 14 

Schedule 4   Adjustments to Plant in Service 15 

Schedule 5   Depreciation Reserve 16 

Schedule 6   Adjustments to Depreciation Reserve 17 

Schedule 7   Depreciation Expense 18 

Schedule 8   Cash Working Capital 19 

Q. What adjustments are you sponsoring? 20 

A. I am sponsoring the following Income Statement adjustments: 21 

Insulation Financing Income:   S-7.1 22 

Energy Wise Financing Income:  S-7.2 23 

Depreciation Expenses:   S-17.1 24 



Direct testimony of 
Paula Mapeka 

Page 4 

Cost of Removal:    S-12.3 1 

Advertising:     S-15.3 & S-16.12 2 

Postage Expense:    S-13.4 3 

Rents and Leases:   S-16.17 4 

Amortization Expenses:   S-18.1 5 

Property Taxes:    S-19.3 6 

MO Franchise Taxes:    S-19.5 7 

PSC Assessment:    S-16.14 8 

Rate Case Expenses:   S-16.16 9 

Outside Services   S-16.22 10 

RATE BASE 11 

Q. Please describe Accounting Schedule 2, Rate Base. 12 

A. This Accounting Schedule represents the investment upon which the Company 13 

is allowed to earn a rate of return.  This Accounting Schedule includes the Company’s 14 

adjusted jurisdictional plant in service balance from Accounting Schedule 3, Total Plant in 15 

Service, and deducts the Company’s adjusted jurisdictional depreciation reserve (Accounting 16 

Schedule 6) to compute the net plant in service amount.  Added to net plant in service are 17 

amounts for cash working capital, materials and supplies, prepayments and prepaid pension 18 

asset.  Rate base deductions include the federal income tax offset, state income tax offset, 19 

interest expense offset, customer advances for construction, customer deposits and deferred 20 

income taxes.  The mathematical total of these items is the rate base amount incorporated in 21 

the gross revenue requirement recommendation shown on Accounting Schedule 1, Revenue 22 

Requirement. 23 
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MATERIALS AND SUPPLIES 1 

Q. What are materials and supplies? 2 

A. These are small dollar assets intended for use in the utility business for 3 

construction, operation and maintenance activities.  Materials and supplies are stored in 4 

inventory by the utility and are dispensed as needed. 5 

Q. Please describe the Staff’s treatment of materials and supplies. 6 

A. The Staff used a 13-month average balance method ending March 31, 2007, to 7 

normalize or smooth out variations for purposes of determining the value of materials and 8 

supplies to include in rate base.  March 31, 2007, is the endpoint of the Staff’s test year update 9 

period in this proceeding. 10 

PREPAYMENTS 11 

Q. What are prepayments? 12 

A. These are goods or services a company pays for in advance of their intended 13 

use in order to obtain the goods or services for the utility to carry out its normal operations.  14 

Such items include, but are not limited to, insurance, taxes, rents, interest and other 15 

miscellaneous items.   16 

Q. Please describe the Staff’s treatment of prepayments. 17 

A. As there were variations or fluctuations in the balances of Laclede’s 18 

prepayment accounts throughout the audit period, the Staff used a 13-month average balance 19 

method for the period ending March 31, 2007, to normalize or smooth out these variations for 20 

purposes of determining the value of prepayments to include in rate base. 21 
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SPECIAL DEPOSISTS 1 

Q. What are special deposits and how are they treated for rate purposes? 2 

A. These are amounts paid to municipalities or counties that are required before 3 

Laclede can begin construction activities on city or county land.  The special deposits amount 4 

in rate base is the balance at March 31, 2007. 5 

INSULATION FINANCING AND ENERGY WISE PROGRAMS 6 

Q. What are the Insulation Financing Program (IFP) and the Energy Wise 7 

Programs (EWP) and how are they treated for rate purposes? 8 

A. These are programs whereby Laclede will provide its customers with financing 9 

through interest-bearing loans to make improvements to their properties in order to achieve 10 

greater energy conservation. 11 

The Staff used the balance as of March 31, 2007, for the EWP as representative on a 12 

forward going basis, in relation to the upward trend in the EWP monthly balances.  The Staff 13 

used a 13-month average balance ending March 31, 2007, for the IFP to normalize or smooth 14 

out these variations for purposes of determining the value to include in rate base.   15 

INTEREST REVENUE FOR LOAN PROGRAMS 16 

Q. Please explain Income Statement adjustments S-7.1 and S-7.2. 17 

A. Adjustments S-7.1 and S-7.2 include interest revenue for Laclede’s IFP and 18 

EWP.  The IFP currently permits a residential customer to borrow up to $2,000 from Laclede 19 

at a 3% annual rate for the purpose of insulating their home.  The EWP allows a 7.5% annual 20 

rate to commercial and residential customers for heating/cooling appliance equipment 21 

package purchases. 22 
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CUSTOMER ADVANCES 1 

