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ROSELLA SCHAD, being sworn, testified as follows:
DIRECT EXAMINATICN BY MR. BYRNE:
Q. Good afternoon, Ms. Schad. My name is Tom

Byrne, and as you know, I'm an attorney for Union Electric
Company, which is also sometimes referred to as AmerentlE.
This afternocon we're here to take your deposition in
Missouri Public Service Commission Case No. GR-3%9-315,
which is a case that has been remanded to the Commission
from the Missouri Western.District Court of Appeals.

Could you please state your name for the
record.

A. My name is Rosella Schad.

Q. And, Ms. Schad, before I start the
subgstantive part of the deposition, there are a few
preliminary matters that I would like to cover.

First of all, if you don't hear or
understand a question that I ask, will you ask me to
repeat it or clarify it so that you know what I'm asking
before you angwer a question?

A Yes.

Q. Okay. And if you need to take a break or
want to take a break, will you let me know?

A. Yes.

Q. We can take a break whenever you need to.

MIDWEST LITIGATION SERVICES
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A. Okay . !

Q. Do you -- is there any reason that you know
of that you might not be able to understand or answer
cquestions that I will be asking today?

A. No.

Q. Okay. Ms. Schad, by whom are you employed?

A. The State of Missouri, Public Service
Commission.

0. And in what capacity are you employved at
the Public Service Commission?

A, As an engineer.

Q. And are you the same Rosella Schad that
filed supplemental direct testimony in this case on
August 20th, 2004?

A. Yes.

Q. Okay. 2and just to geﬁ an idea of where you

fit into the Staff organization, who do you report to on

the staff?

A. Lisa Kremer.

Q. . And then does she report to Bob
Schallenberg?

Al Yes.

Q. And then does he report -- who does he

report to?

A I would have to look at an organizational

MIDWEST LITIGATION SERVICES
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chart to clarify that statement.

Q. I was thinking maybe Mr. Quinn. Does that
sound right or --

A I would assume so, but I would need to
check back.

Q. And then are there -- in your department,
are there a number of other depreciation engineers?

A. Yes.

Q. Who are the other depreciation engineers?

A. Guy Gilbert, Jolie Mathis, Greg Macias.

Q. And since we'll be talking about different

treatments of net salvage, I'd like to try to get some
terminology straight so we both know what we're talking
about in the questions and the answers. So, yvou know,
when I say Staff's method or Staff's approach or Staff's
treatment of net salvage, I'm talking about the treatment
that was originally proposed by Paul Adam in this case and
whose testimony you've adopted. Is that ockay?

A. Yes.

Q. Okay. And then when I talk about the
company's method or approach or treatment of net salvage,
I'1l be talking about.the method set out in the
supplemental direct testimony filed by both Laclede and
AmerenUE in this case. Is that okay?

A, Right.

e

T
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Q. Okay. And we've also referred to our

method as the standard method or approach. 8So when I
refer to the standard method or approach, I'm talking
about the company's proposal. Is that okay?

A. Okay .

Q. Okay. My understanding from your
supplemental direct testimony is that yvou're adopting the
testimony that Paul Adam submitted in this case; is that
correct?

Al Yes.

Q. And I guess just for background, my
understanding is Mr. Adam doesn't work for the Staff
anymore; is that correct?

A That is correct.

Q. And have you read Mr. Adam's testimony that

you're adopting?

AL Yes.

Q. And have you read it recently?

A. Do you want to clarify recently?

Q. Well, how about how recently have you read

it? Maybe that would be a better way to ask it.

A. In the context of preparing for my
supplemental direct.

Q. Okay. And how many pieces of testimony did
he file? Was it three, I think?

rdrgueacen:

MIDWEST LITIGATION SERVICES

www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334



f,r,

#

ROSELLA SCHAD 9/3/2004

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

Page 8 |

A, Three.

Q. Direct, rebuttal and surrebuttal?

AL Yes.

Q. Okay. And do you agree with everything

that Mr. Adam said in his direct, rebuttal and surrebuttal
testimony?

A, I agree with the conclusion that he
presented, and to the extent of what he said, I wouldn't
be able to say that I can say every single word is my
words.

Q. Okay. I mean, then, would it be fair to
say you agree with his conclusions, but you might not
agree with other things that he has in his testimony?

A. Correct.

Q. Okay. Did you read the transcript for the

case when it was heard by the Commission back in 19997?

A I read a portion of it.
Q. And, you know, Mr. Adam presented some
additional testimony at the hearing, both in the -- well,

in the form of, I guess, to some degree some direct
testimony, but mostly in answer to cross-examination
gquestions; is that correct?

A. Yes.

Q. And do you agree with the testimony that he

provided at the hearing?

www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334




4

ROSELLA SCHAD 9%/3/2004

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

25

Page 9
A. I would need to go through that again to

provide a complete answer for all those.

Q. Okay. 8o did vyou read any of that
testimony in the course of preparing your supplemental
direct?

A. Yes. I can't -- I just cannot tell you

everything that was asked and how he answered it.
0. So would it be fair to say you're not -- at
least as you sit here right now, you're not sure whether

you agree with what --

A Right.

Q. -- he testified to --

A Right.

Q. -- at the hearing?

A. Correct.

Q. Did you review any data request responses

that Mr. Adam answered in this case?

A. I did not at this time.

Q. Okay. BSo obviously having not reviewed
them, vou can't say whether you agree or disagree with his
answers?

A. Correét.

Q. My understanding is that in the prefiled
testimony, some of Mf. Adam's prefiled testimony includes
a discussion of Laclede's gas holders; is that correct?

MIDWEST LITIGATION SERVICES
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A, Yes.

0. And I guess my understanding is, with
regard to the gas holders, that issue was not appealed
and, therefore, that's not a live issue at this point in

the proceeding. 1Is that your understanding?

A I think that what my understanding of the

igsue is is that in full the '99 case.is before us.

Q. So it's not just net salvage in your mind,

it's more than that?

A. To the extent there's net salvage with the

gas holders.

Q. Okay.
AL To the company’'s assets in general.
Q. Okay. Can you briefly explain for me

exactly what Mr. Adam proposed in his testimony for
Laclede's depreciation rates?

A. He proposed to ratably incur the cost of
removal for plant just retired for the rate case that he

was a part of.

Q. Okay. Is there anything else that he
proposed?
A. He proposed setting the depreciation rate

for the gas holders account to zero.

Q. Okay. 1Is there anything else he proposed?

A. He proposed to continue to look at the

MIDWEST LITIGATION SERVICES
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1 overall accrual, and in the future, the level of actual

2 relative to his theoretical calculation. He proposed to

3 receive updated and corrected data from the company.

4 Q. Okay. Anything else?

5 A. He proposed to retain the average service
6 lives from the previous case in '98.

7 Q. And on that subject, do you know how those

8 average service lives were established in the 1598 case?
9 A. He would have used computer software
10 looking at the data that Laclede had provided him and
11 running some statistical analysis of that modality.
12 Q. Did you go back and look at that 1998 case
13 or the data that he looked at in conjunction with
14 preparing your testimony in this case?

15 A. I had already experienced that with

16 preparing the case that followed after the '99 case.

17 Q. Do you know whether or not the '98 case was

18 settled or tried?

19 A. It was a Stipulation & Agreement, is my

20 understanding.

21 Q. I'm sorry. I went off on a tangent. Is

22 there anything else that Mr. Adam conclude& in his

23 testimony or proposed in his testimony, I think is how you
24 were saying it? -

25 A. He had a little dialog relative to final

MIDWEST LITIGATION SERVICES
www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334
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retirement of the gas holders.
0. Okay. Anything else that you can think of?
A. Not at this time.
Q. Okay. Now, with respect to net salvage, my

understanding is Mr. Adam proposed to leave the net

salvage component in the depreciation calculation; is that

correct? :
A, He proposed to leave it in the annual :

i

depreciation expense. E
Q. Okay. I mean, any -- he changed the way it %

had been calculated; is that true?

A He provided how he felt that the net
salvage percentage should be determined.

Q. Okay. And it was -- and it wag still in
the calculation of depreciation expense --

Al Yes.

Q. ~- is that correct? Is that the right way
to say it?

AL {(Witness nodded.)

Q. But my understanding is in subsequent cases
gince 1999, and even in cases that you've testified in,
the S8taff’'s -- the Staff has proposed to remove the net
salvage component from the calculation of depreciation
expense; is that correct?

A. There's been proposal to set that

TR RS e o g
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Ckay .

I mean,

1 percentage to zero.

2 Q. Okay.
3 cost be recovered?
4 A.

It would be recovered through an expense

5 level in the cost of service study.

7 better? 1Is it better to leave the net salvage costs as a
8 component of the depreciation calculation or is it better
9 to set the net salvage cost to zero and the depreciation
10 calculation and then put it as an expense item?

The proposed -- proposal is one that

12 provides the utility the amount that's cost of removal,

13 and so to the extent one is better than the other, I'm not
I'm seeing‘an amount to provide the company
15  for that which has been incurred.
So you don't think one is better than the
17 other, one approach is better than the other?

One appreoach provides an absolute amount._
19 The other approach provides a variable amount.

Which one provides a variable amount?

Include in the depreciation expense.

23 inciuded it in the depreciation expense, ultimately the

24 net salvage cost will be trued up through the depreciation

MIDWEST LITIGATION SERVICES
Phone: 1.800.280.DEP0O(3376)
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And which approach do you believe is

is one difference that if you
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A Well, you can't true up if you don't have !

the same customers. So you can't really in that sense
true up. The approach that Staff is doing provides the
customer and the utility the best estimate of true-up.

Q. I'm sorry. I didn't understand that last
part. You said which apprcach provides them the best
true-up, the approach you're proposing in this case or the

one where it's taken out of the depreciation calculation?

A. Either one, Paul's proposal or expensing
it, is both very close. There's just a finite amount of
difference.

Q. Okay. 8o you wouldn't have any problem in

future cases either leaving it in the depreciation
calculation or taking it out and treating it as an
expense; is that true?

A. Well, I would -- I would attempt to make
the closest approximation if that finite difference is so
incremental. It really depends on how much plant's
growing as to how much that differential's going to be.

Q. Ckay. So I guess I don't completely
undergstand it, but I think vou're saying in some cases it

doesn't matter, but in some cases it does?

A. Well, it's a very close approximation.
Q. Okay. Well, let me -- I understand there
are differences in the customer -- customers as years go

MIDWEST LITIGATION SERVICES
Phone: 1.800.280.DEPO(3376)
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by. Just from the company's standpoint, if you only

looked at it from the company's standpoint, is a
difference between Paul Adam's approach and taking it out
and treating it as an expense, is that at least from the
company's standpoint, under Paul Adam's approach they'll

be sure to get exactly the amount of dollars that are

R R A R D R SRR R RS a7 DA T S ™.

ultimately spent on net salvage; whereas, if it's treated
as an expense, they might collect too much or too little;
that true?

A. No, because you really -- it's commingled
into the reserve. You can't know if you hit that target.

Q. Okay. 8o you don't know whether you'll
collect exactly the right amount if it's treated as a
depreciation item?

A Correct.

0. Okay. Do you think the Staff will be

filing Paul Adam's approach in future cases?

A. I have no way of knowing our future.

Q. Okay. But it's possible?

A. I don't know.

Q. Okay. Before we get into specific details,

could you please briefly summarize for me all the reasons
you believe the Commission should adopt Staff's proposed
approach to net salvage?

AL How -- how are you wanting that phrased

www.midwestlitigation.com Phone: 1.300.280.DEP0O{3376) Fax: 314.644.1334
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1 How are you wanting the concept presented?

2 Q. I guess just a list of all the reasons vyou
3 think they should adopt your approach, as opposed to the
4 company's approach.
5 A. It satisfies thelr criteria for ratemaking
6 principles of known and measurable amounts.
7 Q. Okay. And by that you mean, under the
8 Staff's approach you're looking at known amounts of net
9 salvage that have actually been incurred; is that correct?
10 A, Yes.
11 Q. Whereas, under the company's approach it's
12 estimated net salvage for the future; is that true? 1I=s
13 that the distinction you're trying to make?
14 A. Well, one, the Staff's method has either
15 been incurred or imminent. It's verifiable. You can look
16 at prqdenCy. It's quantifiable.
17 Q. And by virtue of being an estimate, the
18 company's approach doesn't share that gquality:; is that
19  true? 1It's not quantifiable and verifiable in the same
20 way?
21 A. It doesn't have the -- in a sense the
22 quality of that is more with Staff's than it is with the
23 company's.
24 Q. Known and measurableness, is that the

25 quality you'‘re talking about?

MIDWEST LITIGATION SERVICES
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A. Yes.

Q. Okay.

A. But, no, the qgquality of that criteria, how
well you've managed to meet that criteria is itself
quality.

Q. Okay. Any other reasons that the
Commission should adopt your approach rather than the
company's?

A. It is the best tool for intergenerational
equity.

Q. And why do you say that?

A, It allows customers to be charged for those

expenses that are allowing it to continue with service of
the company's assets.

0. What's your definition of intergenerational
equity?

A. To the best extent that we can match costs
with those customers who are consuming the service.

Q. Okay. The cost of the service should go to

the customers who are consuming the service?

A. Yes.
Q. Okay. Any other -- I'm sorry.
Al To the -- and to follow on that, since the

Commission had very specifically ordered that terminal

costs of removal may not be collected, and those are some

MIDWEST LITIGATION SERVICES
www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334
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1 costs that sit out in the future, but since those have

2 been very much addressed in past report and orders, that

3 because they are not an amount that's known and measurable
4 and not subject to change, they may not be collected.

5 Q. And those terminal costs that you are

6 talking about, are those the terminal costs for life span
7 property, is that what you're talking about ?

8 A. It could -- ves.

9 Q. And that would be like -- I'm sorry. I'm
10 not much of an expert. But would that be things like

11 electric generating plant? Is that an example of the type
12 of property?
i3 Al They can be. They can be items of

14 gtructures of some nature. They can be manufactured gas
15 sites.

16 0. But they're items that are different than
17 mass property accounts, like poles and wires and gas
18 maing?
19 A. They are different, yes.
20 Q. Okay. Any other reasons the Commission

21 should adopt the Staff's approach?

22 A. For now I think -~-
23 THE REPORTER: I'm sorry?
24 THE WITNESS: I'm concluding with that

25 response.

MIDWEST LITIGATION SERVICES
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BY MR. BYRNE:

0. Okay. And aré each of these points that
you just made made in Paul Adam's testimony that you've
adopted?

A. Have I made them in the testimony?

Q. Yeah. I guess did Mr. Adam make those
points in the testimony that you adopted?

A, He certainly has, I would say, with --
because I sometimes will have seen several of his
testimonies, so I want to make sure that I don't mix the
two. He has with the determination of the current level
of cost of removal. I think he has indicated that
terminal cost of removal is something that's not collected
as per the orders of the Commigsion. So I would say
that's all I can say he's actually brought out.

Q. Okay. Let me ask you about Laclede and
AmerenUE's depreciation witness, Bill Stout. Are you

familiar with Mr. Stout?

A. Yes.

Q. And how long have you known him?

A. Approximately tive vears.

Q. Five years. Is it since you got into the

depreciation area?

A. Yes.

Q. And where do you know him from?

MIDWEST LITIGATION SERVICES
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A. From seminars and training that I have
atbtended.

Q. And does he teach classes related to
depreciation?

A. He is one of several instructors.

Q. Okay. And would it be fair to say that he
is among the leading experts in depreciation in the
country?

AL T can only tell you that I've only known
him as an instructeor and as an individual attending
seminars.

Q. Okay. 8o, I mean, would it be fair to say
you don't know if he's among the leading depreciation
experts in the country?

A I don't know what that population of
experts are.

Q. Okay. And can you tell me specifically, if

you remember, what classes that you took that Mr. Stout
taught or presided over?

A. I believe at the Depreciation Programs it

was the introductory class, and then the cther one I've
been at is introductory training on the software which

they provide Lhe Commission.

Q. Okay. And when did yvou take those classes?

Al One was 1n '99, and the other one was

MIDWEST LITIGATION SERVICES
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Q.

imately fall of 2000.

Okay. And the one in '39%, was that

Depreciation Programs, Inc.?

A. Yes.

Q. And where was that held, if you remember?

AL Michigan.

Q. Michigan. And then the other one, was
that -- did yvou go to Gannett-Flemming or did you go

somewhere else?

understanding is,

software that -

A

Q.

A.

Went to Harrisburg, Pennsylvania.

Okay. And that's where Gannett-Flemming is

Yes.

-- is that true?

And the reason you took that class, my

- well, is that true?

Yes.

And what does Gannett-Flemming software do?

It provides statistical analysis of asset

data for depreciation purposes.

Q.
that helps you

A,

Q.

Would it be fair to say that it's
analyze depreciation data?

Yes.

And how does it work? I mean, do you feed

o=

that the Staff uses the Gannett-Flemming

Page 21

a tool
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in a bunch of data to the computer program? i
Al You do enter data. You use your parameters
under which you're going to run that data.
Q. Okay. And then I assume the data is like

in-service dates and retirement dates for different types
of plant. Is that the kind of data that you enter?

A You enter data that's assimilated by
account and then assimilated by when data is placed in
service and data that's retired in service and other data
that -- if there's been adjustments made.

0. And my understanding is each account has
similar property in it. Like, there could be an account
for electric poles or gas mains, is that --

A, For the most part, ves. Sometimes

sub-accounts are established to help segregate those even

more.

Q. Okay. But the general idea is you group
things that are like each other in the same account?

AL Yes.

Q. Or sub-account. And then once you feed all
that data into the Gannett-Flemming computer model, what
does it spit out? What does it give you?

Al It gives you a statistical result using

underlying statistical formulas that will give you an idea

of the frequency ratios, how close different curves, being
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1 Iowa curves, would closely approximate the retirement

2 frequency that you're looking at data.

3 Q. Does it -- let me try this out and see if
4 I'm right. Does it -- for each account, does it give you
5 a gurvivor curve based on the data that you've fed into

6 the computer, and then do you take that survivor curve and
7 try to match it to whatever you think the most appropriate
8 Iowa curve is; is that true?

9 A. It gives you graphing, and then that is

10 what yvou then take the plot and you compare statistically

11 to a curve.

12 Q. Okay. To see how close it matches one of
13 the standard Iowa curves?

14 A. Yes. Well, and after you entered certainly

15 many parameters.
16 Q. Okay. And then do you use your judgment to

17 pick what vou think is the most appropriate Iowa curve?

18 A. Yes.
19 - Q. And that's how you determine the average

20 gservice life of that account?

