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1 Q : Please state your name and business address.

2 A: My name is Christine M. Davidson . My business address is 1201 Walnut, Kansas City,

3 Missouri 64106-2124 .

4 Q: By whom and in what capacity are you employed?

5 A: I am employed by Kansas City Power & Light Company ("KCPL") as a Senior

6 Regulatory Analyst .

7 Q: What are your responsibilities?

8 A: My responsibilities include assistance in general regulatory matters and in preparation of

9 the jurisdictional cost of service included in KCPL's rate filings .

10 Q: Please describe your education, experience and employment history.

11 A: I have a Bachelor of Science degree with a major in accounting from Kansas State

12 University and a Master ofScience degree with an emphasis in accounting from the

13 University of Missouri - Kansas City. I am a Certified Public Accountant with a license

14 to practice in both Kansas and Missouri . I have been employed by KCPL for 30 years,

15 the first 29 of which were spent in various supervisory and managerial positions in the

16 Accounting Department. For the past year, I have been responsible for multiple

17 accounting-related analyses in the Regulatory Affairs Department. Most recently, I have

18 been assisting in the preparation of KCPL's February 2006 rate filing. As part ofthat



1 effort, I completed an updated lead/lag study for cash working capital about which I am

2 filing testimony today .

3 Q: Have you previously testified in a proceeding at the Missouri Public Service

4 Commission ("MPSC") or before any other utility regulatory agency?

5 A: Yes, I have filed written testimony in previous cases before the MPSC.

6 Q: What is the purpose of your testimony?

7 A: The purpose of my testimony is to support the amount ofcash working capital included

8 in rate base on Schedule 15 ofthe revenue requirement model, which is attached to the

9 direct testimony of KCPL witness Don A. Frerking as part of Schedule DAF-1

10 ("Schedule 15") .

11 Q: How did you determine the amount of cash working capital?

12 A: I completed a lead/lag study and applied resulting lead/lag factors to appropriate cost of

13 service amounts .

14 Q : Please explain briefly the process you followed to complete the lead/lag study.

15 A: I analyzed cash related transactions in three groups: 1) accounts payable transactions,

16 2) other cash-related transactions excluding revenues, and 3) revenues .

17 Q: How did you analyze accounts payable transactions?

18 A: 1) For each payment group used by the MPSC staffin recent rate cases, I identified

19 the financial accounts that would be charged/credited to that payment group when

20 recording KCPL transactions .

21 2) Information Technology ("IT") wrote separate queries on the PeopleSoft

22 Accounts Payable database for each payment group that isolated all payment transactions

23 for that payment group using the accounts identified in 1) above . Transactions not



1

	

identified to a specific payment group were placed in a group titled "Other Cash

2

	

Vouchers." Queries were run for the twelve-month period October 2004 through

3

	

September 2005 .

4

	

3)

	

The IT query indicated, among other information, the invoice date (or check

5

	

request date ifinternally generated) and the date the check cleared the bank . The IT

6

	

query then subtracted the invoice date from check-cleared date, indicating the number of

7

	

days ofpayment lag, excluding service period.

8

	

4)

	

I analyzed each payment group separately. I sampled actual invoices to identify

9

	

the applicable service period . Transactions with dissimilar service periods were

10

	

segregated into sub-groups . Where appropriate, such as for sales taxes, payments were

11

	

further segregated by state to allow separate analysis and calculation oflag periods . An

12

	

average service period was determined by dividing each total service period by 2.

13

	

5)

	

After each payment group was segregated as necessary, invoices sampled and

14

	

service period identified, I calculated the total number oflag days for both average

15

	

service period and payment lag for each payment group . Where a payment group had

16

	

multiple service periods, such as coal (i.e., fuel vs . fuel transportation), I calculated a

17

	

weighted lag.

18

	

6)

	

Payment lags were posted to a summary sheet for each payment group. This

19

	

summary sheet is included in KCPL's Revenue Requirements Model, which is attached

20

	

to the direct testimony ofKCPL witness Don A. Frerking as Schedule DAF-1, as

21

	

Schedule CWC%-Cash Working Capital Percents ("CWC%") . For ease ofreference, I

22

	

have attached a copy ofthis schedule to this testimony as Schedule CMD-1 .



1

	

Q:

	

What was the range of payment lags that you calculated for these cash transactions

2

	

through the accounts payable system?

