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SUBJECT:
Staff Report and Recommendation Regarding the Application And Petition Of Laclede Gas Company Seeking The Missouri Public Service Commission’s Approval To Establish An Infrastructure System Replacement Surcharge
DATE:

April 26, 2004
Background

On March 1, 2004, Laclede Gas Company ("Company" or "Laclede") filed its Application and Petition For Establishment of an Infrastructure System Replacement Surcharge ("ISRS") with the Missouri Public Service Commission ("Commission").  The Company submitted its Application based upon new Missouri statutory sections in Chapter 393 RSMo, which became effective on August 28, 2003.  The new Missouri Statutory sections, 393.1009, 393.1012 and 393.1015 provide eligible Gas corporations with the ability to recover certain ISRS costs without a formal rate case filing.

Effective March 22, 2004, the Commission suspended the ISRS tariffs for 120 days until June 29, 2004.  On April 16, 2004, the Commission issued its Order Adopting Procedural Schedule in this case, which included a date by which the Staff was to file its report to the Commission concerning the Company's Application.  This Memorandum is being filed in response to that Order.  In addition, Staff is filing its testimony in this case.

Staff's investigation

As noted at the beginning of this Memorandum, Staff members from the Auditing and Energy Departments participated in the Staff’s investigation of the Application.  The Staff's investigation into the Company’s Application included a review of the Application and the supporting documentation, a review of Sections 393.1009, 393.1012 and 393.1015 RSMo and review of additional data provided by Laclede.  Additionally, information regarding the status of Laclede’s assessment payment histories and annual report filing histories is set out below.

THE APPLICATION

Specifically, the Company is seeking approval of a surcharge designed to recover the pre-tax ISRS revenues necessary to produce net operating income equal to Laclede’s weighted cost of capital multiplied by the net original cost of the requested infrastructure replacements and facilities relocations.  Laclede also seeks recovery of all federal, state and local income or excise taxes applicable to such ISRS income and to recover all other ISRS-related costs, which include depreciation expense and property taxes.

Laclede has indicated that all of the eligible infrastructure system replacements meet the following criteria as specified by Section 393.1009(3):

(a)
Do not increase revenues by directly connecting the infrastructure replacement to new customers;

(b).
Are in service and are used and useful;

(c).
Were not included in the gas corporation’s rate base in its most recent general rate case, GR-2002-356; and

(d).
Replace or extend the useful life of an existing infrastructure.

Laclede has also indicated that, consistent with Section 393.1009(5), its gas utility plant projects consist only of the following:

(a)
Mains, valves, service lines, regulator stations, vaults, and other pipeline system components installed to comply with state or federal safety requirements as replacements for existing facilities that have worn out or are in deteriorated condition; 

(b)
Main relining projects, service line insertion projects, joint encapsulation projects, and other similar projects extending the useful life or enhancing the integrity of pipeline system components undertaken to comply with state or federal safety requirements; and 

(c)
Facilities relocations required due to construction or improvement of a highway, road, street, public way, or other public work by or on behalf of the United States, this state, a political subdivision of this state, or another entity having the power of eminent domain provided that the costs related to such projects have not been reimbursed to the gas corporation.

In its Application, the Company requested an adjustment to its rates and charges through the implementation of an ISRS rate schedule.  The Company intends for the ISRS surcharge to generate $3,859,707 of additional revenues on an annual basis.  If granted by the Commission after the full suspension period, the ISRS tariff would take effect on June 29,2004, and would remain in effect until the effective date of the rates approved in either the Company’s next general rate proceeding or the next approved ISRS surcharge.

LACLEDE’S REVENUE CALCULATION

The Staff believes its calculation, which is discussed later in this recommendation, is the appropriate methodology for determining the ISRS revenues to be collected.  However, if the Commission approves the Company’s calculation as the appropriate methodology for the determination of the ISRS revenues, based on its review, the Staff believes that Laclede’s computations are accurate.

STAFF’S REVENUE CALCULATION

The Staff’s calculation of the ISRS revenues differs from Laclede’s with regard to the calculation of income taxes.  As defined in Section 393.1009(1) the appropriate pretax revenues associated with an ISRS, are the revenues necessary to produce net operating income equal to:

(a) The gas corporation's weighted cost of capital multiplied by the net original cost of eligible infrastructure system replacements, including recognition of accumulated deferred income taxes and accumulated depreciation associated with eligible infrastructure system replacements which are included in a currently effective ISRS; and

(b) Recover state, federal, and local income or excise taxes applicable to such income; and 

(c) Recover all other ISRS costs.

