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Direct Testimony of
Shirley Nurman

Q. Whai zrzas of the Staff's casc will your direct testimony addiess?

A. The Company has incwred costs in the test year for the cleanup of
manufaciured gas plant (MGP) sites and for the preparation for compliance with the
Comnissicn’s rules related to electic wtility Integrawd Resource Planning (IRP)Y. 1
was respan: ible for the Staff"s investigation of the test year costs incurred by MPS for
these areas as well as the proposed costs ¢sumated by the Company for inclusion in
its coxe. In addigon, 1 will discuss the regulatory accounting wreatnent of the MGP
and P cous that we recommend be ref:z_ted in this rate case.

Q. Which adjusiments are you sponsoring?

A. 1 am sponsoring Income Stzloment sdjustment S-11.14, related 1o MGP

clear up coss,

MGP CLEANUP COSTS

Q Whai are manufactured gas plants?

A Beginning in the late 1B0G:, und continuing until just after World War
I ¢ . was manufaciured from coal and uwed 10 heat and light homes and businesses.
This  ocess wes discontinued when it beeame possible w transpont natural gas from
gat  zlUs through long distance pipelines. MOCP sites, including those now or
pir: cusly owned by MPS or a predecessor of MPS, were abandoned all over the
U States since they were no fonger econonicaliy feasible. The United States
E:  nmental Protecuon Agency (EPA) as well as the Missouri Department of

ke 4 Resources (MDNR) are ia the process of identifying and eveluating these sites
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Shidey Harman

be- wse of thie potential contamination from coal tar and othey residual chemicals l2ft
int tse s2il when the MGP sites were abandoned. h

Trne Company has had & preiiminary swudy performed by a consulting firm,
Bu s & M Donnell Waste Consulitants, Ine. (Bums & McDonnell} (Response to Staff
Dz i Reguest {DR) No. 146) in order 1o identify the possible sites and determine the
potsatial 7o contaminaton. Nine Missouri sies have been identified in which MPS
has a puie..:al Habitiy for the cleanup of contarminants (Response 1w Siaff DR No.
152, anached as Schedule | oo this direct testunony). This preliminary asscssment
rep: it has teen fumished to the EPA and the MDNR (Response to Staff DR Ne. 328).

Q Wiy weren't the gites cleaned up at the ume the gas plants were
decommisivned?

A During the ume period when the MPS sies ceased operations, from
1917 through 1948 (Schedule 1), there were no EPA or MDNR standards which
causrd the.c MGP sites w0 be deemed 10 be hazardous. Fedeial statutes have since
beer enact .3 which require swingent eavironmental standards.

Q. ls the Company [l:able {of the cleanup of all nine siteg?

A Yes. According to discussions § have had with Mr, Steven W, Sturgess,
the MDNR project manager who is overseeing the MGP cleanups in Missouri, all
tis 'y companies and other partics wlhich weore once owners or part-owners of MGP
+ . rmay be held joinly or severably liable for cleanup cosis even if they no longer
w - the MGP sites, He referred s to EPA Region VU counsel for definiuve answers

re. cding shidity,

sy
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Laarle T oximan

. Will furtds be availabie from the national fund which was set up under
the reguiations set forth in the Comprehensive Enyirv:mental Response, Compensation
and Liability Act of 1950 (Superfund), o finance the +icanup of hazarduus waste sites?

A, According to Mr. Swurgess, te Superiund can pay for cleanup of waste
sies when the panty Lizble for the cleanup cannot be found, refuses to pay, or when
w1 emergency situation exists, However, even i the laner cases, the Superfund will
vizan up the site and then charge the potentaliy sesponsible party. In add:ton to the
clean up costs, the Superfund can asizss subswuintin] penalues for the failure of the
tishle panty to cocperate in ¢leaning up a site.

Q. Does MPS own the nine MGF siwey idenufied in the preliminary sunvey?

A No, Onz site in Lexington, two i M.rshali, and the east portion of a
wite in Nevada, Maoosouri arg currently owned by privawe perties (Response to Staff DR
Mo, 146

Q Is the Swaff preposing that MPS be perunied to charge current
ratepayeis for MGP cleanups of sites which are no ioniger owned by MPS?

