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l

	

REBUTTAL TESTIMONY
2

	

OF
3

	

MICHAEL J. ADAMS
4

	

CASE NO. ER-2007-0002

G

	

I.

	

INTRODUCTION AND WITNESS QUALIFICATIONS

7

	

Q.

	

Please state your name and business address.

8

	

A.

	

My name is Michael J. Adams. My business address is 77 South Bedford

9

	

Street, Suite 400, Burlington, Massachusetts 01803 .

10

	

Q.

	

Areyou the same Michael J. Adams that filed direct testimony in this

Il proceeding?

12

	

A.

	

Yes, I am .

13

14

	

11 .

	

PURPOSE AND SCOPE

15

	

Q.

	

What is the purpose of your rebuttal testimony?

I G

	

A.

	

Thepurpose of my rebuttal testimony is to respond to the Cash Working

17

	

Capital ("CWC") calculation sponsored by Missouri Public Service Commission

I S

	

("MPSC" or the "Commission") Staff witness Began.

19

	

Q.

	

What level of CWC requirements did the Company file for in its

20

	

direct case?

21

	

A.

	

As shown on Ameren Schedule GSW-E24, the Company requested a

22

	

negative cash working capital requirement of $4.2 million excluding income tax and

23

	

interest offsets .

24

	

Q.

	

What level of CWC requirements is the Staff recommending in its

25

	

direct case?



1

	

A.

	

Staff witness Began has recommended a cash working capital requirement

2

	

ofa negative $36 .0 million, excluding income tax and interest offsets .

3

	

Q.

	

To what do you attribute the differences in the level of CWC

4

	

requirements requested by the Company and that proposed by Staff witness Began?

5

	

A.

	

Theprimary drivers of the differences between the Company's requested

6

	

level of CWC and that proposed by Staff are a result of the following errors in Staff's

7 analysis :

8

	

l .

	

Incomplete calculation of the revenue lag ;

9

	

2.

	

Inclusion of non-cash items (i .e ., vacation payroll) in the cash

10

	

working capital analysis ;

1 1

	

3 .

	

Incorrect revenue lag days associated with Sales & Use Taxes and

12

	

Gross Receipts Taxes; and

13

	

4.

	

Differences in the levels of test year expenses used in the

14

	

calculation of the Company's cash working capital requirements .

15

	

1 will address the first three differences in my rebuttal testimony . To the extent

16

	

that the differences in Staffs expense levels are materially different than those presented

17

	

by the Company, various Company witnesses will address those differences .

18

	

Q.

	

In addition to your rebuttal testimony in this proceeding are you

19

	

sponsoring any other exhibits?

20

	

A.

	

Yes. In addition to my testimony, I am sponsoring Exhibits M.fA-E2 .1

21

	

through M.IA-E2 .6 .



1

	

Q.

	

Have you prepared a side-by-side comparison of the results of your

cash working capital requirements calculation and the one prepared by Staff

3

	

witness Began'?

4

	

A.

	

Yes. Exhibit MJA-E2.1 shows a side-to-side comparison of the two

5

	

calculations .

6

7 Ill .

S

9

	

A.

10

	

the amortnt of time between when the Company provides service and when the Company

1 I

	

receives payment for that service from ratepayers . 1 " In proposing that the Commission

12

	

adopt a total of 37 .43 revenue lag days, Staff witness Began defines revenue lag as the

13

	

sum of the lags associated with usage, billing, and collections .

14

	

Q.

	

Do you agree with Staff's definition of revenue lag?

15

	

A.

	

No. I agree with Staff witness Began that the service or usage lag, the

16

	

billing lag, and the collections lag are three components of the revenue lag . 1 disagree,

17

	

however, with Staff's omission of two additional components that are integral parts of an

I S

	

overall revenue lag - payment processing and bank float.

19

	

Q.

	

Explain why payment processing should be considered as part of the

20

	

revenue lag.

21

	

A.

	

It is important to recognize that once a customer's bill is due, that payment

22

	

does not immediately transform itself into cash for the Company's use . The Company

23

	

has to process the customer's payment and deposit it into its bank or financial institution .