3

	

A:

	

Asshown on Schedule CMD-1, payment lags ranged from 8.5 days for oil purchases to

4

	

200.42 days for property taxes . The two largest groups ofcosts, "Purchased Coal &

5

	

Freight' and "Other Cash Vouchers," resulted in calculated payment lags of21.08 days

6

	

and 39.15 days, respectively.

7

	

Q:

	

What was included in other cash-related transactions, excluding revenues?

8

	

A:

	

Other cash-related transactions, excluding revenues, included net payroll, annual

9

	

accruals, bulk power sales, pensions, income taxes and interest expense.

10

	

Q:

	

How did you determine a payment lag for net payroll?

11

	

A:

	

I scheduled each pay date during the twelve-month period and calculated the days from

12

	

the end of the pay period to the paycheck date . The sum ofthe total days lag was divided

13

	

bythe number of pay periods to determine a weighted payment lag. When added to the

14

	

average service period lag, this resulted in a total lag for net payroll of 14.44 days . Most

15

	

paychecks are deposited through direct deposit so no check float was included .

16

	

Q:

	

What was included in the "annual accrual" category and how did you analyze it?

17

	

A:

	

Annual accruals included Accrued Vacation Reserve and Wolf Creek Refueling Outage .

18

	

Service periods and payment lags were calculated separately for each accrual. Vacations

19

	

are earned and accrued in one year and taken in the subsequent year. The Wolf Creek

20

	

refueling outage costs are accrued beginning with the month following the end of the

21

	

prior refueling outage . As actual costs are incurred during the 18-month cycle, the

22

	

accrual is reversed by a like amount. I analyzed the timing and reversals of accruals

23

	

related to the spring 2005 refueling cycle. Payment lags for accrued vacations and



1

	

accrued WolfCreek Refueling Outage costs were calculated as 344.83 days and

2

	

215.07 days, respectively .

3

	

Q:

	

How did you analyze bulk power sales?

4

	

A:

	

I calculated service periods and payment lags using a schedule ofbulk power sales

5

	

transactions received from Accounting for the twelve-month period October 2004

6

	

through September 2005 . Because the benefit from bulk power sales accrues to the

7

	

ratepayer as a reduction of cash requirements, all lags were reflected on the summary as

8

	

negative amounts . This negative lag was (36.88) days .

9

	

Q:

	

How did you determine the lead/lag for pension expense?

10

	

A:

	

In the Stipulation and Agreement approved by the MPSC in Case No. EO-2005-0329, the

11

	

signatory parties agreed that KCPL had a net prepaid position for pensions to be drawn

'~ 12

	

down before KCPL must fund the entire amount of pension costs allowed for ratemaking.

13

	

Therefore, pensions are considered funded at the time expensed and a 0 day lag was

14

	

attributed to pension expense.

15

	

Q:

	

How did you determine the lead/lag for income tax expense?

16

	

A:

	

KCPLis required to make estimated income tax payments each quarter based on the

17

	

proportionate year to date cumulative percentage oftaxable income to an annualized

18

	

amount oftaxable income. Accordingly, a service period of365 days/4 or 91.25 days

19

	

was established with a corresponding average service period of 91 .25/2 or 45.63 days .

20

	

Q:

	

How did you calculate a tead/lag for interest expense?

21

	

A:

	

Instead ofusing actual cash payments of interest during the twelve-month period, I used

22

	

the annualized interest expense based on long-term debt outstanding at September 30,

23

	

2005 . 1 multiplied the annualized interest amount by the frequency ofpayment and



1

	

calculated a weighted average service period . Because all amounts were paid by wire

2

	

transfer on the date due, there was no payment lag other than service period . The

3

	

payment lag for interest expense was 86 .55 days.

4

	

Q:

	

What did you do with the results of the analysis of other cash transactions,

5

	

excluding revenues?

6

	

A:

	

As with the payment lags for accounts payable transactions, I posted these lag days on the

7

	

summary sheet included as Schedule CMD-1 .

8

	

Q:

	

Howwas the lead/lag on revenues calculated?

9

	

A:

	

The lead/lag on revenues was calculated with separate service period, billing and

10

	

collection lags . The average service period and billing lags were calculated and reflect

11

	

lags of 15.21 and 2.00 days, respectively.

12

	

Q:

	

How did you calculate the service lag?

13

	

A:

	

The service lag was measured from the middle ofthe month for which service was billed

14

	

and was calculated as 365 days divided by 12 months divided by 2, or 15.21 days .

