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PROCEEDINGS
JUDGE DIPPELL: ©On the record. Good
morning. We're back on the record in GR-99-315,
and Mr. Stout has returned to the witness stand.
And I will remind you that you're
still under oath.
THE WITNESS: Understood.
JUDGE DIPPELL: Commisgsioner Clayton
was in the middle of asking guestions, and 1'11
let hin resume.
COMMISSIONER CLAYTON: May it please
the Commission?
Q (BY COMMISSIONER CLAYTON) Good
morning, Mr. Stout. How are you today?
A I'm fine. How are you?
Q I first wanted to ask you how long
you've been in this racket?
A I've been conducting depreciation

studies since 1873.

Q So quite a while?
A Yeg, sir.
Q And in part of that work since 1973,

have you had the occasion to review historical
treatment of depreciation and the accompanying

rates over the years prior to 19737

S |

#

ot
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A Yes, I have.

Q How far back does one have to loock
to get a beginning of the establishment of this
issue of depreciation and dealing with this cost
of removal?

A I would say that it probably began
around 1910.

Q Okay. Basically when utilities
began, there was an issue associated with the cost
of removal --

A Yes.

o -- and depreciation. Okay. And
there's been some evolution since 1910, has there

not, on how to deal with depreciation and the

accompanying cost of removal and the net salvage
issue?

A There's been an evolution in the
ability to analyze historical data. I would not
say that there's really been an evolution in the
basic concept of depreciation, which is that the
service value of an asset being its original cost
less its net salvage should be ratably accrued
during the life of the asset. That has been
congistent.

Q So the overall concept of

[fepetmpwm
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1 depreciation hasn't changed. It's been there with '

2 a little tweaking here and there on how different r

3 aspects of it should be treated. Is that a fair

4 statement?

5 A Yes.

3 Q Okay. Going back to 1910 and the

7 subsequent years from then, is it a fair statement
8 that the isgue of cost of removal and net galvage

S was a much different issue than it is today? t

10 A It was a smaller issue than it is
11 today.
12 Q Okay. That's a fair answer. The

13 dollars were less, the infrastructure was less.

14 Any ‘other differences?

15 A I think that's probably it. We were 3
16 dealing with a much smaller plant, we really had ;
17 very few amcounts of plant coming cut of service, {
18 and we did not have the regulations and

19 requirements that we have now today.

20 Q Ouch. |
21 A Not those that deal with dollars
22 necessarily, but, for example, you know, in the

23 1930s, we didn't have to deal with cutting into a

24 street in order to access a mailin.

25 0 You just picked up that plank board

ey * Rl e
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that was out there and you put it down under the

NP R

plank board, right?

A Well, not gquite that, but 1t was a
much simpler matter.

Q In 1910, it would probably -- or let 1
me ask you this. Is it a fair statement to say
that in 1910 and the subsequent years following
then, that that plant actually did have a positive
net salvage value? F

A T don't know for certain. Most of

the historical information with respect to the

actual experience of utilities that I've been able
to review begins in the late 1930s with the
promulgation of the uniform system of accounts by
the then Federal Power Commission.

I know about the -- from literature
about the concepts that were employed prior to
that time, but actual data that I'm able to look '
at begins in the late '30s. And T would say that g
for distribution utility plant, that even in that
time, it tended to have a slight negative amount.

It was less, again, as 1 indicated,
because the amount of plant coming out of service
was less, the levels of inflation that had

cccurred between installation and retirement had

MIDWEST LITIGATION SERVICES
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heen less than what we're seeing today, far less

than what we'll see in the future, and the utility

was better able to reuse that plant when it

B A S SR 0 PR A AV 1

removed it from service than it is today.
Q Okay. How far back does one have to
go to identify the traditional standard method in

dealing with the cost of removal and net salwvage

issues associated with depreciation?

A That would begin in 1910 with the --

some of the initial -- the initial uniform system

of accounts actually by the Tnterstate Commerce

Commission in 1913 identified depreciation as %
representing an amount that was recovering the
original cost less the net salvage of the
property.

Q And you mentioned that the uniform E
system of accounts actually began in, what, 19307?
18327

A The Federal Communications
Commission issued their uniform system of accounts
in 1934, I believe, and the Federal Power
Commission in 1938.

0] Well, are you aware, was it the --
was it one approach that was available to wvarious

states in dealing with this issue, or were there

MIDWEST LITIGATION SERVICES
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various approaches at that time that were
considered by gstates or, I suppose, accountants in
general in dealing with this issue?

A I am not aware of any other
approaches that were considered.

Q Okay. 8o is it your testimony that
the standard or traditional approach to this issue
has been the -- the method used consistently and
regularly by state commissions since commissions
started regulating?

A Yes, sir, it is.

Q Is it an accurate statement that the
1992 FERC uniform system of accounts prescribed
for gas companies does not reqguire the net salvage
component of the depreciation rate calculation to
be derived according to the standard approach? 1Is
that a fair statement? True statement?

A I don't believe it's a fair

characterization of the uniform system of

accounts.
Q Why is that?
A Uniform system of accounts does ncot

specify a method of analysis for determining the
net salvage related to an asset. What the uniform

system of accounts does reguire is that

P P A B SN

LR T T AT P P e Y TR g YO TP BV PCTI1 BA R S 1 Rt A e A
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depreciation be the loss in an asset service

e T ———

value, that the service value of that asset be
defined as its original cost less i1ts net salvage,
and that that amount be accrued ratably during the
1ife of the asset. é
Now, my conclusion from that is é
that, therefore, the current depreciation expense
for the asset is to be a ratable allocation of its
original cost plus, in the case of a negative net

salvage, the future net salvage cost to retire
that same plant. Not the current cost to remove !
other plant.
Q I'm going to need yvou to simplify é
your answer. Did not help me. I need vou to
simplify exactly what you're saying. Do they

mandate -- is the uniform system of accounts, is

that a requirement, is it a mandate, is it a

suggestion? Tell me what it is.

[P IOk Sy

A I believe the uniform system of
accounts is a reqguirement. It requires --
Q So it's the law?
A Tt's a system of accounts ?

promulgated by the Federal Energy Regulatory
Commission and adopted by this Commission in its

regulations. Utilities under the regulaticn of
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this Commission muist maintain their books and

records in accordance with this uniform system of

accounts.
Q So it's a mandate. It's not a
guideline.
A Yes.
0] Okay. So does it mandate the :

traditional or standard approach to net salvage
being recovered on the accrual basis as opposed to |

on an actual basis?

A Yes, it does.
Q It does mandate it?
A That is the way I read the uniform

system of accounts.

Q Okay. So, then, the statement that

I made is false? That I started this line of {
questioning that -- that the 1992 FERC uniform
system of accounts does not require the net
salvage component to be derived according to the
standard approach.

A That 1s false.

Q That's a false statement. If I make
the statement depreciation service wvalue and net
salvage are all prescribed that no authorized

formula for the net salvage component of the

MIDWEST LITIGATION SERVICES
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1 depreciation rate calculation is included, that's

2 a false statement?

3 A No, that's a true statement; ;
4 however, the -- the use of cash basis as a
5 substitute for the estimation of the net salvage 9

6 that will occur in the future for the plant today

7 in service is false, inconsistent with the uniform

8 system of accounts.

9 What your most recent statement said E
10 ig that the uniform system of accounts doesn't E

11 prescribe the manner in which one estimates the
12 net galvage related to these assets, and that's !
13 true. It doesn't prescribe how one should é
14 estimate that future net salvage. But what it '
15 reflects 18 the net salvage of the assets that are

16 in service today.

17 Q I asked a question yvesterday whether L
18 there would be -- if we were to approve of the |
19 accrual method, whether there would be -- whether

20 there would be issues within the actual method,

21 meaning the different wvariables, different
22 components, would there be contested issues in the
23 accrual method if we were to approve that type of

24 method.

25 Do you believe there would be issues

MIDWEST LITIGATION SERVICES
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in contested matters, service lives, depreciation
rates or -- or anything within the formula?

A Yes. T believe that in conducted
depreciation studies on behalf of utilities and on i
behalf -~ vou know, Staff's review and conduct of
its own depreciation studies, that two
professionals can reach different conclusions as 2
to what the average service life should be, what
the net salvage percentage should be, and what the
depreciation rate should be all within the
standard approach.

Q So even if we decide the issue,
we're not really deciding the issue, there will be
a lot of work left to do in each case?

a There always has been and always
will be in determination of the appropriate
depreciation expense to be reflected in the cost
of service.

0 And the consultants say, whew, thank
goodness. NARUC, National Association of
Regulatory Utility Commissgioners, does it endorse
or identify a method that should be used for this
issue?

A Yes, 1t does.

Q And what does it suggest or

MIDWEST LITIGATION SERVICES
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1 recommend? ‘

2 A The text Public Utility Depreciation
3 Practices published by NARUC endorses the standard
4 approach.

5 Q It does identify that there are

6 other methods that are available.

7 A It identifies that other methods are
8 used by some commissions, bubt it's very clear in

9 endorsing the merits of the standard approach.
10 Q Do yvou know the year of that

11 publication? F

12 A 1996.

13 Q You mentioned at the start of our

14 conversation this morning that -- that the }
15 traditional or standard approach that's been

16 referenced has been the prominent method used for
17 this issue since the beginning of utility é
18 regulation; isg that fair and accurate statement?

19 A Yes.

20 Q I want to make sure that I -- that I
21 make that proper reference. You had also agreed

22 that even though there may not be endorsements of
23 other methods, there are other options that are I
24 available toc commissions in evaluating this issue.

25 A Yes.

MIDWEST LITIGATION SERVICES
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9] Okay. If -- if the standard method
has been utilized by the states, by the federal
government since 1910, how have these other
methods gurvived over the last 90 years if -- if
there's really been only one way of doing things?

A With respect to utilities, there has
always been the option to use the accrual basis or
the cash basis. And the selection of which is
most appropriate for a particular expense often,
you know, depends on the nature of the
expenditure.

If the expenditure 1s such that it
provides serxvice over a long period of time,
utilities have traditionally opted for the accrual
approach, and that has been in accordance with the
system of accounts that have been promulgated and
with regulation until recent years.

The first use, to my knowledge, of
something other than the accrual basis for net
salvage was in 1962 in a Pennsylvania Superior
Court decision in which the Court interpreted the
Penngylvania statutes as not permitting the
recovery of a cost that had vet to be incurred.
Thereby negating the ability of utilities in

Pennsylvania to use the accrual basis for those

Page 1455 é
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1 future net sgalvage coste.

2 Until the 1990s, to the best of my
3 knowledge, the use of that cash basis approach was
4 limited to Pennsylvania. In the 1990s, I am aware

5 of several cases in this jurisdiction where Staff

6 proposed the use of the cash basis rather than the

7 accrual basis for net salvage based, 1in my view,

8 in large part on the initial decision in this

9 proceeding.