Q. Please describe the customer advances amount that is deducted from rate base. 2 

A. Customer advances are funds provided by customers to cover certain specific 3 

costs incurred by the Company on behalf of these customers.  These funds represent interest -4 

free money to the Company; therefore, it is appropriate to include the funds as an offset to 5 

rate base.  The customer advances amount in rate bate is the balance at March 31, 2007. 6 

PLANT IN SERVICE 7 

Q. Please discuss Accounting Schedule 3, Plant In Service, and Accounting 8 

Schedule 4, Adjustments to Plant In Service. 9 

A. Accounting Schedule 3, Plant In Service, provide the detail for the Staff’s 10 

utility gas plant in service rate base component.  The adjustments on Accounting Schedule 4, 11 

Adjustments to Plant in Service, are sponsored by Staff Auditing witness Kimberly K. Bolin. 12 

DEPRECIATION RESERVE  13 

Q. Please discuss the accounting schedules supporting depreciation reserve. 14 

A. Accounting Schedule 5, Depreciation Reserve, provides the detail of the 15 

accumulated depreciation related to the plant balances on Accounting Schedule 3.  The 16 

purpose of Accounting Schedule 6, Adjustments to Depreciation Reserve, is to provide the 17 

detail of any adjustments made to the depreciation reserve.  The Staff adjustments to the 18 

depreciation reserve on Accounting Schedule 6 are sponsored by Staff Auditing witness Mark 19 

L. Oligschlaeger and Kimberly K. Bolin.   20 

DEPRECIATION EXPENSE 21 

Q.  Please explain Accounting Schedule 7, Depreciation Expense. 22 
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A. This Accounting Schedule calculates the annual depreciation expense applied 1 

to the Company’s plant in service.  Column D contains the depreciation rates approved for the 2 

Company by the Commission in Laclede’s last rate proceeding, Case No. GR-2005-0284.  3 

The rates in Column D are then applied to the plant balances in Column C to determine the 4 

annualized level of depreciation expense that appear in Column E. 5 

COST OF REMOVAL 6 

Q. Please explain Income Statement adjustment S-12.3 7 

A. Adjustment S-12.3 adjusts the actual cost of removal amount expensed by the 8 

Company in the test year in account 874.200.  This adjustment is appropriate because, per 9 

past Commission Orders, cost of removal is no longer treated as an expense for ratemaking 10 

purposes, but is now treated as a component of depreciation expense. 11 

CASH WORKING CAPITAL 12 

Q. What is cash working capital (CWC)? 13 

A. CWC is the amount of cash necessary for the Company to pay the day-to-day 14 

expenses incurred to provide gas service to Laclede’s customers. 15 

Q. Where are the results of the Staff’s CWC analysis? 16 

A. The results of the Staff’s CWC analysis can be found on Accounting 17 

Schedule 8, Cash Working Capital. 18 

Q. Is the method you used to calculate Laclede’s CWC requirement the same 19 

method the Staff has used in previous rate cases? 20 
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A. Yes, the method has been used by the Staff and adopted by the Commission in 1 

numerous rate proceedings dating back to the 1970s, including the Company’s most recent 2 

rate cases. 3 

Q. How did the Staff determine the CWC requirement? 4 

A. The Staff calculated the CWC requirement by performing a lead/lag study. 5 

Q. What is the purpose of a lead/lag study? 6 

A. The lead/lag study determines the amount of cash that is necessary on a day-to-7 

day basis in order for Laclede to provide service to its ratepayers.  The lead/lag study analyzes 8 

the cash flows related to the payments received from the Company’s customers for the 9 

provision of service and the disbursements made by the Company to its suppliers and vendors 10 

for goods and services necessary to provide gas service.  The lead/lag study takes into account 11 

the number of days it takes Laclede to make payments after receiving goods or services from 12 

a vendor, compared with the number of days it takes the Company to receive payments for the 13 

gas service provided to its customers.  A lead/lag study also determines who provides CWC. 14 

Q. What are the sources of CWC? 15 

A. The shareholders and the ratepayers are the sources of CWC. 16 

Q. How do the shareholders supply CWC? 17 

A. When Laclede spends cash to pay for an expense before the ratepayer provides 18 

the cash, the shareholders are the source of the funds.  This cash represents a portion of the 19 

shareholders’ total investment in the Company.  The shareholders are compensated for the 20 

CWC funds by the inclusion of these funds in the rate base, thereby providing a return on 21 

their investment. 22 

Q. How do the ratepayers provide CWC? 23 
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A. Ratepayers supply CWC when they pay for the gas service received before 1 

