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STAFF SUGGESTIONS IN SUPPORT OF

PARTIAL STIPULATION AND AGREEMENT


COMES NOW the Staff of the Missouri Public Service Commission (Staff) and in support of the Partial Stipulation and Agreement (Agreement) filed in this case on August 20, 2002, which is either agreed to or not opposed by all of the Parties to the case, states as follows:


The Parties who are signatories to this Agreement, including the Staff; the Office of the Public Counsel (OPC); and Laclede Gas Company (Laclede or Company) (collectively referred to as the Parties), agree that $14,000,000 is a reasonable revenue increase.  The other Parties:  the Missouri Industrial Energy Consumers (MIEC); Union Electric Company d/b/a AmerenUE (AmerenUE); the Missouri Energy Group (MEG) and the Paper, Allied-Industrial, Chemical, and Energy Workers Local 5-6, AFL-CIO (PACE)(collectively referred to as the Intervenors), do not oppose this Agreement.  

The Parties negotiated for approximately seven weeks to reach this Partial Agreement, which addresses: (1) revenue requirement, (2) tariff modifications, (3) the regulatory treatment for pensions and other post retirement benefits, (4) the Emergency Cold Weather Rule, (5) depreciation, (6) accounting authorizations (AAOs), (7) off-system sales and capacity release revenues, (8) the number of heating degree days to be used to determine normal weather, (9) provision of information to the Staff, OPC and the Industrials, (10) Laclede Energy Resources, and (11) the Company’s request for an AAO to address lost revenues in Case No. GA-2002-429.

The Staff hoped to achieve several goals in this case in the areas of weather, pensions and depreciation, among others.  These goals and the results achieved are included in the issue discussions that follow.  The Staff’s calculation of the revenue requirement associated with the negotiations in this case is $14,000,000.  As in the 2001 Laclede rate case, the revenue requirement of $13,250,000 was increased by $750,000 for the recovery of any possible incremental bad debt expense associated with the Emergency Cold Weather Rule Amendment as a result of the negotiations.  The actual incremental level of bad debts incurred by Laclede associated with the Emergency Cold Weather Rule is subject to a future true-up.


The suggestions and explanations that follow are generally in the same order as they are presented in the Agreement filed in this case.  Attachment 1 to this Memorandum is a reconciliation for the Commission’s review showing the changes in the Staff’s revenue requirement, as discussed in paragraph 1.

1.  Revenue Requirement Changes

A.
Corrections
Following the filing of direct testimony, certain errors and omissions were discovered, resulting in the Staff making changes to its filed revenue requirement.  These changes, which result in a $1.8 million increase in the Staff’s filed <$1.7> million revenue requirement brings the Staff’s revenue requirement to approximately $0.1 million.  These corrections affect the following cost components:  (1) property tax, (2) income taxes, (3) bad debts expense, (4) reconnection fee revenues and (5) weatherization program expenses.

B.
True-up

The Staff originally included an estimated value for true-up of approximately $3.8 million in its filed revenue requirement.  Based on additional information supplied by the Company and reviewed by the Staff, the revenue requirement value of true-up increased by $1.8 million.  As ordered by the Commission, the true-up revenue requirement addresses a balanced package of adjustments to revenues, expenses and rate base.

C.
Updates Based on Additional Information

As a result of the receipt of additional information following the filing of direct testimony, the Staff made changes to its filed revenue requirement.  These changes, which result in an approximately $4.1 million increase in the Staff’s calculation of revenue requirement, affect the following cost components:  (1) net salvage expense, (2) advertising expense, (3) revenues, (4) injuries and damages expense, (5) other post-retirement employee benefits (OPEBs), (6) lock box fees, (7) late payment fees and (8) depreciation expense.

D.
Settlement Items

(1).  The Staff used a five-year average of bad debt write-offs to determine the level of uncollectible expense included in its filed revenue requirement.  Continued monitoring since the Staff’s filing indicates a significant increase in the level of bad debt write-offs.  Such increase is due in part to the write-off of bad debts associated with the weather experienced during the 2000–2001 winter included in the test year.  In recognition of this increased level of bad debts and the Emergency Cold Weather Rule, the Staff increased its revenue requirement by $1.4 million.


