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DIRECT TESTIMONY

OF

SEAN T. DEVORE

UNION ELECTRIC COMPANY

d/b/a AMERENUE

CASE NO. GR-2003-0517

Q. Please state your name and business address.

A.
Sean Thomas DeVore, 1845 Borman Court, Suite 101, St. Louis, MO 63146.

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

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

Q.
Please describe your educational and employment background.

A.
I graduated from Truman State University in May 2002 with a Bachelor of Science degree in Accounting.  I commenced employment with the Commission Staff (Staff) in May 2002.

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 filed direct testimony in The Empire District Electric Company rate Case No. ER-2002-0424.  In that case I was assigned the primary areas of other rate base, dues, donations and advertising.  

Q.
With reference to Case No. GR-2003-0517, have you made an examination and study of the books and records of AmerenUE (UEC or Company)?

A.
Yes, with the assistance of other members of the Staff.

Q.
Please identify your areas of responsibility in Case No. GR-2003-0517.

A.
My principal areas of responsibility are rate base, plant in service, depreciation reserve, other rate base, cash working capital, depreciation expense, property taxes, and dues and donations.

Q.
What knowledge, skill, experience, training or education do you have in regulatory matters?

A.
As a Staff auditor, I possess above-average skill and knowledge of regulated utility subjects when compared to an average individual.  While in college, I took various accounting classes. While at the Commission, I have attended training sessions sponsored by the Commission.  I have previous rate case experience.  I also have access to many years of regulatory experience through interaction with my supervisors at the Commission.

Q.
What is the purpose of your testimony?

A.
The purpose of my direct testimony is to sponsor and explain the accounting schedules and adjustments listed below.


Schedule

Accounting Schedule 2
Rate Base

Accounting Schedule 3
Plant in Service

Accounting Schedule 4
Adjustments to Plant in Service

Accounting Schedule 5
Depreciation Expense

Accounting Schedule 6
Depreciation Reserve

Accounting Schedule 7
Adjustments to Depreciation Reserve

Accounting Schedule 8
Cash Working Capital



Adjustments

Plant in Service

P-1.1, P-2 through P-34

Depreciation Reserve

R-1, R-2.1, R-3.1, R-4 through R-32

Income Statement

S-9.4, S-12.21, S-13.1, S-13.2, S-15.3

RATE BASE schedule

Q. Please explain Accounting Schedule 2, Rate Base.

A. Accounting Schedule 2, Rate Base, starts with the Staff’s adjusted jurisdictional plant in service balance from Accounting Schedule 3, Plant in Service.  The Staff’s adjusted jurisdictional depreciation reserve from Accounting Schedule 6, Depreciation Reserve is subtracted from this amount to compute the net plant in service.  Added to net plant in service are amounts for:  cash working capital (CWC), purchased gas for CWC, materials and supplies, propane, gas stored underground and prepayments.  Deductions from net plant in service amounts include the federal income tax offset, state income tax offset, interest expense offset, customer advances, customer deposits and deferred income taxes.  The net result is Company’s adjusted jurisdictional gas rate base.

The rate base components for CWC, purchased gas for CWC and the offsets for federal income tax, state income tax and interest expense will be discussed later as part of the direct testimony for CWC.  The remaining items are discussed below.

MATERIALS AND SUPPLIES

Q.
How was the rate base component for materials and supplies determined?

A.
The amount of materials and supplies is the portion of the 13-month average, for the period June 1, 2002 through June 30, 2003, allocated to the gas operations.  Due to the cyclical nature of these two items, 13-month averages are developed to smooth out seasonal variations.

PROPANE AND GAS STORED UNDERGROUND

Q.
How were the rate base components for propane and gas stored underground determined?

A.
The amounts of propane and gas stored underground are discussed in the testimony of Staff witness Anne M. Allee of the Procurement Analysis Department.  Please refer to Ms. Allee’s testimony for a detailed discussion of the area.