- A No. Even thuugh MPS is lisble for the wieanup of MGP sites which are
w leager owned by the Company, the Swff belicsos thal MPS stockholders have
uleeady been compensated by any gain which was sezlized on thie sale of the property
&id Gicied in its entirzty 10 the stockholders’ equity. The Fedsral Energy Regulatory
Cumn.oan (FERC) Uniform System of Accounts (1SOA), which is authorized by
the Coomaission and used by MPS, requires the Comnpany to record the gain or loss

on Uz ~ale of land or other “units® of property o account 421, Miscellaneous
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Nesopersung invome (FERC Electric Pla:.: Instructivns 10E), a below-the-line accows
The szie of the ~GP propérty would have been-recorded-using-thas instruction. - It he
becn past Conurussion policy to follow Lis aeaimen: for ratemaking purposes as we .
This mears that the MPS stocaholders szwiaes all benefts from the sale of the MGP
lan i, The Staff believes that since the wockhulders did not share any pain realized
fram the sale of MGP properties with the raicpayers, they should not expect the
retepayers to shats any loss associated with the prepertes.

Q. How much gain was realized by the MPS stockholders from the sale of
MGP sites?

A. According 1o the Cormpany (Response w Swff DR No. 331), =
~mission orders have been found w!.. i authonzed the sale of the MGF propertics.
wever, the Company stockholders w- .id have retvined 100% of the gain under the
~5 of the FERC chan of accounts i the jast Commission policy regarding such
ns.

Q. Is the accounting and replulory treaiment of gains and losses the same

£ all types of utility property?

A, Na. The gains and loss:s realized by MPS from the sales of land and
zntifiabie "uniis” of property, such as puwer plants and buildings, are treated by uc
ammission as helow-the-ling entries ::!OCU:U]d:I:$ equity for both accounting ol
Aemaking purposes. The sccounting o, ! ratemaking treatment of the gains and losscs
om saies of utility property which it 1ot easily idenufied or differentiated, such as

es, bnes, end office equipment are recorded in accumulated depreciation, In effecy,
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agyers benefit from all gains and are «..urged with all losses realized by MFPS
ale of pre; ity other than-land-or"uniu -of property. The-stockholdzre-benefit

" gains and bear all iosses realized &, 1MPS on ihe sule of land or "uniis” of

4 Why is there a2 different teaunsnt for gains and losses on the sale of

-t type: of uulity property?

A Property such as poles, lines, oo office equipment which is depre_jated
. grou; depreciation sote is not easily 10 ctified 10 determune when a paruculer
~ desk oy roured. Because specific idonulication is burdsnsvine to make, the

USO /L ke o 10T, requires that gains and kosses be charped to accumulated
agon,

Q. Miges the Swff belicve thal the poiential MOGP cleanup Costs wan be
sHze. ., ollinary, G.guing expenses which the Compeny should expect to pass
THEPi, L oo & nommnal, ordinary cost of doing, business?

A. N Although we believe the costs will be incurred by MPS and other
5 whi.h were or are owners of MGP sites, we cannot chasacterize the potenual

mic §. .+ 2y sormal or ordinary. The costs could escalair 10 millions of dollars

-y hasv: in other stowes: NARUC Dulletn, 5ep¥Oct 1992 - South Jersey Gas

-1y, 314 millicn for four sites, and Peoples Cas, Lizht and Coke Company, 52

1 per year for five years. In both of these cases, the respective state public

. com~ ..sions ordered a sharing of the MGP cicanup costs between the ratepayers

© e s boholdors, We also believe that exmaordinary losses such as the one MPS
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Direct Testimony cf
Shiziry Norman

H may ;ctentially incur for MGP sites shouid be shared between stockholders and
2‘ ratepayers, for the sites the (‘;c;n;;_any sms;wns ;zsing 8 mca\;usnm\ -cxpiarxi_:;cd later
3 herewus

4 Q. Locs the Saaff believe that e xiraordinary economic gains should also be
5 share 3!

6 Al Yes. If the Commission inciudes the cost of this extraordinary loss in
7 the Coarpany's 1< cnue requirermnent, we pr- pose that the Commission alsv order the
8 sharing of gains which are readized from the sale of land and other "units” of property
9 whicls, it the pa:t, the Commission has po: doectzd W be shared with the ratepayers.
i0 We belrcve that jiuness dicutes that by asi.ag ratepayess to share in such economic
il losscs, udlity conipanies should also be w..i:ng to share 2ny cvonomic gains rcajized
i2 from L.z sale of utility property as they co for uulity property other than land or
13, "uniws - of property.