10 There are others who have now

11 proposed this approach to other states. Most have

12 rejected 1t, two that I am aware of have accepted

13 it. |
14 Q What states are those?

15 A New Jersey and Georgia. -
16 Q Are there other methods than the two

17 methods that are outlined in this proceeding here i

18 that could be considered by this Commission?
19 A The only other --
20 Q Ignoring the fact that there may not

21 be facts to support it, but are there other

22 options that we would have available?

23 A The only other that occurs to me is
24 the method that is used for the decommissioning
25 costs of nuclear plants, which is the use of a

MIDWEST LITIGATION SERVICES
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1 sinking fund in which the annuities would be

2 segregated, and whether I would recommend if such

3 an approach was considered, that it be an internal

4 segregation, and no return would be provided on

5 that accumulated fund, because the return on the %
6 fund would be required in order to fund the z
7 ultimate amount. é
8 Q Is that your second choice?

9 A That would -- that would be my

10 second choice as cempared to cash. |
11 Q Did you review the testimony of

12 Rosella Schad, the Staff witness?

13 A I did.

14 Q Specifically the supplemental
15 rebuttal testimony? %

16 A I have.

17 Q Okay. She sets out a great deal of %
18 hiétory associated with the State of Missouri and

19 with -~ and nationally on this issue, and a number

20 of the questions that I've already asked, I think
21 that you answered, identifying at least you claim,
22 I believe, socme errors.

23 I want to direct you to page 8. You
24 have testified today that since 1910, the accrual
25 method has been used, I am assuming in Missouri,

MIDWEST LITIGATION SERVICES
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but there are geveral examples of cases in which

that method was not used that are cited by Miss
Schad. Have you had a chance to review those
orders, do you agree with the statement, or do you
digpute what she claimg?

A T have not reviewed the orders. I
think what the history suggests is that until
approximately the 1960s or '70s, that the net
salvage component of depreciation was a relatively
minor portion given the experience to that time.
That because plant was still extremely young,
there was little being retired, little experience
with the costs of retiring plant.

T also believe, ag we discussed
earlier, that subsequent to that time, with the
increased growth in the utility plant, increased
growth in the country in general, that the cost of
retiring plant has become a much more difficult
exercise and a much more costly exercise.

And so at that time the absence of
attention to the net salvage issue was based on
the history to date, which wasg that such amounts
were nominal.

0 Are you aware of when Missouri

started using this accrual method? Wag it the

i
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1 '60s when it became an issue?

2 A 1 don't know. !
3 Q Don't know. Okay. 8o the -- the

4 time tested -- the decades of use, we could

5 identify as perhaps the period between 1960 and
6 1990 for looking at Missouri's history on this g
7 issue?

8 A It's -- it's very clear that it's at
9 least that period of time that net salvage was

10 certainly an adjustment to the depreciation rate

11 under the standard apprcach. That it likely was
12 st1ll the standard apprcach prior to that time,

13 but the amount of adjustment was so minor, if any,

14 that it's not clear.
15 Q Well, according to this, it says --

16 according to Miss Schad, it wasn't until the 19508

R S U VM LS MR

17 in Missouri that for all utilities, depreciation
18 was allocated by plant account rather than by a E
19 flat composite rate,

20 So, obwviously, this -~ with the

21 growth of the industry, there's been a change and

22 an evolution in policy on this issue. Would you

23 agree with that?
24 A Yes and no. There have been various

25 levels of attention paid to depreciation by

UL IR AL T i PR vy

o
T T - T
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various utilities. Some utilities were quite
gophisticated about it very early on, others not
so until meore recently.

Many utilities were estimating
service lives and net salvage values on an account
basis quite early; others, not having historical
record on which tc base estimates of service life
and net salvage, made judgments as to what they
thought an appropriate rate was.

T think the important part is,
though, that the uniform system of accounts which
guided them in how they determined and set those
depreciation rates does define depreciation as the
logss in service value; and it was that service
value, original cost less net salvage, that those
rates were intended to ratably allocate over the
life of the asset.

Q In Missouri, you would agree that
Staff changed its position sometime in the 1990s?

A Several times.

Q Changed their position several times
during the 1990s and subseguent to that?

A Yes.

Q So this issue has been contested,

it's been argued about, for roughly 15 years

R

Wi s
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Missouri?

A Yes, I would agree with that. There
was a number of cases in the 1990s where 1t was
not an issue. Many of those cases were settled.

Q Did you review -- this is a broad
statement. Did you review all of the cases that

-- all of the rate cases that we've issued since

18907 .
A I reviewed the issue that was E
discussed.
Q Does that include gettled cases?
A It includes some settled cases.
Q And in any of those cases, was the

standard or accrual method utilized?
A Yes. ‘
Q And in any of those cases, was the é
cash method utilized?
A In the 1990s?
Q And subsequent. You're going to --

we only have a few cases in the 2000s.

oA PR apat A T

A I was actually not in school, 2000,
the cash basis was adopted. The previous

proposals of Staff that were accepted in 1990,

1993, and in this proceeding incorporated a rate

into the depreciation rate that resulted in an
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accrual that was the same as the cash basis. S50

it was effectively the cash bhasis.

But there -- there was alsc a
Migsgouri Public Service case in 1997 in which
Staff proposed the standard approach and 1t was ;
accepted.

Q I'm back in Ms. Schad's supplemental :

rebuttal testimony, page 13. I'd like to read an :
assertion made by her, and I was wondering if you i
would respond to it. I'm on line 6.

She states, Mr. Stout's approach
uses assumptions that are -- that estimated future
costs of removal will actually be incurred at '
precisely the levels indicated. These assumptions :
have not proved to be true for any utility
operating in the State of Missouri, closed gquote.

Could you respond to that?

DR A M S o g e

A Certainly.

Q And if you need to read above or

below for context, feel free,

A Not necessary.
Q You get the gist of it, I guess.
A I have read it several times. Yes.

The approach does assume that those future costs

of removal will be incurred at precisely those

MIDWEST LITIGATION SERVICES
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1 levels indicated. We can't recommend a range to ;
2 be used. There has to be an amount to be :
3 determined and that has to be a precise amount. :
4 Do I recognize that the actual
5 values will be within a range? Yes. But I have

6 to make an estimate of what it will be in order to

7 calculate the depreciation rate.

3 The second part, I actually have to

9 agree with. The assumption hasn't proved true, as
10 I indicated by reference to Schedule 1 attached to
11 the surrebuttal testimony of Mr. Codaman in this
12 proceeding. The net salvage costs in absolute
13 value and as a percent of the original cost

14 retired have been increasing steadily and
15 regularly over time. There's a number of factors
16 that have caused that and will continue to cause |
17 it. That is the growth in plant and inflation.
18 So I agree. The assumptions haven't

19 proved true. The assumptions typically have

20 proved to be inadequate. The assumptfions have

21 typically understated the future net salvage costs

22 that we then realized.

23 0 Does the accrual method repair that :
24 inaccuracy over time?
25 A Yes, it does. The use of the

MIDWEST LITIGATION SERVICES
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accumulated depreciation account for both the

accrual amounts and the actual net salvage costs
permits monitoring of the level of those
accumulations and costs and a review of those in
comparison with current experience and future
expectations so that the amount recovered over the
life of the asset is equal to its total service
value, original cost lesg net salvage, no more and
no less.

Q Is there a way to -~ other than just
answering the question that there are safeguards,
can you delineate or list out safeguards that
would protect for a scenario of overaccrual, or
over receipt of funds on this issue to the
Company?

A Yes. I mean, I could refer back to

Exhibit 146, which is still on the white board, in ‘!

which -- ;
Q Is this -- this is 1467 |
A That's -- yes. 1In which -- é
Q Maybe somecone c¢ould write 146 on it.

Not now. Go ahead. I'm sorry, Mr. Stout. K
A In this -- in the particular
example, the estimate was that the asset would ;

have  a ten year life and experience $10,000 of net
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1 salvage cost at the end of its life. After a five

2 year period, a new depreciation study was

3 conducted and based on experience with other

4 similar assets, it's now estimated that only

5 58,000 of net salvage will be incurred at the end |
6 of the life; |
7 And so for the remaining five years
8 of the asset, through both the reduced accrual

9 rate and the amortization of the 51,000 over
10 recovered at year five, the net accruals for that
11 remaining five years would be at $600 per vear.
12 So that at the end of year ten, 8,000 was all :
13 that's recovered. : ‘
14 0 In a rate case setting, if we assume
15 that the accrual method is being used, would there :
16 be a -- some sort of prudence review on the

17 amounts that are within that formula?
18 A The actual net salvage costs that

19 have been incurred, as to whether or not they were

20 incurred prudently?

21 Q I suppose you could look at prudence

22 for the actual costs, and then vou would still

23 have potential disagreement on estimating the

24 future speculative costs, would you not?

25 A Yes, although I would disagree with

- e
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the speculative characterization.
Q Why?
A I don't think it's speculative that

we will incur costg to retire plant in the future.
We've seen it happening in increasing amounts over
the last 40, 50 years. So it's -- it's not a
speculation that net salvage costs will be
incurred to retire plant.

0 Well, let's say estimated. Would

you feel more comfortable with estimated?

A I would.

Q Lots of locaded words in all this
testimony.

A I just want the record to be clear.

Q We appreciate it. Did you

participate in the original case? The original
rate case for Laclede? I think it was like ten
years ago? Six years ago? Five years ago. Were
you involved in that case?

A I was not.

Q You were not., I had some gquestionsg,
and I'm having difficulty locating the question,
so I'm going to cut to the chase and I'm going to
spell out my biggest concern, deal with that, and

then we'll go to somebody else if there's time.

£
Page 1466 |
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On yvour Schedule WMS-1, we talked

about this vesterday, and on this you have set out
your average of previous ten years' net sgsalvage
costs as well as the annual net salvage costs of
recent retirement. And I asked you to help draw a
line that would indicate the amount of money on
the accrual method over the life.

And I drew a line in 1971, with the
vear being on the X axis. On the Y axis was
roughly $5 million and that grew to some $50
million to the year 2000. And then going beyond
on the graph, you indicated that at some point in
2020, the lines would intersect and that the
accrual -- the accrual method would actually be
recovering less money than what the actual
retirements would be.

First of all, let me make sure that
what I've said so far is accurate.

A It -- it actually, um, 1is probably

cloge to accurate, but I need to point out that
the 2020 crossover was for a particular account
for Laclede Gas.

Q Well, could we do a total? Is it
possible to do total accounts? Will there be an

intersection of lines, or will there simply be an

e e
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Page 1468 }
over recovery in perpetuity? ‘

A There hasn't been and will not be an
over recovery. The level of recovery is at the
appropriate level under the standard approach. I
think -- I understand your reaction to the 50
million level of accrual under the gstandard
approach versus the current level of about 14
million in costs. I think that has to be put into
context. That is just one piece of the regulatory
formula.

You have to look at a couple others. ;

First you need to look at, under the standard

appreoach, the extent to which past accruals have
exceeded net salvage costs is reflected in the
accumulated depreciation count. And that amount
is being deducted from rate base.