PREPAYMENTS

Q.
How was the rate base component for prepayments determined?

A.
Staff noticed in its initial analysis of prepayments a methodology change by the Company in the allocation of prepaid insurance.  Previously, the total amount of prepaid insurance was allocated to the various jurisdictions, of which UEC gas comprised only a small percentage.  Subsequent to Case No. GR-2000-0512, the Company has attempted to direct assign the categories of prepaid insurance according to the appropriate function.  In the last electric rate case, Case No. EC-2002-1, the Company’s electric customers were assigned most of the prepaid insurance.  However, in this case the Company is trying to assign prepaid insurance to the gas customers while the electric rates currently provide the Company these funds.  Therefore, Staff used the prior method of calculating prepayments.  Staff applied the Missouri gas allocation factor as of June 30, 2003, to the total amount of prepayments to derive the Missouri gas portion of prepayments.

CUSTOMER ADVANCES

Q.
How was the rate base component for customer advances determined?

A.
The rate base component for customer advances was calculated using a 
13-month average for the 12 months ended May 31, 2003.  

CUSTOMER DEPOSITS

Q.
How was the rate base component for customer deposits determined? 

A. Customer deposits are recorded on the books of UE in total for gas and electric customers.  The gas portion of customer deposits was derived by allocating the 
13-month average ending June 30, 2003, based on the billed revenues for the gas and electric operations of UEC.  The allocation methodology used by the Staff is consistent with the Company’s method.

Q.
Has the Staff included interest expense associated with customer deposits in its cost of service?

A. Yes.  Accounting adjustment S-9.4 reflects the Staff’s annualization of interest expense related to customer deposits.  The Staff’s adjustment is calculated by multiplying the 13-month average for customer deposits by 5.25%, which represents the prime interest rate of 4.25% at November 30, 2002, plus 100 additional basis points.  

Q. What is Staff’s position regarding the interest paid on customer deposits?

A. Staff contends that the interest to be paid on customer deposits should be comparable with the interest paid on customer deposits in the existing electric tariff on file with the Commission.

Q.
How was the rate base component for deferred income taxes determined?

A.
The deduction of deferred income taxes is discussed in the direct testimony of Staff Auditing Department witness Doyle L. Gibbs.

PLANT IN SERVICE schedule

Q.
Please explain Accounting Schedule 3.

A.
Accounting Schedule 3, Plant in Service, lists in Column C the total jurisdictional gas plant in service balances as of December 31, 2002.  Column D lists the Staff’s adjustments to jurisdictional gas plant, which update plant in service through June 30, 2003 and includes the inclusion of allocated general plant.  Column H contains Staff’s adjusted total jurisdictional plant in service balances, updated through June 30, 2003.

Q.
Please explain Accounting Schedule 4.

A.
Accounting Schedule 4, Adjustments to Plant in Service, details the individual adjustments to Company’s total jurisdictional gas plant in service balances, which are listed in Column D of Accounting Schedule 3.

Q.
Please explain Accounting Schedule 5.

A.
Accounting Schedule 5, Depreciation Expense, lists in Column C, the total adjusted jurisdictional gas plant in service balances from Accounting Schedule 3, Column H.  Column D contains the Staff-proposed depreciation rates.  Please refer to the direct testimony of Staff witness Rosella L. Schad of the Engineering & Management Services Department for further information regarding the development of the Staff’s proposed depreciation rates.  The rates in Column D are then applied to the plant balances in Column C to determine the annualized level of depreciation expense that appears in Column E.

DEPRECIATION RESERVE schedule

Q.
Please explain Accounting Schedule 6.

A.
Accounting Schedule 6, Depreciation Reserve, lists in Column C, Company’s total jurisdictional gas depreciation reserve balances as of December 31, 2002.  Column D lists the Staff’s adjustments to the jurisdictional gas depreciation reserve balances, which update depreciation reserve through June 30, 2003, and includes the inclusion of allocated general plant.  Column H contains Staff’s adjusted jurisdictional gas depreciation reserve balances.

Q.
Please explain Accounting Schedule 7.

A.
Accounting Schedule 7, Adjustments to Depreciation Reserve, details Staff’s individual adjustments to the jurisdictional depreciation reserve, which are listed in Column D of Accounting Schedule 6.

PLANT IN SERVICE ADJUSTMENTS

Q.
Please explain Plant in Service adjustments P-1.1, P-2, P-3, P-5 through P-8, P-10, P-11, P-13 through P-16, P-18, P-20, P-22, P-24.1, P-25.1, P-26.1, P-27.1, P-28, P-30.1 and P-32 through P-34.