14 Q. liuw are gains on sales of ji: oty other than land or "units” uceted for
15 regulacon?

16 A. As suated earlier, such gaunt sie credhited 1o accumulated depreciation
17 for ! ol and retvinaking purpeses which s the impact of reducing rate base, thus
18 beue g the tu.cnayers. We propose a sinzla Ueatment for gains realized on the
iy sale of land and “unis” of property.

20 Q 1w does the Swff know that the Company sold the former MGP
2 propeiiy st o gain’
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Shirley rorman
A Without the relevant Commission oiders, it is impossible to asce

whether a sale of property resulted in a gain or loss. The Company has not pro.. .- .
irformaton as o when all of the former MGP propenty was sold. However, v .
know ths number of years each MGP was in operation (Schedule 1), The a2 .2
length of tme in operation for the MGP sites was 38 years, The MGP sitesno !+ or
pwned by MPS were in operation fer an average of 29 years (Marshall - § year. .nd
41 years, Lexington - 37 years, and Nevada - 29 years). We can only surmise tha; the
pruperty would have appreciaizd in vaiue over the years in operaton and, depeniding
on when the MGP propenty was sold, a ionger period of MPS ownership may have
resuited in an even larper gein. For esample, the Marshall MGP which was in
opcration for only cight years was actugiiy owned by the Company from 1924 antil
it was soid in 1973 (Response to Staff DDk No, 445).

Q. Doesn’t al] utility properiy belong 1o the stockholders?

£. Yes, it does. [z wever, it 1 assumed for ratemaking purposes th.! the
pieperty was purchased with both debt snd equity funds. This is why all panies in a
race case apply & weiphted averspe rate of return to the rale base in order to
s.kuowlrdge that propeny is pwrchased Ly both debt and eguity in a pro rata manner.
The ropayers puy &ll interest costs and zven fund principal repayments through
deprecizion expense. The.efoie, the Suit telieves that econotnic gains related to the
saic of land or "units™ of property should be shared using & debt/equity ratio.  For
examnple, the gain on the aale of jsuperty owned during & certain period of time would

te shared between the stockhiolders and ratepayers using the sverage percentage of
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oo debt and equity included in the capital structure over that sare period of
with the portion atnuible 1o delit jiven to the raicpeyer.

Q. Why should current ratepay ors pay any costs related to pilant that only
ited prior ratepayers?

A, Even though the usefulriss of the MMGPs in providing service 1o

“yers ceased long ago. no one at w.st prier time could foresee the changes in

~amental standards which have occ ored in recent years. Duriﬁg the time when
- were decommissioned, there was no hint of the environmenial standard changes
bave oo ired in recent yeass. It should be noed that any recovery of MGF
ty MPS fi-n current ratepaycrs goos against 2 strict acfiniyon of the concept
rgeneratic 4 equity.

The Stafi has deveioped a reguistory recovery method which will provide a
3 of the M P ¢cleanup costs betwezn the MPS siockhoiuers and ratcpayers. We
wtermaned that the necessity for the MGP cleanup is bevond the conrol of MPS
the cleanup wili be directed by the EPA and/ur MDNR under provisiuns
sed i Compeny witness Besk's @:rect tesumony at pages 18 and 19, In

on, MPS was unable to foresce the need 1o provide for the ratepayers of MGP

g8 o pay for environmental cleanup of the sirey,

Q. ks MPS secking 1o recove: ihese costs from anybody other than current
syers”
A Yes. MPS has taken steps w0 try to determine the Company's liability

ich of the idenufied sites and nouiicd curemt and former insurance companies
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15 will be 5. .5 to ry to recover damag s undsel cxistng of former insurance
However, dicre are indicatons frou: tue insamine curnba_:uips {Respanse 10
o, 149) Uial they may not be receptive to such claima, »o any mitigadon of
‘3 not known ar this ume and may be far in the future, if ever.
Is MP5 sceking recovery from all possinte sources?
Ng. e are conceined that the Company has not notified other
o responsibls pardes, such as cuttent owners of the MGP sites or joint owners
+P5, if any, and has nol sought 1o recover a share of the MGP clzanup costs
s {Respense 10 51aff DR Nos, 444 and 448). We recomumend that the
‘on oider the Company tu conunue o pursue such claims to nunimize its
2 fund clcanup of the sites, aad that any nect recovery of damages from
companies and other polcntially responsible parres, whenever it occurs,
credited 16 the ratepayers using the same methodeiogy which charges costs
P cleanup 0 the ratepayers.
What will be the fina! cost of the MGP sit2 ¢lzanup?
Mo ont knows at tus twas, It will depend on »hether the contaminants
“ated into the groundwater. Until cach sue i invest gated in depth, the extent
‘amination, . any, will not be known. According to the Company (Response
No. 155, anin-gepth investigaticn will be dene on two of the sites which
» deteraad,

Will the Company perform the w ork iself?