Laclede pays for expenses incurred in providing that service.  The ratepayers are compensated 2 

for the funds supplied through a reduction to rate base by the amount of CWC the ratepayers 3 

provide. 4 

Q. How should lead/lag studies be interpreted? 5 

A. A positive CWC requirement indicates that in the aggregate, the shareholders 6 

provide the CWC for the test year.  This also means that, on the average, the Company paid 7 

the expenses incurred to provide the gas service to the ratepayers before the ratepayers in turn 8 

paid for that service. 9 

A negative CWC requirement indicates that, in the aggregate, the ratepayers provide 10 

the cash working capital during the test year.  This means that, on average, the ratepayers paid 11 

for their gas service before the Company paid the expense incurred to provide that service. 12 

Q. Please explain the components of the Staff’s calculation of CWC, which 13 

appear on Accounting Schedule 8, Cash Working Capital. 14 

A. The components of the Staff’s calculation are as follows: 15 

1) Column A (Account Description):  lists the types of cash expenses 16 

which the Company pays on a day-to-day basis. 17 

2) Column B (Test Year Expenses):  provides the amount of annualized 18 

expense included in the cost of service. It shows the dollars associated 19 

with the items listed in Column A on an adjusted Missouri 20 

jurisdictional basis. 21 

3) Column C (Revenue Lag):  indicates the number of days between the 22 

midpoint of the provision of service by the Company and the payment 23 
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for the service by the ratepayer.  The revenue lag addressed in this case 1 

is explained later in this Direct testimony. 2 

4) Column D (Expense Lag):  indicates the number of days between the 3 

receipt of and the payment for, the goods and services (i.e., cash 4 

expenditures) used to provide service to the ratepayer.  The expense 5 

lags addressed in this case are discussed later in this Direct testimony. 6 

5) Column E (Net Lag): results from the subtraction of the Expense Lag 7 

(Column D) from the Revenue Lag (Column C). 8 

6) Column F (Factor):  expresses the net lag in days as a fraction of the 9 

total days in the test year.  This is accomplished by dividing the net lags 10 

in Column E by 365. 11 

7) Column G (CWC Requirement): represents the average amount of cash 12 

necessary to provide service to the ratepayer.  This is computed by 13 

multiplying the annualized amount in the Test Year Expenses (Column 14 

B) by the CWC Factor (Column F). 15 

Q. Please describe the revenue lag. 16 

A. The revenue lag is the amount of time from when the Company provides the 17 

service to when it receives payment from the ratepayers for that service.  The overall revenue 18 

lag in this case is the sum of three subcomponent lags.  They are the following: 19 

1) Usage Lag:  The midpoint of the average time elapsed from the 20 

beginning of the first day of a service period through the last day of that 21 

service period. 22 
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2) Billing Lag:  The period of time between the end of the last day of a 1 

service period and the day the bill is placed in the mail by a utility. 2 

3) Collection Lag:  The period of time between the day the bill is placed 3 

in the mail by a utility and the day the utility receives payment from the 4 

ratepayer for services performed. 5 

The Staff’s subcomponent calculations and overall revenue results are as follows: 6 

      Staff 7 
  8 
 Usage Lag    15.21 days 9 

Billing Lag      3.17 days 10 
 Collection Lag     28.70 days 11 

 Total     47.08 days 12 

Q. Please explain how the usage lag was determined. 13 

A. The usage lag was determined by dividing the number of days in a typical year 14 

(365) by the number of months in a year (12) to yield the average number of days in a month 15 

(30.42).  This 30.42 total was then divided by two to yield an average usage lag of 15.21 days.  16 

Two was used as the divisor since the Company bills monthly; the Staff assumed service is 17 

delivered to the customer evenly throughout the month.   18 

Q. Please explain how the Staff determined its billing lag recommendation. 19 

A. The Staff is using the billing lag first used for Laclede in Case No. 20 

GR-2002-356, which was determined by analyzing the number of days between the end of the 21 

service period and the day that the bill was mailed. 22 

Q. Please explain the Staff’s approach to determining the collection lag. 23 

A. The collection lag is the average number of days that elapse between the day 24 

that the bill was mailed and the day the Company receives payment for that bill.  As its basis 25 
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for the collection lag, the Staff used an accounts receivable turnover calculation used by 1 

Laclede in its last rate proceeding, Case No. GR-2005-0284.   2 

Q. What is an accounts receivable turnover calculation? 3 

A. An accounts receivable turnover calculation is a methodology used to ascertain 4 

the lag days associated with the collection period.  Under this method, a utility’s average 5 

accounts receivable balance for a period of time (in this case, a year), are divided by the 6 

average sales totals for the same period of time.  The result is the number of days a customer 7 

bill remains in the utility’s accounts receivable balance before being collected by the utility.  8 