(2).  The settlement in this case includes an amortization of the Prepaid Pension Asset.  The Staff and the Company have agreed to begin using the minimum ERISA pension contribution as the appropriate level of pension expense.  In prior cases, the Staff used a financial accounting method, which resulted in a negative pension expense.  Since funds cannot be withdrawn from the pension fund to replace the lost cash resulting from including negative pension expense in rates, the Company was allowed to accumulate and recognize a prepaid pension asset in rate base.  The amortization of this prepaid pension asset begins the elimination of this item from rate base and also addresses the cash flow concerns expressed by the Company.  The revenue requirement increase associated with this item is $ 3.4 million.


(3).
The Staff’s filed position regarding short-term debt included a twelve-month average of the outstanding month-end balances.  The capital structure used by the Staff to determine the revenue requirement reflected in the Agreement includes the use of a twelve-month average of average daily short-term debt balances.  The Staff has agreed to this movement in its filed position, an increase in revenue requirement of approximately $0.6 million, only for purposes of reaching a settlement agreement in this proceeding.  This change in position should in no way be construed as a shift in policy by the Commission’s Financial Analysis Department for determining the appropriate level of short-term debt to be included in a company’s capital structure.


(4).  Off-system sales and capacity release revenues were reduced by $0.5 million from the level included in the Staff’s filed revenue requirement.  This item is further discussed in paragraph 8.

(5).  In the Staff’s calculation of income tax expense, it has normalized the tax effects of the inventory overheads capitalized in the determination of the revenue requirement reflected in this Agreement.  This item was previously flowed through; this reflects the same treatment for income tax expense for revenue requirements, as this item receives for income tax purposes.  This item exhibited recent fluctuations in amount and can shift from taxable income to a tax deduction.  Therefore the Staff believes normalization is the most appropriate treatment for reflecting this fluctuating item in the determination of revenue requirement.  As a result, the Staff has increased its calculation of revenue requirement by approximately $0.7 million, by recognizing deferred income tax expense associated with this item and including the accumulated deferred income tax balance as an offset to rate base.


(6).  In its calculation of the revenue requirement reflected in the Agreement, the Staff increased decreased the number of degree days it used to compute normal weather.  The change in the number of degree days increased the Staff’s calculation of revenue requirement by approximately $0.6 million.  The degree days used to compute normal weather is further discussed in paragraph 9.


(7).  As a result of discussions, negotiations and the exchange of additional information during the prehearing conference, the Staff modified its filed position on several miscellaneous issues.  These changes, which result in an approximately $0.8 million increase in the Staff’s filed revenue requirement, affect the following revenue requirement components: Laclede Pipeline revenues, demand charge revenues and cash working capital.

2.
Tariff Items

The Staff and the Company agreed to modify tariff language to facilitate access to customers’ premises for the purpose of making safety inspections.  Laclede’s tariff will be modified to clarify the circumstances under which the Company may discontinue service to a customer because of difficulty obtaining access to a customer’s premises, for the purpose of making safety inspections that are mandated by the Commission’s pipeline safety rules.  Staff’s expectation is that a disconnection for this reason alone would not occur in the winter months.  

3.
Pensions and Other Post-Retirement Employee Benefits (OPEBs)

The Company and the Staff agreed to use the minimum ERISA Contribution for determining pension expense for purposes of establishing rates in the future.  The Staff believes this change better recognizes the actual current cost to the Company and captures the associated actual cash outlay to the fund, if any.  In determining the revenue requirement and contributions for OPEBs, the Staff’s current method will be modified to allow for the use of market-related value.  This modification should help smooth the effect on the return component of OPEBs expense resulting from dramatic fluctuations in the stock market, as have been recently experienced.  For financial reporting purposes expenses related to pensions and OPEBs will be calculated in accordance with Financial Accounting Standards (FAS) 87, 88 and 106.  This regulatory treatment addresses the volatility of pension and OPEBs expense that was discussed in the Company’s direct testimony, and it satisfies one of Staff’s goals in this case. 

4.
Emergency Cold Weather Rule Bad Debt Expense

This Agreement contains a $750,000 increase in revenue requirement for the recovery of any incremental bad debt expense related to the implementation of the Emergency Cold Weather Rule Amendment ("Emergency Amendment") approved by the Commission in Case No. AX-2002-203.  The difference between this amount and any incremental bad debts incurred as a result of the Emergency Amendment shall be trued-up and the disposition of the difference will be included in rates, in accordance with paragraph 6 of the Agreement.


5.
Depreciation

The depreciation rates resulting from this Agreement comply with the Staff’s current policy on the treatment of net salvage, which was accepted by the Commission in the Empire District Electric Company Rate Case No. ER-2001-299.  This treatment eliminates the net salvage component from depreciation rates and includes it as an annual expense in the income statement.

