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o
STEPHEH H. RACKENS
LACLEDE GAS COHPANY
GASE MO, GR~9D-120

Q. Please state your name and bgslness address,

A. Stephen M. Rackerg, 906 Olive Streot, Suite 330, Stu.
Louis, Migsouri 63101,

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

A. I am a Regulatory Auditor for the Hissouri Public
Servica Comnission {Commission).

Q. Please describe your aducacional background.

A. 1 graduated from the Univarsity of Hissouri-Columbia
with a Bachelor of Sclence Degres . in Business Administration,
majoring in Accounting.

Q, Hhat are your job vesponsibilities with the
Comnatssion?

A. 1 am responsible for supervising and assisting in the
audits and examinations of the books and vecords of utility companies
operating within the state of Hissouri, under the direction of the
Hanager of the Accounting Department. A 1ist of cases I have
participated in appears in Scheduls 1, attached to this direct
tescimony.

g. With reference to Case Ho. GR-90~120, have you
examined the books and records of Laclede Gas Company (Laclede,

Company)?




A,  Yas., Hith the assistance of gthér neab

Commlssion Staff, &n investigation was asde of the 'Cospany's

operations.

Q. What ara your responsibillties regarding this case?

A, I oo responsible For the day te day supervision of the
Accounting Staff membars assigned to the casa,'tha coordination of
the Accounting Sraff with other membars of the Commaission &taff and,
with thelr assietance, the development of the Staff's proposed
ravenua requirement.

Q. What Accounting Schedules acve you apnnsorlag?

A, 1 am sponsoring Accounting Scﬁedule 1, Revenus
Requirement. This Accounting Schedule calculates the Staff’s
determination of revenue requivement, based on the other veferenced
Accounting Schedules,

Q. Hhat Accounting adjustments are yoh sponsoring?

A, 1 am sponsoring Income Statement adjustments $-13-D,
$-16-C, 5-16-6, and 8-16-H.

TEST_YEAR AHD TRUB-UPR
Q. What tast year has the Staff vsed in this case?

A, The Staff has used a test year ending Dacember 31,

@, How has the staff examined and adjusted this period?

A. Through the review and analysis of the Annual Reports
to both the shareholders amd the Commission; the 10¥‘s and 10Q's
filed with the Securities and Bxchange Commission; the workpapers of
peloitte-Touche, the GCompany's outside auditors; the Annual Actwarial

Raport from Towsrs, Perrin, Foyster & Crosby, Inc.} Laclede Gas
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Company's Honthly Financial Reports and  various other Coapany

reports, the Staff has thoroughly exanined the test year ending

Decembay 31, 1989, As a rasult, the Staff has adjusted the test

poriod fn an attempt to el@minm the offects of abnorvmal events, as
well as to anpualize the effects of these avapts which raflect
ongolng operations. Thvough this process, the Staff has developed a
revenue requivament which appropr'iately matches roveaues, expenses
and investment.

Q. Has the Staff updated its iest yeax ending December
31, 19897

A, Yag., The Staff has updated its datorminazion of

revenue requirement to Inciude the affects of spacific items through
Caprii 30, 1990. Revenue, expanse, and rate base Ltems have heen
considered in the update, to maintain the appropriate relationship.
The Company's.capitai structure has also bean updated through April, .
1990, by Staff witness Ronald L. Shackelford of the Financlal
Anatysis Dapartment.

Q. Is the Staff vacommending a true-up for this case?

A, Wo, The Staff is not rocommending a truoe=up, As will
bo discussed in the following direct testimony, the Staff does not
balieve the Company has made a reasonable vequest [or a true-up.

Q. Why is Staff making this vecommendation?

A. In the Suspension Ovder dated January 12, 1990, the
Commission addressed true-up as follows!

The Commission is of the opinion the Company should
submit any raquests for true-up in its prefiled drrect
testimony, The requests should include a proposed date to
which the Company's financial data is to be brought forward

as well as & proposed time for a true-up hearving. The

~3-




prepared Direct Testimony of
Staphen H, Rackers

Gompany's propozal should also specify a complete list of
sccounts or items of expense, revenues and race base
designed ta prevent any fmproger mismatch in those aveas.
the Cormission will not conslider isolated adjustments, but
will examine only a "package" .of adjustments designed to
maintaln the proper revenus-expense-rate bae mateh at a
proper peint in tima,

