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DIUCT tHTiHOlfi. 

OF 

STEPHBH H, llACKBRS 

LACLEDE OAS COMPANY 

CASE ll-0, GR--90..;120 

Q, Pleue state your naci10 and business &ddruu, 

A, Stephen H. Rackors, 906 Olive Street, Suite 330, St, 

Louis, Hissourl 63101. 

Q, By whom are you employed·and in what capacity? 

A, I am a Regul.itory Auditor for the Missouri Public 

Service Coll'il1ission (Co1M1ission), 

Q, Please describe your educational background, 

A, I graduated frol!I the University of Hlssoud~Columbia 

with a 8acholor or Science Degree ; in Business Mministration, 

majoring in Accounting, 

Q, What are your Job responsibilities with the 

COIM'lission? 

A, I arn responsible for supervising and assisting in the 

audits and examinations of the books and records of utility companies 

opel'ating vithln the state of Kissour_i, under the direction of tho 

Manager of the Accounting Department, A list of C3$8S I have 

participated in appeal's in Schedule. l, attached to this direct 

testimony, 

Q, With reference to Case Ho, GR-90~120, have you 

examined the books and recol'ds of Laclede Oas COjf!pany (Laclede, 

Coiapany)? 
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· Pr~i,ar~i t>J"~-.~i.-:tut·l~·o~y 
-iSt~.pluati,:·~-~'.: P.a"i:kei:~' -

•• Yea, With the auistance of 

:~1(' 
otlt•r .~bet• ·:.Qi \h~-;--·,. 

Ctxrmission Suff, an investigation 11as mad& of the/'~(i(lp•nf•i 

operations, 

Q, What are your reaponslbillties regarding this case1 

A, I SC\ responsible £or tho day to day. supervision of the 

Accounting Staff members assigned to tho CP!i0J tho coordination of 

the Accounting Staff with other members of the COJ'fflission Staff and, 

\!'I.th their assietance, tbs development of th8 Staft's proposed 

revenue requirement, 

Q, What Accounting Schedules are you sponsoring? 

A, am sponsoring Accounting Schedule 1, Revenue 

Requirement, This Accounting Schedule calculates the Staf£'s 

deter111lnation of revenue requirement, based on t;he' other rderenced 

Accounting Schedules, 

Q, 

A, 

Q, 

A, 

19~9. 

Q, 

A, 

khat Accounting adjustments are you sponsoring1 

I S.16 sponsoring tncom.e Statement adjustments s-.is-0 1 

TRST YEAR AHD nrne .. yp 
What test year has the Staff used in this case? 

The Sta££ has used a test year ending Dacember 3l, 

How has the Staff examined and adjusted this period? 

Through the review and analysis of the Annual Reports 

to both the shareholders and the C<>m'fliUiOnj the lOK't and lOQ's 

filed Yith the Securities and Bxchange Connisslon; the workpapers of 

Deloitte-Touche, the Company's outside auditors; the Annual Actuarial 

Report froin Towers, Perrin, Ponter 6- Crosby, Inc~J Laclede CA$ 
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Co~pany's Monthly Financial Report, tnd var1ou1 oth4r COe1p1ny 

reports, tho Stdf has thoroughly exainlned the tut year ending 

Doce1t1ber 31, 1969, As a result, the Star£ ho Adjusted the test 

poriod in an attempt to eli~inate the affects of abnormal events, as 

well as to annualize the ertects of those evont!I which reflect 

ongoing operations, through this process, the Staff has developed a 

revenue requlroment which approprLnely matches rovenues, expenses 

and investt11ent, 

Q, Has the Staff updated iu test year ending December 

31, 19891 

A, Yes. The Staff has updated it.s doterroinittion of 

revenue requirettient to Include the affects of specific items through 

. Aprii 30, 1990. Revenue, expense, and r,8te base items have been 

considered in the update, to maintain the appropriate relatlonshlp. 

Tho Company's capital structure has also been updated through April,. 

1990, by Staff ultness Ronald L, Shackelford of the financial 

Analysis Department. 

Q, 

A, 

Is the Sta££ recorotending a true-up for this case? 

No, 1he Staff is not recolM\ending a truo-up, As wlll 

be dhcussed in the fol lowing direct t8sti111ony1 the Staff does not 

believe tho Company has m_ade a reasonable request for a true-up, 

Q, Why is Staff making this reco1Nnondation? 