INCOMPLETE CALCULATION OF REVENUE LAGS

How does Staff witness Began define revenue lag?

According to Staff witness Began's direct testimony, "The revenue lag is

Q.

Direct Testimony of Edward F. Began CPA, Case No . ER-2007-002, p.8, lines I-2



I

	

The additional time associated with processing customer payments therefore should be

Z

	

included in a lead-lag analysis . By electing to exclude payment processing from the

3

	

revenue collection process, Staff witness Began has understated the overall revenue lag

4

	

time used in his derivation of the Company's cash working capital requirements . Thus, 1

recommend that the Commission accept the Company's 1 .13 day estimate of payment

6

	

processing lag.

7

	

Q.

	

Please explain how the payment processing lag of 1 .13 days was

S determined .

9

	

A.

	

Thepayment processing lag of 1 .13 days was arrived at by analyzing the

10

	

SOUrCC of funds received via the customer's various payment methods and determining

I I

	

the amount of time, on a dollar-weighted basis, that it takes for the funds to be actually

12

	

received by the Company and transported to the bank for depositing .

13

	

Q.

	

Explain why bank float should be considered as part of the revenue

14 lag.

1 5

	

A.

	

Subsequent to payment processing, the Company has to deposit the

16

	

customer's payment instrument (e.g ., check) into its bank or financial institution. The

17

	

Company's bank, on receipt ofthe check, does not make all the funds immediately

I S

	

available to the Company for its use. A certain amount is immediately available, a

19

	

certain amount is available the next day, and the balance is available to the Company

20

	

after 2+ days . Again, by electing to ignore this link in the overall revenue lag chain, Staff

21

	

witness Began has understated the revenue lag time used in his derivation of the cash

22

	

working capital requirements of the Company. Thus, I recommend that Commission



1

	

adopt the Company's 1 .02 day estimate ofbank float for inclusion as part of the overall

2

	

revenue lag.

_3

	

Q.

	

How was the 1 .02 day bank float lag calculated?

4

	

A.

	

The bank float lag of 1 .02 days was calculated based upon actual fund

5

	

availability data obtained from the Company's bank .

6

	

Q.

	

Does Staff witness Began address the issue of bank float in his

7 testinionv?

S

	

A.

	

Yes. Staff witness Began states that "The Commission has consistently

9

	

excluded any bank float lag because it changes the definition of payment/collection lag

10

	

from the time the Company takes to pay a bill or waits to receive customer payments to

1 1

	

the time the bank takes to debit or credit the Company's bank account for the funds. 2,,

12

	

He uses this as the basis for ignoring the float on both payments received by the

13

	

Company from customers as well as payments made by the Company to its vendors.

14

	

Q.

	

Is Staff witness Began's proposed treatment of bank float

15 appropriate?

16

	

A.

	

No. I believe that the Company's inclusion of bank float in the analysis of

17

	

both revenue lags and expense leads is appropriate for two reasons . first, Staff witness

I S

	

Began himself defines the CWC requirement as "the amount of cash necessary for a

19

	

utility to pay the day-to-day expenses it incurs in providing service to the ratepayer."" If

20

	

the source of cash to pay such day to-day expenses is a checkreceived from a customer,

21

	

that check is worthless to the Company to pay a vendor's bill unless the check has been

- Ibid, p . 17, lines 11-14.
' [bid, p . 5, lines 18-19.



1

	

deposited into the Company's account and the funds have been cleared . Staff witness

2

	

Began's analysis fails to reflect this simple fact .

3

	

Second, by reflecting the payment processing and bank float on both

4

	

payments received and payments made, the Company is presenting a more accurate and

5

	

complete picture of its sources and the ultimate disposition of cash . Thus, I recommend

6

	

that the Commission reject Staff witness Began's position on the issue of the payment

7

	

processing and bank float in favor of the Company's position .

8

	

Q.

	

In your opinion, is the change in the definition of the revenue lag that

9

	

seems to concern Staff witness Began warranted?

10

	

A.