In the Staff‘s opiaion the Company's request for trua-up

through August 31, 199¢ daes not  meat the Comslission's
spacifications. Also, the Company's requast does not follow the
normal practice of the true-up process,

Q. How doss the GCompany's proposal fall to meet the
Commission's specifications?

A.  The Staff has engaged in a process of exawmination and
adjustment of the tast year, &$ praviously digcussed. This process
assures the proper rvelationship betwaen cavendes, expenses and rate
base. This process can not be adequately duplicated to comprise a
forward movement of eight oonths, from December 31, 1989 to August
31, 1990, in the time provided im this case, Hhile the Company has
listed specific items it proposes Lo true-up which in the aggraegate
increasaes vevenue requivement, insufficient time exists to thoroughly
axamine and adjust the period from December 31, 1989 to August 31,
1990, so that a proper matching of revenues, ouponsas, and rate base
i¢ maintaincd. Without this process adequate assurance cannot be
provided that the proper relationship betwaen expenses, ravenugs, and
rate base has been maintained.

Company witness Glann F. Smith astates in his direct
testimony that Avgust 3%, 1990 information will be available by the
middle of September, 1990, The Staff had not yat received a monthly
finsncial statement for April, 1990, prior to leaving the Company's
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premises on June 1, 1996, The Staff d4id not veceive the March, 1990

finsncial statement until Hay 1, 1990, end the Februsry, 1990
financial statement until Apvil t6, 1990, The Hovembnr,'lqw monthly
financial statement was belng updated as late &s Apl!'i.l 3, 19%0, The
gtaff continued to receive Company's workpagers supporting its direct
cage through the middle of April, 1990, well over a month after the
March 5, 1920 filing datc. Finally, the avaraga turn around time for
vespanse to the Staff's data vequests was fourteen days. The
Company's record For timelinose of providing information to the Staff
daes not lend ltself te a trua-up proceeding in the time Frame
proposed by the Company. Tha normal course of business, as indicated
by experience, would not provide documentation to the Staff for
August, 1990, cesults until somecime in Qctgber, 1990,  The
Commission’s usual practice of issuing an arder ten days prior to the
operation of law date for a rate case would leave barely one month
for the Staff to perform a trus-up and have a true-up hearing.

As previously stated, the gtaff has updated major
copponents of its revenus requlrement through April 30, 1990, which
reflects the last auditable informstion available to the Staff to
raflect in its case. The Staff agsarts that its c¢ase, as updated
through April 30, 1990, provides an appropriate basis for setting
going-foruard vates,

Q. MHow does the Company’s request conflict with the
normal practice of the true-up process?

A, The GCompany has iacluded the use of estimated
inflation [actors through August, 19%0. It is mot the usual practice
of this Commission to accept inflation factors as a measure of cost
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incresses. The Company has not listed the inflation factovs a1 an

item requiring true-up. The Staff does not belisve a point in time

meastre of the rate of incrvease in the cost of selected items is

properly included En revenue vaquirement, and certainly not for a
true~up,

Also, the Company has included {tems in the determloation
of vevenue raguirement which are beyond even lts own August, 1990
cut~-off For true~np, and beyond the oporation of law date. The
Company has vellectad the 1891 tax bass for SoclalVSecurity raxas,
the 1991 tax rate for Feharal Unemployment taxes, tha October, 1990
{ncrease in Lock box Fees, the astimated December, 1990 level for the
cost of employee benefits associated with health maintenance
organizatioens "and some wage and employee changes in Lactede
management salaries through December, [990. Such items do not meel
the scopa of evan the Company's true-up request.

¥inally, the Company has not mentioned several items which
the 8taff asserts should be included in a proposal .for true-up. in
the Staff's opinion the capital structure, rate base offsets and the
offects of cash working capital should be included in amy true-up

process.

PENSION EXPENIE

Q. Has the Staff utilized the Statement of Financial
Accounting Standards No. 87 (FAS 87} in its determination of pension
expense’

A. Yes, with regard to funded pensians. taclede has also
used & PFAS 87 calenlation for unfunded pension related items. The
Staff's treatment of unfunded pénsion items, pevtaining to Laclede's
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Bosvd of Divectors and supplemental reticvement i3 discd:scd in the
testimony of Staff witness steven J. Ruppel. This testimony will
only deal with the Staff’s calcutation of specific components o{
funded pension expense under FAS 87.