A, In the Suspension Order dated January 12, 1990, the 

Co!l'ffllssion addressed true-up as follows: 

1he Comnission is of the opinion the Company should 
submit any requests for truo·up in i;s preflled duect 
testimony, The requests should include a proposed da.te to 
which the Co~pany's financial data is to be brought forward 
as vell u a propouid tillle for A true~up hearing, tho 
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Company's proposal should also 1pecify • C<Xltplete Litt of 
accounts or itc11s 0£ expense, revenues 1tnd ratt bue 
designed to prevent any Improper tnisrnatch, in those nus, 
Tho Coirmission will not consider hotated ·adjustments, but 
vi ll exa1nine: only A "packl!ligo" .of adju•tm~ntl dtsigned to 
maintain the proper revenurexpense-rate bue ritatch «1t a 
proper point in time, 

In the Staf'f'G opinion the Company's request for trno-up 

through August 31, 1990 does not meet the CO¢l"llission's 

specifications. Aho, the Company's requost dou not follow the 

norroal practice of the true~up process, 

Q, How does the Coinpeny's proposal (ail to meet the 

Col[(!lission's specifications? 

A, The Staff has engaged in a proooas of examination and 

adjustment of the test year, as previ.ously discussed, This process 

assures the proper relationship between ,:evemies, expenses and rate 

base, This process can not be adequately duplicated to cotnprise a 

forward movement o( eight ~onths, frOJ!I. December 31, 1989 to August 

31, 1990, in the time provided in this caae, While the Cor.1pany has 

listed specific ite111s it proposes to trU8"'UP which in the aggregate 

increases revenue requirement, insufficient time exists to thoroughly 

exatnine and adjust the period from Dacember ;n, 1989 to August 31, 

1990, so that a proper matching of revenues, oxpenses, and rate base 

it maintained, Without this process adequate assurance cannot be 

provided that the proper relationship betveen expenses, revenues, and 

rate base has beon maintained. 

Company witnoes Glenn F, Smith states in his direct 

testimony that August 31, 1990 information will be available by the 

middle of September, 1990, 'lhe Staff had not yet received a mollthly 

financial statement for April, 1990 1 prlor to leaving the Coa1p11.ny 1s 

-4-



2 

3 

4 

5 

6 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

.... 

premises on June 1, 1990, The $t4f£ dld not recelve the March, 1990 

£inandal state(l'ient unti.l H«i.y 1, 1990, and the February, 1990 

financial ,u.tement until Apl"ll 16, 1990, the Novefl!bor,· 1989 uonthly 

financial state~ent was being updated as late as Aprll 3, 1990, The 

Sta££ continued to receive Company's wo.rkpapors supp.orting its direct 

case through the middle oi April, 1990, well over a month after the 

Harch 5
1 

1990 [illng date, Finally, the avoraga turn around time for 

response to the Staff's data requests vas fourteen days, 'fhe 

Co~pany's record for ti~elinaas of providing in£orm8tion to the Staff 

does not lend itself to a true-up proceeding in the tiN8 frame 

proposed by the Con'lpany, the normal course of busines$, as indicated 

by experience, vould not provide documentation to the Starr ror 

August, 1990, results until sometime in Oct~ber; 1990, The 

Corrmission's usual practice of issuing an order ten days prior to the 

operation of law dato' £or a l'ate case uould leave barely one ~onth 

for the Staff to perform a true-up and have a true-up hearing, 

As previously stated, the Staff has updated major 

components of its revenue requirement through April 30, 1990, which 

reflects the last auditable information available: to the Staff to 

reflect in its case, The Staff asserts that its case, as updated 

through April 30, 1990 1 provide9 an appropriate b.uh for setting 

going-forward rates, 

Q, Hov does tho Co1t1po.ny's request conflict with the 

noraial practlco of the true-up process? 

A. The Company has included the use or estiroa.ted 

inflation factors through August, 1990, It is not the usua.l practice 

of this Con'inission to accept inflation factors as a 111.easure of cost 
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increaius, The Company hu not listed the in£l4tio1\ facton u an 

ttem requiring true-up, The Staff does not believe a point ln tlffie 

measure of the rate of increase in the cost of se1eetad iten9 is 

properly included ln revenue requirement, and certainly not for a 

trUO"UP, 

Also, the Company has Lncluded items in the deter,nLnatlon 

of revenue req,ulrement which are beyond even lts Olm August, 1990 

cut-off £or true .. up, and beyond the operation of law date. 'the 

Company has l'eflected the 1991 tai,: base for Soclal Security t!ll<eS 1 

tho 1991 tax rate for Federal Unemployment taxes, tho October, 1990 

increase in lock box fees, the estimated December, 1990 level for the 

cost of el!'lployeo benefits associated with health maintenance 

organizations and s001e wage .i.nd employee changes ln Laclede 

management salaries through December, 1~90, Such items do not meet 

the scope 0£ evon the Company's true~up request, 

Finally, the COMpany haa not mentioned several items which 

the Staff asserts should be included in a proposal .for true-up, In 

the Staff's opinion the capital structure, rate base offsets and the 

effects of cash working capitd should be included in any true-up 

process, 

PENSION exr1mss 

Q, HA$ the Staff utilized the Statement 0£ Finandal 

Accounting Standards Ila, 87 (FAS 87) in its determination of pen$ion 

expense? 

