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PROCEEDINGS
JUDGE DIPPELL: We're back on the record,
GR-99-315, and we are going to begin with

Mr. wagner. You had a pending motion to strike his
Page 2
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testimony. Do you want to go ahead and argue that
at this time?

MR. POSTON: Thank you.

JUDGE DIPPELL: Staff?

MR. POSTON: In Mr. wagner's surrebuttal
testimony he starts out by saying that he will
comment on the issue raised in rebuttal testimony
regarding the proper use of market to book
adjustment to discounted cash flow model. And the
nhext question that's asked 1is, Have you previously
made comments to bear on this issue, and the
testimony goes into a discussion about something he
had said at a symposium. And every question after
that in the entire testimony is tied into that
symposium. So this 1is not responsive to anything
in staff's testimony, Staff's direct or Sstaff's
rebuttal, and Sstaff moves that the entire testimony
be stricken.

MR. BYRNE: Yes, your Honor. They move to
strike all of Mr. wagner's testimony, but I think
the record will show that Mr. wagner's testimony s

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36002%gLUMBIA, MO 65201

responding to Mr. Broadwater's rebuttal testimony.
Starting on page 3 of his rebuttal testimony he's
critical of Ms. McShane's market to book
adjustment. He says it's inappropriate.

Mr. wWagner is a natural gas stock analyst
and his testimony says that it is appropriate to

Page 3
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make a market to book adjustment, and that if

investors require a 10 percent return as

Mr. Broadwater is saying in that rebuttal
testimony, they are taking about a 10 percent
return on the market value of their investment, not
the book value of the assets underlying it.

He also says 1in his testimony that their
natural gas LDCs currently have a market to book
ratio of 180 percent, which is responsive to the
statement on page 3, line 20 where Mr. Broadwater
assumes that a company stock 1is trading at book
value. I guess the primary concern Staff has is
that Mr. wagner also testified that he's always
held these views, and when he made a remark at a
symposium in Columbia, he was talking -- where he
said gas utilities should be permitted to earn 8 to
10 percent on their investment, he was talking
about the market value of the investment, not the
book value. I think that's responsive to

ASSOCIATED COURT REPORTERS, INC.
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Mr. Broadwater's testimony as well.

And for that matter, Staff has used
Mr. Wagner's statement in other proceedings to
imply that he was -- that he was referencing the
book value. And so I think it's helpful to the
Commission to clarify that. I think all the
testimony, all two pages of it is directly
responsive to the Broadwater testimony beginning at

page 3. Thank you.
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JUDGE DIPPELL: But you're not suggesting
that he's responding directly to -- that staff
hasn't quoted him this time or said that --

MR. BYRNE: They did not quote him this
time, that's true. They did not quote him this
time, but in his testimony he's responding to their
opposition to the market to book adjustment, which
is contained on page 3 of Broadwater's testimony.

JUDGE DIPPELL: Did any of the other
parties have any response to this motion?

MR. POSTON: Can I add one more thing?

JUDGE DIPPELL: (Nods head.)

MR. POSTON: Even the final or second to
Tast question where he does bring in the 180
percent, it's still responding to his position at
the symposium.

ASSOCIATED COURT REPORTERS, INC.
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MR. BYRNE: But it also responds to
Mr. Broadwater's testimony that addresses this
issue.

JUDGE DIPPELL: I'm going to allow 1it. I
think it's very loosely responding to
Mr. Broadwater's testimony, but if Laclede feels
this is necessary evidence to make its position,
I'm going to let you put that witness on and let
the other parties question him on 1it.

MR. BYRNE: Thank you. So I guess I'll
call to the witness stand Mr. wagner.

Page 5
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JUDGE DIPPELL: Would you please spell

your last name for the court reporter?
MR. WAGNER: W-A-G-N-E-R.
(WITNESS SWORN.)
JUDGE DIPPELL: You may go ahead,
Mr. Byrne.
ZACH WAGNER, being first duly sworn, testified as
follows:
DIRECT EXAMINATION BY MR. BYRNE:
Q. Could you please state your name,
Mr. wagner?
A. Zach wagner.
Q. And by whom are you employed?
A. Edward Jones.
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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5

Q. And 1in what capacity are you employed
there?

A. I am the natural gas analyst.

Q. Are you the same zach wagner who caused to

be filed in this proceeding surrebuttal testimony
that's been marked as Exhibit No. 107

A. Yes, I am.

Q. And do you have any corrections you would
Tike to make to that surrebuttal testimony?

A. I do not.

Q. Are all of the answers to the questions 1in
that surrebuttal testimony true and correct to the
best of your knowledge and belief?

A. Yes, they are.
Page 6
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Q. If I was to ask you those same questions
contained in that testimony here today when you're
under oath, would your answers be the same?
A. They would be the same.

MR. BYRNE: I'd 1like to offer Exhibit 10
and tender Mr. wagner for cross-examination.

JUDGE DIPPELL: Are there any objections
to Mr. wagner's testimony other than the one we've
previously ruled on?

MR. POSTON: I'm sorry?

JUDGE DIPPELL: Any other objections to

ASSOCIATED COURT REPORTERS, INC.
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Mr. --

MR. POSTON: Oh, no.

JUDGE DIPPELL: In that case then I will
receive it into evidence.

(EXHIBIT NO. 10 WAS RECEIVED INTO EVIDENCE
AND MADE A PART OF THE RECORD.)

JUDGE DIPPELL: And is there
cross-examination by Ameren UE?

MS. KNOWLES: No, no questions.

JUDGE DIPPELL: Public Counsel?

MR. MICHEEL: Yes, I have some questions,
your Honor.
CROSS-EXAMINATION BY MR. MICHEEL:

Q. Mr. wagner, do you believe that in terms

of an investor's risk aversion and required rate of
return that an investor would view Laclede Gas

Page 7
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differently than she would view, for example,

General Electric Company?

A. I think there are differences between the
two companies. What I would say is that the
utility industry 1is generally perceived as being a
more conservative or Tower risk industry than, say,
a General Electric or any other non-utility type
investment. So I would probably make the case that
most individual investors would view a utility

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§0LUMBIA, MO 65201
7

generally as being a more conservative investment
than General Electric.

Q. Let's unpack that there are various
utilities and Tet's talk about the Tocal
distribution company utilities. How would they
rate in terms of -- in your opinion in terms of
investors' risk analysis of, for example, Tocal
distribution companies versus electric companies?

A. versus electric utilities, I would say
it's difficult to generalize. I prefer to look at
it on a case-by-case basis with companies with
which I'm familiar. So I would just say it's
difficult to make a generalization like that.

Q. what local distribution companies do you
track?

A. I follow about 30 of them.

Q. And they are all local distribution
companies?

A. Not all of them. There's a few, you know,
Page 8
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Targer pipeline companies.

Q. As an analyst covering the natural gas
industry, is it correct that you make stock
recommendations to the customers of Edward Jones?

