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BEFORE THE PUBLIC SERVICE COMMISSION
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In the matter of the Application of Laclede 
)

Gas Company for an accounting authority
)

order authorizing the company to defer for
)


future recovery consideration its just and
)

reasonable costs of providing public

)
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utility service that would otherwise be
)

unrecovered due solely to the extraordinary
)

impact of record warm weather on the
)

company’s operations.


)


AFFIDAVIT OF MARK BURDETTE
STATE OF MISSOURI
)


)
ss

COUNTY OF COLE
)


Mark Burdette, of lawful age and being first duly sworn, deposes and states:


1.
My name is Mark Burdette.  I am a Financial Analyst for the Office of the Public Counsel.


2.
Attached hereto and made a part hereof for all purposes is my rebuttal testimony consisting of pages 1 through 5.


3.
I hereby swear and affirm that my statements contained in the attached testimony are true and correct to the best of my knowledge and belief.






_______________________________






Mark Burdette

Subscribed and sworn to me this 28th day of June 2002.






_______________________________






Bonnie S. Howard






Notary Public

My commission expires May 3, 2005.

rebuttal TESTIMONY

OF

MARK BURDETTE

LACLEDE GAS COMPANY

CASE NO.  GA-2002-429

Introduction

Q.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A.
Mark Burdette, P.O. Box 7800, Jefferson City, Missouri 65102-7800.

Q.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A.
I am employed by the Office of the Public Counsel of the State of Missouri (OPC or Public Counsel) as a Public Utility Financial Analyst.  Also, I am an adjunct faculty member with Columbia College.  I teach undergraduate Business Finance and graduate-level Managerial Finance.

A.
PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

Q.
I earned a Bachelor of Science in Electrical Engineering from the University of Iowa in May 1988.  I earned a Master's in Business Administration with double emphases in Finance and Investments from the University of Iowa Graduate School of Management in December 1994.

Q.
PLEASE DESCRIBE YOUR CONTINUING EDUCATION.

A.
I have attended various regulatory seminars presented by the Financial Research Institute, University of Missouri-Columbia and the National Association of State Utility Consumer Advocates.  Also, I attended The Basics of Regulation: Practical Skills for a Changing Environment presented by the Center for Public Utilities, New Mexico State University. 

Q.
do you have any professional affiliations?

A.
Yes.  I am a member of the Society of Utility and Regulatory Financial Analysts (SURFA).  

Q.
Do you hold any professional designations?

A.
Yes.  I have been awarded the professional designation Certified Rate of Return Analyst  (CRRA) by the Society of Utility and Regulatory Financial Analysts.  This designation is awarded based upon work experience and successful completion of a written examination.

 Q.
HAVE YOU PREVIOUSLY FILED TESTIMONY BEFORE THE MISSOURI PUBLIC SERVICE COMMISSION (Mpsc or the commission)?

A.
Yes.

Q.
WHAT IS THE PURPOSE OF THIS TESTIMONY?

A.
I will discuss the fact that weather is part of the normal business risk of Laclede Gas Company (Laclede, the Company), and that fluctuations in earnings due to weather are usual and normal for a regulated local distribution company.

Q.
could you define risk and expand on the concept of risk?

A.
Yes.  Risk can be defined as the possibility that actual earnings from an asset or an investment may differ from expected earnings.  The wider the range of possible earnings, the greater the risk associated with that asset or investment.



Total risk can be divided into two categories: business risk and financial risk.  



Business risk is the uncertainty (variability) associated with earnings due to fundamental business conditions faced by the company, such as cyclical markets, weather-sensitive sales, changing technology, unforeseen events, or competition.  Business risk is the inherent riskiness of a firm's assets due to the operations of the company and the industry in which in operates.  In other words, business risk is not connected to the way the firm finances its assets.



Financial risk is the uncertainty associated with earnings available to common shareholders due to debt and/or preferred stock being used to finance the firm’s assets.  This additional risk stems from the fact that cash flows to common shareholders are subordinate to a firm’s required debt service (i.e. a firm must pay its debt service and any preferred dividends before it can pay common dividends.)  From a common shareholder’s perspective, a firm with less debt and preferred stock in its capital structure has fewer bills to pay before it can allocate earnings to common dividends, and is therefore less risky.  A second component of financial risk from the perspective of common shareholders is that in case of bankruptcy, the company’s creditors will be paid first, and common stockholders will receive only those funds remaining.