A. Yes, with regard to funded pensions, Laclede has also 

uSed a FAS 87 calculation £or unfunded pension relatod items, The 

Staff's treatment of unfunded p~nslon items, pertaining to Lacledo's 
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80,rd 0£ Directors and supplemental retirernnt is dhcuued in th• 

testitnony of Staf£ witness Steven J. Ruppel. Thll tutiioony will 

only deal 1,1ith the StaH's calculation of specitic c«aponents of 

funded pension eKpense under PAS 87, 

Q, Please provide a general expl~nation of the lndlvldual 

components included in the PAS 87 pension cost cdcuh.tlon, 

A, Per PAS 87, the folloulng ite~s represent the separate 

components of pension expense: 

Service Cost - the service cost component represents the 

actuarial present value of pension benefit~ related to employee 

service provided during the current year. The actuarial ass\llllptions 

used by the actuary to determine the current year's service cost 

component reflect the time vAluo of money (discount rate) and the 

probability of pa~ent out of the fund (assumptions as to mortality, 

turnover, early retiroment, etc,), 

Tntuest Cost M the interest cost com.ponent is defined by 

FAS 87 as 0 the increase in the projected benefit obllgation due to 

the passage of time, Measuring the projected benefit obligation as a 

present value requires accrual of an interest cost at rates equal to 

the assumad discount rates," 

Tha projected beneflt obligation represents the present 

value of pension benefits attributed to employee sorvice as of a 

point in time, based upon osti~ated co~pensation levels for employees 

at the ti~e they retire. 

Expected Retnto on Assets - the expected return on assets 

represents the actuary's estlmated annual return earned on the 

pension plan assets, The expected l'eturn Oil pension plan assets h 
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Prapuad oi_i~c:·t futai-~/ ot 
Step~en H. ·:Rlck$n 

usad u a 4aduction in calculating pansian co,tt: baciuu the' ln~ome-, . 

earned on the fund a,,,t, c•n bo utilized to pay the benefit• under 

the plan, 

Nat AroorH:ution - (a) Net Transition _(Assot)/Obligation: 

1he net transition amount arises t.1hen the ·lnltial change to 

application of FAS 87 to account for pension costs is 1-aado. the 

initial ineasure of the gain or loss ls the difference betwean the 

market value of plan assets and the projected b~nefit obligation at 

the impl1;mentatlon date for FAS 87, FAS 87 allows for an 

amortization of this en1ount, The negative amortize.tion for Laclede 

reflects the fact that the plan assets exceeded the projected bene(lt 

obligation on the date FAS 87 was initiated, The excess is being 

amortized as a reduction to pension cost over t~e remaining service 

ti£e of employees, 

(b) Prior Service CoH - This component represents an 

amortization of prlor service costs related to plan imendments. The 

inclusion of priar service costs recognizes the retroactive benefits 

auociated uith employee service prior to the i111plementatlon of a 

plan amendment, 

(c) llorosn&:nized Hot Gaio/1.ou - PAS 87 defines gains and 

losses as "ch.inge, in the araount of eithor the projected benefit 

obligation or plan assets resulting ft'om experience different CrolQ 

that A&SllMed and f-rom changes in assumptions," For example, the 

expected return on csssets for. the S_eptember 30, 1989 plan year (set 

by tho actuary) was $13_1 952,728, 'Fhe actual return Qn plan assets 

for 1969 was $39,5:70,144, The difference of $2),617,416 represents 

an unrecognized gain and ls not reflected in tha calculation of 
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pension cottl for 1989, rf the a~tual return on plan a1set1 for 1989 

had been $13,000,000, then an unrecognized los1 would have resulted 

ln the t11nount of $952,128, Differenccu betveen actual .usut.1ptions 

and expected A$Sumpt1ons are not recogn1zcd in total in the current 

year, but are deferred and amortized to pension cost over a period 0£ 

years, 

Q, What are the individual components of pension expense, 

as calculated under FAS 87 1 for the Company's pans.ion funds for the 

plan year ending September 30, 1990? 

A, 'the individual componeitts- ate listed belO\.l for the 

Company's three pension funds: 

Description 
1. Service Cost 
2. lnterest Cost 
3, Expected Return 
q, Am.ortizations1 

Hanaeement 
$1,380,684 
3,911,521 

<4,351,293> 

Contract 
$ 3,130,09S 

7,936,648 
<l0,S21,302> 

a, 7ransition Asset < 324,890> < t,167,409 
b, Prior Service Cost 313,366 128,351 
c. Unrecognizd Qaing< 1S2,954> s<_~4U0~4WJ~B~l>~ 

Missouri 
llAtlWl1 
$220,256 
663,476 

<631,096> 

Il>tll 
$ 4, 731,0JS 
12,Sll,60 

<15,503,691> 

< 18,121> < 
6S,421 

l ,S03,691> 
507,138 
562,335> < 

Pension Cost $ 711,434 $< 897,998> ~229,936 $ 113,372 

Q, How ware these ait.ounts determined? 