21 A. It is one of the factors.
22 Q. Okay. And then what are the other factors?
23 A. You have to understand what the limitations

24 of the data are. So you have to take into consideration

25 limitations, other influences.
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Q. Like, what would an example of another
influence be?
A. Be looking at an account that has plastic

and copper in it and there's still copper still starting
to -~ still retained in it, but not of sufficient amount.
You need to -- you need to understand what's 1n vyour
account, how they might have retired dollars, like if
they're using Siebel, because that's going to distort what
you have, and how they may have gone back and at a moment
in time and then assigned dollars back into periods prior
to that time. It all will affect what you're going to
see.

Q. Okay. So, I mean, would it be fair to say
after you pick the Iowa curve that you think most closely
fits the data, that still doesn't tell you what the
average service life is; you have to apply your judgment
based on what you know about that account to determine
what the average service life should be?

a. Well, it's -- I mean, ves. That curve in
and of itself, if you do the integration, then tells you a
life.

0. But you might adjust that based.on your
judgment and things that you know about the account?

A, It's a —- it's a field of judgment.

Q. Got you. Now, does the Gannett-Flemming
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computer model tell you anything about net salvage? When

vou feed all this data in, does it tell you anything about

net salvage?

P AL g s e

A. EThis data in and of itself is not net
salvage data.

Q. Okay. But does the computer model tell you
anything about net salvage when you -- you know, when it
gives you its results, when it processes the data that you é
fed in, does it tell you anything about net salvage or is

that completely unrelated to this computer model?

P = B A L2

A. Well, the computer model has some other

programs for salvage, but in order to get those results

you have to utilize them.

Q. Right. Got you. 8o let me ask it this

way: Before the Staff started looking at recent net
salvage data, when it was including net salvage as part of
a depreciation calculation, d4id the Staff use the

Gannett-Flemming computer model to help it -- as a tool to

|
|

help it to decide what the net salvage percent should be
that goes in the depreciation calculation?
A. Well, going back to the '90 case with

Mr. Love, they were not utilizing Gannett-Flemming, I

TN TR AT PP E T

don't believe, at that time.

Q. Okay. What about cases after 1990 but

before 1999 when this case went to hearing?
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A. I'd have to research with the Staff exactly |
what --

Q. And that was before you were on the gtaff |
anyway, right? B

A Yes.

0. Okay. But it would have been possible for f
them to use the Gannett-Flemming computer model as a tool
to help them calculate what they thought was the right net

galvage percent in the depreciation calculation?

A, I don't believe our rules reguire the
utilities to provide --

THE REPORTER: I'm sorry. I didn't hear
the last part.

THE WITNESS: I don't believe the rules
require the utilities to provide salvage data during that
time.

BY MR. BYRNE:

Q. Okay. But to the -- and maybe this is a
fine distinction, but to the extent that you had the data,
the Gannett-Flemming computer model would, if you chose to
use it in this way, would allow you to use it as a tool to
help you calculate net salvage percent; is that true?

A. Well, I don't know that -- what tools are

there again have to depend on how you utilize them, and so

I would have --

L A ARl
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1 Q. Is it true that you'wve -- you yourself have

2 never used the Gannett-Flemming computer model to get any

T A TSI Py M IS FTOR AR 30 o PN NG00

7 at Depreciation Programs, Inc., is that the name of it?

3 information on net salvage for any utilities?

4 A. I have not utilized it in that regard. |

5 Q. Ckay. Fair enough. {

6 When you took your classes on depreciation ;
|

8 A. Uh-huh.

9 Q. Did you take --
10 A, Can I back up to that other one? %
11 Q. Sure. %
12 A. I want to clarify something, too. As we é

13 saw in the Ameren 512 case, 2000-512, you have to look
14 at -- 1f you were to go in to use the software, which I
15 believe could be used, but depending on what the company
16 is doing with their booking can really i1f you're -- vou

17 can't -- you can't just look at this as here's output if

18 vyour input isn't all being handled the same way.

19 And so to -- as we saw in the Ameren case,
20 they were expensing costs of removal rather than capturing
21 it for purposes. So my concern maybe with that guestion
22 is, you know, I think in looking at the output, you need

23 to look back much further to what's the input.

24 Q. So if you have bad inputs, you're going to

25 get bad outputs?
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1 AL Yes.
2 Q. But aside from that problem, which I agree
3 ig a valid problem, is it true, then, that if you had good
4 inputs, you could get good outputs from the
5 Gannett-Flemming model regarding net salvage?
6 A I believe they have a program for the
7 salvage.
8 Q. Okay.
9 A, But my concern is that we have some issues
10 with the inputs that's in -- that's certainly -- that's
11 gquantifiable as far as a concern.
12 0. Okay. 2And you'wve never used the
i3 Gannett-Flemming model or whatever programs they may have
14 addressing net salvage you haven’'t used?
15 A, I don't believe so.
16 Q. Okay. Back to Depreciation Programs, Inc.
17 When you attended that, I guess, school I'll use it for
18 any -~ for lack of a better term, did you take any classes
19 on net salvage?
20 Al You know, it may have been a discussion
21 point within it. I really --
22 Q. You don't think it was a whole separate
23 class?
24 A, No.
25 Q. And I assume these classes were all taught
T o
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1 by depreciation experts; is that fair to say?

2 A. Well, I believe they were all taught by

3 people who are involved in the industry.

4 Q. Okay. And do you remember at Depreciation
5 Programs, Inc. whether the people who were teaching the

6 classes advocated the Staff's method or the company's

7 method of addressing net salvage?

8 A. I don't know if I -- if T can say that

9 there was one of those two, because there's certainly
10 several ways to calculate it. So I'm not sure if I could

11 narrow it down to two as you presented.

12 Q. Is the answer you don't remember?

13 A. I'm just saying that there's certainly
14 several ways to calculate net salvage percentage, so --
15 0. Sure. And I'm just asking you. I know

16 there's several ways to do it as evidenced by our

17 different testimony in this case, but what I'm asking

18 is --

19 A. I can't say it's been narrowed down to just
20 those two.

21 Q. I guess what I'm asking is, do you remember
22 what the people who taught the classes at Depreciation

23 Programs, Inc. said was the way to do it?

24 Al No. I mean, the idea is that you just want

25 to make sure that on depreciation, you have recovered the

ey r—ary T
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full amount, which 1s the original cost, and then to the

extent that yvou don't want to have more than that, you can
have an adjustment called net salvage.

Q. Sure. And I mean, this is kind of aside
from the merits of what's the appropriate one to use, and
I know we've heard arguments on both sides. I just want
to know if you remember, and mavbe the answer is you just
don't remember.

A No.

Q. You don't remember what people said at
Depreciation Programs, Inc. on this issue?

A No.

Q. Okay. Well, I asked vou before if vou
thought Mr. Stout was a nationally recognized expert on
depreciation, and I think you said you didn't know. More
broadly, who in your opinion are natiomally recognized
experts on depreciation, if you know any?

A. I know consultants who work in the area.

Q. But none -- no one that you would consider
to be a nationally recognized expert on depreciation?

A You know, I just don't know that I've ever
seen that defined, as what is a depreciation expert.

Q. Well, I mean, I guess -- well, let me ask
this: Do you think -- there's a book by Wolf and Fitch
that seemz to be a standard textbook in depreciation; is
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that fair to say?
Al Yes.
Q. Do you know what the name of it isg?
A. Depreciation Systems, I believe.
Q. Yeah, that's right. And, I mean, would you

con-- it's written by Frank Wolf and Chester Fitch. I
mean, would you consider Mr. Wolf and Mr. Fitch to be
nationally recognized expertg in depreciation?

A. Again, I think what theyv're recognized as,
as individuals who have studied in that area of academia.

Q. I mean, are you saying --

A We don't have a licensing board that says
this person is an expert. We have boards that tell us
that you are a -- if you are a licensed engineer, then you
may perform engineering work in the area in which you've
become licensed.

Q. Well, let me say it another way. I mean,
would vou say Barry Bonds is a nationally recognized
baseball player?

A. T don't know.

Q. I mean, you don't know because he's not
certified by a board that says he's nationally recognized?

A, | You know, I know a few baseball plavers,
but I can't answer your question because I don't know.

Q. S0 I guesgs your problem is unless somebody

MIDWEST LITIGATION SERVICES
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1 is certified@ by a board as a nationally recognized expert, ;

2 you can't say whether they’'re nationally recognized or
3 not; is that right?

4 A. No. I think you asked that gquestion as

5 whether I considered him. Well, I don't know. 1 don't
o know him. I don't know what his --
7 Q. Okay. Fair enough. And there's nobody §

8 else you can name that you would say is a nationally

9 recognized expert in depreciation? %
10 A. No. ]
11 Q. Okay. Fair enough. é
12 Mr. Stout has testified that he is not

13 aware of any authoritative texts that support the Staff's
14 approach to net salvage. Are you aware of any

15 authoritative texts that support the Staff's approach to
16 net salvage?

17 A. I think you've asked me if I understand

18 authoritative, which means someone had to give them the

P g S A B e e N T T e PSS

19 authority to be authoritative, which I'm not familiar

20 with.

21 Q. Okay. Well, let me simplify the guestion.
22 Are you familiar with any texts that support the Staff's
23 approach to net salvage?

24 A, I've seen articles written on different

25 views of net salvage and cost of removal. I don't know

D T T O e o T S M
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1 that I've -- I have a text to tell vou the name of, one

2 that specifically has come out and said Missouri 1s right
3 on target. |

4 Q. Okay. So, I mean, just to -- yvou can't

5 tell me, you can't name me a text that says the Staff's

6 approach is right; is that a fair summary of what you just

7 said?
8 A. Yes.
9 Q. Okay. 1I'd like to ask you about other

10 jurisdictions for a minute. I know there's been testimony
11 in this case about Pennsylvania treats net salvage in a

12 manner similar to Staff; is that your understanding?

13 A, I've heard that in the hearing room, you

14 know, to that extent, but I haven't gone and looked at

15 what their statutes say they are to do ana-any of that.

16 0. Okay. And would it be fair to say you

17 have -- have you done it looking at any other

18 jurisdictions?

19 A. I have not gone in and looked at all the

20 parameters that would lead up to what is required in order
21  to do a comparison.

22 -Q. S0 would it be fair to say -- and I know

23 maybe it's based on you not having done the analysgis, but
24 would it be fair to say as you sit here right now you

25 don't know of any other jurisdictions that support the

e A Tt B L A e
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1 Staff's approcach to net salvage?
2 A. Well, I know that John Ferguson with the
3 Society of Depreciation Professionals has certainly

4 written a document that has taken a look since 1975 at

5 some jurisdictions that have requested treatment like

6 ours, treatments that are hybrids, treatments that are

7 similar to ours. There's many different treatments that

8 have been -- that have been in our country, but I have not
9 picked up a phone and called each one of them.

10 Q. Okay. ©Or you haven't read cases in other
11 jurisdictions to compare?

12 A. I've made myself familiar with the fact
13 that others have the same concerns that our staff has and
14 has -- there's been -- there have been other jurisdictions
15 with some cases going on to that effect.

16 Q. Okay. But you're not in a position now to

17 tell me the names of other jurisdictions or the names of

|
:

18 other cases that have --

19 A. I can certainly get you the article in
20 which that was presented.

21 Q. Okay. But you haven't looked at the
22 underlying cases 6r statutes or anything?

23 A No.

!

24 Q. Okay. Can you explain to me how Staff's

25 position on net salvage as applied to mass property

ST
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1 accounts as opposed to life span property? Can you tell

2 me how the Staff's position on net salvage for mass

3 property accounts came into being?

4 A. Well, looking at history of what we have in
5 our state, the first concept was to just apply a

6 percentage to company's assets.

7 Q. And is that like what the company is

8 proposing in this case?

9 AL No.
10 Q. Okay. I'm sorry. Explain what that means.
i1 A. Well, companies that were working in the

12 electric industry had a certain percentage to apply to
13 their assets. Companies working in water industries had a

14 different percentage.

15 Q. Okay. You didn't look at company-specific
16 data; it was just an industry-wide percentage?

17 AL Yes.

18 Q. Okay. And then when was that? Was that,

19 like, a long time ago?

20 A, Well, probably up until, I'm going to

21 guess, maybe about the '60s.

22 Q. Okay. and thé companies and the

23 commissions all agreed to do that basically; is that true?

24 A. Well, that was what orders were. I don't
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Q. That's what the orders were. Okay. And |
then what happened?
AL I think there was a little more conversion

from engineers going out and looking at a wall, saying, I
see no deterioration or I see a certain amount to --

Q. But I'm asking specifically about mass
property accounts, as opposed to a specific building or
something which might be a life span.

A. Well, but those units are still coming out
of the accounts.

Q. Okay. So they started looking -- would it
be fair to say they started looking at company-specific
data at that point?

A. Well, in the beginning, I mean, they were
looking at two things. They were looking at the physical
deterioration and then also the allocation of dollars
ratably over the life of the assets.

Q. Okay. So I'm having trouble understanding
what happened in the '60s that was different from before
that.

A. I think that the -- the original cost
that's getting allocated ratably over ﬁhe life of the
assets was looked at with the adjustment that you don't

want to return more than those dollars from the original

cost,  which salvage was doing, and that's why you had the

MIDWEST LITIGATION SERVICES

www.midwestlitigation.com Phone: 1.800.280.DEP((3376) Fax: 314.644.1334



ROSELLA SCHAD 9/3/2004

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

_ Page 37
adjustment for salvage. And then at some point it was

identified that that's starting to have a turning point.
The cost of removal was starting to become larger than the
salvage.

Q. But you're sgkipping ahead a little bit.

A, Well, but then -- so then as they -- it's
not skipping ahead. 1It's very linear in nature as to what
wWas happeniné.

Q. Okay. Let me back up for a second, because
maybe I'm just not understanding. You're saying up 'til
the 1960s, as I understand what you're telling me, there
were industry-wide percentages for different accounts. So
you wouldn't -- you wouldn't look at company-specific
data. You'd Jjust open a book and it would say, you know,
electric wires 2 percent or something, and then every
electric company would use 2 percent as the Depreciation
rate for their electric wires; is that right?

A, Probably what was going on was -~ and
preobably -- I think it was probably with the '50s before
they actually had to keep things by account.

Q. Okay. But then at some point there started
to be calculations of depreciation that were basea on

company-specific data rather than industry averages; is

that true?

A. Yes.
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1 Q. And what that came into being was, like, in

2 the 1960s?

3 A. Well, I think that's when you actually

4 started seeing that there was something changing that was

PPERARTAZ PRI 1 2P b ST AT

5 going from the theory of the engineers working back and

6 starting to understand i1t and starting to apply 1it. i
7 Q. And then when they went to the §
8 company-specific data, calculating the depreciation rates

:
i
!
9 based on the specific data, at that point did they include §
10 net salvage in the depreciation calculation? i

11 A. well, they had a net salvage. That was to
12 keep the overcollection from -- that was to keep so that
13 if you -- if you had $100 you needed to recover from the

14 customer, but there was going to be $10 at the end. You
15 didn't want to collect $100 from the customer. You wanted
16 to make sure that you only collected the $90 so that that
17 would be the appropriate amount. 8o net salvage would --
18 it's consumed in depreciation. Depreciation is the %
!

19 original cost minus the service value.

20 Q. You sgaid original cost minus service value.
21 Isn't it original cost minus net salvage? Did you mean to
22 say --

23 A, well, it may be. You've got the original

24 cost and then yvou have an amount that is worth scomething

25 to you at the end.
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Q. Okay. That would be like a positive net
salvage?

AL Yes.

Q. But net salvage could also be negative,
couldn't it?

A, As we know it today.

0. Okay. But maybe back in the '60s8 it was

less likely to be negative, more likely to be posgitive?

A, Well, we have -- we know that probably in
about the '60s it was being identify that cost of removal
was starting to become more than salvage.

Q. Okay. But net salvage was still included
in the depreciation calculation for a while, was it not?
Like, all during the 1960s, wasn't net salvage included in
the calculation of depreciation?

A, It was included. That's -~ ves.

Q. 2And in the 19708, wasn't net salvage
included in the calculation of depreciation?

A, Well, it was included, but how you -- how
you calculate it is certainly not something that's been
established.

Q. I mean, my understanding is historically it
was calculated in the way that the companies have proposed
in this case by --

A, Oh, no, that's not true.
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Q. ~- by examining a ratio of -- well, in the

case where there’'s a negative net salvage, examining a
ratio of the removal case to the original cost of the
asset and then applying that ratio to the plant balances.
Is that true?

AL That is one way.

Q. Okay. Wasn't it the most common way of
doing it?

A. Common, I can't tell you. I can just tell
vou that different congultants have had different ways
that they want to determine what that net salvage

percentage ‘is.

Q. Okay. But during the 19%60s and 1970s, that
was one way that would -- the way I explained was one way,
right?

A. It was one, one way.

Q. And do you know of any other ways that were

used in the 1960s and 197087?

A. Because it's not established, I can't tell
you all the ways that a person can think of coming up
with.

Q. But you know that they did it the away I
said it, at least? That's at least one way?

A. It is at least one way.

Q. And even though you think there were other
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1 ways, you can't tell me what other ways there were in the

2 19608 and 19708; is that correct?

3 A. Well, we know one way was because Staff --
4 Q. In the 19608 and 1970s?
5 A Oh, no. By 1990 we know that Staff had how

) they wanted, how they saw that it had to be established.

7 Q. Okay. Well, do you think before -- and in
B the 1990s, what case are you talking about?

9 A. ER-90-101.

10 Q. Okay. And 4id that represent a change in
11 the Staff's position on how net salvage should be treated?
12 A. It presents a way to calculate it.
13 Q. Sure. I understand that. But was that way
14 a change from the way it had been calculated by the Staff
15 up 'til that time?

16 A, On change, I don't know. We don't have in
17 our state a way that has been ordered that must be

18 calculated this way. We don't have that.

19 Q. I guess my question then is, why are you

20 citing the 1990 case? I was under the impression that was
21 a pointing point, but that’'s not?
22 A. It is a case that we certainly have some
23 discussion on it that we can provide you.

24 Q. But you don't know -- do you know how the

25 staff was treating net salvage before that 1990 case?

R O e B A L R i A IS
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1 Al No.

2 Q. Okay. Do you know how Staff treated net
3 salvage in cases after the 1990 case but before the 1999
4 hearing, testimony in this case?