As such, the results of an accounts receivable turnover calculation are a proxy for a utility’s 9 

collection lag. 10 

Q. Did the Staff accept in entirety the results of Laclede’s turnover calculation for 11 

purposes of calculating the Company’s collection lag? 12 

A. No.  The Staff adjusted the Company’s accounts receivable turnover results by 13 

removing bad debt write-offs from the daily accounts receivable balances contained within 14 

Laclede’s GR-2005-0284 calculation.   The Staff subtracted the preceding ten months of bad 15 

debt write-offs from each monthly average daily accounts receivable amount.  This is in 16 

conjunction with page 8, of James A. Fallert’s, Direct testimony in this proceeding where he 17 

indicated, “There is generally a ten-month lag between the revenue period when the customer 18 

is rendered service and the period when the customer’s account will be written off.” 19 

Q. Why did the Staff remove the actual bad debt write-off from the average daily 20 

accounts receivable balances? 21 
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A. Bad debt write-offs represent the amount of billings that the Company will 1 

never recover from customers.  Bad debt expense is a non-cash expense and, therefore, should 2 

not be considered in a lead/lag analysis. 3 

Q. What expense lags did the Staff calculate in this case? 4 

A. The Staff has continued to use the following expense lags it calculated in 5 

Laclede’s rate proceeding, Case No. GR-2002-356, for purposes of this audit:  natural gas, 6 

payroll and tax withholdings, group insurance, 401K contributions, pension and benefits, 7 

materials and supplies, transport expense, postage expense, PSC assessment, rent, cash 8 

vouchers, bad debts, payroll taxes, Missouri franchise taxes, gross receipts taxes, property 9 

taxes, sales taxes, the Staff is not aware of any reasons why these expense lags would have 10 

materially changed since Case No. GR-2002-0356. 11 

Q. Please explain the expense lags for purchased gas. 12 

A. The expense lag for purchased gas is the time elapsed between the midpoint of 13 

the period when Laclede receives the gas from suppliers and the date on which payments for 14 

such gas are due.   15 

Q. Please explain the base payroll expense lags. 16 

A. The base payroll expense lag is the time elapsed between the midpoint of the 17 

period in which employees earn wages and the date the wages are paid by Laclede.  The base 18 

payroll expense lags are comprised of non-contract and contract employee lags. 19 

Q. What is the basis for the expense lag days assigned to tax withholdings? 20 

A. The tax withholding expense lag was based on the federal tax withholding, 21 

state tax withholding, city tax withholding and FICA (social security/Medicare) tax 22 

withholding.  The withholding lag days were based upon the same periods used for base 23 
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payroll.  The respective lag day computations considered the time-lapse between the average 1 

date the respective payroll was earned and the tax due dates. 2 

Q. Please explain the expense lag calculation for 401(k) contributions. 3 

A. The expense lag for the 401(k) contributions are based on the same payroll 4 

periods as base payroll; the time elapsed between the midpoint of the period in which 5 

employees earn wages and the date the benefits are paid by Laclede. 6 

Q. Please explain the Staff’s calculation of Laclede’s pensions and benefits 7 

expense lags. 8 

A. The pensions and benefits line item within the CWC Accounting Schedule 9 

represents the time elapsed between the midpoint of the period of service and the date on 10 

which payments are due.  11 

Q. Please explain how the expense lag for group insurance was calculated. 12 

A. The lag for group insurance was computed using data provided in Laclede’s 13 

response to Staff Data Request No. 123 from Case No. GR-2002-356, which included actual 14 

amounts and dates paid and service periods to which the payments pertained.   15 

Q. Please explain the treatment of the expense lag for materials and supplies. 16 

A. Materials and supplies are already included in the rate base calculation because 17 

the utility pays for these items in advance of their use in order to provide service.  Applying a 18 

net lag to the test year expenses associated with materials and supplies would, in essence, 19 

count it twice in the Staff’s overall calculation of revenue requirement.  The Staff has 20 

assigned an expense lag equal to the revenue lag for this item in order to produce a zero CWC 21 

effect. 22 
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Q. Please explain the expense lags for transportation, postage and cash vouchers 1 

expenses. 2 

A. The transportation, postage expense and cash vouchers lags represent the 3 

amount of time elapsed between the receipt of and payment for goods and services necessary 4 

to provide service to ratepayers.  The data used to compute the lags included actual amounts 5 

and dates of payments, as well as the service periods to which they pertained.  The cash 6 

vouchers line item is designed to include all operation and maintenance (O&M) expenses 7 

within the study that are not specifically analyzed in a separate line item. 8 

Q. Please explain the expense lag for rent expense 9 

A. The rent expense lag was calculated using dates paid and service periods to 10 

which the payments applied.  Calculations were based on the number of days from the invoice 11 