- Page 11 -
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1 A No. According to the work plan submitted by the consultant Burns &

2 L1.Donnell, < liosen by MPS wo-perferm the investigation, (Response to Staff DR No.

3 3wk, the wu. . will be dope in two steps. Firsy, a preluminary site investigation will

4 bo serforme § which will consist of a risk assessmment Lo determine whether furthier core

5 s.u.iples nee w be obtained or, 10 some cases, o Jeterrine that no funther aclon is

6 r.oded Sty rwo will consist of an evaivation of any remedial acdion which needs to

7 be Jone.

B Q. Doss this cleanup have 12 be donz immediately?

9 A, No. According to Mr. Suurgess ¢f MDNR, this ray be & long process.
10 it the Companty must identify the MGP sites and the extent of the conwminasion,
11 i« then propose a cleanup schedule which will have to be approved by the MDANR,
12 Su {ar, the Company has not propused « :leanup schedule 10 the MDNR. 1 #as 0ld
13. Ly hir Sturgess thas if the waditonal Superfund process 15 used, the Wikl cleanup
14 piness will take years to complete for most companies. However, EPA s
15 2 e wging an sceelerated apptoach in remediaung sites under the new Superfund
16 i I rated Cleanup Mode! {SACM) approach, Unter SACM, EPA, the state, and the
i o may agres to cleanups with only a few months of prior study.

1% i Q. Hazve ony funds been expended by MPS w date for MGP clcanup?

ERY A No. However, the Company has expraded $74,071 in the st year for
U &~ szl identfication und general evaluation of the nine sies. This amount includes
21 { t of legal fees wialling $29.534 which were inzurred 10 put present and former
22 i e curTiers on nobce that the Conipany would seek reimbursemients related 1w
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propecty dar -ge claims. The sotal amount 35 curtenty recorded in 8 defemed t.lanue
sheet accour” on.the Company’s books and is not wicluded in the testyear.income. ..
satement, T 2 Company's expenditures for this pre.munary work will be mutipated

by the incon - tax savings of $26,829, which will lca e an out-of-pocket expenditure

of $47.242 v ch was paid by the Company for MTP cleanup costs in the test year.

Q. What amoeunt did the Staff include in L ¢ cost of service for this case?
A I have attached Scheduie 2 wo this dicet testimony to simplify the

sApisnation ¢ the 51aff"3 adjustment regarding MUTF cieanup cosis.  As previously

discussed, we do not belsve that the current tavepas 2.5 should be charged with any
of the vosts v Iated to sitzs no longrt owned by MPS. Therefore, we have removed
i Tepi-sentat 2 amount {rom the (est voar expendituics telated w0 the three and a half
Hes vwhuch ¢ no longer owned by MPS. However, & L ontraat bas been entered into
with Surns & “eDonnell for wotk 1o be accomplishet in the first half of 1993 on one
or twa of the sites (Respoise 1w Swaff DR No. 419, We have added an additional
contie.t emo  {Schedulr 2, Line b) to the adjusted {ui:ds already expended in the test
wear v oarrive 20 the amount the Swff believes should Lo sncludzd in the cost of service
in thes case. "ilsis contteot amount wili be reexumined and adjusted during the true-up
auvdit § 0 deter;ine actual cost incurred by MPS. W'e prepose this representative
amo.n b ams dzed over four years 1o tecognize the Line period between rate orders,
as pto ondy anticipated by MPS. We have pot in.iuded any of the unrecovered

balaac. 1n it base. By not allowing s retwrn on unamortized MGP costs, this

- Page 13 -
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sthodriogy results in a sharing of covis between the MPS ratepayers and
This adjusunent i5 shown_as adjust..-nt No. §-11.14.

Is the Swff's proposed weatment of MGP costs sumiar to past

= reatment of other extraordinary losses?

Yes. The Cosnmission has, in the [ 1.1, ordered the shanng of the costs
rpayers and sharcholders of such erntz:rdinary losses as major storm
" eniain powet plant outages. The shariig was accomplished through an
of the loss ¢ cr a cenain nuinber of years, with no rate base weatmcnt
nortzed cosin

Please summanze how the MGF Cieanyp costs will be shared between

v sharehols=rs and the ratwepayers.