A. That is correct.

Q. And so investors who are customers of

ASSOCIATED COURT REPORTERS, INC.
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Edward Jones, they have the benefit of your
analysis and knowledge and indeed your
recommendation in deciding whether they should make
an investment or to liquidate an investment in an
LDC; isn't that correct?

A. That's correct.

Q. In formulating your analysis with respect
to the Tocal distribution companies that you
follow, do you consider the regulatory environment
based by an LDC as part of the company's basic
business risk?

A. The regulatory environment faced by a
company I follow is very material and relevant to
my recommendations.

Q. So when you make a recommendation, you
have already considered the company's regulatory
environment; is that correct?

A. Yes.

Q. Are you aware that Missouri utilizes an
original cost rate base rate of return regulation
generally?

Page 9
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A. I am not that familiar with Missouri

regulation.
Q. oOkay. Do you follow specifically Laclede
Gas Company?
ASSOCIATED COURT REPORTERS, INC.
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A. I do not.

Q. Are you aware that Laclede recently issued
$25 million worth of equity?

A. I am aware of that.

Q. And are you aware of whether all that
equity was placed?

A. I do not know that.

Q. Okay. Let me ask you this: How did you
come to be involved 1in this proceeding?

A. Can you clarify that question?

Q. who asked you to testify?

A. I was contacted by Laclede Gas, and they
indicated that as a result of my speaking at the
Financial Research Institute symposium in Columbia,
Missouri in March, that some of my comments had
shown up in rate cases 1in Missouri, and they asked
to speak with me about that subject.

Q. Thank you very much, Mr. wagner.

JUDGE DIPPELL: Staff?

MR. POSTON: I have no questions. Thank
you.

JUDGE DIPPELL: Are there questions by the
Bench, vice chair Drainer?

COMMISSIONER DRAINER: Yes, just a
Page 10
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couple.
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QUESTIONS BY COMMISSIONER DRAINER:

Q. Good morning, Mr. wagner.

A. Good morning.

Q. office of the Public Counsel's attorney,
Mr. Micheel, was asking you about the companies
that you are familiar with. And do you, although
you are a gassed analyst, do you track any electric
or telecommunications utilities?

A. well, we have about 20 analysts 1in our
research department, and we are segmented by
industry, so we have a telecom analyst, we have an
electric utility analyst, and we have a natural gas
analyst.

Q. But do you have discussions with them
about their regulated utilities as compared to the
gas utilities that you track?

A. I would say that there are discussions
primarily between myself and the electric utility
analyst.

Q. And those discussions do you -- have you
made any conclusions or do you have any impressions
as to whether the electric utilities are more
volubTle or have a higher risk than the gas LDCs?

A. I would say, again, I do not want to make
a generalization, because there are many, many

ASSOCIATED COURT REPORTERS, INC.
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utilities as you know, and they differ in each
individual --

Q. oOkay. But I'm just asking for your
impression as when you Took at, 1like, an Ameren UE
as compared to Laclede. Wwhen you've Tooked at
those, do you have any impression as to whether
it's more voluble?

A. I could not say whether Laclede 1is higher
risk or lower risk than Ameren UE. I do not follow
Laclede formally. And my electric analyst is much
more familiar with Ameren, so .

Q. when you Took at the rate of returns or
the return on equity at electric utilities received
and compared to gas utilities, are they
comparable? Are they higher, are they Tower?

A. off the top of my head I cannot answer
that question.

COMMISSIONER DRAINER: oOkay. Thank you.
I have no other questions.

JUDGE DIPPELL: 1Is there any recross based
on questions from the Bench?

MR. MICHEEL: No, your Honor.

JUDGE DIPPELL: Then 1is there redirect?

MR. BYRNE: Just a couple, your Honor.
REDIRECT EXAMINATION BY MR. BYRNE:

ASSOCIATED COURT REPORTERS, INC.
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Q. Mr. wagner, Mr. Micheel asked you a Tittle
bit about the differences between the way an
investor perceives a regulated utility and
unregulated business, do you remember that
guestion?

A. I do.

Q. And I think you indicated that there are
some differences in risk, but is it true that in a
broad sense utilities compete with unregulated
companies for investment dollars?

MR. MICHEEL: 1I'm going to object to the
Teading nature of the question.

MR. BYRNE: I don't think the question is
Teading, but .

JUDGE DIPPELL: Can you restate the
guestion?
BY MR. BYRNE:

Q. Okay. well, 1'11 ask it the other way.
Regardless of the differences in risk, do
unregulated investments compete against regulated
investments for investment dollars?

A. AbsoTutely.

Q. So is considering both regulated and
unregulated investment alternatives relevant when
deciding whether to invest in a regulated utility?

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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A. Investors have a lot of options as to what
types of investments they wish to invest in, so

Page 13
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absolutely, I would say that regulated companies

must compete against non-regulated companies for
that money.

MR. BYRNE: That's all I have.

JUDGE DIPPELL: Thank you, Mr. wagner.
You may be excused.

(WITNESS EXCUSED.)

JUDGE DIPPELL: Laclede, you can call your
next witness.

MR. PENDERGAST: Thank you, your Honor.
we call Glenn W. Buck to the stand now.

(WITNESS SWORN.)

JUDGE DIPPELL: Thank you.

You may proceed.
GLENN W. BUCK, being first duly sworn, testified as
follows:
DIRECT EXAMINATION BY MR. PENDERGAST:

Q. Mr. Buck, would you please state your name
and business address for the record?

A. My name is Glenn w. Buck, and I work for
Laclede Gas Company at 720 Olive Street, St. Louis,
Missouri 63101.

Q. okay. And are you the same Glenn w. Buck

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§0LUMBIA, MO 65201
4

that has previously caused to be filed in this
proceeding direct, rebuttal and surrebuttal
testimony that have been premarked as Exhibits 11,
12 and 137

A. Yes, I have.
Page 14
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Q. Do you have any corrections to make to
either your direct, rebuttal or surrebuttal
testimony?

A. Yes, I do.

Q. Please do.
A. They are all to my surrebuttal testimony.
The first one is on page 2 -- I'm sorry -- my

rebuttal testimony. The first one is on page 2 on
Tine 16, reading the -- or substitute or removal of
the word revenue and substitute in the word
collection, so that Tine would now read, Laclede's
customers, period. The company's result in
collection Tag utilizing the accounts.

I also have a correction -- or two
corrections on page 3 of my rebuttal testimony.
The first one is on line 4. I want to remove the
words pulled and, and on 1line 5 insert between the
word staff apostrophe s and calculation the word
filed. So 1ines 4 and 5 would now read, The
staff's Tab was based on a sample of customers

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§OLUMBIA, MO 65201
5

first calculated in the company's last rate
proceeding GR-98-374. And that proceeding was
staff's filed calculation.

Q. Do you have any other corrections to make
in any of your testimony?

A. No, sir I don't.

Q. If I were to ask you the same questions

Page 15
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today that appear in your direct, rebuttal and

surrebuttal testimony, would your answers be the
same?

A. Yes, they would.

Q. And are those answers and the information
contained in any schedules true and correct to the
best of your knowledge and belief?