date to the date the invoice was paid. 12 

Q. Please explain the expense lag for bad debts/uncollectible accounts. 13 

A. Uncollectible are an expense in name only.  This expense actually represents a 14 

failure to collect revenue owed to Laclede, and, therefore, it does not involve a cash flow 15 

impact related to payment of an expense.  An expense lag equal to the revenue lag has been 16 

assigned to this item so that a zero CWC impact is produced. 17 

Q. Please explain the expense lag for the employer’s portion of FICA taxes. 18 

A. The employer’s portion of FICA (social security) taxes is the amount of taxes 19 

paid by the employer on payroll paid to the employees.  The expense lag for employer’s 20 

portion of FICA is computed as the period of time between the midpoint of the pay period for 21 

which the taxes are withheld, and the date the tax withholdings must be paid to the taxing 22 

authorities.  23 
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Q. Please explain the expense lag for federal and state unemployment taxes. 1 

A. The expense lags for federal and state unemployment taxes represent the length 2 

of time between the average date services are rendered by the employee and the date Laclede 3 

pays the tax associated with that service.  4 

Q. Please explain the expense lag for Missouri corporate franchise tax. 5 

A. Corporation franchise taxes are paid annually.  The expense lag considers the 6 

time elapsed between the midpoint of the taxable period (a calendar year) and the statutory 7 

due date.   8 

Q. Please explain the expense lag for gross receipts taxes on Accounting 9 

Schedule 8 at Line 15. 10 

A. Gross receipts taxes are paid based upon the individual payment requirements 11 

of the municipal taxing entities.  The Staff calculated an expense lag of 47.08 days.  12 

Q. Why does the revenue lag depicted on Accounting Schedule 8 for sales tax and 13 

gross receipts taxes differ from the revenue lag calculation of 47.08 days you discussed 14 

above? 15 

A. Laclede acts as an agent of the taxing authority in collecting sales and use 16 

taxes and gross receipts taxes from the ratepayer and in paying the proper institution on a 17 

timely basis.  Laclede does not provide any service to the ratepayers associated with these 18 

taxes.  Since the expense lags for gross receipts taxes is measured from the date of billing, the 19 

revenue lag equals only the period of time required to collect revenues.  The revenue lag 20 

associated with gross receipt taxes, as well as sales and use taxes, was calculated to be 28.70 21 

days. 22 

Q. Please explain the expense lag for property taxes.  23 
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A. The property tax lag days were calculated by using the midpoint of the service 1 

period (a calendar year) and the required due date for property taxes paid by Laclede. 2 

Q. Please explain the sales taxes expense lag. 3 

A. The expense lag for sales taxes take into consideration the time elapsed 4 

between the midpoint of the taxable month and the date sales tax was paid to the state of 5 

Missouri. 6 

Q. Please identify any other components of CWC that do not directly appear in 7 

the Staff’s Accounting Schedule 8. 8 

A. The federal income tax offset, state income tax offset and interest expense 9 

offset line items do not directly appear in the Accounting Schedule 8, Cash Working Capital.  10 

These items appear as separate line items in the Staff’s Accounting Schedule 2, Rate Base.  11 

These cash payments are known and certain obligations of Laclede with payment periods and 12 

payment dates established by statute or bond indentures.  The Staff believes amounts 13 

collected from ratepayers, which the Company intends to use for the payment of taxes and 14 

interest, represent a source of cash for Laclede which has use of such funds until they are 15 

passed on to the appropriate taxing authority or bondholder.  The Staff believes it is 16 

appropriate to include taxes and interest as offsets in a lead/lag analysis. 17 

Q. Why are the federal income tax offset, state income tax offset and interest 18 

expense offsets included in the Staff’s Accounting Schedule 2, Rate Base, rather than 19 

Accounting Schedule 8, Cash Working Capital? 20 

A. The expense component used for these offsets is tied directly to the mechanical 21 

computation of the revenue requirement.  The Staff’s computer-generated revenue 22 

requirement is based on a computer program with the capability of extracting appropriate 23 
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amounts for federal income tax, state income tax and interest expense based on amounts 1 

obtained from Accounting Schedule 11, Income Tax.  The computer program applies the 2 

CWC factor for each respective component and places the CWC revenue requirement directly 3 

in Accounting Schedule 2. 4 

Q. Please explain the Staff’s federal and state income tax offset recommendations. 5 

A. The federal and state income tax offsets represent the period of time between 6 

the midpoint of the taxable period (a calendar year) and the required dates taxes are due to the 7 

federal and state taxing authorities.  Currently, 100% of the estimated federal tax must be paid 8 

during the year in four quarterly installments, which are due by the 15th day of April, July, 9 