Now, the amount for Ameren UE as of
2000 was approximately $350 million as determined
by Staff's witness in that proceeding. Now, the
return on that is, say, approximately 35 million.
S0 the standard approach's net revenue requirement
related to net salvage is 15 million. Very close
to the 14 million on a cash basis.

The other part of the equation is é

the other part of depreciation, the original cost,
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the amount -- and now T need to switch to Laclede :

in order to make sure that I have the right
numbefs in mind --

0 Well, before you do that, help me
understand why -- I know you're adjusting the
numbers and I'll be the first to admit that I -- I
can't identify and describe each element that is
within the rate making formula.

But going back with your chart
WMS-1, I'm not sure if we're talking rate base
treatment or 1if we're actually talking actual
costs. I want to compare apples to apples. I
want to compare what the accrual method would %
determine in comparison to these figures.

A And that's --

Q And when you gay in the year 2000,
that the difference between the actual salvage
costs, which looks like a little under 14 million,

compared to 50 million, and that comparison seems 1

way out of line, does it not? f
A Not to me. ‘
Q Okay. 1Is that a fair comparison? F

Because then you adjusted the numbers, came back
and said, well, once you come through, the revenue

requirement is actually significantly -- you know,
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it reduces down and is only a million dollars off.
So on this chart with this example, this is a
Laclede case, but using this chart, unless there's
a chart that is -- that is additionally attached,
how is that reconciled? How is that explained?

A it's explained in several ways.
First off, the amount being accrued today is this
vear's portion of the total net salvage costs
being allocated ratably over the life of a plant.

Now, the plant today, in this case
tor Ameren, is several -- I think over a million
customers. So the ratable portion of that plant
in one year, if the net salvage piece for that
very large plant serving over a million customers
is much greater than the net salvage costsg that
we're experiencing today for a plant being retired
today that served customers in the past, the plant
being retired today is coming out of a much
smaller base. It's coming out of a base that
served maybe 200,000 customers.

We have not reached a steady state
condition in utility plant. Until we would reach
a steady state condition, these two won't match.

Q Where would the revenue requirement

under the'accrual method be for the year 2000 on

h
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your chart? Would it be at 50 million? 5
A No. The total revenue reguirement

0 I mean, that's what we're comparing. E
The net -- the cash amount paid in the vear 2000

for actual retirements versus an estimated portion

-- or portion of the estimated amount for

retirement in the future. What would be the
corresponding dollar amount for the year 2000 on
this chart?

A For the total revenue reguirement
related to net salvage, it would be approximately
$15 million consisting of a $50 million accrual
less a return credit of $35 million on the $350
million that's been accumulated in the
depreciation reserve.

Q So the actual -- the actual proper
comparison to place a third line on this chart
would be at 15 million, not 50 million?

A I believe go. Because under the
cash basig, if it had been used all along, there
would not be anything in the accumulated
depreciation account and there would be no return
on such under the cash basis.

Q Okay. So the accrual method will
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1 bring an amount in revenue requirement that is :

2 greater than, but it's not going to be -- is it --

3 will it be two or three times what the actual

4 retirements would be? 1Is there a ratio in é

5 comparison that is a fair judge of what -- |

6 A The relationship between the amount

7 being accrued for today's plant versus what's

8 being experienced for vesterday's plant?

9 Q I think -- I think so. |
10 A It depends on the growth in that |
11 plant base. The retirements that we're making
12 today, liet's just say, are coming out of plant :
13 that was ingtalled in 1950. Well, in 1950, in E
14 this case for Ameren, it had maybe one-fifth as E
15 many customers. So it's coming out of a plant |
16 that was much, much smaller. | é
17 So just say -- just using that, you
18 would think it would be five times because we have
19 five times as many customers today, perhaps.

20 Q If we looked at Laclede having a

21 date when it would stop -- or in this case Ameren,

22 a date when they would stop providing service, at

23 some point the linez would intersect and that é
24 would be the end? The accrual would meet the :
25 actual requirements?
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A They wculd cross and the actual
costs would exceed the accrual. 5
i
0 And then at the end date it would be

a sum zero?

A Yes.

0 In theory. In perpetuity, which
we're assuming these companies will be operating,
you will always have -- the accrual method will
always be more than the cash method because of the

-- the assumption that customers and the plant

gsize will grow?

A If indeed we have continued growth

in plant and continued inflation, the accrual
portion of the revenue requirement will be
greater, but the deduction for the accumulated
accruals will offset that significantly.

0 All right. Last guestion. Using
your example on Exhibit 146, you've suggested that
there is a method of reconciling if the estimates
for future retirement are not accurate. Say, for E
example, and let's use an extreme just to
illustrate the point, you have $10,000 in -- in
retirement costs over a ten year life. Let's say
you get to -- you use the accrual method and you r

accrue that $10,000.
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Let's say in year 15, that plant is
stili in service. Now, you've stopped accruing
and that money's just being held in the -- I guess
the reserve account. And let's say that the --
the retirement cost is negligible, either it's not
actually -- there's no cost of removal or say it's
a thousand dollars.

Now, that would be reconciled in --
in the overall -- the overall cost of removal
accrual. Correct?

A Yes. The -- the overaccrual would
be amnortized back to customers at the time that we
recognized that i1t wasn't overaccrual. And until
1t was returned, a return on that amount would
continue to be provided.

Q How do you address the inequity for
the people who paid in that thousand dollars per
year for that ten yvear, and in yvear 15 you decide
that the amount will be reduced? How do you
address that intergenerational equity?

A I can't do that. All I can do is
make the best estimate in yéar one that I can.

And I think that that's one of -- in my view,
supports what I'm trying to do, which is to make

the best estimate of what that will be and begin

!
i
proccH

Fi |
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examination based on those questions from the

Page 1475
accruing for it now as opposed to not bothering

and not accruing anything towards that cost.
COMMISSIONER CLAYTON: All right. I

thank you for your patience and I'm sorry to go on

for so long. Thank vyou.

JUDGE DIPPELL: Thank you.

Commissioner Davis, did you have

questions for Mr. Stout?

COMMISSIONER DAVIS: No qguestions at

this time.

JUDGE DIPPELL: Commissioner
Appling, did you have guestions? 2All right, then.
Commissioner Murray, did you have
anything else?
COMMISSIONER MURRAY: T don't
believe so. Thank you. i
JUDGE DIPPELL: All right, then. T

guess we're ready to move on to further cross

bench. Is there anything further from Public
Counsel?
MS. O'NEILL: No, Your Honor.
JUDGE DIPPELL: Staff?
MR. SCHWARZ: Yes, ma'am.

RECROSS EXAMINATION BY MR. SCHWARZ:
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0 Mr. Stout, when you talk about the E

standard approach or the standard method, are you %
talking about the incorporation of determination
of future net salvage by the formula cost of

removal divided by original cost of the property

retired?

A No. What I am talking about is :
ratably allocating the net salvage related to an
asset during its service life. '

Q So in -- in your use of the term, i
the particular approach that's been used by

Laclede falls within the standard approach, but it

is certainly nothing that has been considered part
of a standard approach by the industry? I mean,

it -~ there could be other approaches?

A The standard approach that I have ;
described ratably recovers the net salvage of an
asset during 1ts life. Therefore, it requires an
estimate of that net salvage at the beginning of é
its life. And that is the approach that Laclede
has used, which is to estimate the net salvage
related to the assets that are currently in
gervice.

Q But in -- but the use of the

particular estimator that Laclede has emploved has
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1 -- is -- is not part of anything that is referred

2 to in the industry as a standard approach? It's

3 simply one example of what might be used in the --
4 in the estimation of future cost of removal; is

5 that correct?

6 A No, I wouldn't go that far. The

7 statistical analysis that Laclede conducted in

8 support of its estimates of net salvage were based
9 on observations of historical net salvage costs as
10 related to the original cost of the property to

11 which that net salvage related. That is, it's a

12 statistic that is the same statistic that we were

13 trying to estimate net salvage cost as related to

14 original cost.

15 Now, the approach that they've used %

16 ig the same approach that I‘ve used, it's the same
17 approach that's described in NARUC's Public ‘
18 Utility Depreciation Practices and other texts on
19 the subject.

20 The difference that comes between

21 analysts conducting such analyses as a method for i
22 forecasting future net salvage is the extent to
23 which they then modify those historical net

24 salvage percentages in trying to arrive at

25 estimates of the future given the levels of past
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growth and inflation reflected in the historic
data versus their expectations for the future.

Q But, again, my guestion is not
directed to the formula that Laclede used. My
question is when people in the industry, in the
business, when people in the Society of
Depreciation Professionals use the term "standard
approach"” or "standard method," are they referring
to a formula cost of removal divided by historical
cogtsg?

A No. That ig -- that formula is for
determining the historic statistic. The standard
approach refers to the future statistic, which is
what will future net salvage be as a percent of
today's original cost? Because that is what the
standard approach requires.

Q So the standard approach does not
require an estimate of actual future net salvage?

A Yes, it does.

Q And if I understood your statement
in response to my last question, you said that the
standard approach merely requires application of
historical patterns. Is that --

A No. I've indicated what the

standard approach requires is the ratable

T
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allocation of the net salvage cost of today's
assets over their service livesgs. And in orvder to
do that, we must estimate what that future net
salvage will be.

The typical approach as described in
texts and used by most experts is to look at
history as a basis for forecasting what that
future net salvage will be. Those analyses of
history relate the net salvage cost in a
particular year to the original cost of plant
retired in that same vear.

Q Okay. What do you mean when you
say, use the word, and Commissioner Clayton used
it, I think you used it in response to a question,
what do you mean by the word "endorse"?

A I don't have my Webster's with me,
but it -- endorse to me indicates a support of a
discussion of the merits of thart method and why
it's appropriate.

Q Does it mean recommend or urge the
use of or support of? In the common parlance?

A I would say it includes recommend,
ves.

MR. SCHWARZ: May I approach the

wiltness?

Page 1479 h
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JUDGE DIPPELL: Yes,

Q (BY MR. SCHWARZ) I have here the
NARUC Public Utility Depreciation Practices. Its
discussion of net salvage begins on page 157. And
I would ask you to point out to the Commission
where in the succeeding pages that publication
recommends or urges commigsions to use any
particular approach?

A It does not do so on page 157.
However, on page 18 of the same publication, it
states as follows. Under presently accepted
concepts, the amcount of deﬁreciation tc be accrued
over the life of an asset is its original cost
lesg net salvage. Net salvage ig the difference
between the gross salvage that will be realized
when the asset is dispeosed of and the cost of
retiring it. Positive net salvage occurs when
gross salvage exceeds cost of retirement and
negative net salvage occurs when cost of
retirement exceeds gross salvage.