A.
The purpose of the above-mentioned adjustments is to adjust test year ending plant in service balances at December 31, 2002, to reflect plant additions and retirements through June 30, 2003.  

Q.
Please explain Plant in Service adjustments P-23, P-24.2, P-25.2, P-26.2, 
P-27.2, P-29, P-30.2 and P-31.

A.
The purpose of the above-mentioned adjustments is to adjust the test year ending allocated general plant balances at December 31, 2002, to reflect plant additions and retirements through June 30, 2003.

DEPRECIATION RESERVE ADJUSTMENTS

Q.
Please explain Depreciation Reserve adjustments R-1, R-2.1, R-3.1, R-4 through R-24.1, R-25.1, R-26, R-27.1, R-28.1, R-29.1 and R-30 through R-32. 

A.
The purpose of the above-mentioned adjustments is to reflect the difference between the depreciation reserve balances for the test year ended December 31, 2002, and the updated depreciation reserve balances at June 30, 2003.  

Q.
Please explain Depreciation Reserve adjustments R-24.2, R-25.2, R-27.2, 
R-28.2 and R-29.2.

A.
The purpose of the above-mentioned adjustments is to reflect the difference between the allocated general plant depreciation reserve balances for the test year ended December 31, 2002, and the updated allocated general plant depreciation reserve balances at June 30, 2003.  

DEPRECIATION EXPENSE

Q.
Please explain Income Statement adjustments S-13.1 and S-13.2.

A.
Adjustment S-13.1 annualizes depreciation expense for the test year ended December 31, 2002, to an annualized level based on Missouri jurisdictional gas plant in service at June 30, 2003.  Annualized depreciation expense is calculated on Accounting Schedule 5 by multiplying the amount in each Missouri jurisdictional gas plant in service account by the proposed annual depreciation rate for that account.  The total annualized depreciation expense, shown on Accounting Schedule 5, is compared to the book depreciation expense listed on Accounting Schedule 9, and the difference between the two is the adjustment.

Adjustment S-13.2 removes depreciation expense associated with Accounts 392, Transportation Equipment and Account 396, Power Operated Equipment.  The depreciation associated with these accounts is charged to a clearing account and then charged back to the various operating expense accounts and construction as appropriate.  This adjustment is necessary so that depreciation expense will not be recovered twice since depreciation is already included in test year O & M expense.

PROPERTY TAXES

Q.
Please explain Income Statement adjustment S-15.3.

A.
Adjustment S-15.3 removes the Kansas property taxes expensed during the test year but not paid.  The Staff has allowed the actual amount of property taxes paid during the test year.

DUES AND DONATIONS

Q. Please explain adjustment S-12.21.

A.
This adjustment decreases test year expenses relating to various dues and donations the Company has included in its cost of service.  The Staff recommends disallowing the dues and donations since such dues and donations have been excluded because they are not necessary for the provision of safe and adequate service, and thus do not have any direct benefit to ratepayers.  Allowing the Company to recover these expenses through rates causes the ratepayer to involuntarily contribute to these organizations.

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.
The shareholder and the ratepayer are the sources of CWC.

Q.
How does the shareholder supply CWC?

A.
When the Company spends cash to pay for an expense before the cash is provided by the ratepayer, that cash must be provided by the shareholder.  This cash represents a portion of the shareholder’s total investment in the Company.  The shareholder is compensated for the CWC funds provided by the inclusion of these funds in rate base, thereby providing a return on the shareholder’s investment.

Q.
How does the ratepayer provide CWC?

A.
Ratepayers supply CWC when they pay for service provided by the Company before the Company must pay for expenses incurred to provide that service.   The ratepayers are compensated for the CWC funds through a rate base reduction of the amount of cash they provided.  This allows the general body of ratepayers to receive the same rate of return on their investment that the Company is earning on its investment.

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 the 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 that the shareholder provided the CWC in the aggregate during the test 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.
The components of the Staff’s calculation are as follows:

1) Column A (Account Description): lists the types of cash expenses, which the Company pays on a day‑to‑day basis.

