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BEFORE THE PUBLIC SERVICE COMHISSION
OF THE STATE OF MISSOURI

In the matter of lLaclede Gas Company )

of 8t. Louls, Missouri, for authority }

to file tariffs increasing rates for } Ccasa to, GR-92~165
gas mervice provided to customers in )

the Hissourl mervice area of the )

Company. }

APFIDAVIT

STATE OF MISSOURI ) X

88,
cITY¥ OF 8T, LOUIS )

Mark D. Waltermire, of lawful age, helng £irst duly sworn,
depogea and states:

1. My name is Mark D. Waltermire, I reside in Madison
County, Illinois; end I am Hanagexr, Hate and Financial Planning of
Laclede Gas Company, located at 720 Olive Street, St, Louis,
Missourld 63101,

2. Attached hereto and made a part hereof for all purposes
is my direct testimony, consisting of pages 1 teo 14, irclusiver and
Section J ~ Schedules 14, 15, and 19.

3. I hereby awear and affirm that my answers contained in
the attached testimony to the queations therein propounded and the
information contained in the attached schedules are trua and
corract to the best of my knowledge and ballef.

&drg §- Ws Etem;re

Subscribed and sworn to bafore me this Zpz% day of March, 1992.

+
- . '.-'
k;! — e

HARYF, 03

HOTASY PLALKS STATE O M3 E0UY
SRS LG

HY QIS 8P, ARV 24,170
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TRSTIMONY OF HARK D, WALTERHMIRE

Please state your name and address,

My name 1s Mark D, Waltermire and I resida at 806 Haple in

Collinsville, Illinois.

What is your §reaent position?

T am Manager, Rate and Financial pianning of Laclede Gas
Company.

please tell me how long you have held your position and
briefly describe your responsibilities.

I was appointed to my present position’in February, 1992.
In this position, I am rasponsible for the financlal
aepects of rate mattexrs genorally, inoluding £inancial
analysis and planning. I am also responsible for the
preparation of various financial forecasts and monitoring
ragulatory trends and developments.

What 1s your educational kackground?

I graduated in 1980 from the Universlty of Illinois at
Urbana - Champalgn with a Bachelor of S8clence Degree in
Accounting,

Have you pasged the Unlform CPA exam?

Yas, I passed the Uniform CPA exam in 1980 and held
Certificate Humber 27,544 in the State of Illinois.

Will you briefly describe your experiance with the Company

prior to becoming Manager, Rate and Financlal Planning?
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I joined Laclede in Febyuary, 1990 as Aszistant to the
Manager of Budget and Financlal Planning. In June, 1990 I
was transferred to the poaition of Staff haslatant to the
Vice President ~ Finance. I held this position until

being promoted to Managex, Rate ahd Financial Planning.

Pleane describe your work experiehce prior to joining

Liaclede Gas Company.

From June, 1980 through May, 1983, I worked in the

8t. lLouis office of Daloltte, Haqkins & Sells (currently
known as Deleoitte & Touchse) wher& 1 attained the posgition

of Senlory Accountant. 1 was empioyad from Hay, 1983 -

. Harch, 1986 by 8t. Joe Hinerals dorpuration vwhere I

praogressed to the position of Division Controller of

St. Joe Resourxces Company - National Zine Division. From
Harch, 1986 through Decembar, 1989, I was employed by
Newhaxd, Cook & Co. Incorporated where I progressed to the
position of Vice Prasident and T;easurer.

Axe jou & membexr of any professional sculetles?

Yas, I am a member of the American Institute of Certified
Public hAccountants and the Missouri Sociaty of Certified
Public¢ Accountants.

Have-you previously file@ testinony before this
Com@ission?

Ro, I have not.

Hihat is the purpose of your tastimony?