Net salvage is expressed as a
percentage of plant retired by dividing the
dollars of net salvage by the dollars of original
cost of plant retired. The goal of accounting for

net salvage is to allocate the net cost of an

q;
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asset to accounting periods, making due allowance

for the net salvage, positive or negative, that
will be obtained when the asset is retired.

The concept carries with it the
premise that property ownership includes the
responsibility for the property's ultimate
abandonment or removal. Hence, if current users
benefit from its use, they should pay their pro %
rata share of the costs involved in the

abandonment or removal of the property and also

receive their pro rata share of the benefits of f
the proceeds realized.

Q And, in your mind, that's an
endorsgement of the gtandard approach?

A ITt's a pretty absolute statement of
the standard approach and its merits.

Q Okay. Now, again, turning back to
rages 157 and following when the committee
specifically talks about net salvage, can you find
an endorsement in those pages of a specific
approach?

A At the end of the section to which
you directed me, it states as follows. Today few
utility plant categories experience positive net

salvage. This means that most depreciation rates

it - ‘ — v
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mist be designed to recover more than the original :

cost of plant.

The predominance of this
circumstance is another reason why some utility
commissions have switched to current period
accounting for groés salvage and particularly cost
cf removal.

That is, Lhey haven't been willing
to accept the fact that depreciation rates must be
designed to recover more than the original cost of
plant. 1t doesn't say should or maybe, 1t says

must.

Q So the endorsement also contains the

caveat that not all commissions follow the --

A It 80 states in that book that some

commigsions have not followed the standard

T T e Ty

approach.
0] You talked with Commissioner Clayton
about requirements for following the USCA. Do you

recall?

A Yes.

Q Are you aware that the rule of the
Missouri Commission adopting the USOA specifically
states that it need not be followed by the

Commission in rate making proceedings? k

— e
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A Not aware of that, but there are
exceptions to the uniform system of accounts made
at times. 1 think they need to be very seriously
considered when they do occur.

Q You are a member of the Society of
Depreciation Professionals? 1Is that it?

A Yes, it is, Mr. Schwarz.

0 Are you familiar with the letter to
that society that was authored by John Ferguson
and is appended to Ms. Schad's rebuttal testimony
in this case?

A Yes, L am.

Q And did you become aware of that
letter by its posting or dissemination by the SDP?

A I became aware of it when I
discussed it with Mr. Ferguson prior to its
publication and provided him some of the
information set forth in it.

Q You mentioned to Commissioner
Clayton that other methods than the accrual method
under the USOA might be available, and mentioned a
-- decommissioning sinking funds; is that --

A I said that was -- he was looking
for what all the possibilities were, and that's --

Q But that is an accrual approach, is

Page 1483 |
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it not?

A I don't believe I would call that an
accrual approach.

Q So it would be your contention,
then, that, for instance, in the decommissioning
sinking fund for the Callaway nuclear plant here
in Missouri, and let's just assume for the moment
that the contributions to that sinking fund are
340 million a vear toward the ultimate retirement
of that plant, is it your contention that those

$40 million are being currently expended?

A No.

Q So the expense is being accrued, is
it ﬂot?

A Yeg, 1t's -- 1t's being accrued, but

it's relying on the interest on the fund in

addition to the accruals. And the accruals in and

of themselves are inadequate to accrue the
expense.
Q Commissioner Clayton asked vou some

questions about Exhibit 146. Do you recall those

questions?
A I do.
Q In the first year, if you're -- if

you're getting the rates for this and there have

Page 1484 |
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been no retirements, what would the sgstandard

ST S e

approach formula indicate as the accrual? That
is, if there -- if the numerator is the cost of
removal is zero, what -- what's the -- the wvalue
of the accrual for that plant?

A I'm not sure I understand vyour

gquestion, because you switched from the standard

approach, which is a depreciation formula that

I
incorporates the net -- future net salvage percent k

estimate, to a numevator vratio which implied to me

yvou were talking about historical analysis.

Q Well, the formula that we're talking
about here that's been applied by Laclede is :
calculated with the cost of -- by the cost of
removal divided by original cost of the plant

removed; is that correct?

A NO.
Q Is that the formula?
A No, it i1s not. That is the way in F

which depreciation professionals analyze
higstorical net salvage. Those analyses are used
as a basis for estimating the future net salvage,
but the key element, and what really defines the
standard approach, is not how one gets to that

estimate, but the fact that it -- the net salvage

H
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related to that assel today in service is ratably

allocated over the life of that asset.

Q So it -- in this example, vou would
not rely on the formula in the standard approach
to estimate the accrual for cost of removal of the
plant; is that correct?

A No. I -- there is -- it is not
formulaic to take the history and based on that
history just run it right into the depreciation
rate formula. History is used in order to get an
indication of the level of net salvage
historically. But what we are estimating is
what‘s in the future so that we can ratably accrue
it during the life of today's assets.

Q Okay. So in this example, you would i
not rely on an indicator that gave you a zero
indicator for cost of removal; is that correct?

A T don't understand your question.

Q Well, if there -- if you're -- and

the example that we have is this is new property, i
it's not part of a mass asset account, there's no
analysisg, there's no reliance on the average
service life or cost of removal, this is free

standing plant, new account, so there is no

PO AL AT ATH Y oo VE STV TR A DI

retirement history.

!
|
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And in the absence of retirement ;

history, I think your suggestion is that the

formula is not anything on which you would pin
your estimate of future net salvage, but there are ;
other factors which, in your informed judgment, f
would permit you to make that estimate; is that
correct?

A If I had a brand new asset for which
I had no related experience and, therefore, could
not conduct any historical analyses of the
relationship between net salvage costs and the
original cost to the related property retired, I
would have to make an informed judgment in the
absence of such data of what the net salvage for
that property would be. é

Q And would you expect Staff to do the

game thing?

A I used to. ;
Q You no longer do? é
A No. 2
Q And on what do you base that? E
A Based on Staff's testimony in this g

|

proceeding and other proceedings, in the first
vear of that asset's life, Staff would recommend

zero because there's no net salvage costs being
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incurred. :

Q If it's part of a standalone -- so g

you're -- é

A That's what you defined -- vyou E

defined the hypothetical that way. ;
Q That's fine. Your answer is -- your

answer is sufficient. And Commissioner Clayton
asked you what if it turns out that the life is
actually 15 years. Do you recall that? ‘
A Yes.
0 Now, let me ask you this as well. |
Does the reduction in the accrual to %600 take
place if there is no rate case at that time?

A If there is a depreciation rate

order, it would.

Q But it -- the depreciation rate

order would not affect customer rates, would it?

A It would not.

Q So that customers, in the absence of
a rate case, customers would continue to pay a
thousand dollars a year; is that --

A That's true, and the corollary would
also be true if we realized that the net salvage
cost was now going to be $15,000 and begin to

accrue at a higher level, that would not be
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reflected in customer rates either absent a rate

case.

Q All right. Thank you. And, again,
in years ten through 15, if there were no rate
case, then -- if there had not been a rate case in
year five and there were no rate case in year ten,
customersgs would continue to pay a thousand dollars
a year, would they not?

A Yes. And that would be recorded to
the accumuiated depreciation. It would be tracked
and it would be trued up over time.

¢} But, in the meantime, these
customers would -- would be overpaying and the
overpayment would be refunded toc customers who
hadn't made that overpayment?

A Yes, but I would suggest that it's
still far closer to the service value rendered to b
those customers than them paying nothing for that
asset and only the future customers after year 15
paying something for it.

Q In discussions with Commissioner
Clayton concerning your Schedule 1, he asked you é
about there being an over recovery if the accruals
were greater, and you indicated that there would

not be an over recovery. Do you recall that
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series of questions?
A Yes.
Q And is your answer premised on the

fact that the accruals and the egtimates of net
salvage upon which the accruals are based are
accurate predictorg or egstimators of the future
net salvage? H

A As I 've indicated several times in
my testimony, it's my contention that the current
estimates of future net salvage understate what
those net salvage costs will be.

The future estimates will be

adjusted accordingly under the standard approach, g
and the amounts accrued and the amountg incurred
will be tracked in the accumulated depreciation in j
order to ensure that the amount accrued and
collected from the customers matches the costs |
expended.

0 But the -- the proposition that the
accruals are not a current overstatement is based

on the premise that the estimated future actual

costs of -- the estimates of the future cost of

removal are accurate. Is that correct?

A It's based on the premise, in my

mind, that they are -- represent an understatement
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of the likely future net salvage cost so that the

current level doesn't represent an over recovery,
but rather likely an under recovery.

Q So -- but in order for the accruals E
to currently match over time, the -- the estimates
of future net salvage have to be accurate;
otherwise, yvou need corrections later on. Is that
correct?

A I have no doubt that there will be
correctiong later on. What I am comfortable with
stating is that the current level cannot possibly
bhe an over recovery, but is most likely an under
recovery. b

Q But my question is not about cover
recovery. My question is -- is the premise. If
you look at Exhibit 4-1, this is all premised on
the fact that the estimate in -- in the fourth
column is accurate relative to the accrual in the
~- in the column that's two over. 1Is that 1
correct?

A Yeg, 1t is premised on the estimate
being accurate.

Q Commissioner Clayton inquired about
-- in response to a question from Commissioner

Clayton, you indicated that rate payers' return on
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1 the net salvage accrual offsets the -- or can be H
2 viewed or used to offget the size of the current |
3 accrual that's in excess of current costs. And
4 I'm not sure that I'm expressing that accurately,
5 but that's -- do you recall that?

6 A I recall discussing those things

7 with Commissioner Clayton.

8 Q Would you refresh my recollection as

9 -- as to what that -- what your position was on |
10 that? %
11 A My position was that under the
12 standard approach, in order to properly consider
13 its impact on revenue requirement, one should i
14 consider not only the amount of the accrual, but

15 also the accumulated amount of accruals in excess

16 of the costs and the return that's provided on
17 that accumulation.

18 Q Would it be -- and -- and that's
19 when you're considering things from the rate
20 payers' perspective; is that correct? §
21 A No, I think that's when I'm .
22 considering things from the perspective of how the
23 standard approach under today's regulatory

24 framework determines a revenue requirement related

25 to those net salvage accruals.
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e

Q Could the same -- should the same
consideration be made when the Commission is
considering the company's need for depreciation?
That is, consumers, rate payers are providing a ;
return on investment, so that should -- should be
kept in mind when considering the return of the

investment?

A I think if one were -- wants to look
at the total revenue requirement related to gross
plant in service, it would include not only the
depreciation accrual for that plant in service,
but the return being provided to the company for

those amounts that it has invested in plant.

AR VIRAA M PR S A PSP A PR A VIR 1

Q Well, isn't the rate base offset
made to provide rate payers a return on the funds
that they have advanced to the company for work
that has not yet been done?

A Yes. Or to recognize amounts that
they've returned to the company that the company
had previously invested.

Q But that's on the other side of the
-- that's the other factor in depreciation which
i8 not at issue in this case; is that correct?

A Yeg.