2)
Column B (Test Year Expenses): the amount of annualized expense included in the cost of service.  It shows the dollars associated with the items listed in Column A on an adjusted Missouri jurisdictional basis.

3)
Column C (Revenue Lag): the number of days between the midpoint of the provision of service by the Company and the payment for the service by the ratepayer.  The revenue lag addressed in this case is explained further on pages 12, 13 and 14 of this direct testimony.

4) Column D (Expense Lag): the number of days between the receipt of and payment for the goods and services (i.e., cash expenditures) used to provide service to the ratepayer.  The expense lags addressed in this case are explained further on pages 14 through 19 of this direct testimony.

5)
Column E (Net CWC Lag): results from the subtraction of the Expense Lag (Column D) from the Revenue Lag (Column C).

6)
Column F (Factor): expresses the net CWC Lag days as a fraction of the total days in the test year.  This is accomplished by dividing the Net CWC Lags in Column E by 365.

7)
Column G (CWC Requirement): the average amount of cash necessary to provide service to the ratepayer.  This is computed by multiplying the Test Year Expenses (Column B) by the CWC Factor (Column F).

Q.
Please describe the revenue lag.

A.
The revenue lag is defined as the amount of time between the provision of service by the Company, and the receipt of the 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.  The revenue lag is the sum of three subcomponent lags.  They are defined as follows:

1)
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.

2)
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 the Company.

3)
Collection Lag 
The period of time between the day the bill is placed in the mail by the Company and the day the Company receives payment from the ratepayer for services performed.

Q.
Please define how you are using the term “service period” in this testimony.

A.
In reference to the revenue lag, a service period is merely the amount of time, in days, in which a customer receives gas for billing purposes.  In the discussion of expense lags, this term denotes the period in which the Company receives materials or services from its suppliers.

Q.
Please explain the calculation of the usage lag.

A.
The usage lag was computed by dividing the number of days in the test year (365), by the number of billing periods in a year (12), and dividing that figure by two to derive the average service period.  The usage lag of 15.21 days is derived from the above calculation.

Q.
Please explain the calculation of the billing lag.

A.
The billing lag was calculated with information obtained from a meeting requested in Staff Data Request No.118.  During that meeting it was determined that the billing lag for the Company was one business day.  The billing lag of one business day then had to be factored up to include the effect of weekends and holidays.  After the billing lag was factored up, a lag of 1.465 days was calculated for the billing lag.

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

A.
The collection lag of 19.86 days reflects the results of a customer sample provided in the Company’s response to Staff Data Request Nos. 225 and 259.  The customer sample takes into account the payment habits of all four residential payment classes.  These four payment classes are labeled as the “A, B, C, D” credit scoring system.  The Company’s response to Staff Data Request No. 198 explains this credit scoring system in detail.  Each customer’s account is evaluated on several criteria and assigned scoring points based on this evaluation.  The final point total places each customer in one of the four classes, Class A being the best paying customers and Class D being the worst paying customers.  

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 payment class in the sample and divided by the sum of the amounts billed to each payment class.  Each payment class lag was then weighted by the percentage of customers in each class.  

Staff performed the transportation customer lag analysis separately, based on the entire population of these customers.  

These calculations produced the collection lag for residential customers and transportation customers.  These lags were then weighted using Staff’s annualized revenues, producing the overall collection lag for residential and transportation customers.   

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

A. 
The expense items listed on Accounting Schedule 8, lines 2 through 6, relate to payroll.  Payroll has been subdivided into the following five components: (1) base payroll; (2) vacation payroll; (3) federal income tax withheld; (4) state income tax withheld; (5) employee FICA (Social Security/Medicare) taxes.

Q.
Please explain the base payroll expense lag 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 that wages were paid by the Company.  The Staff used the pay dates from the test year payroll schedules, received in the Company’s response to Staff Data Request No. 46, to determine the lags for non-contract and contract employees.  Those lags are then weighted by the percentages of total payroll charged to Missouri gas operations for UEC and Ameren Services employees.  Ameren Services employees provide many of the administrative functions for Ameren subsidiaries.  The base payroll expense lag was 10.71 days.

