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BBFOR& THB POBLIC SBRVlCB COMMISSION 

OF THE STATE OF HISSODRI 

In the matter of Laclede Gas Company 
of at. Louis, Missouri, for authority 
to file tariffs incroasing rates for 
gas service provided to ousto~ers in 
the Missouri service area of the 
cornpany. 

A F F I D A V I T 

STATE OF MISSOURI 

CITY OF ST. LOUlS 
ss. 

Mark n. Waltermi~e, of lawful age, being firat duly sworn, 
deposes and statass 

1. My name is ~ark D. Waltermire. I reside in Madison 
County, lllinoier ond I am Manager, Rate and Financial Planning of 
Laclede Gas Company, located at 720 Olive Street, St. Louie, 
Missouri 63101. 

2. Attached hereto and made a part hereof for all purposes 
is ror direct testimony, consisting of pages 1 to 14, inclusive, and 
Sect~on J - Schedules 14, 15, and 19. 

3. I hereby swear and affirm that my answers contained in 
the attached toati~ony to the questions therein propounded and the 
information contained in the attached schedules are true and 
correct to the best of my knowledge and belief. 

Subscribed and sworn to before me this ~day of March, 1992. 

~.;:,· ~ (I. . 4. . . -
--- HAR'tF.HH)S ~ 

tm'AA'i PU~UC sr,\ 1t ($ :-:!Ss«PJ 
s.r.t-:t~«:;ir1 

H'i~'fOP, .JJ.'i 2.f,liN 
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TBSTIHONY OF HARK D, WALTERMIRE 

1 Q. Please state your nwno and addi:ess. 

' 2 A. Hy name is Hark D, Waltermire and I reside at 806 Maple in 

3 Collinsville, Illinois. 

4 Q, What is yout present position? 

5 A, I am Manager, Rate and Financial Planning of Laclede Gae 

6 Coropany, 

1 Q, Please tell mo how long you have held your position and 

8 briefly deeodbe your responsibilities·. 

9 A, I was appointed to my present position· in rebru~ry, 1992. 

ld 

11 

12 

In this position, X an responsible for the finanoial 

aspects of rate matters generally, including financial 

analysis and planning. I a.ta also responsible for the 

13 preparation of various financial forecasts and wonitorin9 

14 regulatory trends and developments. 

15 Q, What is your eduoat;,.ional background? 

16 A. I graduated in 1980 f~om the University of Illinois at 

17 Urbana - Charo.paign with a Bachelor of Soience Degree in 

18 Accounting, 

19 O, Have you passed the Uniform CPA exam? 

20 A. Yes, I pa~sed the Uniform CPA exam in 1980 and hold 

21 Certificate Number 27,944 in the State of Illinois. 

22 o. Will you briefly describe your experience with the Company 

• 23 
prior to becoming Manager, Rate and F~nancial Planning? 

1 
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A. I joined Laolede in February, 1990 aa Aasistant to the 

Manager of Sudget and Financial Planning. In June, 1990 I 

3 was transferred to the poeition of Staff Aeeistnnt to the 

4 Vice President - Finance, I held this position until 

5 being promoted to Manager, Rate and Financial Planning, 

6 Q. Please describe your work experience prior to joining 

7 Laclede Gas Company. 

8 A. From June, 1980 through May, 1983, I worked in the 

9 St. Louis office of Deloitte, Has
1
kins & Bells (currently 

10 known as Deloitte & Touohe) whero l attained the position 

11 of Senior Accountant. I was ernployod from Hay, 1983 -

12 Haroh, 1986 by St. Joe Minerals C_ol:'poration where I 

13 progressed to the position of Division Controller of 

14 St. Joe Resources Company - National Zina Divieion. FtOOl 

15 Haroh, 1986 through Deaember, 1989, I was ewployed by 

16 Newhard, Cook & co. Incorporated where I progressed to the 

17 position of Vice President and Treasurer. 

18 Q. Are you a member of any professional societies? 

19 A. Yes, I am a member of the Amexioan Inetitute of certitied 

20 Public Aacountants and the Missouri sooiety of Certified 

21 Publio Accountants. 

22 Q. Have you previously filed testirn.ony before this 

23 commission? 