5 A. I think that there was -- if I can

6 articulate this correctly. There was a percentadge, and we
7 don't have where that number was. We don't have
8 documentation that tells you exactly how the percentage
9 was calculated during that time.
10 Q. Okay. So it was a percentage included in
11 the depreciation calculation?
12 A. Percentage is always in the formula. How
13 it's calculated is, you know, you don't know unless
14 someone actually writes i1t out and leaves record of it.
15 Q. S0 there's no record, you don't know how
16 Staff was calculating those percentages back then?
17 A | I don't have at least to this time a record
18 that says this is, and then for sure I do not have that
19 the Commission has said it must be done this way. In all
20 the orders we don't have that the Staff -- or the
21 Commission has clarified that.
22 Q. Okay. But it was at least in the -- it was
23 a percentage in the depreciation calculation up 'til 19990
24 and even in the 1930 case?

25 A. But not for terminal amounts, because the
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Commission said if they're not known and measurable, we {

can't include them.

Q. And again, terminal amounts are for like
life span properties like an electric plant, right?

A, It is.

Q. Let me ask about the 1990 case. My
understanding -- well, what did the Staff do in the 1990
case? How did it calculate net salvage in the 1990 case?

A, Again, I do not know that I have the exact
record. What I have is only what Mr. Love has said, that
what he was looking at was bringing in more dollars than
what the company was spending, and he was balancing that
back.

Q. Do you know if the 1990 case dealt with
mass property accounts as well as life span property
accounts or if it only dealt with life span?

A. Well, he was dealing with mass property.

Q. Okay. And do ydu know if -- and Mr. Love,
who you referred to, was the Staff witness on depreciation

in that 1990 case; is that right?

A, Yes.
Q. And do you know if Mr. Love in that 1990
case made any provision for the -- well, do you know how

he calculated the net galvage exactly?

A. It appears that he knew the amount was
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being incurred and backed into it.

Q. So gimilar to what the Staff's doing in
this case, he looked at recent known and measurable levels
of salvage; is that true?

A He took a five-vyear average.

Q. Okay. And that's exactly what Staff did in
this case; is that right?

A Yes.

Q. Okay. And did Mr. Love in that 1990 case
make any provision for the effect of inflation?

Al He entered into -- I'd have to go back and
tell vou exactly what he allowed.

Q. But he allowed some amount for inflation,
and can you explain what the logic of that was?

a. Again, I don't have all the work papers.

Q. Okay. But wasn't the general principle
just that if you use current net sgsalvage as a proxy for
the net salvage that's going to be incurred in the future,
you've got to -- in Mr. Love's mind at least, you've got
to make some allowance for the fact that inflation is
going to increase the cost of that salvage over the years?

A. Well, I was suspecting he was locking at
the effect of, and still maintaining that he was trying to
keep the intergenerational equity there. I'm just telling

you what I can kind of see in that extent. 1If a five-year
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average is the right amount or whether it's a three-year '

average, the most recent one year that occurred during a

{

i

i

:

|

test year or if you want to trim, the idea is still to g
3

provide that a level for the rate case. %
;

b3

E

Q. Did you read Mr. Love's testimony in that {
1990 case? ;

Al 1 have read it. %

Q. When did you read it? f

A. First time I read it was probably a year or E
SO ago. t

0. When's the last time you read it?

A. Probably a couple weeks ago.

Q. | Okay. And would it be fair to say that the

Staff's recommendation on net salvage in this case dces
not have a -~ does not address inflation as Mr. Love's
calculation of net salvage did in 1990?

A. I did not see a reference to inflation in
Mr. Adam's work.

0. Okay. So as near as you can tell, there
isn't that kind of a factor that addresses inflation the
way there was in Mr. Love's testimony in 1950°?

' A. No, not that I can tell yvou I saw.
Q. Okay. But I take it from your answer

you're not 100 percent sure?

A. I don't recall ever seeing an inflation
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1 factor. I would say there is not one.
2 Q. Okay. And then --
3 A. And, you know, again, I'm not —- I'm not

4 present when the '90 case occurred, but to the extent that
5 it did keep it within a known and measurable criteria, I

6 think that that was established. I mean, that was

7 contained in that case as well as Mr. Adam's testimony.

B Q. Okay. Let me ask you about after 1990. My
9 understanding is there were a number of other cases after
10 1990 but before 1999, and do you know what Staff was
11 recommending for net salvage in those cases that occurred
12 in that nine-vear period between?
13 A, I know that the '93 case in which Mr. Love
14 testified again, he again brought this same concept of the

15 known and measurable to the forefront again.

16 Q. Do you know what company that case was
17 involved with?
18 A. T believe it would have been Misgsouri

19 Public Service.

20 Q. Okay. And the 1990 case wag a Missouri

21 Puklic Service case alsc?

22 A. Yes.

23 Q. What about all the other utilities? And I
24 guess here I'm talking about gas, electric, water and mass

25 property accounts. What about all the other utiiities,
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1 the gas, electric and water utilities that had rate cases |

2 in that period from 1990 through 1999, other than Missouri
3 Public Service, do you know how the Staff was treating net
4 salvage for mass property accountsg for those utilities?

5 A. I have not come across work papers that

6 declare this is how to calculate that percentage for those
7 rate cases.
8 Q. Okay. So would it be fair to say you don't
9 know how they were dealing with it?
10 A, Na, I don't.
11 0. aAnd then in 1999, this case came along, and
12 in your mind, &id this casge represent sort of a watershed
i3 event for the sStaff's -- the evolution of the Staff's

14 .thinking or was it just --

15 A, Not that I know of.

16 Q. Okay. 8o in your mind, it was maybe just a
17 continuum?

18 A. It was still a continuity of known and

19 - measurable events.

20 Q. Yeah. I kind of got the impression from

21 Mr. Adam's testimony in this case, and I guess it's the

22 testimony of the hearing, I don't -- I can't cite you to a
23 line, but I got the impression from Mr. Adam's testimony
24 that he sort of believed that he was taking a new approach

25 to net galvage in this case, different from what had been
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done in the immediate past. Is that -- to your knowledge, E
that's not true? %
A. My knowledge is 1 know what he -~ I know i

:

i

how that he backed into it and I know he seen it
happening. So I don't know how he would have perceived
that.

Q. Okéy. But your perception is not that he
was doing anything different?

A. MNo.

Q. Okay. And then after the 1999 case, this

case, has the Staff consistently recommended the same

O VLS P 5 At 2 S oo sy S

approach to net salvage except that now you're taking the

net galvage out of the depreciation rate?

AL Yes.
Q. To your knowledge, it's been a
congistent -- other than that one factor, it's been a 5

consistent approach that Staff has applied?

A. To my knowledge. z
Q. Okay. And you probably would know because
you've -- unlike before 1959 when you weren't working for

the sStaff, you've been working in the depreciation area

all this time?

T P A T e Tt T o m st e e

A, Right.
Q. Okay.
A. Maybe this is a good time for a break.
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1 Q. Sure.

2 (A BREAK WAS TAKEN.)
3 BY MR. BYRNE:
4 Q. A couple of questions going back to a
5 couple things you gaid earlier. One is, my understanding
6 is you sald a problem with using Gannett-Flemming's
7 computer program on net salvage is if you have poor data
8 going in, you'll get poor results out of the program. Do
9 you remember that? Is that a fair statement of what you
10 said?
i1 A. Well, it's applicable to that or applicable
12 to any program that you're operating with.
13 Q. But do you -- do you know, I mean, do you
14 have reason to believe that Laclede's specific data is --
15 there's something wrong with it that would make the
16 results of that computer model be bad because of the bad
17 quality of the data?
18 A. " Well, I don't know. We'd have to get in
19 and actually audit their work orders to see if they
20 actually are -- they're expensing it or if it goes to be
21 capitalized, and with the new plant, there's a lot of work'%
22 that has to be done in order to know what yﬁu're really
23 working with.
24 Q. Okay. I assume you haven't done that,

25 right? I mean, is that true?
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A. To the extent have I come in and audited j
i
the work orders? No. j
)
Q. I mean, even though there could be problems

with the quality of the data, you don't know that there

are any; is that fair to say?

1
A. I don't know. %
1
Q. Okay. And another -- just one other thing %
going back. You had said something about the rule on -- I

guegs the Commission rule requires utilities to submit a
depreciation study and some other information every, I
think it's every five years; is that right?
A. I think so.
Q. Okay. And you said -- and I don't want to
put words in your mouth. Correct me if I'm misstating.
But I think you said you would not get the data, the rule
doesn't require the utilities to provide the data that
would be needed to run the net salvage part of the
Gannett-Flemming computer program; is that true? %
i
A. I don't think the rule regquires the utility %
to provide salvage data. }
Q. Okay. Like the retirement cost you don't

think is regquired by the rule?

A, It may be. I don't know.
Q. Okay. But if the rule does require
retirement cost and salvage data, then that -- at least
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1 that aspect of it wouldn't be a problem; is that right?

2 Iz that the information --

3 A. You still have to go in and audit it to --

4 Q. Sure. E
5 Al -- make sure it's good. f
6 0. But at least the categories of data that

7 yvyou need would be there if they'wve got retirement costs

8 and salvage costs?

TR R

9 A. If they have removal costs and salvage

10 costs.

11 Q. Okay.

12z A. And it's, you know, bocked to the correct
13 vear and all of those things.

14 Q. Sure. I mean, don't you have to do the

15 same thing when you're estimating service lives, you've

T

16 get to audit the data that the company provides you,

17 right?

18 A Oh, ves. Well, you will incur -- there

19 will be things wrong, which we found in subsequent Laclede
20 cases, and yvou have to have them corrected.

21 Q. Sure. But it's the same kind of audit

22 whether it's salvage data that you're looking at or

23 average service life data, is that right, just to make

24 sure that they're not giving you bad data?

e

25 AL T Well, ybu still have on the -- as far as
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1 working with the service lives, vyou still have the -- the |}

2 object there is the original cost. That's the key. I

3 mean, when you're talking -- and that's abscolute dollars.
4 It's already in the plant balance.

5 Q. Okay.

6 A. So yvou're doing a different estimation

7 process.

8 Q. Okay. I guess maybe what you're saying is
9 it's less likely there's going to be a problem with that
10 kind of information than there is --
11 A. No. T mean, I'm just saying it's less

12 likely that the actual dollars that you're depreciating is
13 inaccurate.

14 Q. Okay. I understand. Do you personally
15 agree with the Staff's treatment of net salvage?
16 A I personally agree that to collect dollars
17 at a known and measurable level is the thing that we

18 should be doing.

19 0. Okay. And so would it be fair to say --
20 well, so you would -- would you say the Staff's approach
21 is right and the company's approach is wrong rather than

22 they're two different approaches, each which has merits
23 and demerits?
24 A. I think that the Staff's approach is the

25 closest solution to a known and measurable environment,
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and I'm not saying that one cannot assimilate something |

that's closer. I don't know. 1 know that what the

company has in this case 1s not meeting that criteria.

Q. Meeting the criteria of known and
measurable?

A, Correct.

Q. But it that wasn't the criteria, then --

A. Then the Commission would have to order

something different.

Q. Okay. To your knowledge, has the Staff
ever had gecond thoughts on its position on net salvage

since 19997

A, Second thoughts?

Q. Uh-huh.

A. Can you define what second thoughts are?
Q. Have you ever considered changing to the

company's position, which I think is the historic
position, but I may be wrong about that. Do you ever --

A, I'd have to -- I'm trying to understand
there. What part of the Commission's order would yvou not
want us to meet?

Q. Which order are you talking about?

A. The order of the Commission that we
establish cost of service on known and measurable amounts.

Q. Where do yvou find that?
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A. I can't give you a reference as to where

those words are. So, 1 mean, what part of that did you
not want us to meet?

Q. Well, I guess I just want to know where
that is, where it says that everything has to be known and

measurable. Is that one of the Commission's rules or --

A. You know, I certainly can tell vou we've
seen those words, 1like, in the -~- in cases, in orders.
Q. And I guess from a -- backing up for a

second, it seems to me from what you've said today and
what's in testimony, you know, one of the main problems
that you have with the company's approach is that it
includes estimates of future net salvage costs which in
the Staff's mind are sufficiently uncertain and
sufficiently speculative that it's better to use known and
measurable amounts from the past. Is that a --

A. To the extent that you can -- the amount is
known, not subject to change, that's what we're trying to
achieve.

Q. Okay. What if -- what if you knew with
absoclute certainty what the future net salvage would be
for each account, you know, so that element of having to
estimate or the element of speculation is removed. If

that was the case, would you support sgspreading that known

future cost back along the life of the property?
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A. Well, we already do that with the original
cost. We allocate it ratably over the life of the asset. é
3
0. Okay. So just like you do with the known |

original cost, if you knew for certain that the future net
salvage cost would be a certain dollar amount, under
those --

A. I1f you knew the amount and it wasn't

subject to change and you knew the time at which it would

accur?

Q. Okay.

A. Those are the criteria under which we're
operating.

Q. So if you knew all thoée things, you would

uge that cost that you knew rather than the costs that
occurred in the past; is that correct?
A. Well, I would say that the cost has to have

been incurred or imminent, has to be verifiable and

prudent.

Q. No, no. I'm saying say, you know, say
you -~ I guess I'm not saying this right. Let's say you
put --

A. I can't put something into a scenario that

doesn't exist.

Q. Well, I'm asking hypothetically if it did

D T TN g T ET e SO T
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A Well, we have original cost which does
exist, and we do allocate it ratably over the life.
Q. But say vou put a pipeline in the ground,

okay, and you know the original cost, so that's a known
and measurable.

A. So are you asking me if it's meeting the
criteria of, let's say, something that has to be reported
as a FASB 1437

0. That's not what I'm asking. Let me give
you an example and then you can tell me. You put a
pipeline in the ground, and you -~ and under my
hypothetical you knew for certain how long that pipeline
would last, vou knew it would last for 50 years, and you
knew at the end of that, for sure you knew at the end of
that 50 years you would incur $100,000 to remove that pipe
from service. That would be the net salvage.

If you knew that for sure, would you use
that $100,000 number in your calculation or would you use
what the Staff does now, which is look at the recent past?
Which would you do if you knew that with certainty? I
guess I'm suggesting if you knew it with certainty, you
should use the actual net salvage that was going to be
incurred in the future, rather than the actual net salvage
that has been incurred in the past. What do you think?

M. I think I would ask the Commission to
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1 consider thelr orders of known and measurable for those i

2 future events, and to that extent that's -- that's their

3 decision, how the Commission wants that. They haven't

4 varied from that concept of the fact that those things are
5 just simply not known and measurable.

6 Q. Okay. But under my hypothetical it becomes
7 known and measurable. BAnd I know that's hypothetical.

8 It's not the reality that's there now. But if it was

9 known and measurable, would that take care of your
10 problem?

11 Al I probably can't answer the hypothetical.
12 Q. Okay. Isn't it true that there are
13 estimates that are used in other areas of the ratemaking
14 procesg?
15 A. I would have to say that I'm not involved
16 in those areas to see their work papers and give you a
17 good response on that.
18 Q. Okay. Well, let me suggest a couple of
19 examples. Maybe you're not aware of them, but I'1ll ask
20 anyway. Maybe you are.
21 For example, isn't it true that inflation
22 estimates and growth in earnings estimates are used in the
23 disccunted cash flow method for calculating a company's

24 return on equity by the Staff and by other parties? Isn't

25 that true?

.
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1 A I'll say that that's not my task at the

2 Commission to do that.

3 Q. Do you know whether that's true or not?

4 A. I haven't researched that.

5 0. So you don't know?

6 A. I -- it's not my -- it's not the work that
7 I'm assigned to do.

8 0. Sure, but that's not what I'm asking. I'm
9 just asking, do you know if estimates are used in the
10 context of that?
11 A I don't know.

12 Q. Okay. Fair enough. But to the extent
13 those estimates are used in the discounted cash flow

14 method, you're not suggesting that the Commission should
15 stop using those estimates, are you?

16 A. I'm familiar with orders for the area in
17 which I work, so --

18 Q. So you're not making any recommendation

19 about whether estimates should be used or not used in any
20 other area; is that fair to say?

21 CAL Correct.

22 | Q. Okay. What about pension expenses, are you
23 aware that actuarial estimates are used in calculating

24 pension expenses?

25 A, Again, I don't know.
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Q. Okay. But to the extent that actuarial

estimates are used in calculating a company's pension
expense, you're not suggesting'that the Commission should
stop doing that, are yoﬁ?

A. I'm not -- I'm not making that suggestion.

Q. Okay. How about nuclear plan;
decommigsioning fund, are you aware that estimates of
future costs of decommissioning the Callaway nuclear plant
and future earnings on the fund, the segregated fund
that's to be used for that purpose are all estimates that
go into deciding how much the annual amount of that
expense 1is8? Are you aware of that?

A. I'm aware it’'s tied into -- with the -- in
parallel with it, a sinking fund that must exist.

Q. and you're not suggesting, are you, that
the estimates that go into that calculation, the

Commission should stop using those estimates, are you?

A. I'm not to make that recommendation, no.
0. Okay. And isn't it true that service life 3
egtimates are used -- here's something you probably are

familiar with. Isn't it true that gervice life estimates
are used in the calculation of depreciation rates?
A. Service life estimates are used in

conjunction with a dollar amount that is known and

measurable.
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1 Q. Okay. But the part of it that's the
2 service life is an estimate, is it not?
3 Al Yes.
4 Q. And you're not suggesting that estimates of

5 service lives should no longer be used in the ;

6 depreciation -- calculation of depreciation expense, are

7 you? ?
8 A. No. E
9 Q. Well, what's the difference, if you can

10 tell me, between estimated net salvage and estimated

e

11 average service life, estimates of inflation that go into

12 the nuclear decommissioning fund, actuarial estimates that
13 go into the pension expenge, estimates of future inflation
14 that go into the DCF model?

15 MR. SCHWARZ: Excuse me. I think I'd like

16 one guestion at a time.

T e T 5 PO MR b o

17 BY MR. BYRNE:

18 Q. What's the difference between estimates of
19 net salvage and any of those other estimates that we've
20 talked about that are used in the ratemaking process?

21 A, I can only tell you the effect of the

22 estimate in the area in which I work.

T Y P gty AN 0 WS T e

23 Q. Okay. So you don't know, is that your
24 answer?
25 A, Correct.

e TR BT W P
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Q. Okay. And would it be fair to say to the

extent estimates are being used anywhere in the ratemaking
process, that's not using known and measurable dollar
amounts; is that true?

A. Again, I don't know if you have a situation
where the deollars are accurate and you're estimating some
other parameter in how you allocate that over time or if %
the dollars are the estimate.

Q. Okay. But at least the parameter is not
known and measurable? Isn't an estimate by definition not
known and measurable?

A. I don't have a definition for estimate
here.

Q. Okay. Did you independently decide to
adopt the approach that Staff has been taking or were you
told to adopt that approach to net salvage?