A. Yes, sir.

MR. PENDERGAST: With that I would tender
Mr. Buck for cross-examination and offer Exhibits
11, 12 and 13 into the record.

JUDGE DIPPELL: 1Is there any objection to
Exhibits 11, 12 with the corrections and 137

Then 1'11 receive those into evidence.

(EXHIBIT NOS. 11, 12 AND 13 WERE RECEIVED
INTO EVIDENCE AND MADE A PART OF THE RECORD.)

JUDGE DIPPELL: Is there cross-examination
from Ameren UE?

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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MS. KNOWLES: No.

JUDGE DIPPELL: Public Counsel?

MR. MICHEEL: I have no questions for
Mr. Buck on this issue.

JUDGE DIPPELL: Staff?

MR. POSTON: Staff has no questions.

JUDGE DIPPELL: And there are no questions
from the Bench.

MR. PENDERGAST: I have just a little

redirect, your Honor, if I could -- no. I'm
Page 16
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kidding.

JUDGE DIPPELL: I don't think I was going
to give you the opportunity.

well, Mr. Buck, you may step down for
now. I believe you are to testify on a different
issue later in the hearing.

THE WITNESS: Yes, I am. Thank you.

JUDGE DIPPELL: Then I believe we're ready
for office of the Public Counsel's first witness.

MR. MICHEEL: Your Honor, we would call
Mark Burdette.

(WITNESS SWORN.)

JUDGE DIPPELL: You may proceed,
Mr. Micheel.
MARK BURDETTE, being first duly sworn, testified as

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§OLUMBIA, MO 65201
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follows:
DIRECT EXAMINATION BY MR. MICHEEL:

Q. Mr. Burdette, would you state your name
and business address?

A. Mark Burdette, Office of the Public
Counsel, Post Office Box 7800, Jefferson City,
Missouri 65102.

Q. And are you the same Mark Burdette who
caused to be filed your direct testimony which has
been marked for purposes of identification as
Exhibit 44, your rebuttal testimony, which has been
marked for purposes of identification as Exhibit 45

Page 17
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and your surrebuttal, which has been marked for

purposes of identification as Exhibit 467

A. Yes.

Q. And do you have any corrections that you
would 1ike to make to those testimonies?

A. No.

Q. And if I asked you the questions contained
in Exhibits 44, 45 and 46, would your answers be
substantially the same or similar?

A. Yes.

MR. MICHEEL: With that, your Honor, I
would move for the admission of Exhibits 44, 45 and
46 and tender Mr. Burdette for cross-examination.

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36002§gLUMBIA, MO 65201

JUDGE DIPPELL: Okay. This may be a
Tittle unusual, but I want to ask to make sure that
I have a correct copy of the exhibit. My exhibit,
the direct testimony, goes through schedule MB
No. 12, yet Mr. Burdette cites on page 16 and 17 an
MB 20; is that a typographical error?

THE WITNESS: What page was the cite?

JUDGE DIPPELL: 16, line 28 and 17, line
13.

THE WITNESS: I think I do have a
correction. Yes. Page 16, line 28 should be MB 9
rather than 20. And the same correction on page
17, 1line -- page 17, line 13 instead of MB 20, MB
9.

JUDGE DIPPELL: oOkay. would you like to
Page 18
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offer those Exhibits for those corrections,
Mr. Micheel?

MR. MICHEEL: Sure. With the correction
just made, and I'd offer 44, 45 and 46.

JUDGE DIPPELL: Are there any objections
to Exhibits 44, 45 and 467

In that case those will be received into
the record with the corrections.

(EXHIBIT NOS. 44, 45 AND 46 WERE RECEIVED
INTO EVIDENCE AND MADE A PART OF THE RECORD.)

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§8LUMBIA, MO 65201

JUDGE DIPPELL: Is there cross-examination
from Ameren UE?
MS. KNOWLES: No, pass.
JUDGE DIPPELL: Staff?
MR. POSTON: No questions. Thank you.
JUDGE DIPPELL: Laclede?
MR. PENDERGAST: Just a few.
CROSS-EXAMINATION BY MR. PENDERGAST:
Q. Mr. Burdette, first of all, good morning.
A. Good morning.
Q. I'd Tike to direct your attention to
page 12 of your rebuttal testimony, if I could,

which I think has been marked as Exhibit 457

A. Yes.

Q Do you have that?

A. Uh-huh.

Q And there you have a general discussion of

Page 19
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the company's proposal to implement a demand charge

in this proceeding and a potential impact on the
company's business risk and hence its return; is
that correct?

A. Correct.

Q. And there you state that any adjustment or
change in revenue stream that reduces the
variability of revenue tends to decrease the risk

ASSOCIATED COURT REPORTERS, INC.
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(573)442—36002C8LUMBIA, MO 65201
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associated with those revenues; is that correct?

A. Correct.

Q. And in your view such a reduction risk
warrants a reduction to the company's authorized
return on equity; is that correct?

A. Correct. Depending on the change in
volatility and reduction of risk, it could warrant
a reduction, that would be correct.

Q. Okay. Were you here yesterday,

Mr. Burdette, when counsel for Public Counsel
discussed Public Counsel's proposal in this
proceeding to reduce the company's residential
customer charge?

A. Yes.

Q. Okay. And do you know by how much Public
Counsel proposes to reduce the customer charge by?

A. I believe it's $2.

Q. And for the cost that would no Tlonger be
recovered, assuming Public Counsel's proposal was

adopted through the customer charge, what's your
Page 20
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understanding of how those costs would then be
recovered?

A. Are you asking me how the company would
collect the difference?

Q. I'm saying under Public Counsel's proposal

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002C2LUMBIA, MO 65201
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if the costs were no longer going to be recovered
through the fixed customer charge, what's your
understanding of what kind of charge they would be

recovered through, that would be a volumetric

charge?
A. I'm not -- I'm not sure of that.
Q. well, are you aware of any other fixed

charges that the company has that it would be
recovered through?

A. No, I'm not aware of that.

Q. well, assume for me, if you will, that

it's going to be recovered on a volumetric basis.

Okay?
A. Ookay.
Q. And if it recovered on a volumetric basis,

are the companies' volumes subject to weather
variability?

A. They are.

Q. okay. And therefore to the extent they
are now recovered on a volumetric basis rather than
fixed basis, the revenues that were previously
collected through the customer charge would be
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subject to additional variability, wouldn't they?

A. correct.
Q. Okay. And Laclede has approximately
ASSOCIATED COURT REPORTERS, INC.
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(573)442-36002chUMBIA, MO 65201
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600,000 customers, over 600,0007

A. okay.

Q. Do you know how many of those customers
are residential customers?

A. I have a rough percentage that I could dig
out for you, 55, 60 percent. 1Is that wrong? No, I
do not know. I don't remember. I don't remember.
I know it's a good chunk, but honestly I don't
remember the exact percentage.