Q Which is no longer an issue in this
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1 case? f
2 A We were talking about both, so. ?
3 Q S0 the rate base offset is a ;
{

4 mechanism to provide rate payers with the cost of
5 money that they have advanced to the company under
6 the accrual method for work not yet done? !
7 A That's right. And if we don't use
8 the accrual method, then we shouldn't do that
9 elther. ﬁ
10 Q Correct.
11 JUDGE DIPPELL: Mr. Schwarz, do you

12 have guite a bit of guestioning vet to go, or are |

13 you -- |
i4 MR. SCHWARZ: I don't think so. ‘
15 JUDGE DIPPELL: Okay. I want to

16 take a break, but if vou're going to be finished L

17 in a few minutes, you go ahead.
18 Q (BY MR. SCHWARZ) I think that you F
19 stated to Commissioner Clayton that -- you know,
20 that we have experienced far less inflation than $
21 we will see in the future. At least that's the
22 note that I have. 1Is that -- it was -- it was in
23 the discussion of the history of net salvage.

24 A I recall discussing both growth in

25 plant and inflaticn, and indicating that the rate
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of inflation that had been experienced up until,

say, the 1950s for plant that had been in service
for relatively short period of time was less than
the level of inflation that we're now seeing with

property coming out of service.

Q Let me ask you this. Do you think

that the rate of inflation that we have

experienced between the 18708 and now is -- is
going to be -- will we experience that same é
pattern in the next 30 vyears? f

A I think it's reasonable to expect
that the average rate of inflation over the last E
30 vears will be similar in the next 30 years.

0 And what is your basis for that?

A Simply looking at inflation over the

past 100 years and the levels that have, you know,

basically been in the 3 to 4 percent range over

that entire period.

Q But that period includes the Great
Depression?
A It includesg periods of both

deflation and periods of significant inflation,
but, overall, it's always been there, it
continues, and T would -- vyou know, over long

periods of time, it's been averaging about 3 to 4
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percent. ;

MR. SCHWARZ: I think that's all I
have.

JUDGE DIPPELL: Thank you. We're
going ahead and take a short break. We're going
to take about a 15 minute break and come back at
10 after. Thank you, we can go off the record.

(Off the record.)

JUDGE DIPPELL: Let's go ahead and

get started. Let's go ahead and go back on the

record.

Mr. Schwarz, vou were finished with é

your cross examination; is that correct?

MR. SCHWARZ: Yes, ma'am.

JUDGE DIPPELL: Is there any
redirect?

MR. LOWERY: Yes, Your Honor.
REDIRECT EXAMINATION BY MR. LOWERY:

Q Mr. Stout, Mr. Schwarz asked you
about growth in plant in some of his questions,
actually I think from yesterday. Please explain
for the Commission how the standard approach
differs from Staff's approach with respect to the
issue of taking into account the growth in plant.

A The standard approach recognizes the
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1 plant currently in service, and includes in the

2 cost of service a ratable allocation of the net

3 salvage cost related to that plant.

4 Staff's approach only considers the
5 net salvage costs currently being incurred which
6 relate to a plant base many, many years ago that
7 was much smaller. And so 1t does not recognize

8 the current level of plant and the extent to which
9 it has grown in the past.
10 Q So put another way, it doesn't
11 recognize the fact that plant has grown

12 significantly from the base of plant that's being

13 retired today, from that time until today?

14 A That's correct. .

E
15 0 Is that the same scenario, that the |
16 standard approach takes, for example, inflation

17 into account, but the Staff's approach does not, E
18 does that also regard to inflation in contrasting )
19 the two methods? &
20 A Yes, it does. The standard i
21 approach, in estimating what the future net

22 Salvaée will be, does consider that it will take
23 place at a higher price level than today. Whereas F
24 Staff's approach only puts in today's costs and F

25 does not recognize that inflation is indeed a fact
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of life.

0 I think Mr. Schwarz also asked you
about environmental regulations. Do you recall
that discussion?

A Yes, I do.

Q Let's say that environmental costs
do not escalate as rapidly over the next 25 vears
ag they have over the past 25 years. You've
testified, have you not, that the net salvage
estimates derived from the standard approach
produce conservative estimates? In other words,
they tend, if anything, to understate what the
cost will be.

Would any reduction in the rate of
the escalation of environmental costs in the
future change that conclusion on your part?

A No, 1t wouldn't. The net salvage
costs that are forecast based on the traditional
analyses of historic net salvage, in my view,
understate what those levels will be. And so the
extent to which there is any escalation in price,
whether due to-inflation or additional
environmental reguirements, is substantially less
than the historic increase in those requirements.

Q Commissioner Murray also, I believe,

Page 1498 .‘
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asked you about the conservative nature of the net

salvage information process estimates that you

derived from the standard approcach. Does your \
supplemental rebuttal testimony, page 5, around
line 10, to page 8, line 6, does that illustrate

essentially the principle that Commissioner Murray

was asking you about?

A Yes, it does. What I've shown on

pages 5 through 8 of my supplemental rebuttal
testimony is that the historic indications of net
salvage percent for Laclede steel services, for
example, have been indicating levels of net

salvage costs in recent years that are between 112

T L UKV P PR AL AR

and 117 percent of the original cost of the assets
being retired. L

The conservative nature of that
indication is demonstrated by taking the current
average cost to retire a foot of service line and
applying that to the current number of feet in
service.

For example, with respect to steel
services, over the past ﬁen vears or so, 1t has
cost, on average, $4.20 per foot to remove those
services. There are now over 10 million feet of

service in place. It would cost almogst $45
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million, or 118 percent of the original cost of
those services, to remove them at the averacge
price level during the past ten vears.

And it's for that reason that I
believe that the historical indication of 112 to
117 percent is conservative because it's
indicating about the same level as the recent
average cost per foot would indicate when applied
to the plant in service today. Any amount of
future inflation will only make that percentage
more negative.

Q It's already indicating today that
we are at that number, that cost per foot, but we
know that the plant in service today is going to
be retired many years into the future after we
have experienced further inflation. Correct?

A Yes.

Q You were asked about Mrs. Schad's
hypothetical at page 9 of her supplemental
rebuttal testimony. She seemed to be suggesting

that the original cost of the plant retired was

determined on a FIFO basgsis which she then seems to

suggest caused overstated net salvage percentages.
Why is her guggestion inappropriate?

A It's inappropriate for several

L1
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years. First off, first in/first out is only used

by Laclede for two very small accounts, where net
salvage 1is not material at all. For the mains and
services that are the primary accounts at issue,
the retirements are determined based on the actual
in service date of the plant being retired.

In the case of the Company's steel
mains, as I have indicated in my testimony, the
average age of the retirements on a dollar E
weighted basis during the period 1972 to 1998 was
only 23.4 years. So the indications of negative
salvage are based on the amount of inflation
that's incurred during that period, not during a
period of 70 or more years as suggested by Mrs.
Schad in her FIFO example, and certainly not |
indicative of negative 200 percent net salvage. |

Q So if I understand -- understand
your answer, both because Mrs. Schad focused on
the FIFO method, which really doesn't apply to the
vast majority of the plant that's at issue, and
because she used a 75 year average service life
when, in fact, the real facts are that we're
talking about something on the order of 23 yvears,
her example grossly overstates the negative effect I

that she was trying to illustrate?

MIDWEST LITIGATION SERVICES

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




TRANSCRIPT OF PROCEEDINGS 9/23/2004

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Page 1502
A Yes.

0 Commissioner Clayton was discussing
with you whether or not if the Commission were to
continue or return to, however you might want to
characterize it, the accrual method, or standard
approach, whether or not there would be contested
issues nevertheless remaining in future rate cases ;
where that method was applied. Do you remember

that discussion?

A I do. ”
Q Are there alsc contested issues if
the cash treatment -- Staff's cash expense i

treatment were used?

A Yes, there will still be issues with
that. Those issues would continue to include the
estimation of average service lives, they would i
include the -- continue to include the E
appropriateness of Staff's approach as compared to |
the standard approach, and they would alsc include é
the level of allowance under the cash basis as to |
whether it should be the most recent year, the
last five, the last ten, or some type of forecast
of the near term future.

Q You've been involved in -- you've

been involved in a number of rate proceedingsg
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where the standard approach has been proposed by

both sides. Is that true?

A The vast majority of the proceedings
that I've been involved in, that was the instance.

Q What's your gense of the level of
contention or the level of disputes or potential
disputes that existed in those cases versus cases
like this where Staff has proposéd this cash or
expense based method?

MR. SCHWARZ: I'm going to object.

I'm not sure how that relates to any questions
that were asked either on cross or direct, and I
certainly think it calls for speculation on the
part of this witness.

MR. LOWERY: Your Honor,

pnirs:

Commissioner Clayton specifically asked Mr. Stout
whether or not if the standard approach was
adopted, whether in effect that would remove the
contest related to these net salvage issues, but
reduce those, and followed up with questions that
suggested that perhaps it might or might not.

And my question goes to whether or
not, in his experience, when the standard approach |
has been in place by both Staff and the utilities

in a particular jurisdiction, whether, in fact, we
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1 do see a reduction in the level of contest, the :
2 complication of the issues. It's directly related |
3 to the questions that Commissioner Clayton asked
4 Mr. Stout. |
5 MR. SCHWARZ: I don't believe so. ;
6 Obviously, if -- if both parties are using the |

7 same approach, there's no conflict on the

8 approach. I don't think Commissioner Clayton's
9 question went to that.
10 JUDGE DIPPELL: Mr. Lowery, would

11 you repeat your question for me? ?

12 MR. LOWERY: I'll do my best. In é
13 your experience, when both sides -- if vou're in a |
14 jurisdiction where both sides use the standard

15  approach, the standard approach is in place, the F
16 Staff comes in, for example, and uses the standard
17 approach in its depreciation rates, the company E
18 does the same, there may be variations in the

19 actual depreciation rates that they each recommend
20 because there are some variations in average

21 service lives and other things, but, in your

22 experience, when that set of circumstances exists,
23 what is the level of contest, the level of %
24 contention, the number of disputed issues that

25 you've seen as opposed to the proceedings that
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you've been involved in when Staff proposes one ‘

method and the companies propose a different
method? For example, the cash method versus the
standard approach.

JUDGE DIPPELL: Okay, T'm going to
overrule your objection, Mr. Schwarz. I believe
it does relate to guestions that Commissioner
Clayton asked; furthermore, I think he has maybe E
changed the question just a little bit to say, in |
your experience, what is the level of contention.
So I'll let the witness answer that. g

THE WITNESS: It's been my
experlience that in proceedings involving
depreciation, when the only issues are the
parameters to be used, that is, the average

service life and the net salvage percent, that J

there is far less litigation related to those
differences, that they can often result in a

settlement.

Whereas when the depreciation issue
is a matter of principle, such as the standard
approach versus Staff's approach or perhaps the ﬂ
use of whole life versus remaining life
depreciation or the use of the equal life group

procedure as opposed to the average life group

- |

i
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procedures, that those differences in principle
create far more contention in litigation on the
issue.