A. That was an approach that I learned of
through working out the calculations and then comparing
that to what is a Commission agenda, Commission order, and
of my own have been able to determine that 1t meets the
criteria under which we are to work.

Q. So you just developed it on your own, and
lo and behold it's the same method that the other Staff
people have endorsed?

A, Well, I can analyze. I can analyze the

MIDWEST LITIGATION SERVICES

www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334




o

ROSELLA SCHAD 9/3/2004

_ Page 62 H
1 effect and analyze that that is appropriate.
2 Q. Okay. But did you do -- when you did your
3 analysis, I mean, did somebody tell you this is the
4 Staff's approach and then you did your analysis to confirm
5 that you were Willing to testify to that or did you
6 completely independently come up with it?
7 A. It is a -~ we work as a team, but we
8 work -~ yvou can't as a professional determine what's the
9 effect of doing calculations.
10 0. Okay. So I guess would it be fair to say
11 maybe you found out that was the Staff's position first,
12 but then you confirmed that it was a reasonable position
13 in your mind?
14 A. I was able to look at how we were doing the
15 work we were doing and make -- and with the assumptions in
16 place, and conclude that it was -- that it was an
i7 appropriate method to work under as a team, as an
18 individual, as an agency.
19 Q. Okay. What if you had wanted to adopt the
20 company approach to net salvage in this case, would you
21 have been permitted to, or are you allowed to
22 independently decide what position to take in any
23 individual case or is the Staff required to be consistent
24 from case to case?
25 A. - I don't know in the extent of must we do a

T Tt e e e e T T T
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five-year average or must we do trend. T don't think we

have a policy.
0. Okay. what if you would have wanted to
adopt the company position in this case, do you think you E
would have been allowed to?
A, 1 would have had to -- I would want to %
present to my management shortcomings of not doing so.
Q. Okay. So you would have had to get

approval, I guess, just like for anything?

A, Sure.

Q. Qkay. But you don't -- they may have
approved it, as far as you know?

A, Oh, sure. Tf I -- you know, that's my job
is to provide infoxmation, provide knowledge and provide
any shortcomings that may be outstanding.

Q. Okay. I have a question about Paul Adam's
testimony. I'll show it to you, but let me find it first.
This is -- I've got Paul Adam’'s direct testimony from this
case that you've adopted, and I'm locking at a question
and answer that's on page 9, lines 11 through 15, and I
guegs I'd agk -- it's a short question and answer. I'd
ask if you could read it and then tell me if you agree
with it or not.

A. Which lines?

Q. 11 it starts at, 11 through 15, page 9,
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direct testimony. If you could read it out loud and then

tell me if you agree with it.

A Is the overaccrual due to an overstatement
of a negative net salvage or an understatement of average
service life or both?

We do not know and do not have the ability
to compute that answer. We simply must do our best to
correct the observed situation over a reasonable time
frame in the future.

Q. Do you agree with that testimony, that you
don't know whether Laclede's overaccrual is due to net
salvage problem or a service life problem?

A. I believe that we've identified a
shortcoming of accumulating this cost of removal in the
reserve in order to correct the situation in the future.

Q. Okay. But I guess that's not what I asked
you. I'm asking vou, do you agree with Paul Adam's answer

to that question that he can't tell?

A Yes. That's why --
Q. - So for all you know, the overaccrual might
be due to -- the net salvage might be ckay and it might be

due to a problem with the service lives?
A. Well, yvou can have -- certainly you canmoct

know to the extent by dollar, but you can do analysis to

determine that the weighting probably is very much the
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cost of removal and not the change in average service
lives.

Q. Have you done that analysis in this case?

A. Not in this case. Well, no, not in this
case. i have 1n other cases.

Q. Okay. Again, talking about the idea that
under the company's approach net salvage values are
egtimates, and my question is this: Do you -- can you

explain any specific problems with the estimates used by
Laclede for their net salvage that's contained in their
depreciation in this case? You know, is there a specific
problem with the way they've estimated it that maybe could
be corrected that you've identified?

A. Can you repeat that?

Q. Probably not, but I'll try. Is there a
specific problem with the way Laclede has estimated the

net salvage values that they've included in their

specific problem with the way they estimate those values

that maybe could be corrected that you've identified?

A. The alternative of calculating this net
salvage percentage -- and again, there's many
alternatives. One could become -- I mean, whatever

architecture you could think of. In this particular one

with it being a ratio of dollars it cost to remove it for
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1 original cost dollars retired isn't shown in any studies i

2 I've seen to be a calculation that has a relationship to

3 collection.

4 Q. And what studies have you looked at?
5 A, I think there have been no studies. That's
6 the -- that's the problem. It does not bring it down to

7 the level of what's being expensed. It's not bringing it
8 to that.

9 Q. But you haven't loocked at any studies

10 because there aren't any, you think? Bave you looked at
11 any studies? You mentioned studies is the only reason I
iz asked. Is it true that you haven't looked at any studies?
13 A. Well, I can -- I can do a study. I can

14 look at that number, and that is the study -- I mean, my

15 study shows that it does not --

16 Q. Okay.
17 AL -- create it.
18 Q. But you haven't looked at any studies done

19 by other people on this subject?

20 AL I don't know.

21 Q. Maybe they don't exist. That would be

22 fine.

23 A. I don't know. It's a shortcoming of the --

24 of the application.

25 Q. Okay. Just to -- you haven't loocked at any

ST g
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1 studies other than your own?

2 A. I've seen -- I've seen Mr. Love did the

3 same.

4 Q. Okay.

5 A. He did the same study.

6 Q. And have you looked at that study?

7 A T've looked at, not the work papers, but

8 just his dialeog, and it presents the same argument.
9 Q. Other than what you yourself have done and

10 what Mr. Love did, have you looked at any other studies?

11 A. No.
12 Q. Okay. And I guess back to my question, is
13 there any -- is there any way that Laclede could correct

14 the way that it is estimating depreciation or, you know,
15 estimating net salvage, or is it your view that no

16 estimate is appropriate and only the known and measurable
17 amounts from years should be used?

18 (A, I think the known and measurable

19 application is the appropriate one Lo use.

20 Q. And, therefore, would it be fair to say

21 that no estimate would be appropriate for net salvage, for
22 future net salvage?

23 A. I think an inclusion cost in the cost of
24 service study for what the customers are incurring is the

25 correct amount for an estimation for a cost of service

T
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study.

Q. Well, but that's not an estimate of the

(=N
t+
L]

future, is That's what's known and measurable today,
isn't it?

A. That's the criteria that I'm applving.

Q. Okay. But I'm asking you, do yvou think any
kind of an estimate of what it’'s going to cost way in the
future when today's plant is retired is appropriate or is
nc such estimate appropriate?

A. And are we including life span property in
the question?

Q. No. Just mass property. I'm sorry.

A I think that, similar to the 1life span
property, it is appropriate to neot include that which is
not either incurred or imminent or verifiable.

Q. And because retirement costs that are going
to be incurred over the long-term future are so
unverifiable, it's not appropriate to even attempt to
estimate them? It's appropriate to use today's costs
instead?

A, Well, you know, I have to look at --
there's other things one has to look at. What kind of
cost/benefit analysis has been done to determine whether

one should incur the cost? So if one can abandon plant

and not incur cost, would it be a prudent decision for the
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company to incur costs if it didn’'t have to incur it? e
Q. Who's taking this deposition?
A, I'm sorry.
Q. No, it would not. But anyway, I guess
trying to get an answer to my gqguestion, it's -- I mean, I

guess what I think I hear you saying is it's in-- and
correct me if I'm wrong -- it's inappropriate to attempt
to egtimate the salvage -- or the remcoval cost at the end
of 1ife of long-lived plant. Would it be fair to say yvou
think it's appropriate not to attempt to estimate those
costs that will occur possibly in the far distant future
and instead to rely on the known and measurable costs from
recent time periods? 1Is that fair?

A, That's fair. I don't know at the end of
its life it will be owned by the utility anymore. 1It's
fair. It's fair.

Q. QOkay. And you've got -- and again, thig
kind of relates, but there's nothing you would be
recommending now to improve the estimates that the company
has done for the removal costs in the future? You don't
have any gpecific recommendations to say, here's what you
could do to improve your estimates of those future removal
costs?

A. No. There might be some literature out

there maybe. Maybe others might have an idea, but I do
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1 not.

2 Q. But yvou don't, right, as you sit here now?
3 A, No.

4 Q. I have another Paul Adam testimony question

5 I was going to ask you, if I can find the testimony. I am
6 looking at page 7, lineg 11 to 12, and it's ijust a

7 sentence, and you can look at the context of it, too, if

8 you want. But I'd like you to read that sentence and tell
9 me if you agree with it, and then I might have another

i0 question. TIf you could just read that sentence that's on
11 line 11 and 12 of page 7‘of his direct testimony.
12 A. The second part of the equation, negative
13 net salvage percentage divided by average service life,

14 recovers the net salvage. Final salvage 1s congidered to
15 be unmeasurable and unknown except in specific cases.

16 Q. Do you agree with that? And look at the

17 context of it if you need to.

18 A. Okay.

19 Q. Do you agree with that? !
20 A. I think it's fine.

21 Q. And when he's talking about final net

22 salvage, is he talking about life span accounts or life
23 .span property or mass property accounts?
24 A. Well, it's applicable to both.

25 Q. Okay. And he says except in specific

MIDWEST LITIGATION SERVICES
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1 cases. What's that mean? What are the specific cases

2 that are the exception to that?
3 A. 1 would say if you have a contract out that

4 you're going to -- it's eminent, and so there's been a

5 dollar amount set to do the work. It's verifiable, it's %
& prudent.

7 Q. Okay. Got it. In St. Louis County Water

8 Company's case, and I don't have the cite, there's a

9 St. Louls County Water Company case where the Commission

T

10 adopted the treatment of net salvage proposed in that case

11 by Mr. Stout. Are you aware of that case?

12 A. I've heard of it.

13 Q. Have you read it?

14 AL Yes.

i5 0. And do you agree with the Commisgsion's

16 decision in the St. Louls County Water Company case?

N T

17 A. 1 think the decislon was theilrs to make.

18 Q. Okay. But do you agree with it? 2And maybe

19 you don't have an opinion on that.

20 A I don‘t have an opinion.
21 Q. Okay. So you're not sure if you agree or

22 disagree with the Commission's decision in that case?

]

23 AL I agree it's theirs to make. !
24 Q. But do you think they were right? g
25 A. I don't know that I'm a person that has -- %
|
!1
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I don't know that I would have a reason to gualify a

judgment.

Q. Okay. Isn't it true that under the Staff's
approach what you're really doing is taking net salwvage
costs that were incurred in the recent past, like in this
case it was over the last five years;‘is that right?

A. Yes.

Q. And isn't it true that those net salvage
costs are incurred in connection with plant that is by
definition no longer in service at the time the rate case
came along?

A. Well, if you've -- let's say if you've
taken out like a ten-foot section of main and that's
retirement unit, and you've -- in order to keep the
service going, you need to put in another ten-foot
section, the pipeline's still providing service to the
customers.

0. Well, you might or might not put in another
ten-foot section; isn't that true? Wwhat if a customer --
the house may have been torn down or the -- isn't it
possible you wouldn't put another ten-foot section in
service to replacé that?

A, Well, it would seem like it would be true,
then, that the customer's no longer -- if it's not serving

the customer, and you haven't replaced it, how are they
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getting their service?

0. Maybe the customer's no longer at the end
of a pipe. Maybe the building’'s been torn down.

AL Then are they paying for it, if they're not
there?

Q. Right. I guess I‘'m just saying -- I guess
I'm just saying that the ten-foot piece of pipe that you
removed from service may or may not be replaced; isn't
that true?

A, 1t may or may not be replaced.

0. Okay. That's all I'm saying. Aand so to
the extent you incur costs associated with plant being
taken out of service, that plant's not there anymore,
right? I mean, new plant might be, but that plant that
was taken out of series is no longer thexe?

A. Are I regquired to take it out of service?
Are you required to remove it?

Q. Well, no, not in my example. You just
remove it because its life is over.

A. Is that a good management decision to --

Q. Well, T mean, all I'm saying, all I'm
asking you is, isn't it truekthat the plant associated
with the retirement costs that were incurred historically

is neo longer in service; isn't that true? The plant that

you retired over the last five years that's associated
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with the retirement costs over the last five years is no

longer in service.

A. If dollars are retired. Now, are you
asking me 1f it's also removed?

Q. Yegs. I'm saying if you incur removal
costs, like in this case, Staff is using the removal costs
that were incurred from, like, 1994 to 1999, right?

A, Right.

Q. To calculate the net salvage costs that are
built into the depreciation rate; is that correct?

A. Correct.

Q. And those removal costs, isn't it true that
those removal costs that were incurred from 1994 to 1999
are incurred in connection with plant that is no longer in
service?

A. Well, it's either one of two things. If
it's replaced in order to keep the customer in continuity
of service, then the customer’s still using the system of
which it was integral to. And if it's not any longer
providing service to that for continuity and you've
incurred the cost to remove it but you didn't need to, 1
would look at a prudency issue. |

Q. But the plant, I mean, whether it's

replaced or not, that plant is no longer in service, is

it?

= e
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1 A. If it's retired, it's no longer in service.

2 Q. So you are including in Laclede's

3 depreciation rates a net salvage component associated with
4 plant that is no longer in service, are you not?

5 A. Can you ask that again?

6 Q. Sure. You took five years of retirement

7 costs, maybe it was net salvage costs, but whatever, five
8 years of let's gay net salvage costs, and used those five
9 years of historic costs to calculate a net salvage
10 component, took an average of those costs for the net
11 salvage component in this case; is that right?
12 AL Yes.
13 Q. and all I'm saying is, because the net
14 salvage costs incurred in the last five years, five years
15 of history, 1996 to '99, are associated with plant that is
16 no longer in service, correct?
17 A Yes.
18 Q. So what you have in your net -- as the net
19 salvage component in your depreciation rates in this case
20 is a2 net salvage component associated with the plant that

21 is no longer in service, correct?

22 A, Yes.
23 Q. Okay.
24 A. But it falls into one of two categories.

25 It's either integral to a part of continuity, which is
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still serving the customer, or as I explained before, if

it's been removed and there was -- and it didn't be

R

required to be removed, then there is the issue of why did
vou incur the cost 1f abandonment was the more
cost-effective route.

Q. Okay. And this net salvage cost associated
with plant that's already been retired is going to be paid

by customers in the future, right?

A. The customers -—-
Q. As a component of their rates?
A. Again, one of those two categories, if
it's -—- 1if it's integral to the system, it's still serving

customers, then they're still on the system and they're
5till -- they're still getting utility out of the system.
And if it's being incurred, but someone’'s not being served
by it and they weren't required to remove it, then I would
be charging customers for something that was not prudent.

Q. Sure. I guess I'm just saying, the way
it’'s calculated by using a five-year historical average,
by definition you are using a net salvage component that's
associated with plant that's already retired, right?

A. Yes.

Q. Okay. and so that net =alvage component

goes into depreciation rates, which is a component of

rates that will be paid by future customers, right?
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1 A, By the continuity of -- §
2 Q. By future customers, right? g
3 A, In order to keep the system going.
4 Q. Ckay. That's all I want. Okay. And let

5 me ask you this. You guys are using a five-year average

6 in this case; is that right?

7 A. In this particular case, ves.

8 Q. In some other cases you'wve used other

9 averages of net salvage costs?

14 five-year average. Might have been a ten-year average. 1

10 A. I believe so. j
11 Q. Do you know what differenf ones you've §
iz used? 1
13 A. I believe that in the latest Aguila case, g

E

15  would have to go back and look.

e

16 Q. Have you used ten sometimes in some cases?

17 A. I'd have to go back and actually take a

18 look at which level the auditor has performed that audit.
19 Q. I think, although I'm not sure, ten years
20 may have been used in the Union Electric EC-2002-1 case.

21 Do you know whether that's true?

i b Ny i R TR

22 A. No, but I can find out.
23 Q. Okay. Well, let me ask you this: T£ you
24 use a five-year average, wouldn't it be true that the net

25 salvage costs on average are two and a half vears ago's

e e
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net salvage cost? i
A Well, and to the extent that gspeaking of -- ;

I mean, like, the last Ameren gas case actually overall

the cost of removal was not cost of removal; it was

salvage.
Q. There was a positive net salvage?
AL Yes.
Q. But to the extent that inflation is causing

negative net salvage to increase or become a larger
number, a larger negative number every vear, wouldn't it
be true that to the extent you're using these multi-year
averages you're not even giving the most current amount of
net salvage, you're diluting the most current amount of
net salvage value?

A. Well, vou have to look at it on a
case-by-case basis because you've got veolatility there.
So if -- you can have a couple things going. You don't
know for sure it's going to go up. You don't know those
factors in the future, as far as are you going to incur
more cost of removal.

What you do know is that yvou -- you know,
to the extent possible, vou're going to provide a dollar
amount that is at best an amount that's ongoing, and
that's what you want to try to put intc the case. Maybe a

trended amount is the best, maybe an average. You know, ; \

s e Koo
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1 and to the extent that you might see -- the company's

2 might -- maybe there could be bunching going on where you
3 try to do it all in cne year and then don't see it for
4 three or four vears. You Just really need to take a look

5 at what is the amount that should be included in a rate

6 case.

) Q. So it might be appropriate to trend it to

8 take more -- to give more weight to the more recently ;
9 incurred costs? E
10 AL Certainly. The idea of Staff is to make

11 the company whole for their costs incurred.
12 0. Let me ask you this: A lot of these
13 facilities, these utility facilities that are being

14 removed from service are long-lived facilitiesg, aren't

TP A Ut 7w .4 p R YV

15 they? é
14 A, They could be. They could be short-lived. j
17 Q. Well, for example, let's take gas mains.
18 In your work as a -- I mean, isn't that one of the main

19 accounts Laclede has?

20 A. Yes.

21 Q. One of the largest accounts?

22 A. (Witness nodded.)

23 Q. And do you know how long on average or what

24 the average service life for gas main is?

25 A, Of what material?

MIDWEST LITIGATION SERVICES
www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334




ROSELLA SCHAD 9/3/2004

Page 80
1 Q. Let's gay --
2 AL Steel?
3 Q. -- steel?
4 AL Cast iron might be arcund 70. I'm thinking

5 Laclede had a longer life than some of the other gas

6 utilities.

7 Q. 70 years?
8 A. {(Witness nodded.)
9 Q. So if you're looking at gas mains that are

10 being removed from service during the five-year period

11 that you looked at in this case, 1994 to '99, and the

12 items in that account have average service life of

13 something along the lines of 70 years. You could be

14 looking at retirements of gas mains that were originally
15 put in service back in '20s; is that correct?