I am sponsoring income statement adjustments for various

expengse categories including pension expsnse. Y will also
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present Lacleda's raquasts and evidanca in support thereof
for Commlesion Orders which will permit the Company to
adjust its £inancial statements to reflect: {1} the usze
of a contribution basls of acoounting for determining the
appropriate level of pension expesnse t@ ba ratleuted in
rates and (2) the vontinued use of the.Company's current
basls of accounting for raecovering the:cost of
Post~Retirement Beneflte Othsr than Paﬁaiona in rates
after the effective date of Statement of Finanolal Ac-
counting Standards Ho, 106,

Please list the schedulas you are span&oring.

As stated above, I am aponsoring several adjustments to
utility operating inoome listed on ﬂoh;dule 2 to Section
J, TEST YEAR UTILITY OPERATING INCOME AND ADJUSTMENTS., I
am also sponsoring Schedules 14, 16, and 19 whioh ware
prepared by me or under my supervislon and éhich provide
supporting detail for certain of my adjustments to tast
year utility operating inoeme, Thege adjustments are

described, in Qetail, bslow.

Adjustments to Utility Operating Income

Lock Box Expange

Ql

Please disouss the adjustment to look box expense which

you are sponsoring on Schedule 2 of Seotlon J.
Adjustment 4.b,, detailed on Schedule 14, inoreases
February 29, 1992 test year look kox expense for the
impact of new fee levals which took effect on Hovember 1,

1991, laclede's current contract with Commerce Bank of
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8t, Louls, H.A, diotates tﬁat lock hox processing fees are
gsubjeot to annual adjuetment on Movember 1 of each yeax.
This fes inorease is based on the annual percentage
inorease in the September 8¢, Louls Consumer Price Index
for all Urban Consumars,

customer Safety Information

Plesse desoxibe the next adjustment you are s?onsorlng.
adjustment 4.o., detailed on Schedule 14 of Section J,
includes the cosk of postage and paper stook assooiated
with malling safety information to new customerxs, The

Company is required to provide this information to new

customers as mandated by the Commiasion., During the test

yaar Lacledas met this requirement by an information
malling to new customexs with their first bil)l. However,
as a result of recent discussions with the Staff of the
Commission, the Company will acoslerate the time frames
within whioh this information wlll be provided to new
oustomexs. This adjustment reflects the incremental coste

asgociated with this change.

Copts Related to Customer Growth

Q‘

Please explain your next adjustment for costs aspociated
with ocustomer growth.

Adjustment 4.d., detalled on Scohedule 14 of Section J,
adjusts ocustomer accounte expense for increased postage
and oard_ﬂtock axpengas directly rxelated to the growth in
customer levels discussed in Company witness

J. A, Fallert's testimony.
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Pensjon Expenss

Q.
A,

what ie your next adjustmant?
Adjustment 5.,a., detailed on Sochedule 15 of Seobion J,
adjusts the combined cost of all Company pension and

vetiremant income plans, {hereafter roferred to collec-

tively as *peansion” or *penaions®) to a contribution {ox

cagh payment) level.

what is the basls of this adjustment?

The basis of thip adjuetment is to record and 1nclude in
the Company's cost of sexvice annualizad pension cost of
$1.9 million to be pald by Laclade to fund pensions for
the plan year ending geptember 30, 1992,

Does the Company currently employ a contribution bagls to
determine the lavel of pension costs fox financial report-
ing purposes?

Ho, for fimancial reporting purposes, the Company records
its pension cost on an acorual basis in accoxdange with
Generally Aocepted Accounting Principles (GAAP}.

Why has Laclede proposed using annualized contribution
ievels as the appropriate basls for establishing rates?
The Company has proposed using annualized contributlon
ievels as the appropriate basis for establishing rates
hecause it provides a less volatile, more stable determi-
nation of overall pension costs from yesaxr to year. Sincae
gtability in rates is an important objective in
ratemaking, the contribution methad would be a more

appropriate basis to use in new rates.




