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OF THE STATE OF MISSOURI

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 UTILITY SERVICE THAT
WOULD OTHERWISE BE
UNRECOVERED DUE SOLELY TO
THE EXTRAORDINARY IMPACT OF
RECORD WARM WEATHER ON THE
COMPANY'S OPERATIONS.

Case No. GA-2002-429

AFFIDAVIT OF JAMES M. RUSSO

STATE OF MISSOURI )
) ss
COUNTY OF COLE )

James M. Russo, of lawful age, on his oath states: that he has participated in the
preparation of the following written testimony in question and answer form, consisting of (9
pages of testimony to be presented in the above case, that the answers in the following written
testimony were given by him; that he has knowledge of the matters set forth in such answers; and
that such matters are true to the best of his knowledge and belief.
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Subscribed and sworn to before me this f'z fﬁ day-of June, 2002.
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FOR RELEASE - 4/25/02
Contact: Richard N, Hargraves (314) 342-0652

The Laclede Group’s Second-Quarter Earnings Impacted by
Mild Winter

ST. LOUIS, MO, April 25, 2002 — The Laclede Group, Inc. (NYSE: LG)
today reported earnings of $1.10 per share for the second quarter of
its fiscal year, the period ended March 31, 2002, an amount equal to
earnings for the same period last year.

Earnings from The Laclede Group's primary subsidiary, Laclede Gas
Company, the largest natural gas distribution company in Missouri,
reflected nearly $4.9 million of income produced by the company’s
Price Stabilization Plan (PSP), which expired March 31, 2002, and the
full-quarter impact of a general rate increase that became effective
December 1, 2001. However, natural gas sales were significantly
lower than last year due to temperatures in the St. Louis area that
were 15% warmer than last year and 12% warmer than normal. In
addition, the Missouri Public Service Commission’s decision to cancel
Laclede's highly successful Gas Supply Incentive Plan as of the end of
Fiscal 2001 has denied significant benefits to the company and its
customers for the period. Finally, The Laclede Group’s newest
subsidiary, SM&P Utility Resources, experienced an anticipated
seasonal loss, which typically occurs in the winter months when
construction activity is generally slow. Part of the reason The Laclede
Group acquired SM&P in January 2002 was that its revenue stream
was counter-seasonal to the heating sales of Laclede Gas. The Laclede
Group continues to expect the acquisition of SM&P to be accretive to
earnings for the entire fiscal year.

Earnings for the six-month period ended March 31, 2002, were $1.51
per share, compared with $2.08 for the same period last year. Gas
sales were down significantly this year compared to last as
temperatures were 26% warmer than last year and 16% warmer than
normal. The loss of the Gas Supply Incentive Plan also reduced the
current six-month results.

Due to the seasonal nature of the gas utility’s business, earnings are
typically concentrated in the first six months of the fiscal year, which
corresponds with the heating season. In its previous earnings
guidance, Laclede cited the extreme warm weather of the early winter
as the primary reason earnings were off. The same national warm-
weather pattern that has negatively impacted other utilities has
continued in Laclede’s service area. While the company is taking steps
to mitigate these negative impacts, fiscal 2002 earnings are expected
to be in the range of $1.17 to $1.22.

http://www.lacledegas.com/news/printrelease.asp?RecID=104

Page 1 of 2

6/18/2002




Exhibit No.:



Issues:
Deferral of Alleged Costs


Witness:
James M. Russo


Sponsoring Party:
MoPSC Staff


Type of Exhibit:
Rebuttal Testimony


Case No.:
GA-2002-429


Date Testimony Prepared:
June 28, 2002

MISSOURI PUBLIC SERVICE COMMISSION

Utility Operations DIVISION

REBUTTAL TESTIMONY

OF

JAMES M. RUSSO

LACLEDE GAS COMPANY
CASE NO. GA-2002-429
Jefferson City, Missouri

June, 2002

[image: image4.png]Laclede Gas | News Releases Page 1 of |

{Naturar Gas
experts

il 4 §
eWs 'REleases

» Toreceive a free e-mall alert
each time we issue  news
1 release, click here.

& Pring Version

FOR RELEASE - 5/23/02
Contact: Richard N, Hargraves (314) 342-0652

The Laclede Group Declares Quarterly Dividend

ST. LOUIS, MO, May 23, 2002 -- The Board of Directors of The Laclede Group, Inc.
at a meeting held May 23, 2002 declared a quarterly dividend of 33% cents per
share on the $1 Par Common Stock, payable July 1, 2002, to stockholders of
record on June 11, 2002.

In addition, the Board of Directors of Laclede Gas Company declared a quarterly
dividend of 31% cents per share on Preferred Stock, Series B, and a quarterly
dividend of 28%: cents per share on Preferred Stock, Series C, payable June 30,
2002 to stockholders of record June 11, 2002.
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REBUTTAL TESTIMONY

OF

JAMES M. RUSSO

LACLEDE GAS COMPANY

CASE NO. GA-2002-429
Q. Please state your name and business address.