16 A, You could be looking at that.

17 Q. And it wouldn't be unusual to have them in

18 the '208 or '30s or even before that if they're longer

19 than average?

20 A. It's possible.

21 Q. And --

22 A. You can also have short ones. I mean, if

23 Laclede had just entered a main into an area and the
24 Highway Department came along and said, I want to change

25 the highway, then you're going to have a shorter.

o WA
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1 Q. Sure. But on average, I mean, isn't that

2 what an average service life is? On average they're going
3 to be 70 years old, aren't they?

4 A. That's what, you know, during a time frame

5 vou do a duty and you get a 70, but if you're starting to
6 see a lot of work where they're doing a lot of, you know,

7 plant that had just got put in and they're starting to do

8 a lot of road changes and a lot of these things, it can
9 go -- yes. That's why you do depreciation studies in a
10 fashion in a way that we do.
11 Q. Every so often pericdically. But let's
12 assume there's nothing unusual going on, like an unusual
13 amount of road construction. You know, all other things
14 being equal, these gas mains are being taken out of
15 service are going to be from a long time ago, they're

16 going to have been put in service a long time ago, like in

17 the teens or '20s or '30s on average, aren't they?
18 A. They should be.
19 Q. Okay. And I guess my guestion is, wouldn't

20 it be fair to say that Laclede Gas Company's distribution
21 system was pretty significantly different back in the

22 teens and '20s and '30s than it is today?

23 A. Can you define your framework for

24 different?

25 Q. Well, wouldn't it be fair to say it was

T
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1 substantially smaller, and I mean orders of magnitude

2 smaller, back in the teens and '20s and '30s than it is

3 today?

4 A. And also, I mean, to the number of

5 customers it's serving?

6 Q. Sure. I mean, any measure you take, the

7 number of customers served, the miles of pipe, wasn't
8 Laclede Gas Company's distribution system much, much, much

9 smaller back in the teens and the '20s and the '30s than

e P T AT e e o b T PR Rt e e et o2 200

10 it is now?

11 A. I would think so.

12 Q. But you haven't looked at that, I guess?
13 A. I would assume there's been customer

14 growth.

P e P S g T

15 0. Would you assume there's been substantial
16 customer growth?

17 A, Yes.

18 Q. Do you know what gas was used for in the

19 19-teens and 19202 and 1930s?

20 A. You mean in addition to heating? E
21 Q. No. I mean instead of heating. %
22 A, Are you referring to for industries? %
23 0. Well, you know, I'm asking yvou, but let me §
24 suggest that I think -- I think the primary use for

25 natural gas during that period of time was lighting, do
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1 vou know if that's true or not, street lightse?

2 A, Well, I know that there was a -- there was
3 a transition to where one was becoming obsolete for

4 lighting and the other one was becoming into its own.

5 Q. Do you know what the primary fuel used for

6 heating was in St. Louis in the 1920s and 1930s=?

7 Al I can‘'t tell you what that primary --

8 Q. Do you think it was coai, or do you not
9 know?
10 A. I'd have to find out for you.
11 Q. Well, if gas was -- natural gas was not

12 used for heating, do you think that might be a significant
13 difference in the natural gas system of Laclede Gas
14 Company back in the 19208 and 1930s from the way it's used

15 now?

16 A. So are you implying there wasn't much
17 residential?
18 Q. Yeah. I'm implying that the system was

19 very different from what it is now, to the extent that gas

20 wasn't being used for space heating. Would you agree with

21 that?

22 | A. I would think that would be probable.

23 Q. Do you know where an Laclede got natural
24 gas for -- I should say gas. Do you know where Laclede

25 got gas in the 19208? Do you know if it got gas from

T
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pipelines in the 1920s?

A I don't know if the source was its own
processing of the -~ of another product into making it the
gas.

Q. Might that affect whether the system was

different in the 1920s than it is now, 1if they were using

manufactured gas rather than --

A. Well, that's -- E
Q. -- pipeline gas? f
A. Certainly. %
Q. Okay. Has there been inflation g
higtorically? g
A. Yes. g
Q. Po you anticipate that there will be E

inflation in the future?

A. I would think that it's possible.

Q. I mean, isg it reasonable to anticipate that
we will experience inflation over the next several
decades?

AL I would think it's reasonable.

Q. Iz it reasonable to assume that the labor
costs assoéiated with removal of plant will be
significantly higher 20 or 30 or 70 years from now than
they are today?

A. Well, whether or not they're higher or not,
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the second guestion 1is, would you use that route to remove

plant if that's the most cost-effective application.

Q. Okay. But that's kind of a different
issue. My questiqn ig, is it fair to -- and I realize you
might not use --

A, If you're going to abandon 1L, you're not
going to use labor.

Q. That's true. If you abandon it in place,
you might not use labor. To the extent that you can't
abandon it in place and you have to use labor, would it be
fair to say that the cost of labor is going -- you can
expect the cost of labor to be significantly higher 20, 30
or 70 years from now?

A Well, I would say that I don't know if it's
going to be more. I would think that someone who's sort

of innovative would find some other solution --

Q. Right. But if you can't --

A. -- to aveld it.

Q. If you can't find another solutiocon, and you
have to avoid labor -- I understand you might be able to

find another solution, but to the extent you have to use

labor, is it fair to éuppose that labor is going to be

gignificantly more expensive 20, 30, 70 yvears from now?
A. That I can't tell vou.

Q. Okay. Let me ask you this: 1Is it fair to
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say the Staff's treatment of net salvage does not take

into account the fact that current plant balances are
significantly greater than they were in the past in the

universe of plant from which recent retirements come? In

other words --
A. Relative to the customers that's being r

served? I mean, you have growth on -- you have growth in

deollars, but you have customers that are also coming on
board to meet that growth.

Q. But you're using an absolute dollar amount
for the retirements, aren't you? You're not -- it's not a
ratio compared to the customers. You're looking at the
absolute dollar amounts of the retirements incurred in the
past.

A. I''m looking at the dollars retired.

Q. Do vou take into account that the
retirements occurring from 1994 to 1999 are retirements of
plant that came from a universe of plant that's
significantly smaller than the universe of plant that's
being used to serve today's customers? I8 there any
factor in your calculation that takes that into account or
adjusts for that?

A. I guess I'm not clear as to what I need to
adjust for.

Q. The fact that the retirements occurring

T
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1 during the period from 1994 to 1999 come from a universe

2 of plant that is much, much smaller than the universe of
3 plant that's being used to serve customers today. Is

4 there anything that adjusts for that?

5 A. I'm not -- I'm not catching a connect here
6 of where that -- where that 1is becoming a parameter.
7 0. Well, if gas mains are being retired that

8 were put in service in the '20s and '30s and '40s8, weren't
9 there far fewer gas mains that were put in service during
10 that pericd of time that might be retired from '94 to '99
11 than there are gas mains that are in service today? And
12 do you take --
13 A, I'm not so sure where I'm going to apply
14 the fact that I have more gas mains today.
15 Q. Okay. So would it be fair to say that
16 thére‘s not an adijustment factor in vyour calculation to
17 take that into account?
18 Al I guess I'm not -- if I'm taking it into
19 account, what am I taking it into account for?
20 Q. I'm just asking you, is there an adjustment
21 factor that takes that into account or not? It's a yes or
22 no question.
23 A. No.
24 Q. Okay. Let me ask you this: Do you know

25 whether Laclede Gas Company spends more each year on
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capital additions and retirement costs, in other words on

a cash basis, cash out of their pocket, for capital
additions plus retirements as opposed to the depreciation
they collect through rates? On a cash basis, are they
ahead or behind each year?

A. So I would need to know if I -- am I aware
that capital expenditures for additions plus that incurred
to remove plant is more?

Q. More or less. Do you know whether it's
more or less than what they recover in depreciation plus
what they recover for removal costs?

A, In my analysis, I don't have a step that

that's required for.

Q. S8o you don't know?
AL No.
Q. Do vou think that's relevant at all to the

Commission in deciding this issue?

A. For my assignment?
Q. Okay. For your assignment.
A. Well, if 1t was relevant, 1I'd have to have

a4 step where it would have to be placed into my work.

Q. And you don't have that step?
A. That step's not there.
Q. Do you think it should matter to the

Commission whether Laclede's collecting through
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1 depreciation a whole lot more than they're spending?

2 Should that even be a consideration for the Commission,

3 even though it's not in your analysis?
4 A. I would have to get involved into the whole
5 picture of all the -- where financial analysis fits in and

6 where auditing fits in each of those in order to be able

7 to answer that.

8 Q. Okay. 8o you don't know, would that --
9 AL No, I don't know.
10 Q. Okay. Same guestion for ameren. Do you

11 know how Ameren's annual out of pocket --

12 MR. SCHWARZ: 1I'll object. 1 have

13 absolutely no idea how anything to do with Ameren is

14 relevant to the depreciation rates to be set for Laclede
15 in 1999.

i6 MR. BYRNE: Okay. I get to ask the

17 gquestion anyway, right?

18 MR. SCHWARZ: Yes.

19 BY MR. BYRNE:

20 Q. Same question for Ameren. Do you know how
21 the expenditures on capital additions, the cash out of

22 their pocket for capital additions and removals compares
23 to the amount of money they're receiving in depreciation?
24 And in Ameren's case, net salvage is still in the

25 depreciation calculation, s0 how does that compare, if you

catcicageprese
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know?

A I don't know. Tt's not one of my steps in
my calculaticn.

Q. Okay. Would it be fair to say, unlike life

span accounts where you might have no experience in
retiring a particular building or electrical plant or
something, in the case of mass property accounts, is it
fair to say you have a lot of experience with historic
retirements, there's a lot of retirement data?

A. Well, the life span -- for most life span
accounts there's still a turnover of the actual units
that's booked to the individual accounts.

Q. There's like interim retirement you're

talking about?

A. There is interim rvetirement.
Q. Well, just for mass property accounts.
A We treat those as mass property. They
are -- there's --
Q. Just for mass property accounts, though, is

it fair to say there's a lot of data at least for the big
accounts for Laclede Gas Company on historic retirements?
A. There generally should be a fair amount of
data.
Q. Okay. Laclede and AmerenUE have argued in

this case in their supplemental direct testimony there's a

A T A
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1 number of safeguards that protect customers. I don't know }

2 if you read that testimony. Do you recall that at all?

3 A. 1 recall.

4 Q. Okay. aAnd I'd like to ask you your opinion
5 about a couple of them, if I might. One of the

&) safeguards -- I assume, did you read the testimony that

7 Laclede and Ameren filed?

g A. 1 have read through it. I don't -- I'm
9 not --

190 Q. You didn't memorize it?

11 A. No.

12 MS. O'NEILL: Tom, just for the record,

13 could you identify what testimony you're going to refer to
14 when you ask her the questions so we can all keep it

15 straight?

16 MR. BYRNE: ©Okay. It's in a couple of

17 pieces of testimony.

18 MR. SCHWARZ: Can we take a break at this
19 stage?

20 MR. BYRNE: Absolutely.

21 (A BREAK WAS TAKEN.)

22 BY MR. BYRNE:

23 Q. Ms. 0'Neill was just -- I was asking you
24 about some safeguards. She asked what testimony it's in.

25 The safeguards I'm talking about are at least two places
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that Ameren filed testimony on. One is Warner Baxter's

testimony, beginning on page 19; and the other is Martin
Lyon's testimony, beginning on page 10.

But anyway, one of the safeguards cited by
both Ameren and Laclede is the fact that de-- the
Commissgion's rules require depreciation studies to be
filed every so often; is that correct?

A. Yes.
Q. And I think we think it's every five years.

Doesg that sound right to you?

A Yes.
Q. aAnd would you agree that at least, you
know, to the extent that the -- that if the Commission did

decide to rely on estimates of future net salvage, would_

b T T T e . e A A A D B S P 1 TS BT =D o Ao

you agree that the fact that depreciation studies have to
be provided periodically provides some protection that

thogse -- that those estimateg will gtay in line with the

data that is available?

I mean, in other words -- let me say it
better than that. By periodically revising the esgtimates
through the depreciation study, that provides some level
of protection above if there was no periodic revision; is
that fair to say?

A, Well, if you're overcharging, even if you

do another study and you continue to overcharge, the end

3._H,_..mw._...r.w.. T B e Py o o Sy N T 3o e,
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result is still overcharging.

Q. But isn't it at least true that to the
extent that new data and new information allows you to
improve your estimates of net salvage and then that
improved data could be taken into account by periodic
updates?

A. Which is what Staff is doing currently.

Q. Okay. But I guess all I'm saving is, to
the extent that estimates of net salvage are used as the
companies are proposing, those estimateg could be refined
each time a depreciation study was filed; isn't that true?

A. Well, again I'm back to if I'm overcharging
and that's my estimate and I continue to overcharge, in
the end I still have overcharging.

Q. But that's -- I guess I'm just asking,
couldn't the estimates be refined and improved each time
the company filed a depreciation study?

A. If yvou bring it back to Staff's
formulation, ves.

Q. Okay. But you don't think if you were
using estimates of future net salvage, you don't think
those estimates could be refined over time?

A. We haven't seen it to date.

Q. Okay. A second safeguard that's spoken

about in the testimony iz the fact that the depreciation

MIDWEST LITIGATION SERVICES
www.midwestlitigation.com Phone: 1.800.280.DEPO{3376) Fax: 314.644.1334




0

ROSELLA SCHAD 9/3/2004

10

11

12

13

14

15

16

17

18

18

20

21

22

23

24

25

www.midwestlitigation.com

Page 94

reserve is a reduction from the rate base. Would vyou

agree that the depreciation reserve is a reduction from

the rate base?

A, Yes.

Q. Okay. And would you also agree, then, to

the extent that customers pay net salvage before the

company incurs that net salvage cost, that amount is going

to be reflected in the depreciation reserve?

A, Yes.

Q. And, therefore, and because it is a
reduction from rate base, therefore, the customers’
are going to be reduced by an amount equal to the
company's overall return times the change in the
depreciation reserve?

A. Do you want to ask that again?

Q. I want to, but I don't know if I can.

rates

To

the extent -- to the extent that the customers pay for net

salvage costs in advance of the company spending those

dollars, that amount's geing to be reflected in the

deprecliation reserve, right?

A. Yes.

Q. And the depreciation reserve is a deduction

from rate base, correct?

A Yes.

Q. And so the rates will then be lowered by an

T A R T AN LA G T R LAY
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1. amount equal to the company's overall rate of return times

2 the increase in the depreciation reserve due to the

e M R ST

3 prepéyment of net salvage costs; is that true?

T

4 A Well, I guess I need to qualify it, that to
5 the extent that's happening it may not be equal to the
6 overcharging that occurred to begin with.

7 Q. Okay. Yeah. And, in fact, to the extent

8 that they prepaid, to the extent that they paid money that
9 for whatever reason hasn't yet been spent, they're only
10 getting a percentage of that back, right, because you have
11 to multiply it by the -- by the company's overall return,
12 right?

13 A, So to the extent that what's being shown as

g e T e T e e e

14 a safeguard is actually what is now contributing to

15 inequity because we cannot get those overcharged payments
16 pback to the customers who paid them.

17 0. Would it be fair to characterize that

18 phenomenon that we've been talking about as the customers
19 getting a return on moneys that are prepaid to the company
20 for net salvage that hasn't been incurred yet?

21 A. I don't know how yvou'd want to title that.
22 Q. Well, would it be fair to say the customers
23 are at least better off than if there had been no rate

24  Dbase reduction?

25 A, Well, if I'm asked to overcharge a cusiocmer
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to begin with, where do T draw the line of him being !

bettered only to the extent that I bring it all back to
him or never have overcharged him to begin with?

Q. Okay. So yvou're saying they're not better
off becaunse there's a reduction to rate base?

A. The better-off situation is not to
overcharge to begin with.

Q. Okay. But what if it's not an overcharge,
what if it's just a prepayment in advance of the company
incurring the cost?

AL But a prepavment meaning T cannot know
verifiably that it's going to be incurred. So we've got
to get back to it's known and measurable, which is back to
Staff's position.

Q. Okay. Got it. But again, back to my
question, at least they're better off having a reduction
to rate base than they would be if there was no reduction
to rate base; isn't that true? They may not be asgs well
off as if you didn't do it at all. I know you're saying
that, but --

A. I wouldn't want to say they're better off
bécause I shouldn't have done what I did to begin with.

Q. Another gafeguard the company has cited in
their testimony is the fact that -- and we talked a little

bit about this before, but the idea that the depreciation
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regerve acts as a balancing account. Does that -- do you

understand what that means or c¢an you explain to me what
that means to you, if anything?

Aa. Well, I think I'd have to maybe reverse.
What 1s the intent of it being said?

Q. Well, the point being made is that, you
know, in the end, in the aggregate, customers and the
utility will neither overpay nor -- the customers in the
aggregate will neither overpay nor underpay, and the
utility in the aggregate will neither overcollect or
undercollect because there's a depreciation reserve that
keeps track of how much has been paid and how much is
being spent for retirements.

So I guess the idea is, when it's treated
as an element of depreciation, there's a balancing out,
you know. You keep track of the revenues and
expenditures. Is that true in your mind?

A. Well, we are not in a situation yet where
we are keeping track of how much is being collected, and
to the extent if I want to know how much is actually being
incurred, I can -- I have other mechanisms to be able to
do that. Sﬁaff's current -- I don't know how much over--
if I look at the reserve for Laclede, I cannot tell you
how much of that reserve is for cost of removal. So X

can't -- I can't tell you that.
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Q. But you do know how much is being collected |

overall, right, in depreciation? Doesn't the depreciation
reserve keep track of that? |

A. It doesn't -- many times we do not have
a -- 1in fact, almost in all cases we don't have it
disaggregated. It's all just dollars coming in, and
there's no amount that I can tell you or the company, T
would probably also say, can tell me how much in any given
account is the dollar amount that has been collected from
customers for either cost of removal or for the original
cost.

Q. Okay. But you do keep -- the depreciation
regserve doeg keep track of the total amount that's being
collected for both of those things together, even though
it's not broken down between the two elements; isn't that
correct?

A. It's an aggregate.

Q. Okay. And does it balance on the
aggregate? Does it also keep track of the amount being
expended?

A. There is -- it's booked to it, but 1 can't
compare apples and apéles because I don't have apples in
cne hand. I do not know how much in that reserve has been

collected for.

Q. Okay. The reserve takes into account the
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total amount of depreciation that's been collected by
account each year, right?

Al Yes.