Q. #hy ulil ponsion costs detexmined on a contribution basis
be lees volatila and more stable than the method used by
Laclede for finsnoial reporting purposes?

Under the gontributlion metheod propoqed by Laclede, the
ERISBA minimum and IRS pawimum gontxibution limits impose a
floor and a celling on the levels of ooﬁtributions whioch
may be made to the Company!s funded penalon plans. ERISA
minlmun and IRS maximum contribution limits are each bhased
on long~term lnterest rate aspumptions which are not
gaenerally expected to change from yeaxr to year. As a
result, the amount of annual pension expense is less
likely to fluctuate from year to year.

on the other hand, pension costs detexmined on the

basis weed for finanolal reporting can and have fallen .

bolow and exceeded these limits, thus creating volatility
in determining an annual pens}on expense., Under tha
method used for financial raporting purposes, interest
rate pssumptions are expected to he reviewed in relation
to variogs interest rate benchmarks and, if necessary, to
be adjusted annually, As these interést assumptions
change from year to year, so doee thejlevel of pension
expangse hooked by a company, thus introducing volatility,
In additlion to €luctuations in acoxucd pension cost
due to changes in interest rate assumptions, volatilley
may also xesult when, under certain ciroumstances, the
Company is required by GAAP to acoelerate the racognition
of certain pension debits or oredits in its income .
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statement, Due to the nature of the ociroumstances which
jead to the racognition of these items, tho Company is
unable to forecast with any certainty their possible
ogouryence and amount. As & reault: significant f£luctua-
tione in peneion cost can ocowr during a yesr if oircum-
stances ariss which cause the Company to record these
pension debits or oredits 1mmadiateiy, rather than in the

future as would otherwlse ogour.

Mow wae the level of pension cost proposed by Laclede in

this caze determined?

2he contribution basis proposed by Laclede incorporates
contribution levels recommended by our actuary. Thelr
recommendation was designed to avolid year to year fiuctua-
tions in the Company's regquired contributions to its
funded pension plans. The Company has algo included
annualized levels of payments which will be made purguant
to the provisions of ita unfunded pensicn plans for the

penaion plan year ending September 30, 1992,

'Is there apother reagon why the Company has propoged using

contribution levels of pension cost for ratemaking?

ves. Laclede believes its use of contribution levels for
determining allowable pension expense in its cost of
service is consistent with the ratemaking methodolagy
aited in the Commission's Report and Order in Xanens Pover
and Light Company's (KPL)} Rate Case Ho. GR-21-281, In
that casa, the Commission ruled in favor of KPL and

included contributiona to their pension plan in cost of
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garvica. The Commission's decision wae ﬁnled on ite
finding that KPL had besn advised to make coptributions to
ites plan by "an expert- in the management of pension plans
whose recommandation was designed to avoid wide swings in
the yearly contribution to the plan.” Tﬁis same situation
jie applicable to Laclede in this case,

Will the Company’e finanoial statements be affected if
pension costs to be recovered in rates are determined on a
contribution basis without also changing its book method?
Yeg, The amount of pension expense (determined on a
financlal reporting basis) reported in the Company's
financial statements will be different frxom the amount of
ponsion expense (detexmined on a contribution basis)
allowed to be racovered in revenue. The difference in
pension expense daetermined under each methodology is
basically a timing difference which would rxesult in a
distortion to the Company's financial statements since the
expenge and ravenue recovery of such coaés will not ocecur
in the same reporting periods,

Iz there & way to mitigate the affact of this timing
differenca in the Company's financial atatements?