Q. Can we assume that it's -- Tet's just
assume 550,000; is that okay with you?

A. okay.

Q. Okay. And if we're talking about a $2
reduction in the customer charge, that's a $2
reduction in a monthly customer charge; is that
correct?

A. Correct.

Q. oOokay. And $2 for 550,000 customers would
be how much per month?

A. $2, 550,000 per month, 110,000.
$110,000 -- I'm sorry. $1,100,000.

Q. And what would that be on an annual basis?

A. $13,200,000.

Q. That's sounds close enough to me. And so

consequently if we're talking about a reduction of
Page 22
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customer charge of 200,000, we're assuming

550,000 -- or $2 and we're assuming 550,000
customers, on an annual basis that means that we're
taking about $13,200,000 worth of costs that are
now being recovered through a fixed charge, and
we're recovering them through a volumetric charge
which you have indicated is subject to weather

variability and that type of thing; 1is that

correct?
A. Correct.
Q. And since it's subject to weather

variability, would you agree with me that it would

tend to increase the volatility of Laclede's

earnings?
A. Yes.
Q. And, in fact, you use your phraseology,

would this reduction in the customer charge be a
change 1in the revenue stream that increases the
variability of revenues and thus tends to increase
the risk associated with those revenues?

A. Same potential for increase, correct.

Q. And would it be therefore something that
would potentially warrant an increase in the
company's return on equity and consideration of
this increase?

ASSOCIATED COURT REPORTERS, INC.
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A. I would certainly Took at that, yeah.

Q. And can you tell me how much of an
increase in the company's return on equity it would
potentially warrant?

A. No.

Q. well, how would you go about calculating
the increase in return on equity that would be
warranted by such an adjustment?

A. I'm not exactly sure how I would go about
it. We've tried to quantify changes like this
whether it's a weather normalization clause, the
guantification was difficult.

Q. okay.

A. I don't know that I would know what I was
going to do for sure until I really got into it.

Q. well, in view of the fact that you're not
sure how you would calculate how much of an
increase in return on equity would be warranted by
something that increases the company's earnings
volatility, is it safe to assume that you also
haven't been able to calculate what type of
reduction an ROE would be warranted by something
that decreases the company's earnings volatility?

A. Correct. I have not made a quantitative
analysis.

ASSOCIATED COURT REPORTERS, INC.
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Q. And you make a recommendation to the
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commission in your testimony that this could
decrease our risk and hence our required return.
Since you haven't offered any quantification
calculation or other indication of what -- and to
what extent it does so and are unable to perform
that kind of calculation, what would you suggest
the Commission do with that information?

A. If the Commission feels it's important and
it's something that they should consider, I don't
know every avenue or procedure the Commission has
for gathering information or gathering data. If
they felt it was important enough, I would think
that they would -- that staff would attempt to
analyze, ask for information, open a case. I don't
know what the procedure would be, but I would
expect the Commission to do what they felt
warranted.

Q. okay. So your testimony would be that if
the Commission were to go ahead and look at your
testimony here and say, well, Mr. Burdette says
that this demand charge proposal may reduce the
company's risk and hence its required return, the
commission would have to have some additional
proceedings in order to go ahead and make some

ASSOCIATED COURT REPORTERS, INC.
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reasonable determination of what the magnitude of
that might be; 1is that what you're saying?
A. I haven't done an analysis that I could
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make a -- I could not make a recommendation at this

time.

Q. okay. And therefore the Commission, at
Teast based on any recommendation you've made,
couldn't make an adjustment in our required return
on equity; isn't that correct?

A. Correct.

Q. Okay. And are you aware of any other
evidence in this record that has suggested some
kind of quantification of any reduction in risk
associated with the company's rate charge proposal?

A. I'm not aware either way.

Q. okay. Are you familiar with PubTlic
Counsel's proposal in this proceeding to remove
capacity release and off system sales revenues from
the company's PGA clause and imputed level of those

revenues in this case?

A. I believe so. 1Is there a subject name or
Tike a --

Q. Capacity release and off system sales
revenue?

A. okay. 1I'm aware.
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Q. And is it also your understanding that
under Public Counsel's proposal, like any other
item of assumed revenue, Laclede would absorb
100 percent of any decrease in those revenues for
the imputed level inbetween rate cases?

A. I'm not fully informed on the issue. To
Page 26
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my understanding that sounds accurate, but I'm not
sure.

Q. And conversely be able to retain
100 percent of any increase in those revenues above
that Tevel?

A. I believe so.

Q. Okay. And would that tend to increase the

volatility of Laclede's earnings?

A. I would have to Took into the -- I'd have
to lTook into that deeper to make a -- to make a
decision.

Q. well, assume for me, Mr. Burdette, that

right now those revenues are accounted for in the
company's PGA clause, and if they don't decrease,
the company does not get to retain 30 percent what
it used to retain, but it doesn't Tose money, would
you make that assumption for me?

A. I'm assuming that -- I'm sorry. Repeat it
one more time.

ASSOCIATED COURT REPORTERS, INC.
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Q. Yes. That under the existing PGA clause,
if there's a decrease in those revenues, while the
Company will not be able to collect 30 percent of
its share under the incentive mechanism, it will
not lose money under those particular
circumstances --

A. okay.

Q. -- other than opportunity cost?
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A. okay.

Q. And if that's the case, and now you're
putting it in base rates and the Company stands the
possibility of Tosing 100 percent of any decrease
from those revenues, assume that's correct, under
those circumstances would Public Counsel's proposal
tend to increase the volatility of the Company's
earnings?

A. If I understand what you're saying under

the specific circumstances you're 1listing, then it

could -- it could tend to increase volatility,
correct.
Q. okay. And once again, to use your

phraseology, if it did increase volatility in the
Company's earnings, that would tend to increase the
risk associated with those revenues, wouldn't it?
A. Potentially, yes.
ASSOCIATED COURT REPORTERS, INC.
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Q. And once again, that would be something
that would potentially warrant an upward adjustment
on Laclede's return on equity?

A. It would warrant a consideration. My
opinion is not against the Company. It's not
against anything. My overall opinion 1is anything
that affects the variability of earnings increases
variability, decreases variability has a potential
impact on ROE.

Q. okay.

A. So I would look at them up or down.
Page 28
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Q. oOkay. And I guess I'm just kind of
curious given that you're Tooking at -- wanting to
Took at both those that go up and those that go
down, why in your testimony you focused only on the
demand charge proposal that in your view tends to
go ahead and decrease the Commission's risk, and
you didn't focus on Public Counsel's proposal,
which we've just discussed, would increase earnings
volatility and tend to increase our risk and why
you didn't focus on this imputation of capacity
release revenues? 1Is there a reason why you only
focused on this one?

A. I wrote only on demand charge, because
that's what I was asked to write on.

ASSOCIATED COURT REPORTERS, INC.
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Q. Can you tell me who asked you to do that?

A. with -- no. No. It could be my immediate
supervisor, Russell Trippensee, it could have been
in discussions with Mr. Micheel or an economist of
Public Counsel. I don't know who specifically
said, Please write the testimony.