Q (BY MR. LOWERY) Would it be your
opinion, then, that a decision in this case that
would adopt the standard approach would give
greater certainty to both parties in terms of the

rate making process in general as it relates to

depreciation?
A That would be my hope.
Q I think Commissioner Clayton

discussed with you use of the standard approach,
and you -- you were, I believe, confident that it
had been used in Missouri, at least back to the
1960s and probably beyond. Staff also used the
standard apprcoach in 1997, did they not?

yay Yes, they did.

Q And that was recommended by Mr.
Gilbert in the 1997 MoPub case?

A Yes, it was.

Q And the standard approach was
followed by this Commission in the 2001 case
involving St. Louis County Watér; is that correct?

N Yes, 1t was.

Q How is depreciation of net salvage

Page 1506 |
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accrued on Union Electric's books? Is it in
accordance with the standard apprcoach or in
accordance with the Staff's approach?

A Standard approach.

Q How was it accrued prior to 1998,
1999, when this current rate case came about on

Laclede's books?

A In accordance with the standard
approach.
Q Commissioner Clayton asked you about

gsome testimony that Mrs. Schad gave in, I believe,
her supplemental rebuttal testimony on page 13,
line 6, and I think the premise of Mxs. Schad's
testimony was that there isn't data that shows
that the estimates of net salvage that we use
exactly match the actual experience later. Do you
remember that?

A Yes.

Q Is there anything different about
the estimates used in determining the net salwvage
percentages under the standard apprcach and the
many other estimating -- estimates that are used
in the rate making process at this and other
commissions?

A I think that the -- the difference

1;
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Page 1508
1s that the estimates of net salvage are far more ’

conservative estimates than others in the rate
process. All one has to do is look at the
historical data as shown in Schedule 1 attached to
Mr. Codaman's surrebuttal testimony to see that
the net salvage cost as a percent of the original
cost retired had been increasing regularly over
time.

And given the average age of those
historical retirements as compared to the far
greater age of the future retirements, that that
trend will continue, and, therefore, egtimates
based on those historical indications tend to
understate, which I have called conservative, the
future level of net salvage costs.

Q I think Commissioner Murray asked
you some guestions about intergenerational equity,
and I'm pretty sure that Commigsioner Clayton did
as well. In your opinion, is it more or less
equitable to use the best available data and
judgment in estimating techniques that you have to

estimate the future net salvage as opposed to not

attempting to estimate it at all?
A It is by far more equitable to make i

the very best estimate vou can of the future net

4
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h
1 salvage and ratably accrue towards that as opposed ;
2 to ignore it and accrue only what's currently F
3 being experienced. %
4 In doing so, if Staff's approach is |

5 used, the value of the service that's being K

6 received by customers today from that plant 1is

7 going to be borne by tomorrow's customers when it
8 is retired. Further, today's customers are
9 receiving a return benefit for the past service

10 rendered to past customers.

11 In Staff's approach, nothing is

12 being asked from today's customers. It's all

13 being taken from the past customers or transferred H

14 to tomorrow's customers.
15 In my view, Staff has changed
16 courses in midstream in switching from the accrual B

17 method to the cash method, and when you're dealing
18 with long life utility property, it's far more

19 equitable to have a consistent approach over that
20 property's life. That requires ug to make

21 estimates of what that net salvage will be and ki
22 accrue towards it as opposed to stick our heads in
23 the sand.

24 0 A number of Commissioner Clayton's

25 questions, in fact, I think a lot of your
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1 discussion with Commissioner Clayton today focused
2 on WMS 1 and the discussion about the current

3 level of accruals versus the recent actual net

4 salvage experience, and you discussed with him the
5 revenue reqguirement impact of the offset to rate

6 base. Do you recall that rather lengthy

7 discussion?
8 A Yes.
9 Q Does Schedule WMS-2 shed any light

10 on those same issues?

11 A Schedule WMS-2 is an illustration of |

12 what I was talking about. Schedule WMS-2 shows

13 that even though the annual depreciation

AP RTINS A PRI

14 throughout the life of the example asset remains
i5 higher under the standard approach than under

16 Staff's approach, that the total revenue

0 Aoy W3 A TN ) TR i USRS

17 requirement is in total much less under the F
18 standard approach and is less on an annual basis F
19 beginning in this example in year eight out of a

20 20 year life.

21 So that the -- the standard E
22 approach,‘even though the annual accrual amount is :
23 greater than the annual depreciation amount under |
24 Staff's approach, the total revenue reguirements t
25 are much less and are less on an annual basis
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Page 1511 §
relatively early in the life of an asset. {
Q And this case began in 1999; is that |

your understanding?
A Yes. g
Q So to the extent this example E
represents -- is a proxy for what might happen in E

this case, by 2006, 2007, that crossover very well E
might take place? !
A It would occur in 2006. ‘

MR. LOWERY: That's all I have.

JUDGE DIPPELL: Thank vou. Mr.
Zucker, you had some further redirect?

MR. ZUCKER: Yes, Your Honor. I
will try not to repeat anything Mr. iowery just
asked. | f
REDIRECT EXAMINATION BY MR, ZUCKER:

1
Q Good morning, Mr. Stout. |
;

A Good morning.
Q Yesterday Mr. Schwarz asked you if

you ever tracked net salvage cost for a single
vintage to be sure that the net salvage accruals
match the actual net salvage costs. Do you recall

that?

A Yes, I do.

Q And you stated that you have not

e R PR WIS SN o
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. Page 1512
done that, nor can it be done. 1Is that correct?
A Yes.
0] And why can't you perform such an

analysis for a vintage?
A The analysis suggested by Mr.

Schwarz cannot be conducted for a single vintage
because it's not practical to track net salvage
costgs at the vintage level. Net Salvagé costs are
incurred for specific job orders or work orders in
the field that involve multiple vintages of plant,
and the cost of removal or cost of retiring that
plant is only recorded for that entire work order.

And so i1t would require an
additional process of allocating such costs to
vintages in order to track it at that level, plus
it would require tracking depreciation accruals at
the vintage level. I don't believe that's
practical.

What is practical, and I believe
provides sufficient safeguards to the rate payer,
i1s to do such tracking at the account level. We
do track the accumulated depreciation at the
account level. We accumulate the accruals related
to original cost of net salvage, we accumulate the

original cost retired and the net salvage costs

B S T A

i
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1 related to it, and regularly monitor and measure

2 whether or not that is on track with our current %
3 estimates of average service life and net salvage
4 percents.

5 Q And out of these analyses, is that

6 where vour testimony came from that your

7 experience has been that net salvage accruals have

8 actually conservatively understated actual

S experience? §
10 A Yes.
11 Q Yesterday you and Mr. Schwarz also
12 discussed the issue of whether -- until you file a é
13 rate case, the customer -- until the utility files |
14 a rate case, the customer doesn't get the benefit

15 of the lowered rate base. Do you recall that?
16 A Ves.
17 0 And you added that the customer also |

18 doesn't pay for added capital until that happens.

19 A I did.
20 Q And Mr. Schwarz responded that there
21 is an I8 -- an opportunity to have an ISRS where

22 gome of that capital can be recovered. Do you L

23 recall that?

24 A Yes, I do.
25 Q Are you aware that under the ISRS
- - ";
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statute, in order to maintain the ISRS, you must

file a rate case within three yearsg?

A T am now.

Q Okay. Commigsioner Murray asked you
some questions about the original 1999 case and
what were Staff's concerns in that cage that led
them to -- led them to advocate the Staff method.
Do you recall that?

A Yes.

Q And I believe your response was that
the Staff's concern was that net salvage accruals
were greater than actual net salvage costs.

A Yes.

Q And does that gsurprise you that that
would be a concern?

A Yes, it does. I think it shows a
lack of understanding of the depreciation model,
and a lack of understanding of the impacts that
growth and inflation can have on that model.

That just as the additions to the ¢
plant today are Iar greater than the amount of
original cost that's being reflected in the
depreciation accrual, in the case of Laclede, the i
addition of 50 million as compared to the

depreciation of original cost of approximately 20 ;
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million, the flip side of that is that the '

accruals for future net salvage costs are greaterx
than the current net salvage cogts being incurred.

Q So given system growth and
inflation, you would expect that net salvage
accruals under the standard method would exceed
the current net salvage cosgtas?

A Absolutely.

Q And so that's not a flaw in the
standard method?

A Not at all.

Q And no reason to depart from the
standard method?

A Not 1n my view.

0 You also discussed with Commissioner
Murray, Mr. Codaman's, Laclede Witness Codaman's
surrebuttal Schedule 1 on page 3. Do you recall f
that?

A Yes, I do. E

Q And that is a -- it appears to be a

study of the percent net salvage for steel

services? ;
A Yes, 1t 1s. é
Q And is this study based on actual ;
amounts? E
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1 A Yes, 1t is.
2 o) So this is actual data?
3 A It is the actual net salvage costs

4 incurred by Laclede, expressed as a percent of the
5 original cost retired in the same year that the

6 net salvage costs were incurred.

7 Q and these are not estimates? 3
8 A No.
9 Q This morning you discussed with

10 Commigsioner Clayton the USOA accounts. Do you

11 recall that?

12 A Yes. g
13 Q aAnd you said that USOA does require ?
14 accrual of current client for net salvage? E
15 A Yes. é
16 Q And the standard method does that? .
17 A Yes. That's the standard approach

18 to accrue for net salvage during the life of the i
19 related asset.
20 Q And does Staff's method do that? P

21 A No. The Staff's methoed is a cash

22 basis.
23 Q So Staff's method is not in
24 conformance with USOA?

25 A Tt i not.

A T S SN O MR S AR L ke JAeye e
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Page 1517
Q This morning you and Mr. Schwarz

also discussed Exhibit 146. Do you recall that?

A Yes, I do.

Q And Mr. Schwarz said that if -- and
you said that given no previous history, you would
have to try to make your best estimate on what a

net Salvage accrual should be.

A Yeg, I did.

Q And Mr. Schwarz asked would you

{
i
expect Staff to make that estimate. i

A And my response was no, under f
Staff's cash basis approach, there would be no !
recognition of net salvage costs on that asset ﬁ
until atter it was retired. i

Q But would you support Staff making
such an estimate?

A I would support Staff's making an
estimate of the future net salvage for that asset
and ratably accruing it during its life.

Q And, in fact, that would be a return
to the standard approach?

A Yes, it would. i

Q Finally, you talked with Mr. Schwarz

about an issue we just touched on a minute ago,

that until there's a rate case, there's a delay in
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Page 1518

credit to customers for their accruals that
decrease the rate base.

A Yes.

Q And Mr. Schwarz asked that if there
were no rate cases, then such credit would be
delayed.

A He did ask that, yes, and it would.

Q Do you recall that Mr. Adam's

testimony in the 1999 case, adopted by Ms. Schad
here, was premised on the fact that Laclede Gas
filed regular rate casges?