24 A, No, I have not. 

25 Q. What is the purpose of your testimony? 

26 A. I am sponeoring income statement adjustments for various 

• 

• 

27 expense categories including pension expense. I will also 9 
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25 

26 • 27 

present Laolede'e reque1t• and evidence in 1upport thereof 

for CorM\iesion Orders whioh will permit the company to 

adjust its financial statement• to retleot1 (1) the use 

of a contribution basis of accounting for determfoing the 

appropriate level of pension exp•n•e to be refleuted in 

rates and (2) the continued use ot tha:Company'e ourrent 

basis of accounting for recovering tho;oo1t of 

Post-Retirement Benefits Other than Pensions in rates 

after the effective date of Statement of Financial Ao~ 

counting Standards No, 1061 

Q. Pleasa list the eohedulee you are epon~oring, 

A, ha stated above, I am 1pon1oring several adjustments to 

utility operating income listed on Schedule 2 to Section 

J, TBST YJ!l\R UTILITY OPERATING INCOIIR AND ADJUSTMENTS, I 

am also sponsoring Sohedulaa 1,, 15 1 and 19 which were 

prepared by ma or under my supervision and which provide 

supporting detail for certain of roy adjuettuents to teet 

year utility operating inoome, These adjustments are 

described, in detail, below. 

Adjustments to Utility Operating Income 

Lock Box RKpanse 

0, Please discuss the ~djuatrnent to look box expense which 

you are sponsoring on Schedule 2 of Section J, 

A. Adjustment 4.b., detailed on Schedule 14, inoreaaes 

February 29, 1992 test year look box axpenee for the 

impact of new fee levels which took effect on November 1, 

1991, Laolede 1 s current contract witb Conimerce aank of 

3 
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st. Louis, N.~. d1otntes that look box processing fees are 

subject to annual adjustment on November 1 of each year. 

3 This fee increase ls based on the annual percentage 

4 inoroaoe in the September St, Louis Consumor Price lndeK 

5 for all Urban Consumers, 

6 New Customer Safety Information 

7 O, Please describe the next adjustment you are sponsoring, 

8 A, Adjustment 4.o., detailed on Schedule 14 of Seotion J, 

9 includes the coot of postage and paper stock ~osooiate.d 

10 with mailing safety information to new custo~ers, ~he 

11 Company is required to provide this infornati:on to new 

12 ouatomers au mandated by the Conwlesion. During the test 

13 year Laolede met this requirement by an information 

14 mailing to new customers with their first bill. However, 

15 as a ,:esult of ,:ecent disouseions with the. staff of the 

16 Commission, the Company will aQo&lerate the time frames 

11 within which this lnforMation will be provided to new 

18 oustomere. '!'hi.s ad:)ustn\ent reflects the inoreraental costs 

19 

20 

associated with this ohange, 

costs Related to Customer Growth 

21 o. Please explain your next adjuetrl\ent for costs associated 

22 with customer growth. 

23 A. Adjustment 4 .d., detailed on Schedule 14 of .section J, 

24 adjusts ouatoroer aocounte expense for increased postage 

25 and card stock expenses directly related to the growth in 

26 customer levels discussed in Company witness 

27 ~. A, Fallert'& testimony. 
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Pension Bxpen•• 

o. What ia your next adjuet.Jlilent? 

A. Adju1tment 5,a., det~iled on Sohedule 15 of seotion J, 

adjust& the combined cost of all Company pension and 

retirement income plane, (here~fter referred to collec­

tively as "pension• or •pensions~) to a contribution (or 

oaeh payment) level. 

Q. What is the basis of this adjustment? 

A. The basis of this adjustment is to record and include in 

the company's cost of service annualized pension cost of 

$1.9 million to be paid by Laclede to fund pensio.ne for 

the plan year ending September 30, 1992. 

o. Does the Coropany ourrently.eroploy a cOntribution basis to 

detetroine-the level of pension costs for financial report­

ing purposes? 

A. No, for financial reporting purposes, the company xecorda 

its pension cost on an accrual basis in accordanQe with 

Generally Accepted Accounting Principles {GAAP}. 

Q. WhY has Laclede proposed using annuali~ed contribution 

levels as the appropriate baeis for establishing.rates? 

A. The company has proposeQ using annualized contribution 

levels as the appropriate basis for establishing_ rates 

because it providea a lees volatile, more stable determi­

nation of overall pension costs from year to year. Since 

stability in rates is an iRportant objective in 

ratemaking, the contribution method would be a moro 

appropriate basis to uoe in new rates. 

5 
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o. Why will pension ooste determined on a contribution ba•l• 

be leeo volatile and more stable than tho ~othod used by 

Laclede for financial reporting purposeq? 