Q. You don't recall. But whoever it was they
didn't tell you that you ought to take a Took at
this demand charge proposal and at the same time be
sure to check out my proposed reduction of the
customer charge, they didn't ask you to do that,
did they?

A. Correct.
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Q. Okay. And they didn't say while you're

Tooking at earnings volatility and what may
increase or decrease the Company's risk, be sure
and look at our proposal to impute capacity release
and off systems sales revenues?

A. Correct.

Q. Do you think they should have?

A. I don't have an opinion on that.

Q. Are you familiar, Mr. Burdette, with
Staff's proposal of the Company's recent gas supply
incentive proceeding case to establish a fixed rate
to govern the company's recovery in its gas supply

ASSOCIATED COURT REPORTERS, INC.
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and commodity cost?

A. vaguely.

Q. And is it your understanding that that's
in place of the current rate structure which
subject to some incentive provisions for which the
Company to increase or decrease its rates as
hecessary to recover below through increases or
decreases in the market index price of gas?

A. vaguely. Not in a way that I can -- it's
not my issues. I can't answer questions on
something that's not my qissues.

Q. Let me ask you this: Did you review
Mr. Fallert's surrebuttal testimony in this case 1in
preparing to take the stand?

A. I would have read it, yes. I did read it,

yes.
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Q. well, do you recall him indicating that
Staff's fixed rate proposal would subject the
Company to a potential under recovery of
$52 miTlion based on current market conditions?

A. If it was in that testimony, I read it.

Q. And assuming that Mr. Fallert's right and,
of course, nobody asked him any questions about
that yesterday when he was on the stand, if it
would, in fact, have that proposal, is that an

ASSOCIATED COURT REPORTERS, INC.
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adjustment that would tend to increase volatility
of the Company's earning and hence 1its required
return on equity?

A. I don't know enough about the 1issue
offhand to make a -- it's not my issue. I mean --

Q. Ookay. well --

A. -- I would hesitate to comment very much
on an issue that I haven't researched and
analyzed.

Q. well, let's just assume that you know
nhothing about that particular issue, but let's
assume further that we are now being asked to -- or
if there's a proposal that we operate under a rate
structure under which we would be in immediate
jeopardy of under recovering our gas cost by
$52 million, assume that for me.

A. Yes. Okay.

Q. Is that something that you would view as
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increasing the volatility and variability of our

earnings?
A. Potentially, yes.
Q. And can you tell me what the company's net
income is?
A. Not off the top of my head. I would have
to dig it out of --
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Q. Around 25 million sound about right?

A. I'1T take your word for 1it.

Q. And if something would go ahead and
subject us to earnings variability that's double
our net income for an entire year, would you view

that as a significant increase in earnings

volatility?

A. If we make all the assumptions to get to
the end --

Q. Yes.

A. -- that it's indeed 52 million and 1it's

indeed everything else, yes, that would be
significant.

Q. Okay. well, you're here to provide
testimony to the Commission about what Laclede's
risks are on a going forward basis, is that
correct, and how that should be factored into its
required return on equity?

A. Yes.

Q. And did anybody from Public Counsel at any

point come to you and say, There's a proposal over
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here to substantially change the way the Company
recovers its cost, its gas cost, would you please
take a Took at that and see what impact it has on
its risk, did anybody ask you to do that?
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A. No, I do not believe so.
Q. well, if we were in a situation where, you

know, suddenly we're put in jeopardy or perhaps
Tosing money equivalent to a couple of years or a
net income, we're starting to Took kind of like a
wild cat or drilling in the field, aren't we, as
far as the risk -- riskiness is concerned?

A. I haven't analyzed any -- many drilling in
the fields of the Company, so I wouldn't make that
comparison.

Q. what kind of company would you compare us
to if that were the case?

A. If that were the case, I would look at
Laclede and start from there. You're asking me to
assume something about Laclede and then try to
decide which companies I would assume comparable,
and I wouldn't make that jump.

Q. well, has it been your experience that
it's typical for utilities to go for a couple of
years with no net income?

A. Not typically, no.

Q. Okay. Are there any companies included 1in
your analyses in these proceedings that have gone a
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couple of years without any net income?

A. NO.
ASSOCIATED COURT REPORTERS, INC.
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Q. Can you cite for me one utility that's
gone a couple of years without any net income?

A. ET Paso Electric might have been their
history, but off the top of my head without looking
at value 1line or looking at financial statistics, I
couldn't pull one out of the air, no.

Q. So maybe one, but you're not sure?

A. Yeah. That's what I said. I'm not aware.

Q. Okay. 1If I could ask you, please,

Mr. Burdette, to turn to page 35 of your direct
testimony.

At page 35, I believe it's 1line six and
seven, you say since the required rate of return
for any given investor is based on both the
perceived riskiness of the security and return
opportunities available in other segments of the
market, it can be easily demonstrated when
perceived riskiness 1is increased, the investors
required return is also increased and the market
value of the investment falls into its value, less
by the marginal investor; is that correct?

A. Correct.

Q. Okay. And when you say, Return
opportunities available in other segments of the

market, what other segments of the market are you
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referring to there?
A. It would be generally other opportunities
for the investor.
Q. You're not, in making this statement,

imposing any kind of artificial constraint on what
segments of the market the investor looks at, are
you?

A. No. I believe an investor would -- each
investor would have their own segments of the
market they might be interested in, which segments
of the market fit their risk profile. I don't
think that's a limiting statement at all.

Q. Okay. And since it's not a Timiting
statement we're talking about, return opportunities
available, and I suppose all other segments of the
market, but those include that segment of the
market that Mr. Olson has referred to in his
testimony?

A. well, given that Mr. Olson referred to the
Corporate American and it would our responsibility
to find that as pretty much every equity investment
available in the country, yeah, it would have to.

Q. Okay. So when the investor does his
analysis and determines what his required rate of
return is, he is going to Took at Corporate

ASSOCIATED COURT REPORTERS, INC.
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American, he's going to Took at all these companies
that Mr. Olson filed testimony on and gave
information on what the returns were, right?

A. I don't know what he would Took at. They
would be available for him to look at.

Q. well, you just said that since the
required return for any given investor is based on
both the perceived riskiness of the security and
return opportunities available in other segments of
the market. Now, you're saying now he won't Took
at other segments of the market?

A. No, not at all. 1I'm saying that I'm not
going to say what a specific investor might do.

Q. okay.

A. Yeah. 1If you want to think there's one
investor out there who is going to do an analysis
on every other single company in the market, that
person might be out there. There's probably other
investors who are only Tooking at utilities or only
Tooking at companies under a particular beta or
whatever it is, but I'm not going to categorize a
particular investor that, you know --

Q. But you're saying here that investors
generally are going to look at other opportunities,
other segments of the market, and you're not

ASSOCIATED COURT REPORTERS, INC.
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Timiting what those segments are going to be?

A. what they may look at, correct.
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Q. okay. 1If you could please turn to page 27

of your -- on 27 of your direct?
A. Okay.
Q. And there you have a statement from

Bluefield; is that correct?