A. James M. Russo, P. O. Box 360, Jefferson City, Missouri 65102.

Q. By whom are you employed and in what capacity?

A. I am a Regulatory Auditor with the Missouri Public Service Commission (Commission).

Q. Please describe your educational background and other qualifications.

A. I graduated from California State University‑Fresno, Fresno, California and received a Bachelor of Science degree in Accounting.  Prior to my employment with the Commission, I was employed in various capacities by local elected officials in county government.  I was the assistant treasurer‑tax collector for San Joaquin and El Dorado Counties in California.  My responsibilities included all financial dealings of the counties and all accounting activities of the agency.  In addition, I was the supervising accountant auditor in El Dorado County for two years.  My division was responsible for internal audits of all county agencies, special districts and franchise/lease agreements.

Q. What has been the nature of your duties with the Commission?

A. From April 1997 to December 2001, I worked in the Accounting Department of the Commission, where my duties consisted of directing and assisting with various audits and examinations of the books and records of public utilities operating within the State of Missouri; under the jurisdiction of the Commission.  On December 16, 2001, I assumed the position of Regulatory Auditor IV in the Energy Tariffs/Rate Design Department where my duties consist of analyzing applications, reviewing tariffs and making recommendations based upon these evaluations.

Q. Have you previously filed testimony before this Commission?

A. Yes, I have.  Please refer to Schedule 1, which is attached to this rebuttal testimony, for a list of cases in which I have filed testimony.

Q. With reference to Case No. GA-2002-429, have you made an examination and study of the material filed by Laclede Gas Company (Laclede or Company) relating to its proposal to defer costs?

A. Yes, in conjunction with other members of the Commission Staff (Staff).

Q. Please describe the principal area of your rebuttal testimony in this case.

A. My principal area of responsibility is responding to the Company’s request to defer costs of service.

Deferral of Alleged Costs

Q. Company Witness Michael R. Spotanski states that Laclede is seeking to defer and recover costs related to the Company’s cost of service that the Company has not collected.  Does Staff agree with this position?

A. No.  Staff believes the Company has recovered its cost of service and is attempting, through a form of retro-active ratemaking, to have the ratepayer, after rates have been set, pay for gas the ratepayer did not use this last winter heating season over the next five years.  If Laclede doesn’t earn as much revenue as it believes it is entitled too, Laclede proposes to increase the customer rates, after the fact, to levels that are not just and reasonable.

Q. Why does Staff believe the Company has recovered its cost of providing service to the ratepayers?

A. Staff believes the Company has recovered its cost of providing service to the ratepayers because the Company’s financial records show Laclede earning a profit through March 31, 2002, which is the first six months of the Company’s fiscal year.  In fact, Laclede’s news release dated April 25, 2002, states:

The Laclede Group, Inc. (NYSE: LG) today reported earnings of $1.10 per share for the second quarter of its fiscal year, the period ended March 31, 2002, an amount equal to earnings for the same period last year.

In addition, Laclede issued another news release dated May 23, 2002, which states:

The Board of Directors of The Laclede Group, Inc. at a meeting held May 23, 2002, declared a quarterly dividend of 33 ½ cents per share on the $1 Par Common Stock, payable July 1, 2002, to stockholders of record on June 11, 2002.

The above news releases are attached to my rebuttal testimony as Schedule 2.

Laclede would have the Commission believe that their Company is not recovering its costs and is struggling to meet its everyday and Commission-mandated obligations.  The financial facts are different.  Not only has Laclede had a profit for at least the last four years, they have also increased their stock dividend from 32 cents per share to 34 cents per share during this time period.  In addition, Standard & Poor’s credit rating for Laclede as of May 7, 2002, is A+.  This is defined as high-grade, high quality.

Q.
Why does Staff believe this is a form of retroactive ratemaking?

A.
Staff believes this a form of retroactive ratemaking because Laclede is coming before this Commission after rates have been set and requesting permission to collect additional revenues for this previous time period.  The Company is asking this Commission to allow the Company a mechanism to collect revenues that Laclede had the opportunity to collect, but that simply did not materialize.

Q.
Does Staff support the proposed accounting authority order (AAO) by the Company?

A.
No.  Staff does not support the proposed AAO.

Q.
Why is Staff opposing the proposed AAO?

A.
As stated earlier, Staff believes the proposed AAO is a form of retroactive ratemaking.  Staff also believes the proposed AAO alters the meaning of the Commission granting the Company a rate of return on its investment.  In the past, under traditional rate making rules, the Commission approves a rate of return on a utility’s investment in rate base and grants the Company an opportunity to earn a rate of return on this investment.


The Company would lead the Commission to believe that warmer than normal weather has caused Laclede to not recover costs.  Staff believes that the weather in this case, based on Laclede’s press releases to the public, did not have an unusual impact on earnings for the current year.  As stated earlier, Laclede earned $1.10 per share for the quarter ending March 31, 2002, which was the same amount Laclede earned for the same quarter one year earlier.  In the Company’s press release dated April 25, 2002, the Company states:

However, natural gas sales were significantly lower than last year due to temperatures in the St. Louis area that were 15% warmer than last year and 12% warmer than normal.