Q.
You mentioned weather-related sales in your description of business risk.  Could you expand on that concept as related to laclede gas company?

A.
Yes.  Business Risk is the inherent risk (variability of earnings) that Laclede Gas Company faces based on fundamental aspects of operating in the gas distribution business.  Fluctuation in Laclede’s earnings based on the weather is a fundamental part of its business risk, and is to be expected for a company operating as an LDC.  



During colder-than-normal winters, for example, Laclede can expect to sell more gas and therefore increase its earnings.  During warmer-than-normal winters, Laclede can expect to sell less gas than during a ‘normal’ winter, and therefore will most likely see a reduction in earnings.  This variability in earnings due to changes in weather is a normal and expected aspect of Laclede’s operations based on the industry in which it operates.

Q.
is there corroboration in financial and utility-focused literature that supports your contention that weather is part of Laclede’s fundamental business risk?

A.
Yes.  The following quote is from a Laclede Group press release dated 12/14/01:


Management will indicate that with normal weather conditions they would anticipate The Laclede Group’s consolidated fiscal 2002 earnings to be in the $1.67 to $1.72 range. However, the weather for October through November was 25% warmer than normal, causing earnings for the year to date to be off by $.09 per share. December to date has also been warmer than normal. As earnings are determined largely by the weather and gas usage in the winter season, the next few months will largely determine the results of the utility. [Emphasis added]


And from a Laclede Group press release dated 1/24/02:


Earnings for the quarter that ended December 31, 2001, were almost solely derived from the regulated activities of its largest subsidiary, Laclede Gas Company, Missouri’s largest natural gas distribution company. Those utility earnings come from the sale of heating energy, which is heavily influenced by weather. [Emphasis added]


The following is taken from the remarks of Douglas H. Yaeger, Chairman of the Board, President and Chief Executive Officer, at the Laclede Group’s Annual Meeting of Shareholders, January 24th, 2002:


In that regard, our business objectives are twofold: First, to stabilize earnings at appropriate levels for the gas distribution business.  To accomplish this, we continue to work to create and implement programs that help mitigate weather risk – and get our rates stabilized and better financially aligned with the services we provide to our customers regardless of the weather. [Emphasis added]


The Laclede Group and Laclede Gas Company are obviously aware that weather is a fundamental aspect of the business risk of a regulated natural gas distribution company.  

Q.
if laclede is granted regulatory treatment that reduces the varaiability of earnings due to weather, does the company face a lower level of business risk? 

A.
Absolutely.  Any regulatory treatment that reduces or removes normal variability in earnings for Laclede reduces the risk faced by the company.  

q.
is weather-related variability in earnings appropriate for consideration for an accounting authority order (AAO)?

A.
No.  Accounting Authority Orders are intended to be used for circumstances that create expenses that are extraordinary, nonrecurring and unique.  Weather-related fluctuations in earnings for a local distribution company are none of those things.  Variations in weather from any “normal” baseline are quite ordinary and are simply part of the business of distributing natural gas at the local level.  

q.
if laclede gas company does receive an accounting authority order pertaining to the effect weather can have on earnings, would this upset the balance of risk and return that the commission determined was appropriate for laclede gas company in the company’s last rate case?

A.
Yes.  The Commission authorized Laclede Gas Company’s current return on equity, overall rate of return, and revenue requirement based on the risks faced by the Company.  To eliminate an element of that risk would unbalance the risk-return trade-off for Laclede that the Commission previously determined was appropriate.  

q.
do you believe it is appropriate to isolate a single risk factor and allow the company to defer in an AAO the usual and normal fluctuations in earnings due to weather?

A.
No.  Isolating a single risk factor would be bad regulatory policy and if followed to its logical extreme could result in single-issue ratemaking.  The Commission should not grant Laclede’s requested AAO.

Q.
Does this conclude your testimony?

A.
Yes.