A. correct.

Q. And this statement 1is included under a
section of your testimony called Appendix D, legal
requirement for a fair rate of return; is that
right?

A. Ccorrect.

Q. Okay. And let's just start looking at the
first Tine here of the Bluefield case. It says, A
pubTic utility is entitled to such rates as will
permit it to earn a return on the value of the
property which it employs for the convenience of
the public. when it says, value of the property,
what's your understanding of what value means?

A. well, my interpretation specifically in
this arena is rate case, what this Commission and
this State has determined is the fair value on
which to earn a return and that's rate base.

Q. Rate base. oOkay, fine. But is there

ASSOCIATED COURT REPORTERS, INC.
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anything in the words value that suggest original
cost rate base?

A. No more so than it would suggest market
value.
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Q. Okay. It doesn't answer that question one

way or another in your view?

A. It says the value of the property.

Q. okay. And when you go out and you think
about the term value, do you always think about it
in terms of original cost?

A. I guess that would depend on what you're
talking about.

Q. Okay. So you don't always think about it?

A. No.

Q. And then as it continues on it says that a
pubTic utility is entitled to such rates as
permitted to earn a return on the value of the
property equal to that generally being made at the
same time and the same general part of the company
on investments in other business undertakings. Do
you see that?

A. Uh-huh.

Q. when it says, Equal to investments and
other business undertakings, what's your
understanding of the word other?

ASSOCIATED COURT REPORTERS, INC.
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A. Any, all inclusive. I mean, what is
available? I'm not sure I understand the question.
Q. Let me ask you this: Wwhen it says
"other", 1is it your understanding that it's
referring to setting a return based on the risk of
the company that you're setting a return for; is

that what you think it means by other?
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A. I don't understand the question.

Q. Okay. When it says that you have to set a
return equal, would that generally be made at the
same time and same general part of the company on
investments and other business undertakings? oOkay?

A. I would --

Q. Does that suggest to you that you're
supposed to look at other companies and what
investments are doing there, what the risk of those
other companies are?

A. Yes.

Q. Okay. 1Is there anything here in this
standard that you have cited that says, Do your
analysis instead on a company-specific basis, where
instead of looking at other companies with
corresponding risks, you're just looking at the
company that you're setting the return for?

A. I don't think this speaks to an analysis

ASSOCIATED COURT REPORTERS, INC.
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at all. It talks about considering risk.

Q. well, it talks about how you drive a fair
return, doesn't it?

A. Yes.

Q. Okay. And does it say or does it imply or
does it suggest in any manner that in deriving that
fair return, you do it by looking at the risk and
Tooking by reference to the company that you're
deriving the return for exclusively, does it say
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that:

A. No.

Q. would it suggest that, in fact, what
you're supposed to do is Took at other companies
with similar risks?

MR. MICHEEL: At this point I'm going to
object. I mean, the corp opinion speaks for
itself. Mr. Burdette has already testified that he
does not agree with counsel's interpretation. I
mean, it's been asked and answered.

MR. PENDERGAST: I don't think he's
disagreed with my interpretation at all. And this
is the standard that he's put in his testimony, and
he says 1is the standard that this Commission should
use 1in deriving a fair return. I think it's --

THE WITNESS: I think I can answer the

ASSOCIATED COURT REPORTERS, INC.
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guestion.

JUDGE DIPPELL: I'm going to let the
witness answer.

THE WITNESS: I don't believe it speaks to
the method of analysis. It says that the return
the utility receives should be commensurate and in
Tine with risks of other companies. It doesn't say
that you have to look at those other companies for
your analysis. It says whatever you come up with
for the utility, should be in Tine with the other
companies. That doesn't tell me that I need to do

any particular sort of analysis except to consider
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the utility and potentially consider other
companies.
BY MR. PENDERGAST:

Q. Potentially consider other companies?

A. To the point that it's relevant. Laclede
is a company that it's easy to find comparable
companies. I believe that it's very relevant and
important to look at other companies compared to
Laclede. I don't read anything in here that says
that I can't also look at Laclede.

Q. Do you read anything in there that says
you should Took at Laclede only?

A. I don't read anything in here that tells

ASSOCIATED COURT REPORTERS, INC.
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me how I should do my analysis at all.

Q. Do you read something in there that says
in your view that the return established for
Laclede has to be based on returns that are
expected for other companies with similar risk? Do
you read that in there?

A. That it has to be based on, no, I do not.
I read that it should be in Tine with those, not
based on them.

Q. Okay. 1It has to be consistent with?

A. correct.

Q. Okay. And when it says other companies or
other business undertakings, is there anything in
there that says that those have to be public
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utilities?

A. No.

Q. okay. And at the very end of that it
says, Rate of return may be reasonable at one time
and become too high or lTow by changes affecting
opportunities for investment, the money market and
business conditions generally; 1is that correct?

A. Uh-huh.

Q okay.

A. Correct.

Q I'd Tike to explore with you a Tittle bit

ASSOCIATED COURT REPORTERS, INC.
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about the phrase, Changes affecting opportunities
for investment. Can you tell me if you're trying
to drive a return, and you're trying to determine
whether it's too high or too low by changes
affecting opportunities for investments, what
generally thumb-nail sketch within the
opportunities for investments and changes in those
over the Tast 10 years, Mr. Burdette?

A. I don't understand what you're asking.

Q. How have opportunities for investment for
the average investor changed over the last 10
years?

A. I would say a greater choice of
alternative forms of securities, derivatives,
mutual funds. Generally I would say greater,
greater opportunity.

Q. Greater opportunity and would you also say
Page 42
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certainly greater opportunity for higher returns
over the last 10 years?

A. Greater opportunity for higher returns,
yes.

Q. okay. 1If you would please turn to page 7
of your rebuttal testimony?

A. Rebuttal?

Q. Yes, please. Beginning at line 4, you

ASSOCIATED COURT REPORTERS, INC.
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talk in terms of the companies that Ms. McShane
used in her analysis; is that correct?

A. correct.

Q. okay. And you say one of Ms. McShane's
selections, Atmos Energy, has operations within the
jurisdiction of MPSC; 1is that correct?

A. correct.

Q. And that to avoid circularity many
analysts do not use comparison companies operating
in the same jurisdiction as the company being
analyzed; is that right?

A. correct.

Q. when you say to avoid circularity, what do
you mean by that?

A. I mean that if this Commission were
setting rates for Laclede Gas, and they only
considered other decisions for Missouri-based
utilities, and this Commission tended to go one way
or the other, if this Commission tended to go high
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or we tended to go Tow, tended to be hard on the

company, tended to be soft on the company, and they
only considered other Missouri utilities when
considering Laclede, then they could compound any
potential problem.
Q. oOkay. sSo it's kind of a compounding
ASSOCIATED COURT REPORTERS, INC.
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affecting? Maybe you have a regulatory environment
or, you know, other factors that for whatever
reason are having an impact one way or another on a
utility, and what you're trying to do is screen out
those impacts by not using companies operating in
the same jurisdiction; is that right?