October and January.  The same due dates apply to state income taxes. 10 

Q. Please explain the interest expense offset. 11 

A. The interest expense lag is computed by determining the time elapsed between 12 

the midpoint of the interest period and the required due date for the payment of interest on 13 

long-term debt.  The Staff then calculated a dollar-weighted average to derive an overall 14 

interest expense lag of 90.93 days.  This expense lag was subtracted from the revenue lag and 15 

then divided by 365 days to determine the CWC factor used for calculating the interest offset 16 

appearing on Accounting Schedule 2, Rate Base. 17 

Q. What was the result of the Staff’s lead/lag calculation? 18 

A. The aggregate of the individual calculations, including the offsets for interest 19 

and income taxes, result in total net shareholder-supplied funds and illustrate the excess of 20 

CWC supplied by the shareholders over the amount supplied by the ratepayers. 21 

ADVERTISING EXPENSES 22 

Q. Please explain adjustment S-15.3 and S-16.12. 23 
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A. Adjustments S-15.3 and S-16.12 disallow certain advertising costs incurred by 1 

the Company. 2 

Q. Please describe the history of such adjustments before the Commission. 3 

A. As part of RE: Kansas City Power and Light Company, 28 Mo. P.S.C. (N.S.) 4 

228 (1986) (hereinafter KCPL), the Commission adopted an approach that classifies 5 

advertisements into five categories and provides separate rate treatment for each category.  6 

The five categories of advertisements adopted by the Commission for purposes of this 7 

approach are: 8 

 1.  General - informational advertising that is useful in the provision of 9 

adequate service; 10 

 2.  Safety - advertising which conveys the ways to use the Company's 11 

service safely and to avoid accidents; 12 

 3.  Promotional - advertising used to encourage or to promote the use of 13 

the particular commodity the utility is selling; 14 

 4.  Institutional - advertising used to improve the Company's public 15 

image; and 16 

 5.  Political - advertising which is associated with political issues. 17 

The Commission adopted these categories of advertisements because it believed that a 18 

utility’s revenue requirement should include the reasonable and necessary cost of general and 19 

safety advertisements, but should disallow the cost of institutional or political advertisements, 20 

and only include the cost of promotional advertisements to the extent that the utility can 21 

provide cost justification for the advertisement (Ibid., pp. 269-271).   22 
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Q. Did the Staff use the KCPL standard to evaluate the Company’s advertising 1 

expense in this case? 2 

A. Yes, the Staff utilized the standards as initially established in the KCPL case 3 

and in subsequent cases, to determine the test year level of allowable advertising expense for 4 

the general, safety, institutional, promotional and political advertising categories.  The Staff 5 

proposes to disallow advertisements that are institutional, promotional or unrelated to the 6 

natural gas industry.  The Staff proposes to allow all general and safety-related advertisements 7 

to the extent that they are related to the natural gas industry and beneficial to Missouri 8 

ratepayers. 9 

Q. How did you apply the standard established in the KCPL case to your 10 

examination of advertising expense in this case? 11 

A. I categorized all of the Company’s advertisements on an ad-by-ad basis using 12 

the KCPL standard to determine the amount to be allowed or disallowed.  The Staff reviewed 13 

each advertisement to determine which of the following primary messages the advertisement 14 

was designed to communicate: 15 

1. the promotion of a service or product (Promotional); 16 

2. the dissemination of information necessary to obtain safe and adequate 17 

electric service (General and Safety); 18 

3. the promotion of the Company image (Institutional); or 19 

4. the endorsement of a political candidate or any political message 20 

(Political). 21 
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Schedule 2, attached to this testimony, shows Staff’s itemized analysis of the 1 

Company’s advertising costs and a copy of Laclede’s advertisements that Staff proposed for 2 

disallowance as being promotional or institutional in nature. 3 

Q. How did the Staff develop its advertising adjustments? 4 

A. The Staff requested that the Company supply the cost of all advertisements.  5 

Based on its categorization, the Staff disallowed the expense associated with advertisements 6 

that it classified as institutional or promotional.  The Staff also extracted and disallowed the 7 

costs associated with the portions of Laclede’s institutional advertisements that were on the 8 

same page as its general advertisements.   9 

Q. Describe the institutional advertisements that the Staff disallowed. 10 

A. Institutional advertising is designed to enhance the Company’s public image.  11 

The Staff asserts that this form of advertising is not necessary for the Company to provide 12 

safe and adequate service and, therefore, should not be included in the cost of service.  The 13 

Staff believes that this type of image enhancement advertising only serves to benefit the 14 

shareholders of the utility.  The Staff has classified the ‘Part of the Family’ advertisements as 15 

being institutional.  These advertisements can be found attached to Staff’s testimony under 16 

Schedule 2.  17 

Q. Describe the promotional advertisements that the Staff disallowed. 18 

A. The Staff disallowed advertisements entitled ‘Art of Cooking’ and ‘At 19 

moments like this’.  The Staff removed these advertisements as the Company did not provide 20 

the Staff with cost justification for promotional advertising on an advertisement by 21 

advertisement basis or even on an advertisement campaign basis.  These advertisements can 22 

be found attached to Staff’s Direct testimony under Schedule 2.  23 
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POSTAGE EXPENSES  1 