4 A. Under the contribution method proposed by Laolede, the 

5 ERISA minimum and IRS rnaximum contribution limits impose a 

6 floor and a celling on the levels of oo~tributions which 

7 may be made to tho co~pany 1s funded pension plans, 2RlSA 

8 minimum and lRS ~aximum contribution li~ita are each based 

9 on long~term interest rate assumptions which are not 

10 generally eMpeoted to change from year to year, As a 

11 result, tho amount of annual pension expense is less 

12 likely to fluctuate from year to year. 

13 

14 

On the other hand, pension costs detenained on the 

basie used for financial reporting can and have fallen 

15 below and exceeded theee limits, thus oreating volatility 

16 in deterininlng an annual pension expense. Under the 

17 method used for financial repo,:ting purposes, interest 

18 rate assumptions are expected to be reviewed in relation 

19 to variou8 interest rate benchmarks and, if necessary, to 

20 be adjusted annually, As these interest assumptions 

21 change from year to year, so does the.level of pension 

22 expense booked by a company, thus int~oduoing volatility. 

23 In addition to fluctuations in a~oruod pension cost 

24 duo to changes in interest rate assumptions, volatility 

25 

26 

27 

roay also result when, under certain oiroumstancee, the 

Coropany is required by GAAP to accelerate the recognition 

of certain pension debits or credits in its income 
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etate~ent. Due to the nature of the oiroUJ11etanoes which 

lead to the recognition of these items, tho Co~pany i• 

3 unable to forecast with any certain~Y their possible 

4 ooourrenoe and amount. As a result,. significant fluotua .. 

5 tionu in pension cost oan ocour during a year if oirown-

6 stances ariso which cause the Coropa~y to record these 

7 pension debits or credits irnmediate~y, rather than in the 

8 future as would otherwise occur. 

9 Q. How was the Level of pension cost proposed by Laclede in 

10 this case determined? 

11 A. The contribution basis proposed by Laclede incorporates 

12 contribution levels reoorrunended by our actuary. Their 

13 recommendation was designed to avoid year to year fluotua-.u tions in the Company•u required contributions to its 

15 funded pension plane. The Company has also included 

16 annualized levels of payments which will be made pursuant 

17 to the provisions of its unfunded pension plane for the 

18 pension plan year ending September 30, 1992. 

19 Q. Xe there another reason why the company has proposed using 

20 contribution levels of pension cost for ratemaking? 

21 A. Yee, Laclede believes it& uee of contribution levels for 

22 determining allowable pension expe~se in its cost of 

23 service is consistent with ~he ratemaking methodology 

24 oited in the Corrunlssion•a Repo~t and Order in Kansas Power 

25 and Light company's (KPL) Rate Case Nq, GR-91-291. In 

26 

• 27 

that case, the conuniasion ruled in favor of RPL end 

included oontributlons to their pension plan in cost of 

7 



l service. ~he Cotmiiasion 1 e decision waa ~a1ed on ita 

2 finding that KPU had been advised to make contributions to 

3 its plan by •an expert·in the NanageMent of pension plane 

4 whose recommendation was deeigned to avoid wide swings in 

s tho yearly contribution to the plan." Tl)is same situation 

6 is applicable to Laclede in this case, 

7 Q, Will the COfflpany's financial statomente be affected if 

8 pension ooste to be recovered in rates a~e determined on a 

9 contribution basis without also changing its book method? 

10 A, Yea, The amount of pension expenae (determined on a 

11 financial reporting basis) roportcd in the Company's 

12 financial etatemente will be different from the al!lount of 

13 pension expense (dete.rmined on a contribUtion basis) 

14 allowed to be recovered in revenue. The difference in • 15 pension expeneo determined under eaoh methodology is 

16 basically a timing difference which would result in a 

17 distortion to the Company's financial statements since the 

18 expense and revenue recovery of such coete will not occur 

19 in th? eaJO.e reporting periods. 

20 Q, Is there a way to mitigate the effect of this ti~ing 

21 difference in the Company's financial statements? 