Laclede has not properly complied with item (b) in its calculation of the income taxes associated with the ISRS net income determined in accordance with item (a).  Laclede is able to take tax deductions as a result of the addition of plant.  In calculating the taxes that are applicable, the Company’s calculation has not accounted for all the tax deductions that accrue because of the ISRS plant additions. Properly including these deductions in the calculation of applicable income taxesresults in Laclede having no applicable state, federal and local income or excise taxes.  If these tax deductions are not included in the calculation of income tax, Laclede’s ISRS revenue requirements will be significantly overstated, and the surcharge will collect for taxes that the Company does not owe.  The tax deductible items are further discussed the prefiled Direct Testimony of Stephen M. Rackers, in this case. 

As a result of the additional tax deductions, an adjustment was also necessary to reduce the Company’s calculation of the amount of accumulated deferred income taxes subtracted from the ISRS plant additions.  The Staff agrees with and has incorporated into its calculation of ISRS revenues, the Company’s determination of ISRS plant additions and retirements, accumulated depreciation, depreciation expense and property taxes.    

THE ISRS RATE SCHEDULES

To compute the monthly ISRS charge, Laclede has recommended using the customer numbers to be filed in their 2003 annual report and the provision of  Section 393.1015.5(1) which allows that “each customer class maintains a proportional relationship equivalent to the proportional relationship of the monthly customer charge for each class.”  The Energy Staff computes the ISRS surcharge based on the Auditing Department’s Revenue Requirement and the same provisions  in Section 393.1015.5(1)  noted above by Laclede and used in the derivation of their ISRS rates.  The methodology utilized in the ISRS rate calculation is consistent with the recently approved ISRS rates for Missouri Gas Energy in Case No. GO-2004-0242. 

Staff's conclusions

Based on its investigation and calculations, the Staff has determined that the Company's ISRS rates should be designed to recover annual revenues of $3,191,668.  The Staff's determination of this amount and supporting documents for the adjustments made to the Company’s calculations are shown on pages 2 through 8 of Appendix B.

These calculations reflect the average of the rate of return positions taken by the Staff, Company and Office of Public Counsel in Case No. GR-2002-356, the Company’s most recent general rate proceeding.  The average rate of return was calculated in compliance with Section 393.1015.4(7), since no rate of return was specified in the Stipulation and Agreement that disposed of Case No. GR-2002-356.  In accordance with section 393.1009(1) Staff determined the appropriate pretax revenues, by calculating the revenues necessary to produce net operating income equal to:  the gas corporation's weighted cost of capital (the average rate of return described above) multiplied by the net original cost of eligible infrastructure system replacements, including recognition of accumulated deferred income taxes and accumulated depreciation associated with eligible infrastructure system replacements, which are included in a currently effective ISRS; and recover state, federal, and local income or excise taxes applicable to such income (including all applicable tax deductions); and recover all other ISRS costs including depreciation and property taxes.

Based on a sample of the projects included for recovery in the Company's proposed ISRS, the Staff believes that the projects included meet the requirements of the governing statutes, as are summarized on page 2 of this Memorandum in the discussion of the Company's Application.  

Based on its examination and calculations, the Energy Staff has designed the Company’s ISRS rates for each customer class based on the Auditing Department’s ISRS revenue requirement.  This proposal maintains the proportional relationship that is equivalent to the proportional relationship of the monthly customer charge for each customer class.  The Staff’s determination of these rates and the supporting calculations are shown on page 1 of Appendix B. 

Assessments and Annual Reports

In accordance with established practice regarding the submission of Staff recommendations to the Commission, the Staff has reviewed the status of the Applicant’s assessment payments and annual report filings.  Laclede has no delinquent assessments and no past-due annual reports.

Staff's recommendations

Based upon the above, the Staff recommends that the Commission issue an order in this case that:

1.
Approves Laclede’s Application to implement ISRS rate schedules; 

2.
Approves the Staff’s determination of the ISRS surcharge revenues in the amount of $3,191,668 on an annual basis, as reflected in Appendix B; and 

3.
Authorizes Laclede to file an ISRS rate for each customer class also as reflected in Appendix B.
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