A, These amounts are the most current quantifications 

calculated by the Comp~ny•s actuary, Towers Perrln, 

Q. What it~~, from the above calculation are belng 

adjusted? 

A, f'ol' the Management and Contract Funds, both Item 3, 

expec~ed ~eturn and ltem 4,c, a~orti~ation of unrecognized gains are 

being adjusted by the Staff. 
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Q, Why-i• the Staff proposing to mke 

the Kanagea.ent and Contract Funds? 

A, Tho Company's Hiu:ouri Naturd (XoHat) Fund is 

currently l.n a funded status, uodel' hderal law which requiru 

Laclede to make a contrlbutlon to the plan. This cash contribution 

is approxlrnately equal to tho pension cost as calculated under FAS 

87. · 'Ihe StaU doFJS not believe that an adjuttfflent for this fund is 

necessary at this time, 

Q. Explain \/'hat the Motlat Fund represents, 

A, This ls the pension fund associ'ated with the employaes 

of the Hlssouri Natural Division of the Laclede Cas Co~pany, 

Q, How are requited contributions to pension funds 

determined? 

A, Minimum contributions .ire dotermined in accordance 

with the Employee Retirement Income Security Act (BRISA), to ensure 

that pension plans are adequately funded, 

Q, Are contributions required f.ot' the Hanagement and 

Contl'act Funds? 

A, No, While minlmwn BRISA contributions h.&vo not been 

required under law since 1983 for the Management Fund and 1984 for 

the Contract Fund, the Company has poured over $17 1000,000 into the 

these funds since 1985, 

Q, What is the current status of the Management and 

Contract funds (fund)? 

A, As of June 30, 1989, the value of the fund is 72X in 

excess of the a'ccwnulated benefit obligation (ABO) and 3!>% in excess 

of tho projected beneCit obligation (P80), 'Iho ABO is the present 

-10-
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value o( tho benefits accumulated to date, 1he P80 :1, the present 

value of the bene£lts expected to be paid at retirement. 

Q, Why are adjustments to the fund nacessary1 

A, As will be further discussed in 111y dl:rect testimony, 

in the Staff's opinion certain calculations utilized by l.aclode's 

actuary are inappropriate for determining the proper level of pension 

expensO in this case, 

Q, Hhat adjustment is the Sta££ proposing to the expected 

return component? 

A. ihe Staff is proposing that the actual falr market 

value of plan assets rather than the market related value be used to 

com.puto the expected return, This results in an increase in tho 

expected return component and, therefore, a reduction in pension 

expense, 

Q. Explain the difference bet~een tho a.ctu~l fa.lr market 

value and the mar~et related value of plan assets, 

A, The fair n1arket vah1e represents the timount that the 

fund could expect to receive for the pion assets between a willing 

buyer and a willing seller, Tho market related value is a calculated 

value that recognizes changes in the fair market value, gains and 

losses, over not more than five yc4rs, Use of: market related 

valuation of plan assets is a means of deferring recognition of 

realized e,nd unrealized gains or losses in the pension expense 

calculation, For Laclcde 1 the di(ference equals the swn of a portion 

of the realbted and unrealized gains and losses from the previous 

three years, The most recent year's gains and losses are multiplied 

by 7SX
1 

tho second most recent year's gains and losses are multiplied 

-ll-
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by 50X and the third year's galns and losses are multiplied by 2~X, 

tho following i& an illustration of the calculation! 

Fund Fair Market Value at 6(30/89 

Realized and Unreali2ed Gains: 

For the Year t::nded 6/30/69 (22,000,000 X.'7S) 
For the Year Ended 6/30/68 ( 5,000,000 X,50) 
for the Year Ended 6/30/87 ( 8,000,000 X,25) 

Fund Market Related Value at 6/30/89 

< 16,500,000> 
< 2,500,000> 
< 2,000,000> 

$187,000,000 

Q, Is thls adjustment to market related value required bY 

FAS 87? 

A, No, PAS 87 merely all.o.H.a the adjustment as a means 0£ 

reducing volatility ln year to year pension: expense, However, the 

Financial Accounting Sta~dards Board (Board) ·concluded that the fair 

value provides the ~ost relevant information that can be provided for 

assessing both the plans ability to pay benefits and the need for 

future contributions, 1he Board also concluded that methods used to 

determine actuarial asset values produce information about the assets 

that is less relevant and more difficult to understand than ·fair 

valua, 

Q, Do all utilities in Kissouri base their expected 

return on a market related value? 