A. Correct.

Q. And, in fact, when you do your analysis of
other companies, you screen those out yourself,
don't you, Missouri utilities?

A. Except for the utility that's being
analyzed, correct.

Q. Except for the utility being analyzed.
okay.

And Atmos Energy, do you know how much of
its operations are in Missouri?

A. From a long ago case, I'm remembering I
thought it was about 10 percent, but I do not know.
Q. 10 percent. So here we have a company,
Atmos Energy, that has 10 percent of its operations

in Missouri, and that would imply that it has

90 percent of 1its operations outside Missouri?
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A. That would be reasonable, yes.
Q. And you're concerned enough about this
circularity thing that you think that even
ASSOCIATED COURT REPORTERS, INC.
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considering a company that only has 10 percent of
its operation in Missouri or 10 percent of 1its
operations are impacted by whatever happens 1in
Missouri, is an inappropriate thing and that
company ought to be excluded; is that correct?

A. I haven't made a determination on what
percentage is appropriate or not. I chose a
criteria of zero operations in Missouri, which was
quite consistent with what I had seen done in
regulatory proceedings.

Q. But at the time you made this evaluation
and you made this criticism of Ms. McShane, I mean,
you knew that Atmos Energy only had a relatively
modest percentage of its operations in Missouri,
didn't you?

A. correct.

Q. And despite that fact you still thought
that these circularity concerns were substantial
enough that you needed to put into testimony or
criticism of her use of Atmos Energy; isn't that
correct?

A. Correct. That's a standard criticism. If
I find company testimony that's included,
Missouri-based utilities in the comparable group, I
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point that out.
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Q. okay. 1If you would please turn to page 5
of your direct testimony?

A. Direct?

Q. Yes. Beginning at Tines 18 you discuss in
the financial Titerature which you claim supports
inclusion of short-term debt and capital structure;
is that correct?

A. Correct.

Q. And in the passage you cite from S and P
corporate finance criteria, it states beginning, I
think at line 28 that as a rule of thumb, a level
of short-term debt that exceeds 10 percent total
capital was cause for concern; 1is that right?

A. Correct.

Q. what percentage of short-term debt to
total capital are you recommending the Commission
recognize for Laclede in this proceeding?

A. In direct, right on the top of that page
is 15.88 percent. 1I'm not sure exactly what the
percentage is since we've talked about changes and
altered some numbers, but I'm assuming it's
probably in the 10 to 13, 14 percent range after
the inclusion of new equity and new Tong-term debt.

Q. 13, 14. Do you think it will be above
10 percent?

ASSOCIATED COURT REPORTERS, INC.
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A. I don't know. I think there's a chance it
could be above 10 percent.

Q. Is there any quick way of verifying that
or --

A. No. There's probably not a very quick way
of verifying that.

Q. well --

A. I don't have a problem saying that I
believe it will be above 10 percent, if that makes
it easier for you.

Q. That's fine. Thanks. It does and I
appreciate it.

In that same passage it also indicates
that seasonal self-liquidating debt is excluded
from the permit debt amount; 1is that correct? 1It's
at the top of that.

A. oh, yes. Yes, correct.

Q. And then it goes on to say, If this
situation is rare with the exception of certain gas
utilities; 1is that correct?

A. correct.

Q. Okay. can you tell me what seasonal
self-liquidating debt means?

A. Seasonal self-Tiquidating debt would be, I
believe debt that would have to be taken on, for

ASSOCIATED COURT REPORTERS, INC.
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example, by a gas company in the winter time when

they're purchasing more of their gas need, more
cash, and after the use of that debt and in a
relatively short time period, there would be
revenue to repay that debt.

Q. okay. So you're talking about debt that
is driven by seasonal considerations such as the
need to finance the procurement for gas supplies?

A. Some sort-term debt, correct. Some
companies continue to hold large levels of
short-term debt while out of season.

Q. would you agree with me generally speaking
that if Laclede had more cash earnings than it has
historically had in the past, that it would
probably make Tess use of short-term debt?

A. I wouldn't agree that it would probably.
I would agree that if Laclede had more cash, they
would have the potential to use less short-term
debt.

Q. would Laclede have the potential and --
well, let's say, would Laclede have less need to
use short-term debt under those circumstances?

A. Again, if there was extra cash available
and the company made it available for the uses of
short-term debt, then obviously they would need

ASSOCIATED COURT REPORTERS, INC.
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Tess short-term debt.
Q. okay. So you would agree with me that

with more cash available to Laclede, more earnings,
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that it could use less short-term debt?

A. Potentially, yes.

Q. Okay. Fine.

And your recommendation to recognize

80 million in short-term debt in this case as
opposed to what the company has recommended, all
else being even, would that result in Laclede
having Tess cash available in the future or more
cash available in the future?

A. Inclusion of a higher Tevel of short-term
debt would tend to lower overall rate return, so it
could mean less cash.

Q. okay. sSo the potential fact of that is
that you reduce -- or you increase the short-term
debt which reduces ultimately the amount of cash
that's available to Laclede, that ultimately makes
it more necessary to use short-term debt; is that
fair?

A. No. Because I didn't increase short-term
debt. I presented an accurate representation of
the company's use of short-term debt.

Q. I'm talking about if the Commission adopts

ASSOCIATED COURT REPORTERS, INC.
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$80 million worth of short-term debt in its capital
structure versus $40 million of short-term debt 1in
the capital structure or some alternative number,
that's going to result in a lower return, overall
return, right?
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A. Correct.

Q. okay. And that's going to result in less
cash available to the company; is that correct?
It would produce less revenues, correct.
And revenue is made of cash, aren't they?
I would tentatively agree with that, yes.
Thank you.

I don't mean to be a --

o » o r» o »r

I appreciate that.

And to the extent that more cash makes it
possible to use less short-term debt, would you
also agree with me that less cash makes it more
hecessary to use short-term debt?

A. If that's the only issue, if that's all
that you're Tooking at, I guess the problem I have
with that Tine of reasoning is that there are lots
of uses and -- lots of uses of cash to say that
short-term debt is the only thing that would be
affected by some other changes as a rate of
return. I think that's a stretch, but in the

ASSOCIATED COURT REPORTERS, INC.
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vacuum of the very narrow what you're talking
about, if that's all we're talking about, yes, I
would agree with you.
Q. Thank you.
Now, in your rebuttal testimony you talk
about Dr. Olson or Mr. Olson's testimony, and would
you agree with me generally that one of your main

criticisms of Mr. Olson's testimony is that he's
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referenced all these companies making all these
great returns, but that in your view that's not
terribly relevant because he's failed to adjust or
take into account in your view the risk differences
between Laclede and utilities and these other
companies that are making fairly substantial
returns; is that fair characterization of your

criticism?

A. Yes.
Q. And --
A. Part of the criticism, yes.

Q. Yeah. I didn't mean to suggest it was the
exclusive one.

And you would agree with him that there
has been a fairly significant differential between
earned returns for the companies he's talking about
and what utilities in general?