22 A. ¥es. Under Statement of Financial Accounting standards 

23 No, 71 (FAS 71} 1 "Accounting for the ~ffeots of certain 

24 Types of Regulation,~ Laclede may, under certain condi-

25 tions, record a Regulatory Asset or Liability in its 

26 balance sheet for the amount of the difference between 

27 GA.AP and ratemaking methods of determining costs. Future • 
8 
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years• ditterencee botween aoorued pen•ion cost and actual 

contributions made to the Company'•s pension plan will 

3 likewise be reflected in Uaolede 1 _s incoe etate111.ent, and 

4 will aot to inoreaee or deorease the balance in a Regula-

5 tory Asset or Liability account. In essence then, FAS 11 

6 enables Laclede to reflect revenues and expenses in its 

7 financial statements on the same basis as that used for 

8 rateroaking purposes, 

9 Q. What actions of the Commission would allow the Company to 

10 implement tho proviaiona of FAS '11? 

11 A. Laclede could implement the provisions of FAS 71 if the 

12 Cororoiseion would issue an order authorizing Laclede to 

13 create a Regulatory Asset or Liability which would re£1eot 

. •. 14 the difference between the contribution level and the 

15 finnnoial reporting level of pension oost. ~he order 

16 would state that for both current and future rate proceed~ 

17 inge, the contribution basis of determining pension cost 
' 

18 was the moat appropriate method to use for establishing 

19 rates. Further, if at some later date, the Coinmission 

20 determines that a method other than the contribution basis 

21 is ~ore appropriate for determining pension cost, any 

22 deferred amounts remaining in the Regulatory Asset or 

23 Liability account at that time would be aubjeot to recov~ 

24 ery from or reversion to ratapayers in the future, 

25 Q. Is Laoleda requesting that tho Commission iesue euoh an 

26 order in this proceeding? 

• 
9 
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A. Yes, Laclede ie hereby requestirig that such an order be 

issued by the Connieeion in thi~ proceeding, 

3 Trustee Fees and AdMinietration BKp~nse 

4 Q. Please continue your explanation of the adjustments you 

5 are sponsoring, 

6 A. 1'.djusttnent 5,b., detailed on Schedule 15 of Section J, 

7 refleoto increased trustee fees based on the increased· 

8 value of projected pension plan assets ~anuged by the 

.9 trustees at August 31, 1992. In addition, Co~pany contri-

10 butions to 40l(k) Wage and Salary Deferral Savings Plane 

11 have been noi:-malized to reflect (1) increased Company 

12 matching contribution levels effective Hay 1, 1992 and (2) 

13 adjusted wage and salary levels. 

14 Rate Case Rxpense 

15 Q, Please eHplain your Adjustment 5,h. to rate caso expense. 

16 A. This adjustment ia necessary to increase February 29, 1992 

17 test year expense to reflect t~e antioipated level of 

18 out-of•pooket costs to be incurred by Laclede in conneo~ 

19 tion with this proceeding, 

20 Materials and Supplies expense 

21 Q, Please explain your next Adjustment, 

22 A. Adjudtment 7.b., Schedule 19, refleote the expaotod 

23 increases in prices of materials and supplies (issued froM 

24 stock) charged to operation and maintenance to August 31, 

25 1992 levels, This adjustment ls designed to allow in 

26 rates sufficient expense to cover price changes for the 

10 
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.:nc,-,'!:Jf.: • 
• l wide variety of materials a.nd supplies the Company uses 

2 for operation and maintenance. 

3 Other Poet~Retirement Benefits 

4 Q. Please briefly describe State~ent of Finanoial Accounting 

5 Standards No. 106 (FAS 106), •Employers' Aooounting for 

6 Post~Retirement BenefitB Other Than Pensions.~ 

7 A. FAS 106 wao issued by the Finanoial Accounting Standards 

8 noard (FASD) in December, 1990. It is considered OAAP for 

9 financial reporting purposes and companies, suoh as 

10 Laclede, are required to adopt its provisions for fisoal 

11 years beginning after December 15, 199Z. 

12 FAS 106 prescribes a method whioh requires co~panies 

13 to acorue a liability for the cost of Poat-Retirement 

• 14 Benefits Other than Pensions {PBOPs) o~rrently being 

15 earned by employees, but which are not expected to be paid 

16 until sometime in the future. PBOPs include, but are not 

17 li~ited to, benefitS such as retiree medical and life 

18 insurance programs. 

19 Host companies currently report POOP costs on a 

20 pay-as-you-go basis. It is expaoted that the movement to 

21 an aoorual basis under FAS 106 will result in expenses 

22 which will be significantly larger than the pay-as-you-go 

23 expenses currently being recorded for financial reporting 

24 purposes. 