A Yes, 1t was. His expectation was
that there would be a regular adiustment of the

cash basis amount being allowed.

0 If there -- if there were not rate
cases regularly filed, which approach would you
say is preferable? The standard approach or
staff's approach?

A The standard approach is far
preferable in that it would, first off, provide
for net salvage much closer to the appropriate
ratable level; but, secondly, and perhaps more

importantly, it would do so by recording thoge

accruals to the accumulated depreclation, tracking

those accruals, and ensuring that the total

mo—

TR A3 U WS M4m0 et syt
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Page 1519 |
accruals would match the total costs at the end of
life.

MR. ZUCKER: Thank you wvery much,
Mr. Stout. f

JUDGE DIPPELL: Thank you, Mr.
Stout, 1 believe that's all the questions for vyou,
and you may be excused. We appreciate your

testimony.

THE WITNESS: Thank you, Your Honor.
JUDGE DIPPELL: ©Okay. Let's take
care of just a few housekeeping things before we

move on to the next witnesgs, and that was that Mr.

EE I Ao SN ST P M TI

Pendergast and Mr. Lowery gave me copies this
morning of the things I marked as exhibits during
opening statements and in the testimony.

And so 1'm going to ask -- I believe

PO PR MmN (3 PR3 N LN SO DL ST MO g

they also distributed copies to each of the
parties. And T just want to asgk, on Exhibit 146, t
if -- if everyone is in agreement that that's an

accurate reproduction of Exhibit 146 as 1t appears

on the large note pad in front of the hearing
room, and, if so, we'll use that as the official

Exhibit No. 146 in the record. Does anyone have

any objection to that?

MS. O'NEILL: No.
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1 JUDGE DIPPELL: All right. And also

2 I will give you all a little advance warning. I
3 am going to have to leave tomorrow at about 10
4 o'clock, and if we're gstill going at that point,
5 one of the other judges will take over presiding
6 on the hearing. And so in order to try to get in [
7 ag much as we can, we may stay a little bit late
8 tonight if -- 1f the court reporter i1is able and
9 that is agreecable. We also may start earlier on
10 Friday, we may start at 8 instead of 8:30.
11 All right. Then I think we're ready
12 for the next witness, which is Laclede's witness,
13 Mr. Sherwin?
14 (Witness sworn.) i
15 R. LAWRENCE SHERWIN, testified as follows:
16 DIRECT EXAMINATION BY MR. PENDERGAST:
17 Q Mr. Sherwin, would you please sgtate

18 yvour name and business address for the record?

19 A R. Lawrence Sherwin, 720 Olive

20 Street, St. Louls, Missouri, 63101.

21 Q And are you the gsame R. Lawrence
22 Sherwin who has previously caused to be filed in %
23 this proceeding supplemental direct testimony

24 consisting of 23 pages that has previously been

25 marked as, I believe, Exhibit 1387? r

- o meprrancr
pri s s e
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A I am.

Q Do you have any corrections to make

tc your supplemental direct testimony?
A I have two corrections on page 3. é

The first is the very first line there is a

caption B period, which is a word processing error ]
that shouldn't be there, that's just a P
continuation of the sentence from page 2. 5o |
delete the B at the first part of line 1 on page ﬁ
3. |

The second item on that page is on f

line 21, the word "method" should be |

"explanation.® L
Q Do you have any further corrections?
A No.
Q With those corrections, if I were to

ask you today the same questions that appear in
your supplemental direct tegtimony, would your
answers be the same?

A Yes.

Q And are those answers true and
correct, to the best of your knowledge and belief?

A Yes.

MR. PENDERGAST: With that, T would

offer 138 into evidence, and I would tender Mr.
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Sherwin for cross examination.

JUDGE DIPPELL: Are there any
objections to Exhibit No. 1387

MS. O'NEILL: No.

JUDGE DIPPELL: All right, then, T
will admit Exhibit 138 into evidence.

Is there cross examination from
Ameren UE?

MR. BYRNE: No, Your Honor.

JUDGE DIPPELL: Public Counsel?

MS. O'NEILL: Thank you.

CROSS EXAMINATION BY MS. O'NEILL:

Q Mr. Sherwin, you almost got away
with me not asking any questions, but then you
changed one of your words on page 3 and it raised
a guestion for me.

You say, according to the correction
that you just made ~-- I'll ask you to refer to
yvour page 3, that sentence that begins on line 19,
and the change that you made is on line 21, about
no judicially acceptable explanation has yet been
provided as to why a departure from the standard
method for addressing this matter is appropriate
or reasonable. Do you see that?

A Yes.

Page 1522 b
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Q When you say, no judicial

explanation has yvet been provided, is it your

o e

opinion that courts that have looked at this
decision have rejected it on the merits?

A It's my understanding that the
courts have not accepted the reports and orders in

this rcase and remanded those orders in succession

back to the Commission.
Q And you understand that none of

those orders have been orders on the merits

regarding the issue? Do you know what that means?
MR. PENDERGAST: I'm going to

object. I think that calls for a legal

conclusion.
JUDGE DIPPELL: I will sustain that.
MS. O'NETLL: Your Honor, if I can

be heard. He's making a legal conclusion in his g

Ryl A T PTL P SR MO ATRC P T S LI

testimony, and I'm just trying to check the basis
for it. Perhaps it would be more advisable if
that sentence was just removed from hig testimony.
Then I don't have any other guestions.

I would move tc strike the sentence
that begins on page 3, line 19 of Exhibit 138, and
ennds at the word "reasonable' on line 23 as a

legal opinion that, according to Mr. Pendergast,
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1 this witness isn't qualified to make.

e e i,

2 JUDGE DIPPELL: Mr. Pendergast, Cio {
3 you have a response?

4 MR. PENDERGAST: Yeah. I -- my

5 regponse to that would be that we are here because

3 the Court has told the Commission that they have

7 not yvet explained -- or were provided a suitable

3 explanation for why they did what they did in this &

9 particular case. g
10 I think that's a clear enough and E
11 reasonable enough halimark of an understandable |

12 judicial pronouncement, since we wouldn't be here :
13 without it, that Mr, Sherwin can at least opine on
14 that.

15 JUDGE DIPPELL: T don't believe that
16 the witness in that sentence is glving a legal

17 conclusion. I think he's -- it says, where no

18 judicially acceptable explanation has yet been

19 provided as to why a departure from the standard

20 method for addressing the matter is appropriate or
21 reasonable. I don't see that as a legal

22 conclusion, so 1'll allow it. 3
23 MS. QO'NEILL: Qkay. My concern,

24 Your Honor, just to make the record clear, is that

25 he's talking about and referring to that last
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Page 1525 ]
portion of the sentence that you just read, a

judicially acceptable explanation, but when I ask

him what he means by that, I get an objection that

he's not qualified to answer.
JUDGE DIPPELL: You didn‘t ask him

what he meant by that, that wasn't your question.

So if yvou ask him what he means by that, 1'11
allow him to explain.

Q (BY MS. O'NEILL) Can you please

tell me what you mean by no judicially acceptable i
explanation?

A Yes. I think, as I just stated, the
reports and orders that have been successively
igsued in this case have each been remanded back |

to the Commission.

Q And is it your understanding they
were remanded with any particular direction
regarding how this issue should be decided?

A No, I don't recall that that was
part of the remand.

MS. O'NEILL: ©No further questions.
JUDGE DIPPELL: Is there Cross
examination by Staff?
CROSS EXAMINATION BY MR. SCHWARZ:

Q Mr. Sherwin, if the Commission
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Page 1526 |
adopts Staff's approach in this proceeding, will :

Laclede accept that and observe it in its future ?
rate cases?
A I -- I'm not authorized to say
either way what our future rate filings may E
contain.
Q But your position is Assistant Vice E

President, regulatory administration?

A Yes. f
Q And you don't -~-- :
A You're asking can I commit now how :

I'l1]l file future rate cases.
Q Yes.

A And what I'm saying is I'm not

future rate cases. i

Q Well, what will your recommendation ]
to the Company be?

A Should the -- should the Commission
continue to use the Staff approach in this case, I
would recommend that we would continue to f£ight
that.

Q And do you have an opinion, of the
persons to whom you report, do you have an opinion

as to what their position might be?
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Page 1527
A I would be surprised if they would

accept that without fighting it.

MR. SCHWARZ: On page 13 --
nevermind. Nevermind. I think that's all I have.

JUDGE DIPPELL: OQkay. Mr. Sherwin,
I'm sure that there are some Commission questions ;
for you; unfortunately, the Commissioners are in I
their regularly scheduled agenda meeting. So what ;
T will do is go ahead and ask if there's any é
redirect based on regular cross examination, and
then we'll bring Mr. Sherwin back if there are
Commission questions and go through the recross
and redirect again on that.

THE WITNESS: That would be fine
with me.

JUDGE DIPPELL: Mr. Pendergast?

MR. PENDERGAST: I just have about
ftive minutes of redirect.

JUDGE DIPPELL: Okay.

A0 AR 4 L PR SR et W

REDIRECT EXAMINATION BY MR. PENDERGAST:

0] Mr. Sherwin, you were asked some
questions by Mr. Schwarz about whether or not the
Company would continue to oppose Staff's method in
the event that the Commission were to adopt it as

a result of this proceeding. In giving that {

L r————
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particular answer, you're aware that the Company

pmgu sttt ey

has attempted to seek judicial review of this ;

issue for five years; is that correct?

A Yes, I am.

0 And did you mean to imply by your

answer that the Company would not be abrogating
its rights or relinquishing its rights to continue
to seek judicial review if it disagreed with the
Commission's order?

A No, I didn't think his guestion

LOE MMM AUy g A sy T T S S L A S

related to whether we would appeal the case in
guestion. 1 was answering it about another case.
Q Okay. Well, assume for me that the
Commission adopted sStaff's approach, we appealed
it, the Court said that the Commission's adoption

of that Staff's approach was fine. 1In vour view,

T U S S E St AT AT

would Laclede be more likely to follow that
approach in the future under those circumstances?
A More likely ves. g
MR. PENDERGAST: Thank you.
JUDGE DIPPELL: COkay. Thank you,
Mr. Sherwin, I'll let you step down for now, but

I'l1l ask vou to remain to be recalled later.

THE WITNESS: Sure.

JUDGE DIPPELL: Thank vou. I guess
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1 we can move ahead, then, with Ameren's next F
2  witness, Mr. Lyons. E
3 (Witness sworn.) ;
4 MARTIN J. LYONS, JR., testified as follows: ;
5 DIRECT EXAMINATION BY MR. BYRNE:
6 Q Could you please state your name? é
7 A My name is Martin J. Lyong, Jr. 1
g Q And, Mr. Lyons, are you the same %
9 Martin J. Lyons, Jr. that caused to be filed in é
10 this proceeéing supplemental direct testimony ?
11 that's been marked as Exhibit 1397 F
12 A I am.