Q. Please provida a genaral expiénstion of the lndividusl
conponents included in the FAS B7 pension cost calculation,

A. Per FAS 87, the following {teus vepresont the sapsvate

components of pension expense!

gorvice Cogt - the service cest component repraesents the

actuarial present value of pension banafity velated o employae
sorvice provided during the current year. Tho actvarial assumptions
used by the actuary o determine the current year's service cost
component reflect the time valuo of monay (discount rate) and the
probability of payment out of the fund (ss;umptions as to mortality,
turnover, early ratirement, etc.).

Interest Cost - the interest cost component is defined by
FAS 87 as “the increase in the projected benefit obligation due to
the passage of time, Heasuring the projected benefit ebligation as a
present value requives accrusl of an interest cost at rates equal to
the assumed discount rates,”

The projected benafit obligation represents the present
value of pension benefits actributed te employae sorvice as of a
point in rime, based upen ostimated compensation levels for employaas
at the time they rstive.

Expacted Beturn on Assets - the expected roturn on assets
reprasencs the actuary's estimated annuel raturn earned on Cthe
pension plan assets, The expected return on pension plan assets is
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usad as a deduction in calculating pension co:ts:heciuio the Incode. -
esrnad on the fund asssts can bo utitized to pay the benafits under
the plan.

Ret Amoriizatien - {a) HNet Transltion_(Asmt)lobligauon:
the nat transition amount arises when the ‘inftial chapge to
application of FAS 87 to account for pension costs fs nade. ‘The
1ni:ial measure of the gain or loss s the diffarance batween the
market value of plan assets and the projected benefit obligation at
the implemantation date for FAS 87. PAS 87 eallows for an
amortization of this emount. The ﬁegative amortization for Laclede
coflects the fact that the plan assets exceeded the projected benefit
obtigation on the date FAS 87 was initiated, The excess is being
amortized as a reductlon to pension cost ever the remaining service
life of employaes.

(b) Pprior Service Gest - This component represents an
amortization of prior service costs related to plan amendments. The
inclusion of prior service costs recognizas the retroactive benefits
associated with employee sorvice prior to the i:aplementall:ion of a

plan amendment.

(c)} Unracognized Net Gain/Loss - PAS 87 defines gains and

losses as “changes in the amount of eithor the projected benefit
obligation or plan assets resulting from experience different from
that assumed and from changes in assumptions," For oxample, the
axpected return on assets for the Septembar 30, 1989 plan year (set
by the actusry) was $13,932,728. The actual return on plan assets
for 1989 was §39,570,144, The difference of $25,617,416 represeats

an unrecognized gain and is not reflected in tha calculation of
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pensian costs fov 1989, [f the actual return on plan assets for 1989
had been $13,000,000, then an unracognized loss would have resulted
in the smount of §952,728. Differencas betwean 'aétual assumptions
and expectad assumptions ave hot recognized in total in the curramt
year, but are deferred and amortized to pension cost over a peried of
yoars.,

Q. Hhat are the individual ¢omponents of pension expense,
as caleulated undar FAS 87, for the Company's pans}on funds for the
plan yaar ending September 30, 15907

A. The indivtduai componeiits ata listed below for the

Company's threa pension funds:

Hissouri

Description ~ Hanagement Contract  Hatural  Tofal

1. Service Cost 51,380,684 § 3,130,095 $220,256 § 4,731,035
2. Interest Cost 3,911,521 7,936,648 663,476 12,511,645
3. Bxpectad Retuen  <4,351,293> <10,521,302> <631,096> <15,583,691>

4, Amortizations)
a, Transition Asset < 324,890> < 1,167,409 < i8,121> < 1,503,601~

b. Prior Service Cost 313,366 128,351 65,421 507,138
e. Unrocognizd Gainss 132.9534> <  404,381> . _ Q. 4. 562,335>

Pension Cost § 771,434 $< 897,998  §299,936 § 173,311

pmasagdtdEo OEICSSEISDST LEEEE-E L1

Q. How ware these amounts deternined?

A. These amounts ave Lhe most current quantificatlons

calculated by the Company's actuary, Tewers Parrin,

Q. What items f£rom the above calculstion are being

ad justed?
A, Por the Management and Contract Funds, bath Item 3,

expactad return and Item 4.¢, amoctization of unrecognized gains ara

being adjusted by the Staff.
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Q. Why.is the 3taff proposing to sake adj “to only *

the Kanagement and Contract Funde?