The 5wl has propesed several «aring mechanismas:

1. Since the cleanup of corwwminated MGP sites will take place
nver a number of years, thie stockholders will be required 1o
fund the cleanup inidally until the expense can be recovered
throupgh the cost of service by means of 8 jaie case,

2. Any income tax benefits derived from this Lost recovery aie 10
b flowed through 1o the juiepayers.

i MPS raepayers will not e charyed (ot a share of WG cleanup
costs for the sites which aiz no longer owned by MPS because
M PS8 sharcholders have ehicady benelited from gains realized on

the sale of the MGP land. The Commission, for prospective

- Page 14 -
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purposes regarding future even:s, should reexamine i poby
B reiated to gaing G0 :ales of land and “uhits” of propeny (o
recogrize that if ratersyers ae ashed w s_harc in zconomic
Tesyasg, they should &l share 11 excnomic gains.
4. I, as expected, MGF cizanup costs escalate in the future, the

Swif will likely propose B ojunger emortization period for
recuvery in future raic cases. A longer amorization period will
mitigzte the impact on the rates of customers who will share the
cost of the MGP sitz Cimanups, as well os recopnize the length

of tme over which these plants were in operstion.

JRP COST RI'COVELY

The Compuny has projected 2 significant inrease of $1,690,239 in towl

s which i expects to incur in the future due to the Commission’s adopuon

sutility IRE rules. What would cause such an increase 1o occur?

The Cammniission has adupies new tules (4 CSR 240-22.010 - 22.080

<ridity Resource Flanning) which wiii require cach major clectric wtlity to

and analyr2 demand.side efficien.y and cuctyy management measures on

lent basis with supply-uide aliernatuves in the resoure planning process”,

~any will be required to file an IRP strategy with the Commission every three

ich will teke these fuctors inw consideration.

When will the Company be required io fle its straegy?
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MISSOURI PUBLIC SERVICE KNe. PSC 1.0

DATA INFORMATION REQUEST
Case No. ER-83-37

Regues’ ‘4 From: Erad Lewis
Dzta Ro -uestad; Ccolicber 30, 1992

informc’ In Requestac: I the task iorce repont related to manufactured gas plart
cleanup ~hich was recuested in Data Request No. 151 does not provide documentaion
which ¢ zils the yeers that manufactured gas plants were gperating and the yesr in
which ¢ ~h site was Cecommissioned, provide a schecule which details this activity {or
ezth sitr

Raquas .d By: Shiray Neorman

Infermz an Providec: Beased on the availabie information, Ested below for each former
menutes red cas plant are the beginning and ending year of operation. MPS gdoes not
hiavae cor prehensive records which reflect the Operating status of the plants on an annual
tocis, VPSS is not aware of racords which indicste the year in which each she was
gt commyisioned,

Plart (Cit?) Locaticon Beginning Year Ending Year
Civihgoth s Bndge and Cahoun Sreets 1832 1839
Cimaon € and Elm Streets 1883 1830
Lewngton 10th Street and Highlana Ave 1887 1924
Lexngton Farrar Street and Southwi st Bivd 1524 1831
Marshall Boyd Street and Lafayette Ave 1883 1924
NMarshail | Engush Street and Eastwvood Ave 1924 1832
Nevada East walnut and East Austin 1882 1911
Sedinila Benton Strest and Moruteau Ave 1868 1831
Tranton 10th and Grant Streets 1886 1948

D#w information Provided: November 15, 1932

SCHEDULE 1~
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®ISSOURT PUBLIC SERVICE CC™i.oxY
BAEUFACTUR 7D GAS PLAHT CLEAHUP CL3TS

TYE 9703792, CASE KO. ER-93-37

LinE

B, “TSCRIPTIOH AMOUNT
H NGF Ter' Year Cosmts $74,271
by Income "ox Savings & 356,201 26, 829
J Net Teg: Yesr Expense §47, 242
4 Runber i KGP Sites 9
b Het Cos: Fer Site 15.245
(. MGP Sitrs Currently QOwvned 5.3
7 Het Ten* Yeur Contm 24,8784
& Ertimmtcd 1993 Losts 259, ¢e00
G Totel %~ be recevered $276,87¢@
i Eiectri Factor 84.39%
1 Retail “actor an. 481
i. Totasl Livctric Retsil $231,762
| Hecover: Period (4 Yeesrs!} 4
i HGP Adj stment 837, 540