Q. Please describe the Staff’s postage expense annualization, adjustment S-13.4. 2 

A. Adjustment S-13.4 reflects the increase on postal rates which became effective 3 

January 2006 and the increase that will be effective on May 14, 2007.   4 

AMORTIZATION EXPENSE 5 

Q. Please explain adjustment S-18.1 6 

A. Adjustment S-18.1 annualizes the Company’s booked amortization expenses. 7 

PROPERTY TAXES  8 

Q. Please explain Adjustment S-19.3. 9 

A. This adjustment annualizes property taxes using Laclede’s December 2006 10 

plant in service balances. 11 

Q. Please explain how you calculated the Staff’s property tax adjustment in this 12 

case. 13 

A. The Staff’s approach first calculates the ratio of Laclede’s plant in service 14 

balance at January 1, 2006, to the assessment value placed upon that plant by taxing 15 

authorities, and then applies the ratio to Laclede’s plant in service balance as of January 1, 16 

2007. 17 

Q. How are property taxes paid? 18 

A. The state and local taxing authorities determine the annual property tax 19 

payment through an assessment of utilities’ real property.  This assessment is made based 20 

upon the utilities’ property balances on January 1 of each year.  The taxing authorities also 21 

determine a property tax rate that is applied to the assessed values to compute the property tax 22 
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amount billed to utilities.  The assessment values and property tax rates that will be applied to 1 

Laclede’s January 1, 2007, plant in service balances will not be known until later this year. 2 

Q. When are property taxes paid by the utility? 3 

A. The property taxes related to a utility’s plant in service level at January 1st of 4 

each year are paid to the state and local taxing authorities at the end of each year, generally by 5 

December 31st. 6 

MISSOURI FRANCHISE TAXES 7 

Q. Please describe adjustment S-19.5 8 

A. The Staff adjusted the test year amount of Missouri franchise tax to the actual 9 

amount owed by Laclede to the state in January 2007. 10 

RENT EXPENSE 11 

Q. Please explain adjustment S-16.17. 12 

A. Adjustment S-16.17 reflects the annualized rent expense amounts for the space 13 

leased or rented by Laclede as reflected in the Company’s response to Staff Data Request 14 

No. 18. 15 

RATE CASE EXPENSE 16 

Q. Please describe adjustment S-16.16. 17 

A. This adjustment normalizes rate case expense over a two-year period.  The 18 

total amount of rate case expense incurred by Laclede in this case through March 2007 is 19 

being allowed at this time.  The Staff considers all reasonably incurred expenses by utilities 20 

seeking rate changes throughout the rate case process.  This approach allows costs such as 21 

consulting fees, employee travel expenditures and legal representation, which are directly 22 
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associated with the length of the case, to be properly included in this case.  This adjustment 1 

however, does not include those rate case expenses booked within the test year that are 2 

associated with Laclede’s previous case, Case No. GR-2005-0284, or any other rate case 3 

proceeding.  This exclusion is appropriate because the Staff’s believes it is appropriate to 4 

recommend recovery in rates of normalized rate case expense only on a prospective basis.  5 

Staff believes it is inappropriate to allow specific recovery in rates of amounts related to past 6 

rate proceedings. 7 

The Staff will work with the Company through the duration of this case to establish a 8 

reasonable and ongoing normalized level of rate case expense for inclusion in rates.  9 

Q. Why is the Staff recommending that Laclede’s rate case expenses be 10 

normalized over a two-year period? 11 

A. Staff reviewed Laclede’s recent rate case filing pattern (Case Nos. 12 

GR-2007-0208, GR-2005-0284, GR-2002-356 and GR-2001-629) and determined that a two-13 

year normalization would be appropriate. 14 

Q. Is the Staff recommending that Laclede’s rate case expense associated with this 15 

proceeding be amortized on the Company’s books and records? 16 

A. No.  The Staff believes that the correct accounting for utilities is to book rate 17 

case expenses in the period they are incurred. 18 

PSC ASSESSMENT 19 

Q. Please discuss adjustment S-16.14 to annualize the PSC Assessment. 20 

A. This adjustment represents the difference between the Staff’s annualized PSC 21 

Assessment and the test year recorded assessment expense.  The most recent PSC 22 

Assessment, in effect for the fiscal year July 1, 2006 to June 30, 2007, was used in the Staff’s 23 
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annualization.  The Staff will reflect the new July 1, 2007, PSC assessment in its proposed 1 

true-up audit in this case.  The Staff’s true-up recommendations can be found in the Direct 2 

testimony of Staff Witness Bolin.  3 

OUTSIDE SERVICES 4 

Q. Please describe Adjustment S-16.22 5 

A. Independent (outside) contractors and vendors provided various services to 6 

Laclede in the test year.   We have requested further information from Laclede in Staff Data 7 