A. The Company's Missouri MHatural (HoWat}) 'Pund 1
currently in a fundad status, under Federal law which requires
Laclede to make a contribution to the plan., This cash contribution
g approximstely agual to the pension cost as caleulated under PAS
87, The Staff doos not beliave that an adjustment for this fund is
necegsacy at this tima, :

Q. Explain what the Holat Fund rap;asents.

A. This ls the pension fund associated with the employaos
of the Hissouri Hatural Division of the Lacktede Gas Coupany.

Q. How are required contributions o pension funds
detormined?

A. HKinimum contributions are dotermined in accordance
with the Employes Retirement Incame Sacurity Act (ERISA), te ensura
that pension plans are adequately funded,

Q. Are contributions vequired for the Hanagement and
Cantreact Funds?

A. MNo, Hhile minimum BRISA contributions have not been
requived undar law since 1983 for the Hanagement Fund and 1984 for
the Contract Fund, the Company has pouved over $17,000,000 into the
these funds since 1985,

Q. What §s the current status of the MNanagement and
Contract funds {fund)?

A, As of June 10, 1989, the value of the fund {§ 72% in
excass of the accumulated bemefit obligation (ABO) and 1%% in excess
of the projected benefit obligation (PBO). 7Tho ABQ ia the prasent

-10- '
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value of tha benefits accumulated to date, The PBO 'is the present

valug of the benefits expected to bs paid at rat irement .

Q. Bhy are adjustments to the fund necessary?

A, As will be further discussed in my divect testimony,
in the Staff's opinion certain calculations utlliized by Laclade's
actuavy ave inappropriate for determining the proper level of pension

expansa in this case.

Q. HKhat adjustment is the staff propos{ng_to the expected
return component?

A. The Staff is proposing that the actual falr market
value of plan assets vathee than the market related value be used to
compute the expected return. This results in an increase in the
expected return component and, therafove, a reduction in pension
axpense.

Q. FExpiain the difference betueen the actval fair markat
valve and the market related value of plan assets.

&, The fair market value represents the amount that the
fund could expaect to receive for the planh assots between a willing
buyer and a willing seller. The market velated value is a calculaved
value that recognizes changes in the fair narket wvalus, gains and
lossas, over not more than flve years, Use of market related
valuation of plan assets is a means of daferring recognition of
realized and unvealized gains or losses in the pension expense
caleulation. For Laclede, tha difference aequals the sum of a portion
of tha reatized and unrealized galns and losses Ffrom the previous
thrvee years, The most recant year's gains and losses are multiplied
by 75%, the second most recent year's galns and lossos are multiplied

=11~
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by 50% and the third year's gains and losses are multiplied by 25X%.

The follawing is an illustration of the calculation!
Pund Fair Harket Yalue at 6/30/89 $208,000,000
Realized and Unvaalized Gains:
For the Year Ended 6/30/89 (22,000,000 Xf?S) < }6,500,000>
for the Year Ended 6/30/88 { 5,000,000 X.,50) < 2,500,000>
Por the Year Endad 6/30/87 ( 8,000,000 X.25) < 2,000,090>

Fund Harkat Rglated Valus at &/30/8% i $187,000,000

cogdpgEaness T

Q. Is this adjustment to market r&laced value requ{red by

A. WMo, PAS B7 meraly allows the adjustment as a means of
reducing volatility in year to year pension expense, Howaver, the
Pinancial Accounting Standards Beard (Board) concluded that the fair
value provides the most relevant information that can be providaed for
assessing both the plans ability to pay benefits end the need for
future contributions, The Beard also concluded that methods used to
determine sctusrial asset values produce information about the assets
that is less relavant snd more difficult to understand than fair
valua,

Q. Do atl utilities in Hissouri base their expocted
returp on a market ralated value?

A. Mo. The Hissouri Public Service Company uses the fair
markat value to caleulatp its expected raturn an plan assets,

Q. HWhat other factors cause the gtaff to recommend the
use of fair market value rather than market related value?

A.  Currently, the Company is using an 8,23% veturn on the

market relazed value of plen assats to calculate its annual leval of
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pansion oxpsnse. This market related value was approximateiy $2}

million tass than fair marker valuo at June 30, 1989, For the period
from 1979 to 1989, the Company's fund has aversged over s 16X return
on the fals market valua of plan assets. The Staff believes that the
use of only & 8.25% return on tho faiv sarkaet valus of plan assets to
compute a normalized level of pension expense is very sonservative
comparad to recent actval returns.