A, Ho, The Hissouri Public Service Company uses the fair 

market value to calculato its expected return on plan assets, 

Q, What other factors cause the Staff to reco1M1end the 

use of fair market value rather than market related value? 

h, currently, the co~pany is using an 8,25% return on the 

mark,n rn)aud value or plan assets to ca.lculato its annual level o{ 
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pension oltponse, this market. re1atdd value wu approxiutely t21 

111lllion lass than h.lr market vduo at J'une 30, 1989, For the period 

frM'a 1979 to 1989, the Coopany's Cund has averaged over a 16% return 

on the f,,1r markqt value of plan auets, The Staff believes that the 

uso of only a 8,25X retutn on tho fair ~arkot value of plan assets to 

cOmpute a normalized level 0£ pension expense is very conservative 

compared to recent actual returns, 

Also, the types of lnvestmen~s which e1ako up the fund can 

be a factor in raducing the exposurl! to ms,rkot volatility, The 

Company's fund is currently invested 85% in bonds and lSX in stocks, 

the Board specifically uses the following exe.mple to its discussion 

of the use of market·related value versus falr ~arket value: " 
an e~ployer mlght use £air value £or bonds and a five-year 

moving-average for equi till$," Through the $tructure of its fund, the 

Company ha9 already positioned itself in a less volatile mode, 

Therefore, it is the Staff's conclusion that uso of 

market-related valuation for Laclede's plan assets is not warranted 

to reduce volatility, and is inappropriate to use for ratemaking 

purposes. 

Q. Is the Sta££ proposing to adjust tho 8,25% nte of 

return included in the calculation of pension oxpsnse1 

A, Ho. An adjustment to increase the eHpected rate of 

rot.urn of 8,25¾ is justified based on the l6X return which the fund 

has earned on avenge since 1979, However-, duo to the modest ·revenue 

requirement increase which Starr is currently recomending in this 

case and the £inan~ial inpact which thls additional adjustment would 
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hAvo, tha StaH is not proposing to increase the 

return in this case, 

Q, mtat adjustment is the Staff propo1ilig .· to the 

amortir.ation of unrecognized gains COl!lponont? 

A, 'Ihe Sta.£€ ls proposing that the total unrocognir.ed 

gains be amortlaed over a five year perlod, 

Q, Why ls the StaH recoirmot\dlng a five year 

runortization? 

A, In tho StaH's opinion, use of o. flve yeat' average 

spreads tho gains and losses over an adequate time fra.me to provide a 

' norMAliaod l~vol of pension expense, A five: year amortization of 

gains and losses more accurately reflects the current expense level 

aissoclated uith pensions, and therefore is a more appropriate buis 

for establishing rates, A five year average has been e~ployed ~y the 

Company and the Staff to calculate a notroalized level of expense in 

several areas or the case in the detenftination of revenue 

requirement, 

Q, Will additional gains be experienced by Laclede in the 

future? 

A, While the a111ount of future pension gains and losses 

can not be predlctedJ it is reasonable to believe that additional 

gains Yill be generated. 7he Company has earned an average return of 

over 16X on the fair market value of plan assets since 1979, 

HoweverJ the Company is calculating its expected return on a market 

related value of assets at only an 8,2SX return, As dero.onstrated 

below, a continuation of this trend vill produce $18 rnillion of 

annual additional gainsl 
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Stophon lt. Rackeu 

Fair Market Value 
Return on Assets 

Actual Retutn 

Harket Related Value 
Expected Return on Assets 

EKpected Return 

Gain 

210,000,000 
16% 

33,600,000 

190,000,000 
8,2)% 

lS,67$ 000 

17,925,000 
;::::1:::::1==:i=== 

Q, 7hrough Its implementation or FAS 87, how is the 

Company proposing to amortize past gains? 

A, the Company is a111ortldng past gains at close to the 

minimum amount required by FAS 87, the mlnimum amortization allowed 

by FM 87 is determined by deferring a portion of the gains, 

ehultering an additional portion through the corridor approach and 

amortizing tho remaining gains over A 1) year period, The Company's 

amortization recognizes the deferral of gains, the use of a corridor 

approach and an amordaation period of 14,94 years to deterinine the 

amount of amortization of unrecognized gains, 

Q. Explain the "deferral of gains" roferenced above, 

A, 1Re amount of deferred gain equals the difference 

between the fair markut value and the market related value of plan 

assets, less the aMount qf transitiQn gain not yet re£lected in the 

market related value. The difference between fair market value and 

market rdated value, as previously discussed, equals the twn of a 

portion 0£ tho realized and unrealhed gains, and losses for tho 

previous three years, For Laclede, this deferred gain is 

approximately $21 million. 'tho a11ount of transition gain ,not yet 

reflected i.n the ,narket related value is approximately $2 million, 
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Thor.afore, the Coopany la providing zero &111ottiution in the' 

calculation 0£ current pension expense of $19 ffiillion of unrecogni£ed 

gains, 

Q, 6xplain the corridor approach, 

A, The izorridor approach allow3 th8 COl!lpany to shelter an 

additional ail'\oUnt of gains and losses from current amortiz:atlon, 

Thi9 amount equals lOX of the larger of the ~~rket related value of 

the £und or the projected benefit obligation, P'or Lac:ledo this 

amount 1$ approximately $19 million, Through the use of the corridor 

·approaizh the Company is providing zero amortization of an additional 

$19 million of unrecognized gains, The follow~ng shows the COG'lpany's 

calculation of the amortization of unrecognized gains and losses, 

1, 
2, 
3, 
4, 
s. 
6, 
7' 