Request No. 51.2 concerning some of the outside services costs incurred by Laclede.  Pending 8 

receipt of that information, the Staff has proposed disallowances of outside service fees 9 

associated with the following vendors:  Burroughs, Helper, Broom, Macdonald, Hebrank & 10 

True; Scott Madden and The Vandiver Group.  The Staff may withdraw these proposed 11 

disallowances depending upon Laclede’s data request response on this matter. 12 

Q. Does this conclude your Direct testimony in this proceeding? 13 

A. Yes, it does. 14 



CASE PARTICIPATION 
OF 

PAULA MAPEKA 
 

Schedule PM 1 

Schedule 1 

Date Filed Issue Case 
Number Exhibit Case Name

06/23/2006 Postage Expenses, Property and Liability 
Insurance, Injuries and Damages & Worker’s 

Compensation, Customer Deposits, PSC 
Assessment, Rate Case Expense, Customer 

Advances, Material &Supplies, 

ER20060315 Direct The Empire 
District 
Electric 

Company 

10/12/2006 Miscellaneous Expenses, Insurance, Postage, 
Property Taxes, Regulatory Expenses, Dues & 
Donations, Accounting Schedules, Promotional 
Giveaways, Other Ratebase Issues, Advertising, 

Depreciation Expense, Inquiries & Damages, 
Interest on Customer Deposits, Case Working 
Capital, Depreciation Reserve, Plant in Service 

GR20060422 Direct Missouri 
Gas Energy

11/21/2006 Cash Working Capital, Software Amortization GR20060422 Rebuttal Missouri 
Gas Energy

 



nstitutional
nstitutional
nstitutional
nstitutional
Promotional
Safety
Beneflclal Information
Safety
Hall informationatfsafety,
0/14 institutional
nstitutional
eneral/Informational

lacledeprovided Staffwith 77 pages of part of the family shot 4 of
those pages contained informational information on half of the full
pages. Staff multiplied the 7 pages by 2 to make it 14 :as
Staff then allowed 4 out of the 14 advertisements to allow the
'generalal information

ID# MEDIA AD/COMMERCIAL TOTAL 913.10 913.30 909.00 921 .03
1 PRINT At moments like this (Cooking) $5,360.00 $5,360.00
2 PRINT At moments like this (Bathtub) $7,920.00 $7,920.00
3 PRINT At moments like this (Pateo) $13,440.00 $13,440.00
4 PRINT At moments like this (Fireplace) $5,940.00 $5,940.00
5 PRINT Art of Cooking $1,075.00 $1,075.00
6 PRINT Follow Your Nose $20,611 .65 20,611 .65
7 PRINT Elderly&Disabled $14,942 .73 $14,942.73
8 PRINT Safety Tips $21,420 .45 $21,420.45

9 PRINT Part of the Family(Family Shot) $4,655.00 $4,655.00
10 PRINT Part of the Family(Bridal Shot) $1,125.00 $1,125.00

RADIO Winter Campaign $99,680.00 $99,680 .00

TOTAL $196,169.83 $1,075.00 $5,780.00 $56,974.83 $132,340.00
Disallowed $36,190.00 $1,075.00 $

	

2,455.00 . 0 $32,660 .00
Annualized amounts $159,979.83 $0.00 $3,325.00 $56,974.83 $99,680.00

Adjustment (1,075.00) (2,455.00) 0.00 ($32,660.00)

LACLEDE GAS COMPANY Prepared 4/24/2007
Case No. GR-2007-0208 Printed 5/2/2007
Source : DR 48
Staff: P Mapeka
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At moments like this . . .

One thing you can be sure of.

1 k i

At moments like this, when your family is warm and comfortable,
you probably don't give a second thought to the natural gas used
to heat your home . Isn't that the way it should be? Laclede GasLaclede Gas One thing you can be sure of .

www.laciedegas .com
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At moments like this -you probably don't give a second thought

to the natural gas that makes your family gatherings even more

enjoyable. Isn't that the way it should be? Laclede Gas . One thing

IV~~Laclede Gas you can be sure of .

www.lacledegas .co m
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L%aciede Gas
the Natural Gas experts

At moments like this, you probably don't give a second
thought to the natural gas that heats the water for your
luxurious bath . And isn't that the way it should be?
Laclede Gas . One thing you can be sure of .

www.lacledegas .com
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At moments like this, you probably don't give a second thought to

the natural gas used to prepare your family's meals . And isn't that

the way it should be? Laclede Gas One thing you can be sure of .

www.laciedegas .co m
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