This Agreement also increases the depreciation rate associated with personal and other computer systems.  The shorter lives reflected in this rate recognizes the Company’s current technology plans for its computer based equipment.

This Agreement also begins the reduction in the depreciation reserve over-accrual, at the rate of $3.4 million annually.  This amortization reduces the depreciation reserve, which has become excessive due to the inclusion in depreciation rates of large negative net salvage percentages.  Beginning an amortization of the depreciation reserve over-accrual satisfies one of the Staff’s goals in this case.

This Agreement also allows the Company to transfer reserve balances between functional accounts to accommodate the booking of the cost of removal associated with gas holders, which are life span property.

6.
AAO

As a result of the negotiations in this case, the Company will be permitted to defer certain expenses related to the Commission-mandated replacement of plant.  The Company will be allowed to continue its deferral of costs related to the Safety Replacement Program (SRP), which addresses the replacement of cast iron mains and bare steel mains, services and yard lines.  The Company will also be allowed to continue its deferral of costs associated with the Copper Service Line Replacement Program (CSRP), which addresses the replacement, renewal and relay of copper service lines.  This treatment is consistent with the filed position of the Staff and the prior orders of the Commission regarding mandated safety replacement of plant.  The Staff’s calculation of revenue requirement reflects expense associated with an amortization of the amounts deferred through August 1, 2002, and inclusion in rate base of the deferred taxes associated with the unamortized deferred balances.

7.
Income Tax Treatment

Paragraph 11 of the Agreement includes language addressing the continued normalization of income tax timing differences associated with pensions, and OPEBs, and the AAO treatment authorized for the SRP and CSRP.

8.
Off-system Sales and Capacity Release

The Staff’s position in filed testimony was to incorporate reasonable levels of off-system sales margins and capacity release credits in the non-gas cost rates developed in the general rate case.  The Staff agreed to a level of $3,800,000 for off-system sales and capacity release as a reasonable compromise of its filed position of $4,300,000.  This agreement also requires the Company to provide additional documentation regarding off-system sales and capacity releases to allow the Staff to better monitor these transactions.

9.
Heating Degree Days For Normal Weather

The Staff agreed to settle on the same level of normal heating degree days (HDD) for Lambert Field as was agreed to in the previous Laclede rate case.  This agreement increased the Staff’s revenue requirement by approximately $0.6 million.  This level of heating degree days gives some recognition to the Company’s claims that continued “urbanization” in the Company’s service territory has affected the normal level of heating degree days.
10.
Provision of Additional Information

As a result of the negotiations in this case the Company agrees to provide additional information and studies regarding water heating usage and class cost of service. This data should provide more accurate allocation of costs for designing rates in the future.

11.
Laclede Energy Services

The allocation of costs to Laclede Energy Services have been eliminated from the cost of service in this case.  These cost allocations and the Company’s decision to establish a separate subsidiary for the gas procurement function will be examined as part of the Staff’s investigation in Case No. GO-2002-1099.

12. Weather AAO

Approval of this Partial Stipulation and Agreement resolves the AAO sought by the Company in Case No. GA-2002-429.  Resolution of this case avoids the potential future recovery from ratepayers of lost revenues associated with the reduction in gas sales during the 2001–2002 winter season.

13.
Other Items


A.
Return on Equity

A specific return on equity is not included in the Agreement.  The return on equity used by the Staff to calculate the revenue requirement included in the Agreement is 9.75% (nine and three-fourths percent), which reflects the high-end of the Staff’s range.  This level is consistent with the Staff’s recommendations in recently filed cases for Union Electric Company and Empire District Electric Company, in Case Nos. EC-2002-1 and ER-2002-424, respectively.  This level is also within the range for return on equity suggested by the Office of the Public Counsel in this proceeding. 

B. Customer Notification For Rate Switching 

By December 1, 2002, the Company will notify each of its customers who could potentially benefit from switching to a different rate.  Staff anticipates that, for customer notification, Laclede will use a letter much like the letter attached to the direct testimony of Staff Witness Anne Ross. 

Respectfully submitted,

DANA K. JOYCE

General Counsel

/s/ Lera L. Shemwell

______________________________

Lera L. Shemwell

Senior Counsel

Missouri Bar No. 43792
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Missouri Public Service Commission

P. O. Box 360

Jefferson City, MO 65102
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