6. 
9, 

Fair Harket Value 6/30/89 
Market Related Value 
Difference Between 1, and 2, 
Unreflected Transition Gain 
Deferred Gain (4,-3,) 
Projected Benefit Obligation 
Corridor (lOX of the larger 

of 2, and 6,) 

$208,090,395 
186,Z7l,8Z8 
21,316,}17 
2,011,226 

lS0,114,169 

Accumulated Unamortized Gains 
Mount Subject to Amortization 

(6,-7,-6,) 
10, Average Expected Future Service 

Period of Participant& 
11, Amortization of Unrecognized Gains 

(9:/10,) 
12, S{feetive Amortization Period 

(6,/11.) 

$19,245,291 

18,671,388 

46,124 171 
8,401,-492. 

14,94 Years 

$ 562,335 

82 Years 

Q, Why is the Company's method Q( .Jll'lorthation 

imlpproprlate? 

A, The Company's blethod provides zero amorthatlon of 

over BOX of tho unrecognh.ed gains at June 30, 1989, Aho, the 

Company's method effectively amortiaes the unrecognized g~ins over 82 

years: tho Staff does not believe that an approaizh vhich amortizes 
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e.ains over such a long period appropriately refteCu th11 current 

level of pon1ion expense which ,hould be used in the deteraination of 

revenue requirements, 1he use of both the deftrred gains and 

corridor approach overstates pension expense by $2,.S Plillion, using 

even the amortization period of 14,94 years 

l(),+7,)/14,941, As long as the Company's pension fund or projected 

benefit obligation remains at the $150~200 ~il~ion level, the 

corrldor will generally allow the Company to shelter.and provide zero 

amortization of $15-20 million of gains or losses, The significance 

of La.clede's very minimal amortlzation of unrecognhed tains ls that 

it by necessity increases curtont ratepayer funding ·of the phn, The 

Sta££, by proposing to ineteaso the am.ortization of unrecognized 

gains for ratemaking purposes, will lowet current ratepayer funding 

of the plan to a more appropriate and realistic level, 

Q, Has the Internal Revenue Service recognized a five 

year amortiaatlon or gains and losses for tax purpotos? 

A, Yes, The Oilnlbus Budget Reconciliation Act of 1981 

{OBRA) ~as designed to strengthen the (unding rules of defined 

benefit pension plans and to ensure that excessive contributions were 

not 111ado to the plan, The OBRA included the following tax changes 

regarding pension plan fundin&I 

(1) The full funding limitation has been capped at 
150 percent of current liabilities, 

(2) The peciod for ametrtizing gains and losses has 
been reduced frO!l'I U yoara to i years, 

As provlously stated in thi$ direct testimony, the fund is 

currently 12% in excess of tho accumulated benefit obligation and 39X 

in excess of the projected benefit obligation, 

-11-
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Q. Ho tht Staff updated its pan,ion exPinu 

based on April 30, 1990 data? 

A, Yes, 

Q, What changes has the Sta££ made in repognitlon of this 

data7 

A, The Staff hu recognized tho Lou in tho fdr market 

value of the fund assets experienced through April, 30 1 1990. Staff 

measured thi& loss: by comparing the £und balance ~t April 30, 1990. 

end April 30, 1989, the annual change uas approximately a $7 million 

roduetlon in asset value, This amount was subtrac~ed from tho June 

30, 1969 fair 111eirkot valuation used by the Company's actuary to 

determine the pension expense for the plan year ending September 30, 

1990, 

'Ihe Staff also recogni2ed the loss of esthoated earnings 

~hich had beon included in the calculation o( pension expense for the 

plan year ending September JO, 1990, This amount and the loss in 

asset value were subtracted frocn tho balance of unrecognized gains, 

Q, What affect did tho recognition of this data have on 

Staff's adjustments? 

A, The reduction in (air market value reduced the Staff·~ 

adjustment to the expected return, the reduction in the at:11ount of 

unrecognized gains reduced the Staff's adjustment to the amortization 

of unrecognized gains. 

Q, Please StllMlarho the Staff's adjustments to pensions 

as discussed in this direct testimony, 

A, Tho Staff in Adjustment S-16-H, · is proposing to 

calculate the expected return on fund nsots using the fair market 
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value of plan assets r4ther than the ~ark~t related value. The Staff" 

is Also proposing to amortiie the total unrecogniEed gains and losses 

ovar a five yaar peri<>d, this is reflected in adjutte1ent S-16~0, 

Both adjustments can be found in Accounting Schedule 11, Adjustments 

to Income Statement, 

HISCRU.AHEOUS RXPBI/SE 

Q, Please explain adjustment S-lS-D end S-16NC, 

A, these adjustraents disallow certaSn ffliscellaneous 

axpenslls charged t"o Sales and Administrative and Cleneral 'expense, 

Q, What typos of expensali a.re being dlsallow8d7 

A, the Staff's adjustments address severrt types of 

expenses, 1he first type is tickets and related expen$es for various 

sporting events and theater performances, The second! type is the 

cost of dues or contributions to various organizations and dubs, 

Tho third type is £or Company sponsored eMployee dinners, awards and 

sports teams, The final type is for various nonrecurring or 

promotional items, 

Q, Why has the Staff disallowed these expense:,? 