	

Yes. The revenue lag which is actually experienced by the Company does

1 I

	

not end when a customer sends a payment. At that point, the Company still does not

12

	

have access to those funds. Therefore, it is appropriate to reflect the payment processing

13

	

lag and the bank float lag in the CWC analysis . The Commission should modify its

14

	

definition of the revenue lag to reflect this reality .

15

	

Q.

	

Are you aware of any other regulatory jurisdictions which exclude the

16

	

payment processing and bank float lags from the determination of the overall

17

	

revenue lag?

18

	

A.

	

No . 1 have provided testimony regarding the cash working capital

19

	

requirements on behalf of my clients in a number of different regulatory jtnisdictions . In

20

	

each of those regulatory jurisdictions the payment processing and bank float lags were

21

	

included in the determination of the overall revenue lag.

22

	

Q.

	

What is the impact of excluding payment processing and bank float

23

	

from the overall revenue lag alone?



1

	

A.

	

As Exhibit MJA-E2.2 shows, using the expense levels as filed by the

2

	

Company and excluding payment processing and bank float from the overall revenue lag

3

	

results in a Company cash working capital requirement of negative $17 million compared

4

	

with the negative $4.2 million as filed by the Company, i .e ., a difference of

approximately $12 .8 million .

6

	

Q.

	

What is the impact of excluding payment processing and bank float

7

	

on both revenue lags and expense leads?

8

	

A.

	

To determine the impact of excluding payment processing and bank float

on both revenue lags and expense leads, one has to first determine the expense items to

which payment processing and bank float are applicable . The expense items to which

payment processing and bank float are applicable include payments for fuel oil, cash

vouchers (or other operations and maintenance), property taxes, corporation franchise

taxes and gross receipts taxes. As shown on Exhibit MJA-E2.3, if payment processing

and bank float were to be excluded on both revenue lags and the major categories of

expense leads using the expense levels as filed by the Company, the resulting cash

working capital requirement of the Company is negative $26 .6 million compared with the

negative $4.2 million as filed by the Company, a difference of $22 .4 million.

Q.

	

What is the impact of including payment processing and bank float on

both revenue lags and expense leads in Staff witness Began's presentation of the

Company's cash working capital requirements?

Assuming that the expense levels used by Staff witness Began in the

calculation of the Company's cash working capital requirement are correct, including

9

10

11

12

13

14

15

16

17

18

19

20

2l

	

A.

22

23

	

payment processing and bank float on both revenue lags and expense leads of Staff



I

	

witness Began's results in a cash working capital requirement of negative $36 .6 million

2

	

compared with the negative $4.2 million as filed by the Company. The impact is shown

3

	

on Exhibit MJA-E2.4,

4

5

	

IV .

	

NON-CASH FACTORS IN THE LEAD-LAG ANALYSIS

6

	

Q.

	

What non-cash factors are presented in Staff witness Began's

7

	

presentation of cash working capital?

S

	

A.

	

Staff witness Began has inappropriately included the Company's vacation

9

	

accrual, a balance sheet item, in his cash working capital analysis .

10

	

Q.

	

What does the vacation accrual represent?

11

	

A.

	

The vacation accrual represents a liability on behalf of the Company

12

	

associated with vacation time earned or banked by its employees . If the Company were

13

	

to cease operations, the employees would theoretically be owed the amount of vacation

14

	

pay that had been accrued.

15

	

Q.

	

Is it appropriate to include the vacation accrual in a cash working

I6

	

capital analysis?

17

	

A.

	

No . As I previously stated, the item represents an accrual to reflect

I S

	

potential liabilities . The vacation accrual included in Staff witness Began's cash working

19

	

capital calculation does not represent an annual cash expense. Rather, the vacation

20

	

accrual remains on the Company's balance sheet to reflect a potential liability .

21

	

Q.

	

Is Staff witness Began's proposed treatment of the vacation payroll

22

	

necessary to accurately reflect an annualized level of payroll-related expenses'?



I

	

A.