Yes. Under Statement of Finanocial Accounting Standards
No, 71 (PAS 71}, “Accounting for the Effeots of Certain
Types of Regulation,” Laclede may, under certain condi-
tions, regord a Regulatory Asset or Liabllity in its
balance sheet for the amount of the diffarence betwaen

GAAP and ratemaking methods of determining costs, Future
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yeare® differences botween acorued pension cost and actual

contributions made to the Company's pension plan will
1ikewise be reflected in Laalede‘§ incoms statement, and
will act to inorease or decrease the balance in a Regula-
tory Apset or Liability account. In esgence then, FAS 71
enables Laclede to reflect revenues and expenses in its
financial statements on the same basis as that used for
ratemaking purposes.

what actions of the Commission would allow the Company to
implement thoe provisions of FAS 717 '

Laclede could implement the provisions of FAS 71 if the
Comnission would issue an oxdex authorizing Laclede to
oreate a Regulatory Asset or Liability which would reflect
the difference between the contribution level and the
financial reporting level of pension cost, The order
would state that for both current and future rate proceed-
ings, the contribution basis of determining pension cost
was the most appropriate method éo uge for establishing
rates. Further, if at some later date, the Commission
determines that a method other than the contribution basis
i3 moxe appropriate for determining pemsion cost, any
doferred amounts remaining in the Regulatory Asset or
Liability account at that time would ke subjeot to rscov-
ery fxom or reversion to ratepayers in the future.

Is Laclede reguesting that the Commission issue such an

order in this proceeding?




A. Yea, Laclede is hereby requeatiﬁg that such an order be

Lssued by tha Commission in hhié proceeding.

Trustee Faes and Administration Exponse

Q. FPlease gontinue your axplanation of the adjustments you
ara sponsoring.
adjustment 5.b., detailed on Sohedule 15 of Seckion J,
reflecks increassd trustee fees based on the increased

value of projected pension plan assets mannged by the

WO w8 I W e

trustees at August 31, 1992, In addition, Company contri-

butions to 401 (k) Wage and Salary Daferral Savings Plans

ot
(-]

have besn normalized to raflest (1) increased Company

[
By B

matching contribution levels effective Hay 1, 1992 and {2}

Pt
w

adjusted wage and salary levels.

[
L

Rate Cage Bxpenge

e
[t

Q. Please explain your Adjustment 5.h. to rate case expengs.

A. This adjustment is necessary to imcrease February 29, 1992

-
-~ &

teat year oxpense to reflect the anticipated level of

-
[==]

out—of-povket costs to be incurred by Laclede in connec-

tion with this proceeding.

B
o w

Materials and Suppliaeg Expense

Q. Please explain your next Adjustment,

]
ard

A. Adjustment 7.h., Schedule 198, reflaota the expaoted

L.
woN

increases in prices of materials and supplies {lasued from

stook) charged to operation and maintenance to August 31,

[
-

1992 levels., This adjustment is designed to allow in

bod
o

rates sufficient expense to cover pricae changes for the

[
-\
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wlide variety of materials and supplies the Company uses

for operation and maintenance.

Other Post~Ratirement Benefits

Plaase briefly describe 3tatement of Financial Accounﬁinq
standards No. 106 (FAS 106), “Employers' Aocounting for
Post-~Retirement Benefits Other Than Pensions,®

FAB 106 wao issued by the Finanoial Accounting Standards
Board (FASB) in December, 1990, It ie considered GAAP for
financial reporting purposes and companies, such as
Laclede, are regquired te adopt its provisions fox fiscal
yaars beglnning afcor December 15, 1992,

FAS 106 prescribes a method whioh requires coppanies
to acorue a liability for the cost of Post-Retirement
Benefits Other than Pensions {PEOPa) ourxrvently belng
earned by employees, but which are not expected to be paid
until sometime in the future. PBOPs Include, but are not
limited to, benefits such as retiree mediocal and life
insurance programs,