A, The Staff's priinary bash for disallowance h that 

these expenses provide no benefit to ratepayers or no quantifiable 

uvings to the Company, It is also the opinion of the Staff that 

those typos of expenses should not be borno by ratepayers, 

Q, Has the Staff requested that the Company ldontify the 

benefits of such expenses? 

all 

A, Yes. Company's general response ls 

, that exponditures of this typo are prudent, and that 
_ratepayers are benefitted. llurther, these expenses are 

-19· 
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considered ordinary expenses for any bu1ineu 

organlzat ion," 

The Staff d~es not believe thls response justifies the inclusion ln 

rates of these expenses. 

Q, Has the Sta££ allowed some portion of the dlles related 

to civic organiiatlons? 

~- Yes, The Staff hu historically allowed· local Cha~ber 

of Comnoi-ce dues, In. thi$ case the Staff hae allowe4 the Chamben 

for the Kirkwood area, Plorl.s!lant Valley, St. Charles, Northwest 

CoMunities and the St, Louis Regional Comerce & Crowth Association, 

SAFETY RIIUiS 

Q, Please describe this item, 

A., On Oecom.ber 15 1 1969, the Commission pUt into effect 

new Pipeline Safety Regulations applicoble to natural gas utilities. 

Q, Is the Staff reco!Mlending the inclusion of any amount 

in its determination or revenue require111.ent associated with these 

regulations? 

A, No, 

Q. Why is the Sta££ making this recotm1endation? 

A, Based on Company response to Staff data requests, 

Laclede has no detailed accounting of the a111ount spent to date to 

meet the Coomission's safety rules. Laclede also stated in its 

response that it has not prepared a detailed estimate of tho amount 

which wilt bu spent by August, 1990, the Company's requested cut-off 

for true-up, The costs associated \tith the Company's.co111pliance vith 

the nov safety rules are therefore unauditable. No assessment can be 
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ma.de at this titne u to "'hat mount thould be included in the ongoing 

e~penses or the Company £or these rulas, 

Q, Wa.s the Staff provided with any estimates o( the cost 

of Company's compliance? 

A, Yes. The Staff was provided with the Company's 

estimates of the cost 0£ compliance, 

Q, Has the Sta££ reviewed these estimates? 

A, Yes, However, these ostimat6s are · based on the 

Company's qu9ntification of compliance at the tlma it fl\ed Lu 

direct tO$timony, Since that time, the Company has received several 

waivers and stays from the C01M1ission regarding speclfic sections of 

the rules, Also, the Company and the Staff have worked out several 

agreements and understandings regarding the rules, These items an 

discussf;ld in tho testh\ony of Staff witness Walter R, Ellis of the 

Gas Engineering Department, 

Q. Was the Staff provided with an update in the cost of 

compliance based on these changed clrcumstances1 

A. Ho, Staff was not provided with a complete update, 

Staff Data ReqUO$t No, 185 requested an update of the Company's cost 

estimates reflecting waivors, stays and Staff indications of 

interpretation and enforcement, In response, the Company stated that 

it had not estimated the impact of speciflc stays 6lnce the process 

of seeking waivers was not co~pleto and that it had not speculated on 

the Co1M1isslon Staff's intentions absent delinltive rulings, In 

response to Staff Data Requost No, 1027 1 the Company stated that the 

i;ost of compliance uith rule ll,H had substantially been eliminated 

by the Comission's Order granting a uaiver, 

-21-
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As discuued in the direct testimony of Stdf witneu 

Bills, a largo portion of tho costs quantiHed in the CD41pany's 

present case deals with rules for which tho ¢o-.'1pany has received a 

waiver, stay or interpretation from Star£, Ith direct testimony also 

diacusses discrepancies with tho Company's nain replacement 

quantifications, In tho Staff's opinion, t~e CMpany should have 

provided updated calculations or the cost of compt-iance with the 

COiMlission's ufety rules as waivers, stayt and interpretations 

became known to them, 

Q. What portion of the cost or co~pliance, as calculated 

by the Company, has been impacted by ~aivers or stays pending 

walven? 

A, Section 9,V - Cathodic protection mapping, Section 

13,H - Survey or custo0arHowned buried fuel lines and Section 13,V -

Increased valve inspection requirements have been waived or stayed 

pending waiver, The estimated impact of this ls a reduction of 

~3,074,700 in the Company's cost calcuh.tlons given in tho direct 

testimony of CO!lpany w-ltnoss Harry I\, Haury. 