15

	

Q:

	

How did you calculate the billing lag?

16

	

A:

	

The billing lag was measured as the time delay between reading a meter and processing

17

	

abill, which was calculated as 2 days since meters were read on day 1, the meter

18

	

readings uploaded into KCPL's Customer Information System on day 2 and bills mailed

19

	

on day 3 .

20

	

Q:

	

How did you calculate the collection lag?

21

	

A:

	

Collection lag was calculated in two pieces relating to 1) receivables included in the

22

	

accounts receivable sale, and 2) receivables not included in the accounts receivable sale.

23

	

Accounts receivable sales pertain to various agreements KCPL has entered into which



result in the sale of up to $100 million of eligible receivables to an affiliate of The Bank

of Tokyo-Mitsubishi UFJ, Ltd .

1)

	

The amount ofreceivables expected to be sold throughout a normalized 12-month

period was compared with total receivables for the period, excluding bulk power sales .

Under the current Receivable Sale Agreement, KCPLmay sell up to $70 million of

eligible receivables during the months of November through May and up to $100 million

during the months ofJune through October.

2)

	

Weighted and non-weighted percentage of receivables sold to total receivables

9

	

were calculated for the twelve months ended November 2005 . Under the current

10

	

Agreement, KCPL expects to sell an average of 81 .95% ofits retail revenues . This

11

	

percentage ofrevenues was given a 0 day collection lag.

12

	

3)

	

Acollection lag was also calculated for the 18.05% of revenues not included in

13

	

the Receivable Sale Agreement . The collection lag for this group ofrevenues was based

14

	

on a twelve-month average of Days Sales Outstanding, reflecting a 21 .42 day lag .

15

	

4)

	

The two collection lags were weighted based on the percentages noted above,

16

	

resulting in an overall weighted collection lag of 3 .86 days that was applied to total retail

17 revenues .

18

	

Q:

	

Whatwas the total resulting lag for retail revenues including service period, billing

19

	

lag and collection lag7

20

	

A:

	

The total combined revenue lag, including service, billing and collection lags, was

21

	

21 .07 days .

2

3

4

5

6

7



1 Q : How were the results of your lead/lag study used?

2 A: Lags for both revenues and payments were posted to the summary Schedule CWC%

3 (defined above) included herein as Schedule CMD-1 . On this summary schedule, the net

4 revenue/payment lag for each payment group was calculated and the result was divided

5 by 365 days to arrive at a net lead/lag factor . These factors were subsequently applied to

6 the applicable cost of service amounts on Schedule 16 of the revenue requirement model,

7 which is attached to the direct testimony of KCPL witness Don A. Frerking as Schedule

8 DAF-1 ("Schedule 16"), where individual components of cash working capital were

9 calculated . The total resulting cash working capital amount was then carried forward to

10 Schedule 15.

11 Q: Does that conclude your testimony?

12 A: Yes, it does.



In the Matter of the Application of Kansas City
Power & Light Company to Modify Its Tariff to
Begin the Implementation of Its Regulatory Plan

STATE OF MISSOURI

	

)
ss

COUNTY OFJACKSON )

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

Christine M. Davidson, being first duly sworn on her oath, states :

1 .

	

Myname is Christine M. Davidson . I work in Kansas City, Missouri, and I am

employed by Kansas City Power & Light Company as a Senior Regulatory Analyst .

2 .

	

Attached hereto and made a part hereoffor all purposes is my Direct Testimony

on behalf ofKansas City Power & Light Company consisting ofeight (8) pages and Schedule

CMD-1, all of which having been prepared in written form for introduction into evidence in the

above-captioned docket .

3 .

	

I have knowledge ofthe matters set forth therein . I hereby swear and affirm that

my answers contained in the attached testimony to the questions therein propounded, including

any attachments thereto, are true and accurate to the best of my knowledge, information and

belief.

My commission expires : Y~. kl o`ZOJD

Case No. ER-2006-

AFFIDAVIT OF CHRISTINE M. DAVIDSON

CXristine M. Davidson

Subscribed and sworn before me this X day of January 2006.