Q. And that would include in the case of a
company that -- well, in the case of Laclede, it would
include both the net salvage and depreciation of the
original cost?

AL Yes.

Q. Okay. But it's not split between those two
components, right?

A. Right.

Q. But it is by account, right?

A. (Witness nodded.)

Q. And then doesn't the depreciation reserve

also take into account when a retirement occurs, doesn't
it take into account the original cost of the item that's

retired and the cost of retiring it?

A. Are you asking does that come ocut of the
reserve?

Q. Yes.

AL Yes.

Q. . So isn't it kind‘of like a balancing

account that takes into account the total amount of
dollars coming in, even though it's not broken down

between net sgalvage and depreciation of original cost?
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1 A. A balancing account would be if you want to

2 pay in the dollars for cost of removal, and I will specify
3 an area for it to go to conly, and like a sinking fund

4 which vou could establish, and then you can -- you can

5 balance.

3} ' Q. Okay. But in your mind, a depreciation

7 reserve is not such a balancing account? %
8 _ A, To be able to balance, you have to have

9 something on either end.

10 Q. Well, doesn't it just have the money coming
11 in and the property being retired?

12 Al I still don't know if I'm in balance.

13 Q. Okay. I want to ask a few guestions about

14 intergenerational equity. Do you know what inter-- do you

T B T o TP T S e g o

15 know what the definition of intergenerational equity is?
16 A. A generation that's incurring a cost 1s a

17 generation that's paying for the cost, is what I would

18 call intergenerational equity.

19 Q. _ Well, would it be fair to say that it means
20 each generation of customers should pay the full cost the
21 utility incurs to provide them with service?

22 A. I would think that would be.‘ I think

23 that's a fair definition for it.

24 Q. Qkay. And would vou agree that it would be

25 unfair for past or future generations of customers to
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1 subsidize rates paid by today's customers? |
:

2 A. In the way that the company's doing today? 2
!

3 Q. In any way. Is it unfair -- just as a |
4

|

|

5 generations of customers to subsidize today's customers?

6 A. I think that's a fair statement.

YRR T A A A

7 Q. And is that sort of intergenerational

8 equity something that the Commission ocught to take into

S AT ISR R ST TR M A g

9 account when it makes decisions?

10 A. I would think so.

11 Q. and when it sets rates?

12 A. Yes.

13 Q. Do vou know what the matching principle is?
14 A. Trying to -- I'm going to just -- mavbe

15 what I would think of is certainly the costs during a

16 period and then the users of those costs.

17 Q. I mean, let me try out a definition, see if
18 you like it. Wbuld it be fair to say that it's the idea
19 that a utility's revenues should be matched to its costs
20" Bo that customers pay rates that reflect the costs

21 incurred to provide them with service?

22 A, I would think that would be a fair

23 statement.

24 Q. Okay. Do you generally support the

25 matching principle?

MIDWEST LITIGATION SERVICES
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1 A.

4 setting rates?

5 Al

6 Q.

8 System of Accou

9 or don't know?

10 A.

12 0.

15 Commission.

16 A

17 Q.

20 you don't know?

21 A.

23 Uniform System

25 Q.

www.midwestlitigation.com

13 talking about the Commission.

Generally.

2 Q. Would you agree that's an important

3 congideration for the Commission to take into account in

Yes.

Page 102

7 for treating net salvage is inconsistent with the Uniform

|
Mr. Stout testified that the Staff's method %
+
i
|
[

nts. Do you agree or disagree with that,

Are you asking me very specifically

11 disagreement with what the Commission is authorized to do?

No, no, ncot the Commission.

I'm not

I'm talking about the.

14 Uniform System of Accounts, which is different from the

All right. 1Is Staff's method different?

Is Staff's method inconsistent with the

18 Uniform System of Accounts, as Mr. Stout has testified, or

19 is it consistent with the Uniform System of Accounts or

Those are the three possible answers.

I believe the Uniform System of Accounts

22 has costs -- I want to say it's an accrual concept in the

of Accounts. 8So in the extent of this '99

You're consistent with it?

MIDWEST LITIGATION SERVICES
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A, In the '99 case.
Q. Okay. And is that because in the '99 case
the depreciation still remained a part of -- I mean, the

net salvage still remained in the depreciation
calculation? Is that why you're saying it's consistent

with accrual accounting?

A, It was accrual accounting, to my
understanding.

Q. And would it be fair to say when you pull
it out of the -- when you pull net salvage out of the

depreciation calculation in other cases and treat it as an

expense, that's not consistent with accrual accounting?

A. I would say that's not accrual accounting.
Q. Okay. Fair enough. 2And it doesn't -- it
doesn't matter -- as long as it's in the depreciation

calculation, you would say that's accrual accounting even
though you're baging the amount on past costs?

A. There is no part of the Uniform System of
Accounts that declares how that net salvage percentage is
to be calculated.

Q. I8 there any part that says it's supposed
to be in the depreciation calculation?

A, It just says depreciation accrual

accounting, I believe.

Q. Tc your knowledge, the Uniform System of

MIDWEST LITIGATION SERVICES
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1 Accounts doesn't specifically address the fact that net

2 salvage should be included in the depreciation

3 calculation?

4 A. I'm going to say that I believe -- and 1
5 can look this up if vou need us to look it up --

6 Q. That's okay.

7 A, -- exactly how, vou know, it's depreciation

8 accrual accounting.

9 Q. Have you ~-- have you read the Uniform

10 System of Accounts?

11 A. I have.

12 Q. Have you read it recently?

13‘ h, I have. I just don't recall exactly at
14 this moment every caveat and every nuance of it.

15 Q. Okay. Did you read it in connection with

16 developing your testimony in this case?

17 A. I have read it in connection with usually
18 all the cases that we do. It's reading material.

19 Q. But you don't know if it says to put net

20 salvage in the depreciation calculation?

21 A, Net salvage is an adjustment to original

22 cost. Bo, I mean, in the Uniform System of Accounts in

23 the definition it gives you the definition of depreciation

24 and the service value.

Q. 80 do you know -~ I'm back to do you know

www.midwestlitigation.com Phone: 1.800.280.DEPG(3376) Fax: 314.644.1334 f
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whether the Uniform System of Accounts says to put it in

"the depreciation calculation or not?

A. I don't think there's a formula in the
Uniform System of Accounts.

Q. That's not what I asked. Do you know
whether the Uniform System of Accounts says to include net
salvage in the depreciation calculation?

2 1 think -- I think, ves, net salvage 1s an
adjustment to depreciation, and I think that's -- I think
that's stated in the Uniform System of Accounts.

Q. 8¢ the Uniform System of Accounts says put

net salvage in the depreciation calculation; is that

right?

A. I think it says that it's -- it is in the
definition of how -- of depreciation.

Q. So is that a yes?

A, Well, you're asking me if it says
depreciation calculation. T don't think that I've -- I

don't think that I've read that depreciation calculation
in the Uniform System of Accounts.

Q. Does it say it should be a part of
depreciation expense? How about that?

A. It just -- I'm going to say it's a
contextual thing, that it's original cost minus this net

salvage, and it doesn't say -- I could be wrong, but I

T O A A O L A L2
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2 depreciation expense.

11 salvage.

17 A. I don't know.

20 removal?

23 but they just are regularly incurred?

MIDWEST LITIGATION SERVICES
www. midwestlitization.com Phone: 1.800.280.DEPO(3376)

1 don't think -- it doesn't have depreciation calculation or

3 Q. Does it say that's what depreciation should
4 be, like in the definition of depreciation does it have

5 net salvage as a part of that definition?

6 A. I think that -- I think that it is in it.
7 I think it's depreciation, which is the cost incurred, I
8 think -- we can get it and read it if that is what vou

9 would like -- minus net salvage. It doesn't say net

i0 salvage percentage. It says -- I mean, it's a net

12 Q. Okay. Are you planning on filing rebuttal

13 testimony in this case?
14 A. I think that's my assignment.
15 Q. Do you know if there's any other Staff

16 witnesges filing rebuttal testimony in this case?

18 Q. Okay. Would you agree with this statement:

19 the costs associated with an asset include its cost of

21 A, If they're required to be incurred.

22 Q. What if they aren't required to be incurred

24 A. I think we would start doing an audit or we

25 would start doing a prudency examination.
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Q. Okay. Did you -- well, and this is -~ I'm §

not asking for any attorney/client privileged information,
so if you talked to your attorney, please exclude that
from this question. But did you talk to, anybody on the
Staff besides your attorney about your testimony and
developing your testimony?

A. I would say after I wrote my testimony I
passed it to Mr. Schwarz to -- and I passed Lisa Kremer,

my manager.

Q. Did Mr. Schallenberg view your testimony?
A. I believe -- I believe he did.
Q. And did you get any substantive direction

from any of them, other than your attorney, on what
testimony to file?
A. No. What you have is what I --

MR. BYRNE: Okay. That's all I have.

Thanks.

CROSS-EXAMINATION BY MR. PENDERGAST:

Q. Ms. Schad, how are you this afternoon?
A, I'm good, Mike.
Q. Good to hear that. I don't have a

tremendous number of questions. As you know, I'm here on
behalf of Laclede Gas Company.
I'd like to ask a couple of guestions to

start with to hopefully put a few things in perspective,
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because I believe in a number of your answers you talked

about overcharging and overrecovery. You're familiar with
the testimony of Mr. Cooper in this case?

A, I have read through it once. I don't think
that makes me familiar with it.

Q. That's fine. He indicates in his testimony
that Laclede spends approximately $50 million a year in
capital expenditures. Do you have any reason to doubt
that?

A, Oh, I can't confirm it. If you tell me
it's true, it must be true.

Q. Okay. But you don't have any reason not to
believe that's true. And he alsc indicates in his
testimony that depreciation collected by Laclede on all of
its facilities, not just that $50 million investment, but
all of its facilities is about $22 million per year. Is
that generally familiar to you?

A. Okay.

Q. And I believe Mr. Sherwin also filed
testimony that said Laclede's got an average depreciation
rate orf about 2 1/2 percent. Does that sound unusual to
you or out of the realm of reasonableness?

A. I don't have a window of reasonableness, so

I don't know if I'm out of it.

Q. Well, I'm just saying if vou added up all

MIDWEST LITIGATION SERVICES
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depreciation rates for all the accounts that Laclede has

and we took an average of it, would 2 1/2, 3 percent sound

about right to you?

A. Compared to?
Q. Would it seem accurate to you, accurate?
A. If that is the percentage that's been

calculated, then I would say it's accurate.

Q. Okay. Well, let's say it's around
2.5 percent. Let's assume that's frue and that's
accurate.l Does that mean that of its $50 million in
capital expenditures that are being made each year, that
Laclede gets to recover from its customers about
2 1/2 percent of that per year?

A, It is meaning that of the plant assets on
the books, it is meaning a depreciation expense, the
percentage that vou just informed times that amount for an
amount to be booked as expense.

Q. Right. So the company comeg in, it spends
450 million in a given year, and what it's likely to get
back from customers is going to be 2 1/2 percent of that,
which would be what, million-five, million-seven,

something like that?

A. {(Witness nodded.)
Q. So from the perspective -- was that a yes?
A. If you did the calculation.

www.midwestlitigation.com Phone: 1.800.280.DEP0(3376) Fax: 314.644.1334
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. Q. Tt's around a million-five to two millieon.

I guess my question is, under those circumstances, each
and every year Laclede is spending significantly more
money than it's getting back in depreciation; is that
correct?

A. I would say so.

Q. Okay. And you had a long discussion about
what's known and measurable. Now, that 850 million that's

being expended every yvear, is that known and measurable?

A. Well, that's the amount for your capital
expenditure?

Q. Yes.

Al Yes.

Q. And that's a known and measurable

value. Now, if the company were to go ahead and say, you
know, we've seen the light and we agree that this known
and measurable criteria is what the Commission ought to
ugse for purposes of determining what's reflected in rates
and we came to the Commission and we said, we want to go
ahead and raise our rates to recover that $50 million of
known and measurable cost this year and have that as an
ongoing level that we're recovering, we don't want to
capitalize it, we want to go ahead and recover it because

it's known and measurable, would Staff be supportive of

that approach?
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A. To expense all of your capital
expenditures?
Q. Yes, because it's known and measurable.

We've seen the light and we agree that the Commigsion
ought to go ahead and use that as its primary criteria.
The one thing we know is that that $50 million is known
and measurable, it can be verified, and we want to go
ahead and recover that this year. Would that be something
Staff could support?

A. I don't know that I've come here today to
speak on behalf of Staff on that area.

Q. So you don't know whether that would be
something Staff could support or not?

A, I don't know if that's my area to speak on
on Staff.

Q. Let's talk, then, about what Staff does.
Staff does not go ahead and under those circumstances say,
because that $50 million is a known and measurable and
verifiable number, we're going to go ahead and allow that
to be expensed and included in rates. Staff does not do
that currently, does it?

A, No.

Q. What Staff does instead is it says, I'm
going to go ahead and do an estimate of actual service

lives or estimated gervice lives and I am going to go

www.mdwestlitizgation.com Phone: 1.300.280.DEP0O(3376) Fax: 314.644.1334
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ahead and use those service lives to spread that cost?

MR. SCHWARZ: 1I'm going to object to the
form of the guestion. Your prior guestion I think
indicated that it would be an action of Laclede; that is,
if Laclede included the $50 million a year, and it's not
the exact wording, but I think the effect was that
Laclede's going to claim that the $50 million should be.
So I don't -- I don't want it to appear that that's a
Staftf proposal.

BY MR. PENDERGAST:

Q. Oh, I didn't think I created the impression
it was a Staff proposal, but if I 4id, no. WMy
recollection of what you answered to that was you have no
opinion if Laclede were to propose that, what Staff's
reaction would be. Is that fair?

A Yes.

Q. Okay. 2and now I'd like to turn to what
Staff does do in that particular circumstance. And as I
understand the way it works, Staff does not recommend that
that entire known and measurable and verifiable amount be
expensed in a given year, right? That's not what Staff
recommends typically? |

AL I'm not aware of a recommendation by Staff
to do that.

Q. Okay. Instead what Staff does is it says

MIDWEST LITIGATION SERVICES
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we need to spread the recovery of those costs?

MR. SCHWARZ: Now I am going to object,
because Laclede capitalizes that stuff. There's no
adjustment for Staff to be making. It's not -- I mean,
it's not that Laclede's reporting this as an expense.
Laclede reports it as a capital item. So Staff would have
to -- you're asking if Staff -- well --

BY MR. PENDERGAST:

Q. I've said that we had %50 million in
capital expenditures. Okay? And what I'm asking is, when
we come in with $50 million in capital expenditures -- and
that's real cash outflow, right? That's what we're paying
for wages and salaries and plant and equipment, is that
correct, that $50 million in annual capital expenditures?
Right?

A, Well, I assume that those things are
included.

Q. Right. And what I'm saying is, when we
come in and we have those $50 million worth of capital
expenditures that we make on our capital activities each
vear, Staff spreads the cost of those capital expenditures
over a number of years for recovery, does it not?

A. Yes.

Q. Okay. And it bases that spreading of those

current known and measurable and verifiable dollars based

MIDWEST LITIGATION SERVICES
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on what its estimated service lives are for the wvarious 1

4
plants that are in those accounts; is that correct? 3
A. Yes. i

Q. Okay. &aAnd it determines what that service é
life ie going to be for each of those accounts based on an
estimate, is that correct, of a service life, right? 1It's
based on an estimating technique; is that right?

A. Yes.

Q. Okay. And the same for a 10,000 -- a main
that cost $10,000 to invest, we know that that main -- we
know that that 10,000 is a known and measurable cost at
this time, right? That's on the books. We know it. We
know the company outlaid that cash, right?

A Yes.

0. ‘ Okay. And let's say Staff comes in and
does a service life calculation and says, I think that's
going to have a useful service 1life of 70 years. I think
we just had that discussion with steel; is that correct?

A. (Witness nodded.)

Q. Okay. In actuality, is it possible that
that service life will turn out to be 65 years instead of
707

A For some plant.

0. " It happens all the time, doesn't it?
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Q. Okay. Could it turn out to be 75 rather
than 707

A, Well, that's part of the numbers that go
into creating the average service life of 70.

Q. Yeah. But I'm saying isn't it even true
that the average sgervice life can change over time?

A. Yes.

Q. Experience may vary from your estimate; is
that correct?

A, It may.

Q. Experience may be shorter --

A {Witness nodded.)

Q. -- correct?

It may be longer; is that correct?

A. Yes.

Q. Or it could be the same; is that correct?

A, Yes.

0. And it could be longer and shorter and just

the same as your net salvage allowance could be more or
less or just the same; is that correct?

A, The dollar amount of that original cost has
not varied for me. The life over which we're ratably
allocating it has the potential to change less or more.

Q. Okay. And that -- that service life that

you're using to go ahead and spread out the cost of this
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knowvn and measurable and verifiable number over many years

is not in itself known and measurable within your
definition of the term, is it?

Al Is the time period known and measurable?

Q. Well, it could be 70-year life, can turn
out to be 65 or it could turn out to be 75 or could turn
out to be 80. Ig it known and measurable at the time you
egtablish rates?

A. I would say any given piece of property has
a continuum of some short all the way to something very
long. So we're going to have plant that's going to retire
in five years. S0 we're going to have -- we're on a
continuum-like line. It's nothing that's -- there's
customers with plant that's short. There's plant that's
5 years, 15 years, 30 years, 45 years, 70, 75. When you
get that much plant and that much continuum of time, then

you are doing an average service life.

Q. That's not my question, though.

A But is that average service life known and
measurable?

Q. Yes, that's my gquestion.

A. Well, the math you just did is, at that

moment in time, that 1s the known and measurable average

of all that plant.

Q. Yeg, I know it's the average of all that
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plant. What I'm asking you is, is the reality that that

service life will turn out to be 70 years known and
measurable at the time you establish rategs? Do you know

that that's going to turn ocut to be 70 years?

A, No.

Q. You do not?

A. No.

Q. It is not known; ig that correct?

. It is not known.

Q. And you cannot measure it at that time

because it hasn't happened yet, has it?

A No.

Q. Okay. And it's not verifiable yet because
you haven't‘verified it yet, have you?

A, No.

Q. Okay. But nonetheless, your recommendation
to the Commission in case after case after case is,
Commission, don't use this known and measurable
$50 million number for purposes of setting rates, but
instead use a portion of that number based on a value, a
service life that is not known, is not measurable and is
not verifiable; is that correct?

Al I cannot know and I cannot verify that

average service life.