	

No. The Company's proposed level of expenses already reflects twelve

2

	

months of payroll-related expenses . Including an additional amount of compensation

3

	

associated with the vacation accrual results in an artificially inflated level of expenses

4

	

included in Staff witness Began's cash working capital analysis .

5

	

Q.

	

Why is the vacation accrual a non-cash factor that should not he

6

	

included in an estimation of cash working capital?

7

	

A.

	

Staff witness Began's treatment of the vacation accrual infers that an

8

	

employee of the Company has the opportunity to earn extra cash while on vacation . This

9

	

is simply not the case . An employee of the Company earns his/her regular paycheck

10

	

while on vacation . For Staff witness Began's treatment to be accurate either the

t I

	

Company would need to cease operations or, conversely, every employee would have to

12

	

quit after they had vested vacation time . Neither scenario is likely to occur. Thus,

13

	

vacation payroll is not a legitimate cash expense and has not been considered in the

14

	

Company's study.

15

	

Q.

	

Does the Missouri PSC Staff have a position regarding the inclusion of

16

	

non-cash items in lead lag studies?

17

	

A.

	

Yes. Based upon my understanding of Staff's Cash Working Capital

I S

	

handbook, which was provided by MPSC Staff in response to a data request within Case

19

	

GR-2003-0517, Staff has opposed inclusion of non-cash items in lead lag studies. The

20

	

handbook correctly states, "the utility does not need to have cash on hand for these

21

	

expenses because there is no cash outlay associated with these items."



I

	

Q.

	

Setting aside the question of whether the vacation payroll issue is an

2

	

accrual or not, do you agree with the expense lead that Staff witness Began applies

3

	

to vacation amounts?

4

	

A.

	

No . The expense lead used by Staff witness Began is unreasonably long .

5

	

The fact is that the Company's payment of vacation time is on the same time frame as

6

	

regular payroll expenses . No separate fund of money is funded or maintained associated

7

	

with the accrued vacation . Those vacation payments are made from normal cash flows

8

	

the same as payroll expenses . Therefore, the payroll lead Should also be applied to the

9

	

vacation payroll amounts .

10

	

Q.

	

What impact does the inappropriate inclusion of the vacation payroll

I I

	

in Staff's analysis have on the Company's overall CWC requirements?

12

	

A.

	

By including the vacation payroll in his analysis, Staff witness Began has

13

	

understated the Company's CWC requirements by over $13 million . The impact of

14

	

excluding vacation payroll from Staff witness Began's analysis is shown on Exhibit

15

	

M.IA-E2 .5 . As seen within the exhibit, assuming the expense levels as tiled by Staff

16

	

witness Began are correct, excluding vacation payroll from the analysis results in a cash

17

	

working capital requirement of a negative $23 million compared with the negative $36

18

	

million as filed by Staff.

19

20

	

V.

	

INCORRECT REVENUELAG DAYS ASSOCIATED WITH SALES &
21

	

USETAXES AND GROSS RECEIPTS TAXES
22
23

	

Q.

	

Why does Staff witness Began elect to use alternate revenue lag days

24

	

for sales and use taxes?

10



I

	

A.

	

According to Staff witness Began, the Company's liability for forwarding

2

	

sales and use taxes to the respective taxing authorities does not begin until such taxes are

3

	

collected . Thus, a revenue lag time of zero has been assigned to sales and use taxes

4

	

associated with service lag and billing lag. Staff witness Began assigns only the

5

	

collections piece (i .e., 21 .78 days) of the revenue lag to gross receipts taxes on the

6

	

grounds that the liability to pay such taxes occurs only after bills have been sent to

7 customers .

8

	

Q.

	

Do you agree with Staff witness Began with regard to his position on

9

	

sales and use taxes?

10

	

A.

	

No. As I discussed earlier, the revenue lag consists of a chain of events .

1 1

	

The customer receives a service from the Company; the Company reads the meter to

12

	

determine the amount of service received during a given period of time, the Company

13

	

bills the customer for that service; the customer pays the bill ; the Company processes the

14

	

payment; and the funds become available to the Company at the bank .