Alsa, the types of fnvestmonts shich make up the fund can
be a factor in raducing the exposuré to market volatility. The
Gompany's fund is currently invested 851 in bonds and 1%X in stocks.

-The Board specifically uses the following example in its discussion
of the use of market-rolated value versus falr market value! "o
an amployer might wuse [Fair value for bonds and a Eive-year
moving-average for equities.” Through the structure of irg fund, the
Company has alrveady positioned ftself in a less volatile mode,

Therafore, it is the Staff's conclusion that use of
parket-related valuation for Laclede's plan assets is not warrantad
to reduce volatility, and is inappropriate to use for ratemaking
purposas.

Q. Is the Staff propesing to adjust the 8,251 vate of
ceturn includad in the calculation of penslen expense?

A. Mo. An adjustment to inerease the espected rate of
roturn of 8.25% is justified based on the 16X retura which the fund
has asrned on averape since 1979, However, due to the modest ravenue
requirement increase which Svaff is curvently recomeending in this

case and the financial impact which this addittonal adjustment would
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nave, the Staff is not proposing to increasa the expécied :

return in thiz case,

Q, What adjustment is the Staff proposing  to the

amortigation of unracognized galns cooponent?

A, The Staff le proposing that the &total snrecognized
galns be amortised over a five year perlad,

Q. HWhy s the Staff reeomme&dlng a five year
amortigation?

A, In'tho geaft’'s opinion, use of a five year average
spreads the gains and losses over an adequata time frame to provide a
novaalized level of pension expense. & five year amortization of
gaing and lossas more aceurately reflects the curront expense level
associated with punsions, and thorafore is a more appropriate basis
for astablishing rates, A five year average has been employed py the
Company and the Staff to caleulate a novsaiized laval of expanse in
sevaral areas of the case in the datermination of revenue
requirement.,

Q. Hill additional gains be experienced by Laclede in the
Eutura?

A, While the amount of Future pension gains and losses
can not be predicted, it is raasonable to belisve that additional
gains will be genorated. The Company has earned an average return of
over 16% on the fair market value of plan assets since 1979.
However, the Company is calculating its expected return on a market
related value of assets at only an 8.25¢% retuen. As demonstrated
balow, a continuation of this trend will produce $18 millien ef

annual additional gainst
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fair Harket Value 210,000,000
16%

Return on Assata
Actual Retuen 33,600,000

Market Related Value 140,000,000
Expected Return on Assets 8,25%

Expected Return 15,675,000
Gain 17,923,000

EEEE L]

Q. Through its implementation of FAS 87, hou is the

GCompany prc-:posing to amortize past gaine?

A.  The Company 1s amortizing past gains at cloge to the
minimum amount vequired by PAS 87. Tha minimum amortization alloved
by FAS 87 is determined by deferring a portion of the gains,
sheitertng an additional po_rtion through the corridor approach and
amortizing the remaining gains over a 15 year period. The Company's
amovrtization recognlezas the defarral of gains, the use of a corridor
approach and an amercization period of 14.94 years to determine the
amount of amortization of unrecognized gains,

Q. Explain the “deferral of gains” referenced above.

A. the amount of defarred gzin equals the difference
batween the fair market vaiue and the market related value of plan
assets, less the amount of transition gain not yet reflected in the
market valated value. The differance betwesn fair market value and
market related value, as previously discussed, equals the sum of a
portion of the realized and unrealized gains. and losses fov the
previous three  years, Por laclede, this deferrad gain is
approximately §21 million. The amount of transition gsin not yet

veflected in the market ralatud value is approxi-mately $2 million,

wig-
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Therafore, the Company is providing zaro amortization in the

caloulation of current pension expense of §1% miilion of unrecognized
gains.
- Q. Explain the corridor approach,

A. The corcidor approach allows :h; Company to shelter an
additignal emount of gaing and losses from -current amortization.
This amount equals 10X of the larger of the m?rket velated value of
the fund or the projected benafit ebligation. For Laclede this
amount is approximately $19 million, Through the use of the corridor

:approach the Company is providing eero amorti{ntion of an additional
$19 mitlion of unrecognized gains, The follouing shows the Conpany's
galeulation of the amortization of unrecognized gains and lossas.