Q. Okay. Could you explain to me, then, why
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it is appropriate for the Commigsion instead of using that |

known and measurable amount that's verifiable and we're
incurring today should use something that's not known and
not measurable and not verifiable in order to spread its
cost over a significant period of time? Explain to me why
that's appropriate.

A. I think that we've got variables here, and
it's the variable of dollars that has been asked to be
known and measurable. That is what has been asked to be
known and measurable is the dollars.

Q. But you're not recognizing the dollars.
The dollars are known and measurable. The original cost
is known and measurable.

A, That is what is my known and measurable.

Q. And you're not reflecting that in rates,
right? You're not reflecting that known and measurable
amount in rates, are you? You're reflecting a percentage
of it, aren't you?

A I'm reflecting a portion of it.

Q. Bagsed on a value that you have acknowledged
is not known, is not measurable and is not verifiable; is
that correct?

A. I have a life that is not known and
measurable. What I'm trying to capture as known and

measurable is the total dollars that comes back to the

e

MIDWEST LITIGATION SERVICES




ROSELLA SCHAD 9/3/2004

10
11
12
13
14
15
16
17
18
15
20
21
22
23

24

25

Page 119
company. That is what if -- that is what I'm trying to

provide you is the known and measurable dollars that you
get back, a company gets back.

Q. Let me ask you this: You just basically
said that, and correct me if I'm wrong, but that service
lives are based on estimates or service live estimates
themselves aren't known, aren't measurable and aren't
verifiable.

Iz it fair to say, then, that as part of
the depreciation process, you believe it is appropriate
for the Commission to utilize estimates that aren't known,
aren't verifiable and aren't measurable?

A. Tor ﬁhe dollars that cannot be known and
measurable, I think that we -- we're not trying to do
estimates. We're trying to keep that as the dollars that
you will collect from customers.

Q. Let me put my question again. We'wve talked
about the fact that we have a known and measurable dollar
amount in annual capital expenditures of $50 million, and
we've talked about the fact that not all of that known and
measurable amount is included in rates in a given year,
that it's spread out based on service lives, correct? And
we have also talked about the fact that those gervice
lives are not known, are not measurable and aren't

verifiable, and that they're estimates that don't qualify

e
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for any of those three criteria; is that correct?
A. T think that's correct.
0. And so my question to you then is, that as

a part of setting depreciation rates for ratemaking
purposes, is it your belief and opinion that it is okay,
that it is appropriate for the Commission to use estimates
that aren't known, aren't verifiable and aren't
measurable?

A. Criteria, the original cost is in the past,
it's been incurred, it's known, it's verifiable. And the
other aspect that vou're asking me to go out and look into
the future is estimate of dollars in the future, which
ijs -- it's two different things here.

Q. I don't think you're answering my question,
though, and my question is very simple. You say today
that you spread cut deollars that are known and measurable
over many years based on a value, based on a service life,
based on an estimate that is not known, is not measurable
and is not verifiable.

And I'm asking you, in light of that, do
you believe it's appropriate for the Commission to use --
this Commission to use estimates in the depreciation
process that aren't known, aren't meagurable and aren't
verifiable?

A. As long as they're dollars I'm talking

www.midwestlitigation.comn
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about, I think that it's appropriate to stay with known

and measurable.

Q. Well, then, is it your position that what
the Commission should do is allow us to recover our
$50 million of known and measurable costs instead of
spreading them out based on an unknown, unmeasurable and
unverifiable service life value?

A. I think it's appropriate because the
dollars are absolute amounts.

Q. So you do think it's appropriate for us to
be allowed tc collect that entire $50 million in capital
expenditures each year that we go ahead and reflect that
whole amount in rates because it's known and measurable;
ig that correct?

a. I'm not saying that T -- that it should be
all collected in one year.

Q. Okay. Then you believe it should be spread

out over many years, is that what you're saying?

A. Yes.
Q. Based on service lives, estimates, correct?
A. Service -- average service lives is the

current variable over to which we allocate 1it.
Q. That's what I'm -- I think we've

established that, and I‘think we've also established --

we'll establish it one more time. Those service lives
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estimates are not known, they're not measurable and

they ' re not verifiable. And my question to you is, in
light of that, you believe it's appropriate for the
Commisgion when establishing depreciation rates to at
least in some instances, i.e. the establishment of service
lives, to use estimates that aren't known, aren't
measurable and aren't verifiable; is that correct?

A, I would say since it is time that I'm
talking about, not dollars, that it is appropriate for us
to continue in that manner.

Q. Okay. And can prudence have an impact on
how long that period is, how long a service life period
is? I mean, whether you maintain your facility, you don't
maintain your facility, is that a factor that can impact
that, just like it can your net salvage cost?

A. I would think so.

Q. Okay. Now, if you establish a service life
of 70 percent and lo and behold it turns out to have a
se;vice life of only 50 yearsg, is the utility going to
under-recover its costs under those circumstances?

A Yes, if there is no other mechanism in
place té make the company whole, which the Commission does
have available. There are tools that the company‘will
have.

Q. And are those stools typically used?

i
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1 A. I've seen them used. I've -- :
2 THE REPORTER: I'm sorry. I didn't hear !
3 you. ?
4 THE WITNESS: Yes, I've seen them used in ;
5 industries. é
6 BY MR. PENDERGAST: ;
7 Q. So because it's part of the depreciation %

8 calculation, would it be fair to say you kind of keep

9 track of whether this thing that you assumed was going to
10 last 70 years, now it's only lasted 50 years, you know

11 that it's not lasting 70 years and you're keeping track of

12 that; is that correct?

13 A. Now, has the account totally come to where

14 there's no more additions to it, so that you're saving ;
15 this is -- this is all there is? i
16 Q. Well, let's say that you estimate steel

17 services to be 70 percent, and 15 years later you estimate
18 that, yvou know, it's really getting taken out of the

19 ground faster, it's a 50-year service life. I8 there a

20 way of making sure that for all the steel mains that were
21 subject to that particular rate, that the company comes

22 out whole, it doesn;t overcollect or undercollect?

23 A. We adjust the depreciation rate.

24 Q. Okay. You adjust the depreciation rate,

25 and that will go ahead and enable the company to come out

MIDWEST LITIGATION SERVICES
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whole and not over or under-recover; is that correct? §
H

A Yes.

Q. And when net salvage costs are part of the
proéess, does the same thing happen there, too?

A. Depending on how high the rate had been set
in there, T might not be able to -- I can adjust it, but
if I really overcollected, it's going to take a long time §

i
to bring that back into balance. j

Q. Sure. Just like if yvou have a service life
that varies significantly from one that was used in
establishing depreciation rates, it's going to take a long
time for that, too, right?

A. Life doesn't have the -- to that extreme it

doesn't have the sensitivity that causes net salvage

T Pt TP AR SR T TR

percentage.
Q. But it has some sensitivity, it has some !
variation? é
A, Always. §
i
Q. Okay. And you can use the depreciation y

process to, in essence, bring everything back to zero so
everybody's protected; is that correct?

A, Again, because it’s sensitivity, I can't
bring back large amounts, I mean, to those customers.

It's getting -- it's sensitivity that's the problem.

Q. Let me ask vou this. Mr. Byrne asked you

MIDWEST LITIGATION SERVICES
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questions about it. To the extent that there is a

deviation between what your net salvage estimate was and
what your actual net salvage experience wag, and that
deviation's going to be reflected in the depreciation
reserve; is that correct?

A. For all of it, ves.

Q. Right. I mean, that will be one component
of it, but it will go ahead and either increase or
decrease it by whatever it is, right?

A Yes.

Q. Okay. To the extent that it increases it
or decreases it by whatever it is, that depreciation
regserve amount, and I think we've established this, under
current Commission practices is deducted from the rate
base; is that correct?

A. Yes.

Q. Okay. So to the extent that a customer can
be said to be paying more than what the actual experience
is in the utility at any given point in time, he's being
compensated for that with an amount that's egqual to the
utility's overall return; isn't that correct?

A. Again, when you say compénsated, he may --
I cannot say he's getting his full compensation.

0. I didn't ask you if he was -- I didn't ask

you if he's being given all that back at one time. I'm

www.midwestlitigation.com Phone: 1.800.280.DEPO(3376) Fax: 314.644.1334
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saying I'm acknowledging he's paying more than what the

AT T TR T R

utility's incurring. Okay. 2and what I'm saying is, for
that excess amcunt that he's being paid, he's being

compensated at least at a return or an amount that's equal

to the utility's return; is that correct?

A. There is an offset equal to that.

G e R R TR AT

Q. I'd like to ask you a couple of questions
about the impact of Staff's method on a utility's cash

flows and also on their evaluation by c¢redit agencies,

that type of thing. You knoﬁ, we filed some testimony on
that. 2aAnd if you don't have an opinion, just say you
don't have an opinion.

But would you agree with me that, generally

speaking, an_impact of Staff's method at least over the

short term is to decrease the cash flows available to

utilities?
A. Decrease it from?
Q. Where it would be under what we have called

the standard method.

A. Well, Paul's numbers used in the case will
provide less cash flow than the company's numbers used in
the case.

Q. That's what I'm asking, generally speaking.
And is that true just with Laclede or is that true of most

of the utilities that you introduced the Staff method to?
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A. I guegs to the extent that it has been set

up with an amount that overcharges, as we've seen several

times, Staff's method brings in less cash flow.

g

Q. Let me ask you about the overcharging thing
for just a minute. Okay. Let's assume that I am building
in an estimate, okay, of what something's going to cost 30
years from now and trying'to recover that over that
30-year period, and let's say that that estimate is
dead-on accurate and I know I'm going to recover tﬁat

amount 30 years from now.

If I'm charging that customer that amount
each and every year for that dead-on, I know I'm going to

incur that 30 year from now cost, am I overcharging the

customer in your opinion?

A. Can you give an example of where that

PR eSS

occurs?

Q. Yeah. 1I've got a contract with somebody i
and he's going to go ahead and do everything it takes to
remove the facility 30 years from now for $500,000, ockay,

and let's say it cost a million dollars to go ahead and

install, and I want to go ahead and say this guy's got an
ironclad contractual obligation to remove that at the end
of the useful service life of this. I've showed you the
contract. Staff has said, well, yeah, that seems like a

prudent reasonable thing to do given everything we know at

;‘.,w-wﬂmor-mpww-(‘fmm'mﬁlwwwur—r-w- AT

e vamey e

i
|
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this time. So we know we're going to incur that $500,000.

Now, if I start collecting that $£500,000
ratably over the life of that service line asset, are you
goipg to say collecting that amount now from customers,
beginning to collect it is overcharging?

A, I'm going to say that I know my customer

and I'm going to have that fund go into a sinking fund so

I know it's there and 1 know that customer that will be

entitled to that money?

Q. You know that each customer as he uses that
each year is using one -- let's gay it's got a 30-year
sexrvice life -~ is using 1/30 of that and he's getting

charged 1/30 of that known removal cost at the end of the
useful life. Under those circumstances, would you say
you're overcharging that customer?

A. You're saying this was the cost, it did not
end up bheing that amount?

0. No. I'm saying that amount, we know it's
going to be that amount. We've got a contract that you've
reviewed, said it's prudent, and it's as sure as Sure can
be that it's going to cost $500,000 at the end of 30 years
to go ahead and remove this item from service.

And what I'm asking you is, would you say
it's overcharging customers for each of those 30 years to

charge them 1/30 of that $500,000? Is that overcharging?

R PB4
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A, In that scenario, I would say you've

created a scenario that I don't see existing in the work I
do. So if you're going to have a scenario that's not
applicable to what I do, I don't want to comment on
something that's not incorporated. You can -- you can

charge that customer that amount.

Q. and you wouldn't view that as an
overcharge?
A I wouldn't be in that -- I wouldn't be in

there to make that evaluation because it's not something

that's applicable to what I do.

Q. Let's say it was, and assume for me that it
happened.

A So if the amount is known? :

Q. Yes. E

A, And it's not subject to change? .

Q. Right.

A. And the customer is known?

Q. Yes.

A. Such that that person can get it back?

Q. Well, the customer -- every customer on

Laclede's system during the first year i= going to go
ahead and get 1/30 of it, just like they're going to pay
1/30 of the capital cost of the item rather than paying

the whole thing. Okay. Now, under those circumstances,
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do you view that as being an overcharge?
A, No, because all my criteria have been met.
Q. Okay. Fine. Unlike the criteria that is

applicable to a service line or a service line estimate,

correct?
A. Well, where the criteria have not been met.
Q. Yes.
A. There is that difference.
Q. Yes. OQkay. In any event, generally

speaking, Staff's method does have a tendency to decrease
cash flows over what they would be utilizing the standard
method we talked about?

A. If that is Laclede's method, but different
companies' consultants have had different ways of
calculating net salvage percentage. So I can't -- I
can't --

Q. Let me ask you this. When Empire has
opposed Staff's method, when St. Louis County Water
Company has opposed Staff's method, when Ameren has
opposed Staff's method, when Laclede has opposed Staff's
method, and I don't know who else, but in those
circuhstances, has the impact of Staff's method always
been to result in lees cash flow compared to whatever the
ﬁtility was proposing?

A. I would believe so.

MIDWEST LITIGATION SERVICES
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1 Q. Okay. And would you agree with me that to

2 the extent that you have less available cash flow being

3 generated by the rates you're charging customers, that to

T 0 RS e S U7 5

4 the extent that you've got a capital program that exceeds

5 those qash flows, you have to borrow more in order to

6 finance that cash program or get more equity in from E
7 investors? ;
8 MR. SCHWARZ: 1I'm going to objéct to this

T TR IR~ BN A

9 question. I don't see how that can conceivably lead to
10 relevant evidence in this case. There has been absolutely
11 no connection between or any testimony in this case to

12 suggest that depreciation i1s -- one of its functions is to
i3 support a capital investment program of any utility.

14 So if you can explain to me whose testimony

BB s e AT T NN W TN

15 suggests that, in addition to considering the amortization

16 of historical costs, that one of the functions of
17 depreciation is to finance additional capital investment i
18 in the company, I'd like to know.

19 MR. PENDERGAST: I guess I was taking

20 administrative notice of the Commission's Report and Order

21 in the st. Louls County Water Company case where it

22 mentioned cash flow as being a distinguishing

23 characteristic as to why going with the standard method
24 was appropriate there and talked about it in terms of its

25 comparison to Laclede.

e e e
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MR. BYRNE: As there is no hearing examiner

present, you get to ask the guestion anyway. GCo ahead and
ask 1it.

BY MR. PENDERGAST:

Q. Yesg, but thank vyou.
A Do you want to repeabt 1it?
Q. If only I remembered it. It had something

to do with cash flow. I remember that.
A. Mike, let me just put it this way. Again,
I don't have a step in my work that says cash flow has to

be considered in order to establish a determination of

depreciation.
Q. Okay. 8o --
A To the effect that if the company, you

know, if they have a need for cash, then that should be
brought up to the Commission, but it's still not a step in
the process of which I do my work. I don't -- I don't,
let's see. ©Oh, I need $50 million cash, so I will just
insert that in here. That'll work. That's not part of my
preocess in order to provide vou depreciation.

Q. Let me broaden it a little bit. I
appreciate that answer. Let me broaden it a little bit.
Is there anybody else on the Staff that you're aware of
that takes the impact of Staff's depreciation method on

cash flow into account? You say you don't do it, but what
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I'm asking iz, are you aware of any other Staff member

that takes the impact of cash flow or the impact of
Staff's depreciation method into account?

A. I would say, to the extent I know, if there
is a need for cash, that that would be its own part of
cost of service and would be addressed accordingly.

Q. So would it be fair to say that when Staff
proposed its method or whenever that may have begun, that
its impact on things like cash flow, availability of funds
to fund construction, and any impact it might have on
credit ratings and earnings volatility and certainty
over-recovery, none of those factors to your knowledge
were ever taken into account by Staff?

A. Well, to the extent that I've seen past
orders for Laclede, T have never seen the Commission state
in an Order, of the ones I viewed, that depreciation level
was correlated with other items as you brought them up. I
have not seen that stated in Commission orders.

Q. Did you read the 8t. Louisg County Water
Company case and what they had to say about cash flow?

A. I was referring to Laclede.

Q. Okay. But really that wasn't my question.
It's not what you've seen in Commisgion orders.

My question wag, are you telling me that

because it doesn't fit into your particular calculation,
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to your knowledge, neither you nor any other Staff member
took into account when deciding to adopt and pursue
Staff’'s depreciation method its impact on cash flows, its
impact on utility credit ratings, its impact on earnings
volatility, its impact on certainty of cost recovery, any
of those factors, to your knowledge they were never taken
into account by Staff?

A. Well, starting with what I've seen in the
'90 case and going forward from '93, T did not see that‘
there was testimony filed by Staff or the companies to

that effect.

Q. Okay. And I appreciate --
A. So to the extent if staff has done it, I
haven't -- I can't say that it's either been done or not

been done.

Q. And all I'm asking for is what you know,
and I think the answer would be, then, would you agree,
that you do not know that it has ever been -- any of those
factors have ever been taken into account or were taken
into account in deciding to go forward with Staff's

approach to depreciation?

A. To go forward or maintain? That's how --

Q. Well, let's say to either maintain or go
forward.

Al To maintain or go forward, I can't tell you

rmzacey

e
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that that's a consideration that is or is not taken into

account by other Staff.

Q. You know how net salvage was determined in
Laclede's '96 rate case?

A. I do not have a sheet that says net salvage
percentage by account was formulated. You know, I don't
have a paper that says.

0. Okay. BAnd you don't know how Staff

calculated it for purposes of lLaclede's '96 rate case?

Al No.

0. Would the same thing be true with its 94
case?

A. I don't know.

Q. Okay. If we continue to go back, the

answer would be the same?

A. I can -- I can tell you -- 1've seen all
the way back to 1960 what's been entered at that time, but
I have not seen papers that says Staff's calculation was
this, this and this to determine net salvage percentage.

Q. Okay. PFair enough. Fair encugh.

A. And I haven't seen it for the company's
side either;

Q. Okay. That's all I was asking.

Let me ask you this: In his testimony

which you've adopted, Mr. Adam indicated that for purposes

MIDWEST LITIGATION SERVICES
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of what he termed as overaccrual, which I think is if wyou

think my approach to net zsalvage is appropriate, the
company's accruing too much; whereas, if you think
somebody else'’'s appfoach is appropriate, maybe it's not.
But, you know, he indicated I'm not going to make any
judgments about whether or not to amortize that back to

customers until four or six years down the road. Does

that -- do you recall that?