1 5

	

Staff witness Began's approach selectively chooses to ignore links in the

16

	

revenue lag chain. Staff witness Began presumes that the Company's obligation to pay

17

	

the taxes coincides with the issuance of the bill in the case of gross receipts taxes.

1 S

	

Therefore, he erroneously reflects only the collections lag portion of the overall reveiuie

19

	

lag. He takes an even more unreasonable position with regards to sales and use taxes by

20

	

reflecting no revenue lag for these items. Such a position does not reflect the reality of

21

	

the revenue lag process .

22

	

Theissuance of a bill to a customer reflecting an amount of gross receipts

23

	

taxes is simply an event. The printing ofthe bill did not generate the Company's



I

	

obligation related to the taxes - the Company's obligation related to the taxes occurred

2

	

when that customer used the Company's services .

3

	

Staff witness Began would have the Commission believe that the

4

	

Company incurs an obligation related to sales and use taxes without any consideration of

the revenue lag process . Clearly these taxes are legitimate business expenses which are

6

	

recovered from customers via the monthly billing process . Therefore, it is appropriate to

7

	

reflect the entire revenue lag amount when determining the cash working capital impact

S

	

associated with the sales and use taxes.

9

	

Q.

	

What impact does Staff witness Began's proposed treatment of the

10

	

revenue lag for sales and use taxes and gross receipts taxes have on the

I 1

	

determination of the Company's CWC requirements?

12

	

A.

	

Even if one were to apply Staff witness Began's revenue lag number

13

	

which, for reasons described earlier, is incomplete, the inappropriate treatment of the

14

	

revenue lag for sales and use taxes and gross receipts taxes results in an understatement

15

	

of the Company's CWC requirements of approximately $9 .6 million . The impact is

16

	

shown on Exhibit MJA-E2.6 .

17

1 S

	

NIL

	

SUMMARY OF RECOMMENDATIONS

19

	

Q.

	

Please summarize your recommendations to the Commission .

2o

	

A.

	

I recommend that the Commission :

21

	

1 .

	

Adopt the Company's calculation of the revenue lag which

22

	

appropriately includes the lags associated with payment processing

23

	

and bank float.

24

	

2.

	

Include bank float on cash outflows .

1 2



Reject the inclusion of non-cash items, i.e ., vacation payroll, in Staff

witness Began's analysis because it does not reflect the actual flow of

funds associated with payroll.

Reject Staffwitness Began's utilization of alternate revenue lag times

for sales and use taxes and gross receipts taxes.

Require the Company to update its presentation of CWC once these

lead-lag studies and CWC issues, as well as other issues related to the

level of the Company's Operation and Maintenance Expenses, have

been resolved .

oes this conclude your rebuttal testimony?

es, it does .

1 3 .

2

3

4 4.

G 5.

7

S

9

10 Q .

I I A.
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In the Matter of Union Electric Company
d/b/a AmerenUE for Authority to File
Tariffs Increasing Rates for Electric
Service Provided tp Customers in the
Company's Missouri Service Area .

STATE OF MISSOURI

	

)
ss

CITY OF ST. LOUIS

	

)

2.

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

Case No. ER-2007-0002

AFFIDAVIT OF MICHAEL J. ADAMS

Michael J . Adams, being first duly sworn on his oath, states :

I .

	

My name is Michael J. Adams. I work in Springfield, Illinois and I am a Director

in the Energy Practice ofNavigant Consulting, Inc .

Attached hereto and made a part hereof for all purposes is my Rebuttal Testimony

on behalf of Union Electric Company d/b/a AmerenUE consisting of 13 pages, together with

Exhibit MJA-E2 (6 pages), which have been prepared in written form for introduction into

evidence in the above-referenced docket.

3 .

	

I hereby swear and affirm that my answers contained in the attached testimony to

the questions therein propounded are true and correct .

My commission expires :

Subscribed and sworn to before me this ,~oli`day of February, 2007.

Nory Public

'6 ICIAL SEAL
KATHERINE Q. ADAMS

	

1
NOTARY PUBLIC, STATE Of ILLINOIS

MYCOMMISSION E%PIRES T-14-21)09