Palr Harket Value 6/30/89 $208,090, 395
Harket Related Value
pifference Between Y. and 2. 21,316,517
Unrefltectad Transition Gain 2,071,226
pefarred Gain {4.-3.} $19,245,291
Projected Benefit Obligation 150,114,169
Gorridor {10% of the largor 18,677,388
of 2. and 6.}
Aceumulated Ynamortized Gains [
Amgunt Sugj;at to Amortization 8,401,492
8.-7.-6.
10, Average Expected Future Service 14.96 Years
Periad of Participants
11, Amortization of Unrecognized Gains $ 562,335
{9:/10.) szapmessapas
12, Kffactive Amortization Peried 82 Years
(8./13.)

Q. Why is the Company’'s method of amortization
inappropriate?

A. The Company's mathod provides zere amortization of
over B80Z of the unrecognized gains at June Sb. 1989, Alse, the
Company's mathod effectively amortizes the uarecognized gains over B2
yaars. The $taff does not batieve that an approach which amortizas

alf~
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gains over such a long period appropriately cefléats the curcent

laval of ponzion expense which should be used in the determination of
vevenue requivements, The use of both the defdrrod gains and
corridor approach overstates pension oxpense by $2.5 million, using
even the Company's  émortization  period of 14,9%  years
j¢5,47.3/14.96], As long as the Company's pension fund or projected
benefit obligation remains at the $150-200 mil}lon level, the
corridor vill generally allew the Company to shelter;and provide zevo
smortization of $15-20 million of gains or lesses, The signiFicance
of Laglade's very minimal amortization of unrecognized gains is that
it by necessity increases curyent ratepayer funding of the plan. The
Staff, by proposing to increase the amortization of unrecognized
gains for ratemaking purposes, will lower current ratepayer funding
of the plan to a more éppropriate and realistic level,

Q. MHas the Internsl Revanue Service recognized a five
year amortization of gains and losses for tax purposes?

A, Yea. The Oonibus Budget Reconeiliation Act of 1987
(OBRA} was designed to stvengthen the funding rules of defined
benefit pension plans and to ensuve that excessive contributions were
net made to the plan. The OBRA included the following tax changes
rogarding pension plan funding!

(1) The full funding limitation has beesn capped at
150 percent of current liabilities.

(2) The peried for amortizing gains and losses has
been reduced Evom 13 years to 3 years,

As proviousty stated in this direct testimony, the fund is
currently 72% in excess of the accumulated benefit obligation and 393

in excess of the projected benefit obligation.
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Q. Hes the Staff updated its penvion expense ad fustments

based on Aprit 30, 1930 data?

A Yes,

Q. What changes has the Staff made in ra#ognitlon of this

data?

A, The Staff has recognized the loss in the fair market
value of the fund assets experienced through Aprllj30, 1990. 3taff
measured this loss by comparing the fund balance ét April 30, 1990D.
and April 30, 1989, ‘the annual change was approxinately a §7 millien
raduétion in asset valus., This amount wasg subtrac;ed from thoe June
30, 1989 fair market valuation used by the Company's actuary to
determine the pension expanse for the plan year ending Saptember 20,
1990, '

The Staff alsa recognized the loss of estimated earnings
which had been included in the calculation of pension expensa for the
plan ysar ending Septesber 30, 1996. This amount and the loss in
assat value were subtracted frvom the balance of unracognized gains.

(. Hhat affect did the racognition of this data have an
staff's adjustomenta? .

A.  The veduction in fair market value reduced the Staff's
adjustment te the expected raeturn, The reduction in the aseunt of
unvecognized gains reduced the Staff's adjustment to the amortization
of unvacognized gains.

Q. Please summarize the Staff's adjustments to pensions
a3 discussed in this direct testimony.

A. The Staff in Adjustment S-16-H,: is proposing to
caleulate the expacted veturn on fund assets using the fair market
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valua of plan assats rather than the markael velated vatue, The Staff *

is also propesing to smortize the total unrecognized gains and losses
ovar a five year periad. This is reflected in adjustaent $-16-G,

Both adjustments can be found in Accotnting Schedule 1l, Adjustments

to Income Statement,
HISGELLANEQUS EXPEMSR
Q. Ptease explain adjustment 5-15-D and $-16~C.
A. ‘These adjustmants disatlow certain éiseellunaoua'
axpenses charged to Sales and Administratxve and Ganaral expense.
Q. Hhat types of expenses are being disallowad?