Q, For tho satety items which did not receive a waiver or 

stay, what problems does the StaH have with the Company"s 

calculation ot lncroased cost? 

A, The Staff has arranged its cogynents on· a section 

specific basis, 

4,RE - l02t,Allatioo or failure iodicatlna d,wices and 
""1.l<u 

Thi$ item deals with the cost of installing additional 
plant, The cost thould not be included in ongoing 
maintenance expense but should be capitalized and recovered 
through depreciation expense over tha life of the plant, 
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9,P - ln1past100 and pniotlo~ o( expo1ed pipe 

This ite.n includes the cost of painting exposed pipe 
Md monitoring pipe for corrosion, lha COt11,pany 1 11fter 
receiving a clarification from the Staff regarding the 
definition of corrosion, withdrew its request for a waiver 
from thls rule, Furthor, the Company stated in response to 
a Staff data request that it had been painting its exposed 
pipe for twenty five years, Finally, as stated ln Staff 
witness Ellis' testimony 1 the requirement to inspect this 
piping over a three year period has been in efhct since 
1971. therefore, the addltional cost calculated by tho 
Company appears overstated based on the programs and 
practices elready ln place, 

12,C - Exnaosloo or procedurns moouel 

1his item requires the update of th_e procedures manual 
and an annual rewevaluacio_n, The initial update 
constitutes a one-time c:ost assoc:iated· uith the updating 
and consolidation of various existing procedures raanuals. 
This must be accomplished by Dece~ber 15, 1990. Therefore, 
tho ongoin& annual c:ost of re-evaluating the manual would 
not begin until sometime in 1991, 

12,p - Hxoaosion o[ pnrsnooel trainio& 

This ltem refl8cts the increased 
1
cost of additional 

tralnin&, Tho workpapers provided to tho Staff states that 
the Company has 18 months frocn the effective date to 
implement the progr.am, Therefore, the ongoing cost of 
training will not begin llntil Hay 1', 1991. Any initial 
cost of setting up the training and qualification program 
constitutes a one time cost, not an ongoing annual expense, 

13:Z - Servire tranefers - protection program 

When a main is replaced, the cost associated vlth 
transferring the service connections to that main are 
expensed, the amount quantified by the Company is the cost 
of service transfers associated with the mains that vill be 
replaced under tho protection program. As discussed tn tho 
testimony of Staff witness Bllis, the amount of pipe 
scheduled by the Company for replacement under this 
section, when co~bined with the pipe replaceit1ent under 
Sections 1:;.o and E, f.a.r exceeds the levels discussed in 
the Company's Replacement Progra~, as sulxtitted to the 
Co!M'lission, These calculations are inconsistent and do not 
provide an appropriate estimate of the ongoing expense 
levels, 

14,R - Repeat leak investl&atioo 

-23-
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'ihe C0&p•nY \lithdrew it, original rlJqUHt for waiv•r 
regarding thlt it~. At_ discu1ud ln tha testimony of 
Staff witness Ellis, additional testing and data are 
neces1ary regarding thie ite~. The Staff exp1ctt the 
COG1pany to again apply for a wdver when it hu aatheud 
thh additional data, The cost ealcula.tad by the Coopany 
for this item ~ay not reflect the continuing future level, 

15,P end 6 - Service 1ran,£er, ~ Beplasamaot Proaram. 

The amount quantified by the Company under this 
section rertocu the cost of service transfers associated 
with mains replaced under an acceleration of the C0111pany's 
current t'eplace1nent program, As previously discusse~ under 
Section 13,Z, the calculations are inconsistent with those 
pt'ovlded by the Co111pany ln its Replacement Ptogram 
sobrnltted to the Coumlssion. Also, oc Hated in the 
testimony of Staff witness EUh, the Company is ohdel' no 
obligation or requirement to accelerat"e lts eorrent 
replace~ent program ae there are no established time frames 
or deadlines for these programs, 

Q, Please su1Mtarize tho Staff's position on the cost of 

compliance with the Comission's safety rules, 

A, ln the Staff's opinion, the amount of ongoing expense 

associated with the Co~p,my's compliance with the CMIDlesion tules 

cannot ba determined at this time, The coropany has no detailed 

accounting of the costs incurred to date and no estimate of the costs 

uhich uill be incurred by August 31, 1990, The Staff has not 

recoived a co~plete ~pdate of the estimated cost of compliance which 

includes the effect of waivers and stays which the Corrmlssion has 

granted and the eftect of clarlflcatlons provided by the Staff, 

Finally, as previously dhcossod, the estimates provided by the 

Company are in somo instances inappropriate and -inconsistent, 

thorefore, providing no baslS for deter111.lnation of ongoing expense 

levels, 

Q, Does this conclude your direct testimony? 

A, Yes, it does, 
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Bowling Green Gas Company 
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Union Electric CO!tlpany 
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St, Louis County Water Company 
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