A. (Witness nodded.)

Q. Okay. And is that still your opinion, that
no judgment should be made until -- of course, it is about

four to sgix years down the road, but --

A wWell, T think the first thing that needs to
be done is separating the debundling of that cost of
removal the original cost so we can see how much has been
collected. That's the first thing. And until we get into
that mode where we do that, and that's of essence that we
do that so that we can see how much is being collected,
then we will be able to know sensitivity of that -- of the
original cost parameters to what we're allowing.

Q. But then ~-- but then onc¢e you do that, do
you have an opinion as ﬁo whether or not it is appropriate
to amortize whatever that difference is between what was
theoretically collected under the standard method versus

what Staff says should have been collected under its

MIDWEST LITIGATION SERVICES
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1 approach, amortizing that back to customers over some

2 period of time? Do you have an opiﬁion on that?

3 A, Well, I think it needs to be looked at

4 carefully. I mean, we have collection in accruals, which
5 we don't know how much is there. 2And so I think that it
6 can be appropriate at times, and we need to understand

7 when it should be appropriate.

"B Q. But you think it could be appropriate under
9 some circumstances?

10 A. I think it could be.

11 0. And then under those circumstances where

12 you think it might be appropriate, would you be basically

i
E
i

13 recommending to the Commigsion that you refund to future
14 customers amounts that were collected from previous

15 customefs?

16 A. I think that's what a negative amortization
17 is actually accomplishing.

18 Q. Okay. &aAnd can you tell me why you believe
19 Vit's appropriate for future customersg to get something

20 that prior customerg paid, if you think they paid for it?

21 A, I think vou're trying to return it in a
22 time period as close to the original customers as one
23 possibly can. If you delay it any further -- once you've

24 made that determination that it should be done, then to

25 delay doing so even sets you into further time frame for

T 37" TS T
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15

customers who paid it.

Q.

were actually collected at some point in the past?

A

Q.

talking about a depreciation rate and a net salvage amount
and I start talking about whether it's been reflected in

the reserve,

placed int

A,

time period when it was just a percentage.

Q.

when I have a net salvage cost or I put in a main that I'm

placing in service, do I start accruing for depreciation

reserve?

start accruing -- September lst,

for that at that point and depreciation starts and, you

aAnd your assumption is that these amounts

Well, they're in the reserve.

Yeah, but, for example, when I start

o service?

Well, we're going to get back into that

Well, whether it's a percentage or not,

Let's say I installed it on September 1st, do I

know, everything's on its merry way? So

minute it
Al
Q.

let's say,

to collect

customers?

A-,

goes into service, right?
Right.
Okay. And I've got a net

in there for that. Now, do I

money for that net salvage amount from my

MIDWEST LITIGATION SERVICES
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more than 100 percent. If it's less than 100 percent,

you're reducing it because you're expecting to salvage.
That was the concept. So if it's more than 100 percent

rate, then it's dollars for cost of removal is how it

worked.

—
A A YL M3 A VT AN o o ey e

Q. Well, I guess what I'm asking is, am I

collecting anything from the customer for a depreciation

period, whether it's net salvage or just for depreciation,
when I first place it in service on September 1lst, or do I
have to go ahead and walt until I have a rate case before

I start collecting for it?

A. Well, I think theoretically vou're in a
rate case before you actually are accounting for it such
that it's put into the revenue reguirement.

Q. Yeah, I know, but I'm starting to -- I'm
starting to go ahead, get the depreciation reserve and

accrue it, you know, pretending that I'm, I guess,

collecting it from my customers the minute I put it in
gservice, aren't I?

A. You're putting it on your records.

Q. I'm putting it on my records, and that's
what you reflect in your depreciation reserve, and that'é
probably what you're going to reflect when you go back and

you calculate, oh, how much of an excess amount has the

company collected, right? That's what you're going to be
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looking at. You're not going to be 1ooking at when we got

rate relief, oh, it was a year and a half after that and
that's when they started collecting it. You'll just
assume that we got rate relief the minute that went into
service; isn't that correct?

A. For a company that comes in about every two
years, every -- it's going to be a much different
situation than in a company that hasn't come in since
1985.

0. Sure. But even if we only come in every
two years, there's going to be a year to two and maybe
even three lag between the time we put this in service and
the time we actually start collecting for it, isn't it
Okay. For new capital additions, isn't that true? For

new customers. They could be one, two,‘three years,

right?
Al Okay.
Q. I mean, would you agree with that?
Al Yeah.
Q. Okay. And let's say if we make use of an

ISRS mechanism, it's still going to be six months, vyou
know, maybe longer in order to go ahead and ccllect it
under that mechanism, right?

A. (Witness nodded.)

Q. But when you're doing this --
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MR. SCHWARZ: Let her answer.

T TR T,

THE WITNESS: 1 think so. I guess I'm not
talking loud enough. I think so.
BY MR. PENDERGAST:

0. Thank you. But under this amortization
approach as I understand it, when you calculate how much
the company's collected from its customers, you don't take
into account this lag between when they put it in and when
they actually started getting dollars, do you?

A No.

Q. So really, I mean, and I'm not trying to be

pejorative here, but doesn't your calculation under the

e TP s el 7 e e P e g e e ————

amortization approach of these amounts that were
supposedly collected in the past havg some element of
phantom collections that never even occurred? I mean,
isn't that a fair thing to say?

A, There is that stair step that you're
cutting off the corner of until you get to the rate case.

Q. Yeah. Those are collections that really
never happened, but nonetheless, in your calculation they
are assumed to have happened, right?

Al Correct.

Q. Okay. And you don't know what the
magnitude of those unceollected amounts that are being
assumed to have been collected are?
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A. I haven't ever gone in and tried to take
each account and take each little piece of that.
Q. Sure. Sure. Well, and, you know, even if

we were to assume that somehow you got to adjust your
rates instantaneously when you placed something in service
and started to assume that collections had started when
they're really not, just because they're in your rates
doesgn't mean that you've actually collected it, does it?

I mean, can't whether you collected
something depend on what your volumes were, how much you
s0ld? I mean, yvou make all kinds of assumptions in rate
cases to establish those rates, and a lot of times actual
experience varies, right?

A Yes.

0. But under the calculation you're talking
about, vour not only assume that collections began
immediately when it went into service, but you also assume
that those collections actually happened, you know, in
exact consistency with the rate that was in effect and the
revenue assumptlions that were in effect, but that's not

true either, is it?

A. Do we adjust for that?

Q. Yeah, you don't adjust for that?

A. No.

Q. And you don't know what the impact of that
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would be if somebody were to say, well, tell me how much

customers really paid of this stuff, tell me how much they

really paid, you wouldn't know what the --

AL I guess if the company wanted to initiate a
software to track it, we could -- we could do so.
Q. Okay. But you don't now and you’'re not

sure what the magnitude would be?

A. {(Witness shook head.)

Q. Okay. Why is it appropriate to go back
and, in your view, reach back in time to return tc future
customers amounts that were supposedly collected from them
in the past on an element of some service in this
particular instance when, as you're probably aware, you
really don't do that in many in other instances where
rates don't match what your actual experience was?

I mean, if I had O&M expense that was
greater than what was reflected in rates or I was given
credit for in rates, I don't get to go back and get that
additional amount from future customers. Why is it
appropriate to do it in this inétance?

A. Under the umbrella of what we have here
with reserve, 1 believe it was -- the view is, to the
extent that we can start getting these things with
original cost separated and cost of removal separated,

whether it's into a sinking fund or expense, we need to

o M O
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bring the balance in with as c¢lose proximity to the

customers who was overcharged and try to get that
overcharge back to them.

Q. Well, couldn't you say the same thing,
though, if you somehow, you know, put $10 million in for
O&M expense and only managed to incur $5 million, couldn't
you say that it's appropriate tc do the same thing there
to take that %5 million difference and flow it through to
future customers?

I mean, why wouldn't you do it there but do

it in this particular instance? What's the distinguishing

characteristic? |
A. Well, I don't know what I -- I don't know. :
I can téll vou what T did for -- or I can tell you for the ‘

arena we're speaking about, but to the extent someone has
or has not done it or should not do it or should do it for
another area, I don't know.

Q. 8o you personally --

A, It's not something for me to make a
recommendation on.

Q. Okay. And you personally don't have an
opinion on why it would maybe be treated differently in
one area versusg yours --

Al No.

Q. -- is that correct?
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AL Right.

Q. QOkay. You're aware, aren't you, that the
case immediately preceding the 1990 rate case that Laclede
had was a settled case?

A. I think the last case before that back to
the '78 case was settled.

Q. 1 think we had a long history of settled
cagses, yes. And is it your recollection that nobody was
recommending any principle of depreciation or depreciation

methodology in that 1998 case?

A. In the 1998 case?

0. Yes, the one that preceded the '99 case.
A Oh, did Staff have a --

Q. It's mentioned in Mr. Adam’'s testimony,

which is the only reason I'm asking.

A. Well, the '99 comes from the '98 case.

Q. Well, and that's why I'm trying to get a
clarification from you. The '98 case, are you aware it
was a settled by a Stipulation and Agreement?

A. Yes.

Q. Are you aware that it had language in there
that said nobody's not agreeing tco nothing here as far
principle or methodology or anything of that nature?

A Yes.

Q. Okay. BSo it would not be your testimony
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that any principle of methodology or anything else of that

nature was established in the '98 case?

A. Correct.

Q. With respect to depreciation or for all you
know anything else?

A (Witness nodded.)

Q. -Okay.

MR. BYRNE: T deon't know if they're picking
up when you nod.

THE WITNESS: Yes.
BY MR. PENDERGAST:

Q. Let me ask you a question. Just as a
general rule, do you think it's better for the Commission
to establish or maintain a ratemaking mechanism under
which the utility recovers its costs but no more than its
costs compared to a method where you set a level and if
you incur more, you absorb it, and if you incur less, you
get a benefit? Do you have any particular opinion on
which of those approaches is best?

A, For this particular area which I'm trving
to provide you, it would ~-- I would try to provide you
what you have incurred.

Q. And I understand that, but when you say I
want to provide you what you've incurred, do you mean over

time? I mean, would one of your goals be to say, I want
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you to go ahead and recover your capital outlay, I don't

want you to recover any more of it, and I don't want you
to recover any less of it? Is that a better result than
let's just establish a level and if it -- you incur more
or you incur less, we'll just have some winners and
losers. That's what I'm asking.

A. If T understand the ratemaking principles
1s that in a test year, what you incur as far as expenses
in general now may or may not be exactly what that test
vear amount was.

Q. Exactly. And, you know, I guess what I'm
asking is, under the old depreciatiomn approach, you know,
yvou make adjustments as you go through time, and the
objective is to go ahead and come back to a point where
it's all over where you didn't over or under-recover that
capital investment, right?

A. We didn't over or under?

Q. Yeah. You just recovered whatever your
investment was and that's it, right?

A. Well, I think that's what Staff is trying
to do.

- Q. Okay. And I guess what I'm saying is, do
you believe that approach is more appropriate than an

approach where you estimate a level of expenditure and if

you incur more or you incur less, then the utility either
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absorbs the difference or it gets a benefit?

A. I think that to the extent that what we've
just spoke about, even with Staff, if we put into an
amount that is this level, I wouldn't know that you could
hit that target so exact that you were over or under. But
to the extent that we've tried to accommodate recovery for
the company, and I think that's what we've tried to do, I
don't know that one 1s so perfect that you ever eliminate
any of ratemaking, except for capturing the original cost,
but what for it to be trying to -- trying to hit a target.

Q. Let me ask it to you this way: Not the
approach reflected in Mr. Adam's testimony, but the next
gtage of the approach where you use the depreciation rate
and you make it an expense item. If the utility actually
incurs more net salvage than what you've given allowance
for in there, it'll eat the difference; is that correct?

A I think it will take on the characteristics
of any other expense 1n a ratemaking proceeding.

Q. Okay. And conversely, if it incurs less
than that, it'll get that benefit, right?

A. Correct.

Q. Aﬁd do you prefer that, say, to an approach
where you would go ahead, much like you do under your
traditional depreciation, go ahead and accumulate any over

or under-recoveries between rate cases so that, you know,
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when you come back in the next case or in the future, you

can flow those differences back to customers and in the
end you don't over or under-recover your net salvage
costs. Would that be just as appropriate or more
appropriate in yvour view?

AL Well, I think the cost of removal is really
now characteristic of an expense, and if the depreciation

has l1ife and we were tracking it, we know how much is

there, we -- we have it into the expense arecna, that
you've separated it now. It's -~ it's --
0. Well, and I realize that's where you put

it, but what I'm asking is your opinion on whether or not
you're more comfortable with setting that level and
saying, you know, thefe may be winners or losers,
customers may overpay for it, thg utility may undercollect
for it, I like that better than having some mechanism that
says we're going to reconcile those over and under-
recoveries so that in the end customers don't pay anything
more for it than what it actually was and the utility
doesn't collect it anymore.

A. There is a third alternative, and that is
to have a fund where it geté caught and it's there.
That's another alternative.

Q. Okay.

A, And that's probably viable.
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1 Q. And I guesse I'm just asking, which of those

2 alternatives do you personally believe is most

3 appropriate?

4 A. Well, I'm certainly of the opinion that the
5 fund which defines the dollars and makes a safeguard there
6 that the dollars will be there for the future is one

7 alternative. The expensing is certainly a viable

8 solution. 8o of the three, then, the mechanism, where we
9 can't know how much is collected, it's the least

10 preferable.

11 Q. Okay. Least preferable from your

12 perspective?

13 A. (Witness nodded.)

14 | 0. Okay. Gas holders, you answered a couple
15 of questions about those. Are you -- are you aware that

16 Laclede did not appeal the Commissions decisions related

17 to gas holders in its '99 case?

18 A. Can I ask my counsel?

19 Q. You certainly may.

20 A. So your guestion is am I aware of it?
21 Q. Yeg, you are aware of whether Laclede

22 appealed the gas holders decision by the Commission in the

23 'S99 case?
24 . A Yes.
25 0. You're aware of whether we did?

s

=t
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A. I'm aware.
Q. And did we?
A. My understanding is it is not part of this
remand . §
Q. Okay. That's fine. I just wanted to

clarify that.

You also in response to questions from
Mr. Byrne talked about intergeneration equity, and you
thought it was most appropriate and I guess most
consistent with principles of intergenerational equity to
charge customers for what the utility was actually
incurring; is that correct?

A. Well, yves. You have one of three things
going on. If you're retiring a unit, property, it's one
either keeping the system integral and working to the
customer so the customer is still getting service out of
it, or it's not providing service to anyone, which you now
established that there 1s no -- there's not a customer at
the end paying for it because you cut the service.

And then that has two subsets. One is if
you are required to -- if you are required to remove it,
it's going to get caught under FASB. And if you'fe not
reguired and you removed it, then the guestion becomes

prudency, like why you would incur a cost that you don't

need to?
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Q. Well -- :
A. So to the best that we can, that's the --
to the best that we can, not necessarily -- if someone can

come up with something even better, but to the best that
we can, that's the best we can do with the equity.

Q. Okay. Well, let me ask you a follow-up ;
gquestion on that. Are you aware of any utilities that are
typically out there spending money to do things to their
facilities that they have no need to do, just for the fun
of it?

A. Have I done a --

Q. Are you aware of any instance where
utilities are doing that?

A. I wouldn't think that they would choose to
do so.

Q. I mean, most rational business people--
would you concede there are few of those in the utility
area?

A, It's the economic forces that's going to be
looked at by the company.

Q. And if you don't have to incur a cost,
generally speaking you won't, right?

‘Al Right.

Q. Okay. But I guess my question was, and you

gave this answer of continuity and not having to put
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something out, but getting back to the broader principle,

are you saying intergenerational equity is best served by
charging current customers what a utility is currently
incurring in providing utility service?

AL Yes, because it's keeping their service
going.

Q. Okay. Why isn't that applicable and why --

R e TR A T i S S mesm ey e

te justifying full recovery of that $50 million in
expenditures that you talked about before immediately? I
mean, wouldn't it be more equitable to say I incurred

$50 million this year, currently incurring it. TI've got
my current customers over here. Why don't you pay that
$50 million and we've got intergenerational equity

achieved? wWould it be achieved under those circumstanceg?

A. Is the customer tomorrow not also getting
service from it? E
0. So the fact that the customer tomorrow is

getting some service from it is a factor that needs to be E

considered?

5
¢

A, I think that's where the allocation ratably

over its life comes from.

Q. Okay. BAnd by that same token, to the

extent the customer today is benefiting from a cost that's
going to be incurred in the future, is that algo a factor

that you would take into account?
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A. Well, the problem in that statement is that |

you haven't verified that that cost is going to be 3

incurred. {
Q. In other words, it's got the same flaws as

the service life estimate the Staff uses to allocate these
costs?

A. Well, if you sell it to ancther entity, if
you sell it, then that --

Q. Well, if you sell something to another
entity, it's going to have the same impact on your
recovery of service lives it is on your net allowance or
your net salvage, isn't it? I mean, I don't see why
that's a distinguishing characteristic.

A. Well, if vou have a -~ if you have a
structure and you've -- if you've collected, let's say,
100 million for it to be retired some day but vou sell
that structure and those customers have incurred for that,
that it's not going to be -- or maybe you decide to
abandon it. Either way vou don't know -- it's not an
amount that is known and not subject to change.

Q. Iike a service life estimate?

A. But the dollars that your service life
estimate's applying to is known.

Q. Yes, but -- I know, but you're not

recognizing that known and measurable amount, right?
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A. I'm not recognizing 1t?
Q. No, not in the year it's being incurred.
You're spreading it out over many years, right?
A. I am spreading it out.
MR. PENDERGAST: I'm finished.
CROSS-EXAMINATION BY MR. SCHWARZ:
Q. Ms. Schad, are there -- some estimates are

reliable and some estimates are unreliable, would you
agree with that?

A. Can vou give me an example?

0. No. Some estimates can be reliable, some
estimates can be unreliable?

AL Maybe if there's empirical evidence.

Q. I want to clear up something about the
Gannett-Flemming software for net salvage. Are you aware

of what formulas it uses to calculate net salvage?

Al For calculating net salvage?

Q. Yes.

AL No.

Q. Okay. ' If the Gannett-Flemming software

uses a ratio of cost of removal divided by the historical
cost of the plant retired, all of that divided by the
average service life, would such a formila in Staff's --

or would the software be providing a reliable estimate of

future salvage?
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Not necessarily.

Is the -- is the estimate of average

3 service life based on empirical studies of service lives

4 of many industrial and commercial properties?
5 A, Yes.
3] Q. Are you aware of anv such study for

7 empirical study supporting estimates of future salvage

No.

MR. SCHWARZ: That's it.

(PRESENTMENT WAIVED; SIGNATURE REQUESTED.)
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