Q.
Briefly describe the Company’s vacation policy.

A.
A UEC employee earns vacation during the first year of employment.  The employees cannot take this vacation time earned until the Company has employed them for at least one year.  The vacation time earned may then be taken during the following year.  An employee starting in 2002 can take one-week of vacation during 2003 and cannot carry the vacation over to the next year.  The exception to this policy is when the workload will not permit the employee to take the earned vacation prior to the end of the year.  Employees with increased years of service earn additional vacation during the year.  The employees may take it during the following year with the same policy exceptions.

Q.
Please explain the computation of the expense lag days for vacation expense on line 3 of Accounting Schedule 8.

A.
The expense lag day computation considers the time-lapse between the average date the respective vacation is earned (i.e., the midpoint of the year) and the average date when the employee took the vacation (i.e., the midpoint of the following year).  For purposes of this lag calculation, Staff assumed that all vacation was taken evenly throughout the year.  Staff used the vacation expense lag of 365 days agreed to in the last rate case.

Q.
What is the basis for the expense lag days assigned to payroll withholdings for federal withholding taxes, state withholding taxes and employee FICA tax on lines 4 through 6 of Accounting Schedule 8?

A.
The withholding lag days were based upon the same periods used for base payroll.  The respective expense lag day computations considered the time-lapse between the average date the respective payroll was earned and the tax due dates.  The federal withholding, state withholding, and FICA tax lag days were 14.90, 18.99 and 14.90, respectively.

Q.
Please explain the uncollectible expense treatment on line 7 of Accounting Schedule 8.

A.
Uncollectible expense 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.  The expense lag has been set equal to the revenue lag, so that a zero CWC effect is produced.

Q.
Please explain the expense lag for cash vouchers.

A.
The expense lag for cash vouchers on line 8 of Accounting Schedule 8 is cash vouchers.  Cash vouchers is the category of expense that has not specifically been identified in the remaining portion of the schedule.  Examples of expenses that would be in the cash voucher category include: postage, supplies, maintenance expenses, etc.  This lag of 50.45 days was 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 cash vouchers provided by the Company’s response to Staff Data Request No. 230.

Q.
How was the amount of expense associated with cash vouchers determined?

A.
The amount of expense for cash vouchers is the result of subtracting the amounts of the specifically identified expenses, previously discussed, from the total O & M expense as it appears on the Income Statement Schedule 9.

Q.
Please explain the employer’s portion of FICA tax expense lag on line 11 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 lag used for the employees’ portion of FICA taxes.  This calculation has been discussed earlier in my direct testimony.

Q.
Please explain the unemployment tax expense lag on line 12 of Accounting Schedule 8.

A.
The unemployment tax lag was calculated using unemployment tax payments for the twelve months ended December 31, 2002.  The lag represents the length of time between the average day services are rendered by the employee and the day the Company pays the tax associated with that service.  The Staff determined a lag of 76.375 days for unemployment tax.

Q.
Please explain the corporation franchise tax expense lag on line 13 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 (calendar year) and the date the taxes are due to be paid (April of the current year).  The Staff determined a lag of negative 77.5 days for corporate franchise tax.  

Q.
Will you please explain the expense lag for property taxes as shown on line 14 of Accounting Schedule 8?

A.
Yes.  The Company pays property taxes in several states associated with its gas operations.  The property tax lag days was calculated using the midpoint of the service period and the payment due dates for property taxes paid by the Company during calendar year 2002.  These lags were multiplied by the amount of taxes paid in the various states to arrive at the composite lag.  The property tax expense lag of 182.48 days was used in this case.

Q.
Please explain the sales and use tax expense lag on line 17 of Accounting Schedule 8.

A.
The time period between the midpoint of the taxable month and the due dates were calculated for each month during the test year.  These lags were multiplied by the associated monthly amounts to compute a composite expense lag.  The sales tax expense lag of 20.38 days was used in this case.

Q.
Will you please explain the expense lag for gross receipts taxes as shown on line 18 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 (average collection period) and the time the Company pays the gross receipts taxes to the proper authorities.  The Staff developed a composite lag based on the lags and amounts paid to the various taxing authorities.  The gross receipts expense lag of 56.27 days was used in this case.

Q.
Why does the revenue lag for sales and use taxes and gross receipts taxes differ from the revenue lag you discussed above?