The Company’s press release dated April 26, 2001, which I have attached to my rebuttal testimony as Schedule 3, states:

The 7% increase in earnings is primarily the result of higher gas sales volumes resulting from winter weather that was 24% colder than last year and 3% colder than normal.

Staff believes that the above statements from the Company’s press releases clearly show that the weather for the last two heating seasons resulted in the same earnings for the quarter ending March 31.  Staff does not believe the year to date earnings for Laclede to be significantly impacted by the weather, and, if the weather has had some type of impact on earnings for Laclede, that the impact is minimal.

Q.
Are there any other reasons why Staff opposes the proposed AAO?

A.
Yes.  Staff believes the proposed AAO does not meet the criteria employed by the Commission for granting AAO’s.  Mark Oligschlaeger, of the Accounting Department, will address the criteria in his rebuttal testimony.

Q. Does Staff agree with the methodology used by Laclede to calculate the revenue shortfall?

A. No.  Staff has opposed the methodology used by Laclede in previous rate cases and is opposing the methodology in Laclede’s pending current rate case 
GR-2002-356.  Specifically, Staff does not agree with Laclede’s weather normalization as discussed in Mr. Patterson’s direct testimony filed in case GR-2002-356, and does not agree with Laclede’s amount of gas used per customer degree day (UCDD) which is discussed in the direct testimony of Dr. Henry Warren, filed in case GR-2002-356.

Q. Is the Staff in agreement with the Company’s computed deferred dollar amount should the Commission allow the Company to defer costs under the proposed AAO?

A. No.  Staff does not agree with the revenue shortfall calculated by Laclede.  Specifically, Staff does not agree with the heating degree-days or the therms per heating degree-day calculated by Laclede.  Furthermore, Staff does not believe it is correct or appropriate to use Laclede’s method of a point estimate of 109.0 therms per heating degree-day to adjust the test year therms to normal.  Staff Witness James A. Gray will discuss this further in his rebuttal testimony.

Q. Does this conclude your rebuttal testimony?

A. Yes, it does.

RATE CASE PROCEEDING PARTICIPATION
JAMES M. RUSSO

COMPANY
CASE NO.
Union Electric Company
GR-97-393

Gascony Water Company
WA-97-510

St. Joseph Light and Power Company
EC-98-573

St. Joseph Light and Power Company
HR-99-245

St. Joseph Light and Power Company
GR-99-246

St. Joseph Light and Power Company
ER-99-247

UtiliCorp United Inc./St. Joseph Light and Power Company
EM-2000-292

UtiliCorp United Inc./Empire District Electric Company
EM-2000-369

Osage Water Company
WR-2000-557

Osage Water Company
SR-2000-556

Missouri Gas Energy
GR-2001-292

Environmental Utilities
WA-2002-65

Laclede Gas Company
GR-2002-356
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UNAUDITED
STATEMENTS OF CONSOLIDATED INCOME
The Laclede Group, Inc.
(in Thousants Except Fer Share Amounts)
Three Months Ended Six Months Ended
March 31, March 31,
2002 2001 2002 2001
Operating Revenues:
Utilty operating revenues L $256,802  $4173%2  $440,013  $733,948
Nomutity operatng revenues. 307661 25350 42,094 _ 47515
Total perating revenues 207,463 _aaz1ez _as2,107 78167
Operating Expense:
Uttty operating expenses
Nabraland prop e g 271,709 542913
Otheroperaton expenses. 53080  s3EE
Mtenance. ] 0,632 5,34
Depreciatin and amorEation 12685 13pn
Twes, o her thin ncome twes 31336 45271
Totalutlty operting expenses 379,892 Esasi2
Non-utiy operathg expenses 44,940 4543
Total cperiting expenses 24,352 711080
et — 7775 76719
749 1336
s8524 13215
Interest Charges:
terest on bng-tarm debt 5,205 4377 10,410 8754
Other hterest chrges: B 17300 3504 2739 £719
Totalinterest charges 6585 7881 13149 1san
Divitends on Preerred Stock ~Laokde Gas 5] £3 E3 e
Ioome Before boome Toes .. ... . szeee 33633 43339 e27%
oome Teows - 5 12,548 1682 __ 23578
et hocme App b to Comeron Stock. S z06es _§2sa57 § 3sie0
verage Nusmber of Common Shares Outstding . 18,870 18,878 18,078 1857
Eamings P Share Of Corman Stock. B $10 $1.10 sis $208

NOTE: Cortain pribrperind smocmts have been e Fid 1o conform & curent-your preseatation.

Note: This news release contains forward-looking statements within
the meaning of Section 21E of the Securities Exchange Act of 1934, as
amended. The Company's future operating results may be affected by
various uncertainties and risk factors, many of which are beyond the
Company’s control, including weather conditions, governmental and
regulatory policy and action, the competitive environment and
‘economic factors. For a more complete description of these
uncertainties and risk factors, see the Company’s Form 10-Q for the
quarter ended December 31, 2001, filed with the Securities and
Exchange Commission.

3

Copyright 2000-2001 Laclede Gas Company

Close Window

http://www.lacledegas.com/news/printrelease.asp?RecID=104

Page 2 of 2

6/18/2002








PAGE  
6