13 Q And do you have any corrections to ¥
14 make to that prefiled testimony? %
15 A I do not. |
16 Q And is the information contained in

17 that prefiled supplemental direct testimony true

18 and correct, to the best of your knowledge and

19 belief?

20 A Yes.

21 Q And if I was to ask you the

22 questions contained in that prefiled testimony

23 when you're under oath here today, would your

24 answers be the same?

25 A Yeg, they would.

o —=
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MR. BYRNE: Your Honor, I‘d tender g
Exhibit 139 -- or offer Exhibit 139, and tender
Mr. Lyons for cross examination.

JUDGE DIPPELL: Are there any
objections to Exhibit No. 1397?

MS. O'NEILLL: Ng, Your Henor.

JUDGE DIPPELL: All right. Then I
will receive Exhibit 139 into evidence, and ask if
there's any cross examination from Laclede?

MR. ZUCKER: No, Your Honor. H

JUDGE DIPPELL: Office of Public |
Counsel? |

MS. O'NEILL: Thank you.

CROSS EXAMINATION RY MS. O'NEILL:
Q Mr. Lyons, vou're not employed by

Laclede Gas Company?

A I am not. E
0 Have you ever been employed by them?

A I have not. ;
Q Have you ever performed any £

depreciation studies for Laclede Gas?

A I have not.

Q Have you ever, other than in this
proceeding, have you ever filed testimony on

behalf of Laclede Gas on issues regarding
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depreciation or net salvage? %
A No, I have not.
MS. O'NEILL: Have vyou reviewed --
strike that. WNo further qguestions.

JUDGE DIPPELL: Thank you. Staff?

CROSS EXAMINATION BY MR. SCHWARZ:

Q Good morning, sir. ;
A Good morning.
Q Are you familiar with a statement of

financial accounting standard No. 143, accounting

for asset retirement obligations?

A Yes, I am.
Q What is an ARO? |
A An asset retirement obligation as

defined by FAS-143 is a legal obligation to expend

moneys in the future related to asset retirement

obligations.
Q Are -- what's a liability?
A A liability is a reguirement to

expend cash in the future.

Are ARQOs liabilities? }

S A ST PR

Yes, they are.
Doegs UE currently have AROs?

Yes, 1t does.

cor 0 P

What are they?
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1 A They are obligations to expend cash
P in the future for the retirement of assets.
3 0 Are you finished?
4 A Yes. That's adequate.
5 Q Specifically what -- what are the

6 ARQOg that UE has reported?
7 A Oh, I'm sorry, I don't think I ﬁ
8 understood your guestion earlier. Examples of ﬁ
9 AROs would be our obligation to decommission the
10 Callaway nuclear plant at the end of its life. We
11 have certailn other asset retirement obligations as
12 defined by FAS-143 related to obligations to
13 remove certain structures like water intake
14 structures at power plants at the end of their
15 lives.

16 MR. SCHWARZ: May T approach the

17 witnesg?

18 JUDGE DIPPELL: Yes.

19 0 (BY MR. SCHWARZ) Mr. Lyons, I have
20 handed you three sheets of paper which I will

21 suggest are portions of Ameren's 2003 annual

22 report. Would you take a look at those pages for

23 me?
24 A I'm familiar with the pages.
25 Q Thank you. These pages -- the 3

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




TRANSCRIPT OF PROCEEDINGS 9/23/2004

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Page 1533
second two pages suggest that an accounting

reclassification was made. Would you agree with
that?

A That 1is correct.

0 Is the $694 million at December 31
of 2003 Union Electric's estimate of its rate
collections to date for net salvage that it has
vet to expend?

A That 1is an estimate that was
prepared at the time we adopted FAS-143, and it
relates to all of Ameren's rate regulated
entities.

Q Well, how much of that amount is
Missouri jurisdictional?

A Approximately 400 million. I'd like
Co note that that reclassification was only made
for SEC reporting purposes. The pages that you
have taken here are from Ameren's annual report to
shareholders which conforms to SEC reporting
requirements. A similar reclassification was made
in our FERC Form 1 filing, it was made with the
Federal Energy Regulatory Commission.

MR. SCHWARZ: PFailr enough. I would

ask that this document be marked as an exhibit and

entered into the record.

r— e
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1 JUDGE DIPPELL: We'll mark that as ]

2 Exhibit No. 147. Would there be any objection to
3 Exhibit 1477?
4 MR. BYRNE: ©No, Your Honor.
5 MS. O'NEILL: No objection, but I
6 would like to get a copy of 1it.
7 MR. SCHWARZ: Oh, I'm sorry.
3 JUDGE DIPPELL: All right., I will
9 admit Exhibit No. 147.
10 Q (BY MR. SCHWARZ) What is the
11 current average depreciation rate applicable to
12 all of UE's depreciable plant?
13 A Well, the rates vary by property
14 group, but generally they're in the 2 to 4 percent
15 range.
16 0 Do you know what the corresponding
17 average composite gervice life of UE's plant is?
18 A Well, that would translate into an
19 average life of 30 to 35 vears, 1 suppose.
20 Q Okay. With respect to the net
21 salvage issue, can you tell me the approximate
22 value of the difference in revenue requirement
23 between thé Staff and UE in the last earnings

24 complaint case?

25 A Not off the top of my head, I

T o

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




TRANSCRIPT OF PROCEEDINGS 9/23/2004

ool W

10
11
12
13
14
15
16
17
18
15
20
21
22
23
24

25

Page 1535

cannot.

0 If the Public Service Commigsion
adopts Staff's approach in this case, will Union
Electric accept and observe that, for instance, in
the pending Empire rate case?

A I cannot solely make that
determination. I would -- could -- could you
repeat the question?

Q I'll rephrasge it, if I might. If
the PSC reaffirms or adopts the Staff's approach
in this case, will you recommend to Union Electric
that it accept that approach for purposes of its
intervention in the Empire rate case?

A I would not. I believe that my
testimony speaks to my belief that the standard
method is the most appropriate method for the
recognition of retirement costs for net salvage
costs as we've discussed in this hearing. My
personal recommendation would be to continue to
support and recommend the standard approach.

Q And would it be -- is it your
opinion, if you have one -- well, what is your
opinion of the position of those to whom you
report, should the PSC adopt the Staff's approach

in this case?
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MR. BYRNE: TI‘m going to object to
the question because it calls for speculation.

MR. SCHWARZ: I asked for his
opinion. If he has one. Of those tco whom he
reports.

MR. BYRNE: He obviously can't know
what other people think on a --

MR. SCHWARZ: I understand that. I
didn't ask him what other people think. I asked

him of his opinicn.

JUDGE DIPPELL: You're asking him of

his opinion of what his superiors believe?

MR. SCHWARZ: Of what they will do.

MR. BYRNE: That's even more
speculative than what they believe.

MR. SCHWARZ: Well, I asked him if
he has an opinion. And whether or not he has an
opinion is not speculative. Let me rephrase --

JUDGE DIPPELL: I will let him tell
yvou if he has an opinion, but I will not let him
tell you what he thinks others will do.

MR. SCHWARZ: Fair enough.

Q (BY MR. SCHWARZ) Do you have an
opinion as to what your superiors might do?

A I do not.

urTstw—3

i
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MR. SCHWARZ: That's all I have for
Mr. Lyons.

JUDGE DIPPELL: Thank you, Mr.
Schwarz. Okay. Mr. Lyons, we're in the same
situation that we were with Mr. Sherwin. I think
some of the Commissioners may have gquestions for
you, so I'm going to hold you for those questions.
But for now, we'll go ahead and go to see if
there's any redirect based on the cross
examination from Laclede? I'm sorry, from Ameren?

MR. BYRNE: I don't have any
redirect, Your Honor. So far.

JUDGE DIPPELL: All right. All
right, then, Mr. Lyons, I'll let you step down and
ask you to remain to be recalled if there are
further Commission guestions. Thank vyou.

THE WITNESS: Thank you.

JUDGE DIPPELL: Okay. Let's go
ahead and take just a five minute break to regroup
here, and then we'll go back on the record at 20
after. Thank you. We can go off the record.

{Off the record.)

JUDGE DIPPELL: Let's go ahead and
get started again. Qkay. Um, I think what we'll

go ahead and do is go ahead and go to Miss Schad

RS T DR
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1 and wait for all of the Commissioners who may have

2 guestions for the other witnesses to come in

L O A Py T

3 before we call them back up to the stand. 8o can

4 we move on, then, to Miss Schad for Staff?

5 MR. SCHWARZ: Yes. I think. :
& (Witness sworn.) ;
7 JUDGE DIPPELL: Whenever you're :

8 ready, Mr. Schwarz.
9 ROSELLA SCHAD, testified as follows:

10 DIRECT EXAMINATION BY MR. SCHWARZ:

11 Q Would you state your name for the

12 record, please? é
13 A My name is Rosella Schad. é
14 Q And by whom are you employed? %
15 A The Missouril Public Service

16 Commission.

17 Q And are you the same Rosella Schad

18 that has caused to be filed and marked ag exhibits i

e e e s

19 in this case the supplemental direct testimony and
20 supplemental rebuttal testimony both NP and HC in
21 this case?

22 A Yes.

23 0 Po you have any corrections to make
24 to those prefiled testimonies?

25 A No.
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Q If I asked you the same gquestions

today as in your prefiled testimonies, would your
answers be the same?

A Yes.

Q Are those answers true and correct,
to the best of vour information and belief?

A Yes.

MR. SCHWARZ: I would offer Miss
Schad’s testimony into the record, and tender her
for cross examination.

JUDGE DIPPELIL: Okay, Ms. Schad,

I'll ask you to speak into the microphone a littie
bit better when vou speak.

THE WITNESS: Okay.

JUDGE DIPPELL: Are there any
objections, then, to -- I'm sorry, did you offer
both exhibits, Mr. Schwarz?

MR. SCHWARZ: Yes, ma'am. é

JUDGE DIPPELL: Are there any :
objections to Exhibit No. 14072

MS. OQ'NETLL: No.

MR. LOWERY: No cbjection.

JUDGE DIPPELL: Then I will receive

Exhibit 140 into the record.

Is there any objection to Exhibit

f——— v .- —
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No. 141, both the non-proprietary and the highly
confidential version?

MR. LOWERY: None.

M5. O'NEILL: No.

MR. PENDERGAST: Your Honor, the

only thing that T would note on that is that we do

have some objections to testimony that has been
submitted that addresses Ameren UE that you have
not yet ruled upon.

And the oniy cautionary note T would
have is that should that be an unfavorable ruling,
which I hope it will not be, that to the extent
that there's other testimony that also addresses
those kind of items that's been provided by Staff,
that she be subject to the same kind of
limitations.

JUDGE DIPPEFLL: Okay. Do you have
-- can -- can you point me to specific parts of
the testimony, or at least more than which --
which kind of items are you talking about? Are
you talking about where Miss Schad discusses that
testimony --

MR. PENDERGAST: Other utilities and
what other people in other cases have recommended

as far as varioug kinds of depreciation
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