A.
The Company acts solely as an agent of the taxing authority in collecting sales and use, and gross receipts taxes from the ratepayer, and paying the proper authority on a timely basis.  The Company has not provided any service to the ratepayer associated with the gross receipts, sales and use taxes.  Therefore, in order to match the same time frames for these components, the collection lag was adopted and used as the revenue lag.

Q.
Please explain why natural gas purchases were included in the Staff’s CWC Requirement.

A.
The cost of natural gas is fully recovered from the ratepayers through the purchased gas and actual cost adjustments.  Therefore, the Staff has eliminated both the revenues and expense associated with natural gas.  However, the cost incurred by the Company for natural gas represents an expenditure of funds in the provision of service to ratepayers.  This cost must also be billed to and collected from ratepayers so that funds will be available to pay the Company’s suppliers of natural gas.  As a result, the cost of natural gas is appropriately included in the determination of CWC.

Q.
Please explain the purchased gas expense lag.

A.
The purchased gas expense lag on line 19 of Accounting Schedule 8 represents the midpoint of the time period between the delivery of gas to the Company and the date that the Company pays its gas suppliers.  The lag was weighted by the total dollar purchases during the test year to calculate the average expense lag for purchased gas of 38.7152 days.  The natural gas expense used in the CWC calculation is the actual test year amount incurred by the Company.

Q.
Are there components of CWC that do not directly appear in the Staff’s Accounting Schedule 8?

A.
Yes, the federal income tax offset, state income tax offset and interest expense offset do not appear in the Staff’s Accounting Schedule 8.  These items appear as separate line items in the Staff’s Rate Base Schedule, Accounting Schedule 2.

Q.
Why are the federal income tax offset, state income tax offset and interest expense offset included in the Staff’s Rate Base Accounting Schedule, rather than the Staff’s CWC schedule, Accounting Schedule 8?

A.
The normalized Missouri jurisdictional expense component used for these offsets is tied directly to the mechanical computation of the revenue requirement.  The Staff’s revenue requirement computer program has the capability to extract these amounts from the Accounting Schedule 11, Income Tax.  The computer program applies the CWC factor to each component, and places the CWC requirement directly in Accounting Schedule 2, Rate Base.

Q.
Please explain the federal and state income tax offsets.

A.
The federal and state income tax expense lags represent the period of time between the midpoint of the tax/calendar year and the dates the income taxes must be paid to the federal and state taxing authorities.  Currently, 100% of the estimated federal tax must be paid during the year in four installments, which are due by the 15th day of April, June, September and December.  The state of Missouri requires that at least 90% of the Company’s estimated tax liability must be paid during the year in four equal installments, which are due by the 15th day of April, June, September, and December.  Unlike the estimated federal tax requirements, the remaining 10% tax liability is due by April 15th following the close of the tax year.

A lag was calculated for each payment from the due date to the midpoint of the tax year.  The federal and state income tax lags were weighted by the total tax payments made during the year to obtain federal and state income tax expense lags of 37 and 58.95 days, respectively.  The CWC factors, -.1272% and –6.1409% respectively, which are found in the Rate Base Accounting Schedule 2, result from subtracting the expense lags from the revenue lag and then dividing by 365 days.  

Q.
Please explain the interest expense offset.

A.
The expense lag for interest was computed by determining the midpoint of the interest periods of the Company’s long-term debt, weighted by the total interest payments made during the twelve months ending December 31, 2002.  The expense lag computed for interest expense is 88.72 days.  The CWC factor of –14.2976% was calculated in the same manner as previously described for the income tax lags and is found in the Staff’s Rate Base Accounting Schedule 2. 

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

A.
Taxes and interest 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 passed on to the appropriate taxing authority or bondholder, and therefore should be included in a lead/lag analysis.

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

A.
The individual calculations, when totaled, result in a negative CWC requirement.  This illustrates that, on average, the ratepayer has supplied the CWC necessary to fund the day to day expenses of the Company.  As a result, the CWC component is deducted from rate base to compensate the ratepayers for the use of their funds.  This is shown on Accounting Schedule 2.

Q.
Does this conclude your direct testimony?

A.
Yes, it does.
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