--kl r(_.~ A .
Notary Public

NICOLE A. WEHRY
Notary Public - Notary Seal

ST.kTE OF MISSOURI
Jackson County

MyCommission Expires : Feb. 4, 2007



KANSASCRY POWERa LIGHT CO.
MISSOURI REVENUE REQUIREMENT
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LINE
NO. DESCRIPTION

ALLOCATION
BASIS

(11)
REVENUE

LAO

(B)
EXPENSE
LAO

(C)
NET
LAO

(D)
CWC

FACTOR
(CM)

CWC400 OpnsmaandM.InbaaurceElrpanaa
CWC410 Cash, Vouchsn,axdltembatbnsbabn ASSIGN 21 .07 39 .15 (18.08) -19534%
CWC-011 WCNOCOperations &Nodfuel ASSIGN 21 .07 13 .81 7.28 1 .9890%
CWC-012 WoffCroak Refueling Outage Attmal ASSIGN 21.07 215.07 (1".W) 43.1507%
CWC-013 Purchae .ICoal AFreighl ASSIGN 21 .07 21 .08 (0 .01) -0.027%
CWC-014 PurchaaadGes8Tnnapalebn ASSIGN 21 .07 25 .82 (7S5) -2 .0685%
CWC415 Purchaa"O11STrenaporUlbn ASSIGN 21.07 8.50 12 .57 3 .4438%
CWC-015 PurdussJP. ASSIGN 21 .07 25.09 (5 .02) -1 .3753%
CWC-017 Bulk P~Set" 8Other Rev ASSIGN (21 .07) (30.88) 15 .81 4.3315%
CWC-018 Person, Fund PaymenU ASSIGN 21 .07 - 21 .07 3.7726%
CWC-019 gharPostE-PIaynIenIBenefits (OPEB) ASSIGN 21 .07 2035 0 .71 0.1945%
CWC420 PayrWMeIawOSM
CWC-021 F46falSell &City in=*TVWithheld ASSIGN 21 .07 14.34 8.73 1 .8438%
CWC42 FICA Taxes W191hsld-Empbyaa ASSIGN 21 .07 14.31 8.78 1 .8521%
CWC-023 OIhe7ErrmployeoWnhholdlnp ASSIGN 21 .07 15 .40 5.67 1 .5534%
CWC-024 Net Payroll ASSIGN 21 .07 14.44 8.63 1 .8164%
CWC425 AccruadVecallon ASSIGN 21 .07 344 .83 (323.78) -88.7014%
CWC-026
CWC427 Tax"
CWC428 Mvalorem/Property ASSIGN 21 .07 200 .42 (179 .35) 49.1370%
CWC429 FICA Taxes -6nployare ASSIGN 21 .07 14 .42 6.85 1 .8219%
CWC-030 UnampbyroonlTaxes-FUTA/St1TA ASSIGN 21 .07 68 .28 (47 .21) .12 .0342%
OWO-031 KS.CItfnnch4eTaxa ASSIGN 21 .07 47.87 (26 .60) .73877%
CWC4u MOOraesRelalpleTo ..-6% ASSIGN 21 .07 (11 .") 33 .01 9 .0428%
CWC433 MOGmssRaplpsTaxq-4% ASSIGN 21 .07 19.21 1 .88 0 .5098%
CWC-084 MOGross, ReceipUTaxes -MarCities ASSIGN 21 .07 13.46 7 .01 2 .0849%
CWC-035 Soft Taxea4O ASSIGN 21 .07 23.54 (2 .47) 4.8787%
CWC438 Sales TaxeH(S ASSIGN 21 .07 24.24 (3 .17) -0 .8085%
CWC037 Use To. ASSIGN 21 .07 73.65 (52.58) -14.055%
CWC-038
CWC-089
CWC-040 Currently Payable bcometaxes ASSIGN 21 .07 45.63 (24.56) 4 .7274%
CWC441 Interest

Even. ASSIGN 21 .07 86.55 (85.46) -17.9397%
CWC-042
CWC-043
CWC-044 %wGl
CWC445 Total Gross Payroll (12MOended9 .205) 180,132,468
CWC-04B Loses ; GmesPAMIIpaid byWCNOC 35,428,157
CVYC-047 Gross Payroll -hourredlnlamelly
CWC-046
CWC-049 Payroll Wlihholdlnps-Incurred Internally
CWC450 Raou l, SUM 8 City Income Tax Withheld 32,784,10 21 .7407%
CWC451 FICA Taxes Wllhhed-Emp" 11,807,315 7.8348%
CWC-052 Mar Emp"WIClholdlnp 27,871,470 18.3614%
CWC453 Total Wlihholdinps 47 .9368%