Hoat companles currently repor¢ PBOP costs on a
pay~ag-you-go basis, It jis expactad Ehat th; moverent to
an acorual basis under FAS 106 will result in expenses
which will be significantly larger than the pay-as-you-go
espenses currently being recorded for £inanoial reporting
purposes.
when will Lacleds be required to adopt the provisions of
#AS 106 for financial reporting purposes?
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The Company will ba required to adopt FAS 166 for its

fiscal year bsgimning October 1, 1993 {liscél 1994},
Is Laolede currently planning to adopt the provisions of
FAS 106 prior to Ootober 1, 1993,
Ho, it is not,
Hag Laclede mede a determinatlon of lte expected FAS 106
coat for fisoal 19947
The Company ig still in the process of analyzing the
requirements of FAS 106 and has not yet compissioned ite
outsida actuary to make the caloculations necessary fo
projeot its FAS 106 cost for fiscal 1994, However, the
Company expects that Lts FAS 106 costs will rxesult ina
higher level of expansa_qhan that currently reported in
its financial statements,
On what basis has Laclede sought recovery of.ite PBOP
costs in this filing?
At thig time, the Company believes that the continuatien
of its current practice of recoxding PBOP costs is rore
appropriate for ratemaking purposes than roquesting
regovery of such coste on a FAS 106 basia. The Conpany's
position ig bagsed on the facts that {1) it is not planning
to adopt the provisions of FAS 106 prior to fisosl 1994,
and (2) the current method of recording PBOF costs has
been used, and accepted by Staff, in previous rate
£ilings,

Laclede does, however, reserve the right to change

its position on this subject at some future date., If it
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does, any such change would be subject éo review by the

Commiagion,

To your knowledge, has the Cormlasion indicated how it
will treat FAS 106 costs foxr ratemaking purposes?

To my knowledge, the Commission has not, as yet, spascifi-
cally addressed this issue.

will thera be an effect on the Company's fipancial state-
ments if the Commission determines subsequent to Lacleds's
adoption of FAS 106 that it is not the appropriate basie
for determining ratemaking PROP costs, or the Company is
required to adopt PAS 106 pxior to its next general rate
filing?

Yas,

What will be the initisl effeot of these aotions on
Laclaede's fimancial statementa?

As mentioned previously, the Company aﬁpauta ite FAB 106
PROP costs to be higher than those currantly propored for
racovery in rates. As a result, the iﬁpaot on the Compa-—
ny's income statement will be that FAS 106 cxpense will be
greater than the level of PBOP costs being recovered in
revenues, This mismatch of revenue and expense levels
will result in the Company earaing less than its author-
jzad rate of return unless FAS 106 costs are recognized
for ratemaking purposaes,

Is there a way to avold thls revenue shortfall and to
prevent this difference £rom impaoting the Company's

financial atatements?




A. Yes. The Company is heraby requesting that-the Comaiasion
igsue an order, similar to that requested Lh ny penslon
testimony, stating the Compigsion's finding'that the
Company's ourrent accounting procedures for recording PBOP
cost is the appropriate method to usa for ratemaking
puxposes, and, congurrent with the Company's required
adoption of FAS 106, Laclede is authorized to defer the

difference batween ratemaking and PAS 106 PBOP expense

W @ w1 o e W R e

levels in a Regulatory Asset acoount, Further, if at some

future date the Commission determines that some other

P
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method of determining PROP cost is more appropriate for

—
™

ratemaking purposes, the Cormission's order should provide

[
N

that any deferred amounts remaining in the Regulatory

[
[~ ]

Asget account at that tima would be subject to recovery

Pt
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from ratepayers, Such an oxder would allow the Company to

—
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implement regulatory accounting under FAS 71 and adjust

[
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its financial statements to properly reflect the impact of

g
o -2

recovering PBOP coste in rates at levels cther than that
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required by FAS 106,
Does Laclede know of any other State Conmissions that have

>
(=

granted similay orders pertaining to FAB 106 such as tha

E-3
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one reguested above?

™
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Yes. Such an order was granted by the Georgia Public

3
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gervice Commission to Georgla Power Company in Docket

D
e

Ho., 4007-U.
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poas this conclude your testimony?

[ ]
-1

Yesn, it does,