25 o. When will Laclede be required to adopt the provisions of 

26 FAS 106 for financial reporting purposes? • 
11 



1 A, The COJJ.Pany will be required to adopt FAS 106 for its 

2 fiscal year beginning October 1, 1993 (fisoal 1994), • 
3 Q, Is taolede currently planning to adopt the provisions of 

4 FAS 106 prior to Ooto~er 1, 1993, 

5 A, No, it is not, 

6 Q, Has Laclede made a dete'rmination of its expected FAS 106 

7 cost for fiscal 1994? 

8 A, The Company is still in the process of analy?.ing the 

9 requirem.ento of FAS 106 and has not yet comtllisoioned it& 

10 outside actuary to mako the calculations necessary to 

11 project its Fl\S 106 cost for fiscal 1994, However, the 

12 Company expoots that its FAS 106 costs will result in a 

13 higher level of expense_ ~han that currently reported in 

14 its financial statements, • 15 Q, On what basis has Laclede sought recovery of-its J?POP 

16 costs in this filing? 

17 A. At this time, the Company believes that th~ continuation 

18 of its current praot:ioe of recording PBOP c;osts is more 

19 appropriate for ratemaking purposes than requesting 

20 recovery of such costs on a FAS 106 basis. The Company's 

21 position is based on the facts that (1) it is not planning 

22 to adopt the provisions of FAS 106 prior to fiscal 1994, 

23 and (2) the current roethod of recording PBOP costs has 

24 been used, and accepted by Staff, in previous rate 

25 filings. 

26 Laclede does, however, reserve the right to change 

27 its position on this subject at soma future date. If it • 
12 



• 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

• 14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

• 27 

does, any euoh ohange would be eubjeot to review by the 

Conur,iosion. 

Q. To your knowledge, has the corrmlasion l~dloated how it 

will treat FAS 106 costs for xatemaklng purposes? 

A, To my knowledge, the CottmliBsion has not, as yet, specifi­

cally addressed this issue. 

Q. Will there be an effeot 011 the company' a financial otnta­

ments if the Conwiesion determines subsequent to taolede's 

adoption of FAS 106 that it is not the appropriate basis 

for determining ratemaking PPOP coate, or the Company is 

required to adopt FAS 106 prior to its next general rate 

filing? 

A, ¥es, 

Q. What will be the initial effect of these actions on 

Laolede 1 s financial statements? 

A, Ao roentioned previously, the Company eXpeots lta FAS 106 

PBOP costs to be higher than th?se currently proposed for 

recovert in rates. As a result, the i~paot on the Compa­

ny's inco1ne statement will be that FAS 106 ek:pense will be 

greater than the level of PBOP costs being recovered in 

revenuee. Thie mismatch of revenue and expenso levels 

will roeult in the Company earning lees than its author­

ized rate of return unless FAS 106 costs are recognized 

for ratemaking purposes. 

Q. Is there a way to avoid this revenue shortfall and to 

prevent this difference from impaoting the Company's 

financial statements? 

13 
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A. Yes. fhe Coco.p~ny is hereby requesting that the Cosaieeion 

iaeue an order, aiJ\ilar to that requ.ested 1h 11,y pension 

3 teetilnony, stating the Convaiasion•e finding that the 

4 Coropnny I e our rent accounting proceduree for recording PBOP 

5 cost is the appropriate method to use for ratemaking 

6 pu~poses, and, concurrent with the Company's required 

7 adoption of FAS 106, Laclede is autnorhe<\ to defer the 

8 difference betwoen ratemaking and VAS 106 PBOP expense 

9 levels in a Regulatory Asset account, Further, if at so~e 

10 future date the Commission detenninos that some other 

11 method of determining PBOP cost ie rnore appropriate for 

12 ratemaking purposee, ·the Commission's order should provide 

13 that any deferred amounts remaining in the Regulatory 

14 Asset account at that tiroa would be subject to recovery 

15 from ratepayers. Suoh an order would allow the co~pany to 

16 implement regulatory accounting under FAS 71 and adjust 

17 its financial statements to properly refleot the iropaot of 

18 recovering PDOP costs in rates at levels o_ther than that 

19 required by PAS 106, 

20 Q. Does Laclede know of any other State Conwissions that have 

21 granted si~ilar orders pertaining to FAS 106 suoh as tha 

22 one requested above? 

23 A. Yes. Such an order was granted by the Georgia Public 

24 Service Commission to Georgia Power Company in Docket 

25 No, 4007-U, 

26 Q. Does this conclude your testimony? 

27 A. Yee, it does. 

14 

• 

• 