A. The Staff's .adjustments address severpl types of

expanses, The first type is tickets and related expenée& for various

sporting cvents and theater performances, The saéond{type is the
cost of dues or contributions te various organizations and clubs,
The thivd type is for Company sponsored emptoyes dinners, awards and
sports teams, The final type is for wvaricus noenrscurring or
promotional ltenms,

Q. Why has the Staff disalltowed these expenses?

A, The Staff's primavy basis for disallewance is that
these oxpenses provide no benefit te ratepayers or ne quantifiable
savings to the Company. It is also the opinion of the Staff that
these types of expenses should not be borme by ratepayers.

Q. Has the Staff requested that the Company ldentify the
benefits of such expenses?

A. Yas, Company's general veaponse (s

¥, . . that expoenditurves of Chis type are prudent, and that

all ratepayers are benefitted. Further, these expanses are
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considerad ordinary axpensas for any business
organization.”

The Staff does not believe this response justifies the inclusion in
vates of these expenses.

Q. Has the Staff allowed some portion of the dues velated
to civic organizations?

A. Yes, The Staff has historleally allowed lacal Chaubar
of Comasiee dues. In this case the Staff has allowed the Chasbers

for the Kirkwoud area, PFlorissamt Vallay, B8t. Charlies, Horthuest

Camnunities and the St. Louls Reglonal Commerce & Crowth Association.

SAFETY RULES

Q. Please describe this item.

A. On Deceaber 15, 1989, the Commission put into effect
new Pipeline Safety Regulations applicable to natural gas utiligies.

Q. Is the Staff vecormending the inclusion of any amouat
in Its determination of ravenue roquirement asgociated with these
regulations?

A:.  Ho.

Q. Hhy is the Staff making this recommendation?

A. Based on Company response to Htaff data requests,
Laciede has no detailed accounting of the amount spent te date o
mest the Commission's safety rules. Laclede alse stated in its
response that it has not prepared a detailed gstimate of the amount
which will be spent by August, 1990, the Company's réquested cut-off
for true-up. The costs associated with the Company's compliance with

the now safety rules are tharefors unauditable. HNo sssessment can be
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made at this rime &3 to vhat smount should be included in the ongeing

expenses of tha Company for thege rulas,

Q. Was the Staff provided with any estimastus of the cost

of Company's complianca?

A, Yes. the Staff was provided with the Company's
estimates of the cest of compiliance,

Q. Has the Staff reviewed these g9stimatas?

A Yas; _ Howaver, these estimates are :based on the
Company's quantiiication of compliance at the time it filed its
dirsct testimony, 8ince that timas, the Cempany has rééaived several
uaivers and stays from the Comnisaion regarding spocific sections of
the rules, Also, the Company and the gtaff have srorked out several
agreements and understandings vegarding the rules, These items ave
discussed in the testimony of Staff witness Halter R. Ellis of the
Gas Enginsering Depoviment.

Q. Has the Staff provided with an update in the c¢ost of
compliance based on these changed circumstancast

A. Mo, Staff was not provided with a complete updata.
Staff Pata Requast No, 185 requested an update of the Gompany's cost
ostimates reflecting waivers, stays and Staff indications of
interpretation and enforcement, In response, the Coﬁpany stated that
it had not estimated the impact of specific stays since the process
of seeking waivers was not complete and that it had not speculated on
the Commission Staff's intentions absent definitive rulings. In
rasponse to Staff Pata Requost Ho. 1027, the Company stated that the
¢ost of compliance with rule 13,H had substantially been elimipated
by the Commission's Order granting a waiver.
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A¢ discussed in the direct testimony of Staff witness
Bilis, a large portion of tho costs quantified in the Coapany’s
presant case deals with rulas for which the Company has raceived &
waiver, stay or interpretstion from Staff, His direct testimony also
discusses discrepancies with the Company's main replaceaent
quantifications. In the Sraff's opinion, the Company should have

provided updated calculations ol the cest of compliance with the

Cosmicsion's safety rules as waivers, stays and (nterprotations

bacame known to them.

Q. Hhat portion of the cost of conpliance, as c¢aleulated
by the Company, has been impacted by waivers or stays pending

waivers?

A. Section 9,V - Cathodic protection mapping, Sectien
13.H - Survey of custamer-owned buried fuet lines and Section 13.V -
Increased valve inspoction vequirements have been waived or stayed
pending walver. The estimated Impact of this is 2 reduction of
$3,074,700 in the Company's cost calculations given in tha direct
testimony of Company witnass Harry R. Haury.

Q. Ffor the safety fcems which did not receive a waiver or
stay, what problems does the gtaff have with the Company's
caleulation of increased cost?

A. The Staff has arvanged its copments on-a section

gpacific basis.

valveg
This item deals with the cost of installing additional
plant, The cost should not be frcluded in engoing

maintenanca expense but should be capitalized and rocovered
through doprecistion axpanse aver tha Life of the plant,
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¢.p - Ingpsction and painting of exppsed pige

%his item includes the cost of painting expesad phpe
and monitoring pips for corresion. The Company, after
veceiving a clarification from the Staff rvegarding the
definition of covrosion, withdrew its request For a waivar
fvom this rule, Furthor, the Company stated in response to
a Staff data requast that it had been painting its exposed
pipe for twenty five years, Finally, as stated in Staff
witnass Ellis' testimony, the requirement to inspect this
piping over a three year period has been in effact since
1971. Therefore, the additional cost calculated Dby the
Company appaars ovorstated based on the programs and
practices alveady in place. ’
12,0~ Expansion of procedures menual

This item requires the updats of the proceduras manual
and an anpual  re-evalvation, The initial update
constitutea a one-time cost associated with the updating
and consolidation of varfous existing procedures manuvals.
This must be accomplished by December 15, 1990, Therefove,
the ongoing annual cost of re-evaluating the manuwal would
not begin until sometime in 1991,

12,p - Bxpansion of parspenel tyaining

This item reflects the increased cost of additional
tralning. The workpapers provided to the Staff states that
the Gompany has 18 months Efrom the effective date to
implement the program, Therefore, the ongoing cost of
vraining will not begin until May 15, 1991, dny inicial
cost of saetting up the training and quatification program
constitutes & one tlme cost, not an ongoing annual expense,

- vi rg =

#hen a main is replaced, the cost associated with
transferring the sarvice connections to that main are
expensed. The amount quantified by the Company is the cost
of service transfars associated with the mains that will be
veplaced under the protection program. As discussed in ths
testimony of Staff witness Ellis, the amount of pipe
gcheduled by the Company Eor replacement under Chis
section, when combined with the pipe replacement under
Sections 15.0 and E, far exceeds the lavels discussed in
the Company's Replacement Program, as subnitted to the
Commigsion. These calculations are inconsistent and do not
provide an appropriate estimate of the ongoing expense
levals.

14,B - Repeat leak investigation
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The Company withdrew its origlnal requast for walver
regarding this item, As discussed in the ctestimony of
Staff witness Ellis, addicional testing and data are
necessary rcegarding this item. The Staff expacts the
Company to agein apply for a weiver when it has gathored
this additional dara, The cost ealculatad by the Company
for this item may not veflact the continuing future level,

The amount quentified by the Company under Lhis
saction reflocts the cost of service transfars associated
with maine replaced under an acceleration of the Company's
current replacement progyvam. As praviously digcussed under
gection 13,2, the caleulations ave Inconsistent with those
provided by the Company in its Replacement FProgram
submitted to the Commission. Also, a¢ stated in the
testimony of Staff witness Bilis, the Company is under no
obligation or requirement to accelerate fts current
replacement program as there are no astablished time frames
or deadlines for these progvams.

Q. Please susmerize the Staff’s position on the cost of

compliance with the Gormission's safety rulaes,

A. In the Staff's opinien, the amount of ongoing expense
associated with the Company's compliance with the Cosmission vules
cannot bs determined at this time. The Gompany has no datailed
accounting of the costs imcurred to date and ro estimate of the costs
which wiit be lincurred by Avgust 31, 1990. The Staff has not
vaceived a complete update of the estimated cost of complianca which
includes the offect of waivers and stays which the Commlssion has
granted and the effsct of clarifications provided by the Staff.
Finally, as previously discussed, the estimates provided by the
Company are in some instances Inappropriate and -inconsistent,

thorefore, providing no basis for determination of ongoing axpense

lavels.

Q. Does this conclude your direct testimony?

A, Yes, it does.
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Bowling Green Gas Company
Central Telephona Company
Eopive District Blectric Company
Union Electrie Conpany
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