ASSOCIATED COURT REPORTERS, INC.
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274
A. In general for the most part, yes.
Q. And I guess just on a philosophical basis,

Mr. Burdette, you know, how big of a gap does there
have to be between the returns that are being used
in the utilities that you rely on, and the returns
that are being earned by other unregulated
companies out in the market before you start asking
yourself the question, Is my return and the degree
to which it's below these other returns reflective
of the risk differences between my companies and
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the companies I am using and these unregulated

companies? Do you ever get to a point where you
ask yourself that question?

A. when you're talking about Internet stocks
or other high risk equities, I don't know that that
guestion particularly comes to mind or is
worrisome. If, in general, every company 1in the
market, every company comparable in risk or LDCs,
if every other company was leaving LDCs 1in the
dust, then it could be something to consider. My
problem with Dr. Olson's testimony is that I don't
believe he differentiates on risk and to say, My
gosh, Laclede 1isn't getting enough money because
Yahoo and Alta Vvista and whatever other Internet
stocks are earning 25, 30, 40 percent, I'm not sure

ASSOCIATED COURT REPORTERS, INC.
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that's valid -- I don't believe that's a valid
comparison.

Q. well, and I'm asking you, though, is when
did you start to wonder whether or not -- I mean,
if every other company in the United States or most
other companies in the United States that are
publicly traded that are subject to being purchased
by mutual funds in the US to any significant degree
with earning 2,000 basis points more than public
utilities, would you, under those circumstances,
say, I've got to take another Took at my return
recommendations and see whether the risk associated

with the utilities I'm using is so much Tess than
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these other companies that it justifies that kind
of differential?

A. 2,000 basis points; is that what you
said?

Q. Yeah, 2,000. Let's just use that as an
example of at least 2,000 basis points less.

A. I would probably look at -- I would
probably do a risk analysis between LDCs in the
market, yeah.

Q. And you would want to do that to confirm
is there something wrong going here that suggests
that maybe my returns or the returns that are being

ASSOCIATED COURT REPORTERS, INC.
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recommended for these utilities are Tower than what
would really be justified by the risk differential
between them and these companies that are earning
2,000 basis points higher?

A. I would try to present -- I would try to
do a fair analysis and recommend a fair return for
Laclede regardless of what was happening in the
market. I don't think I would suddenly just find
myself -- unless you guys didn't come in for a rate
case for 20 years, and we were plopped down in the
middle of a market and haven't looked at anything,
then maybe that kind of broad base, oh, my gosh,
you know, how did we get here kind of analysis, but
in general, I guess I'm having a hard time
following your what if, your scenario.
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Q. well, my what if is simply this, I mean,

you criticized Dr. Olson because he fails to take
in to risk, and you assume that there's a big
enough risk differential that we're not really
comparable to these companies that are earning
these higher returns; isn't that correct?

A. Correct.

Q. And I'm just asking you is when those
returns get high enough and a differential is great
enough, do you think you had an obligation at some
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point to kind of look at it the other way and say,
Look, maybe my returns aren't adequate. Maybe
they're below what the risk differential between
these companies and these other companies over here
are earning. Do you ever reach that point?

A. I have not reached -- I have not reached a
point where I've sat down and done an analysis on
LDCs and thought it was so out of 1ine. If I ever
reach that point, I'11 tell you.

Q. Okay. So some day you may, but you
haven't yet?

A. If the market would continue as it is, and
that -- I mean, you're asking me to tell you what I
would do if something would happen, and I don't
know that I can answer that. I try to take into
consideration everything that's relevant when I do
an analysis.

Q. By the way, are you operative Alta Vista
Page 54
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than the S and P 5007

A. I don't know. I don't believe so. I
think they're on Nasdaq.

Q. Okay. By the way, do you know how your
capital structure compares to Laclede's actual rate
base, your recommended capital structure?

A. Do I know how my actual recommended

ASSOCIATED COURT REPORTERS, INC.
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capital structure compares to Laclede's rate base?

Q. Right.
A. I'm not sure I understand the question.
Q. The total value of your capital structure,

the total cost of your capital structure that
you're recognizing?

A. I'm still not sure what you're asking me.

Q. How much short-term debt -- what's the
value of the short-term debt you're recognizing?

A. $79 miTTion.

Q. what's the value of the Tong-term debt
that you're recognizing in this case?

A. Direct testimony was just over 178
million. That would be before Laclede's new issue.

Q. okay. And then value of equity?

A. In direct was almost 267 million and that
was also a new --

Q. So what's the total value of your capital
structure?

A. Okay. 1I'm sorry. I didn't understand
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your question. As in direct, 528,000,206.

Q. 528 --
A. 528 million.
Q. 528 million. And do you know how that
corresponds to the rate base that's being
ASSOCIATED COURT REPORTERS, INC.
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recommended that Laclede be allowed to earn on in
this case?

A. I don't remember the rate base off the top

of my head.
Q. Do you know whether it's higher or Tower?
A. I do not know what the rate base 1is off

the top off my head.

Q. Assume that it's 20 or $30 million lower?
A. Assume a rate base 1is 20 or $30 million.
Q. Yeah. Let's assume that we have a

disparity between the value of the capital
structure and the rate base. oOkay?

A. okay.

Q. okay. And is it your view that under
those circumstances it's nevertheless appropriate
even though you're recognizing a rate base that's
smaller than capital structure components that
you're using to derive your overall return that you
nevertheless use incremental amounts above that
rate base to derive that return?

A. If I understand your question, I have not
run into a situation where there was such a

discrepancy between rate base and capital structure
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that has been a specific concern.
Q. Okay. 1Is it possible that there could be
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a significant enough discrepancy that would be a
concern to you?

A. As I understand it, yes. I mean, I've
read the literature, I read textbooks. They do
talk of matching some analysts that attempt a very
precise matching in that capital structure and rate
base. I don't remember coming across a situation
that I've faced that kind of problem.

Q. And how big of a problem would it have to
be in your view and what criteria would you judge
to use to --

A. I'm not sure. I believe something like
that would be discussed across disciplines at OPC.

I would get input from accountants and economists,

and I can't -- I don't have a criteria at this
point.
Q. okay. well, can you explain for me then

why some analysts try to achieve this close
matching of capital structure value in rate base?
what's the theory behind that?

A. As I understand the theory, they tried to
match those closely as possible, the capital
structure level with rate base dollars.

Q. And I'm asking you why?

A. consistency. I would have to read more
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research, more on people that put forth that

opinion.
Q. consistency comes to mind, though?
A. Potentially, yeah. You're asking me to

talk about something that I have not had a problem
with, so it hasn't been a problem I've had to try
to solve.

MR. PENDERGAST: Okay. Just a moment, if
I could.

Thank you, Mr. Burdette. I don't think I
have anymore questions.

THE WITNESS: Thank you.

JUDGE DIPPELL: No questions from the
Bench at this time, but I am going to -- I'm not
sure. The Commissioners are in agenda right now,
so they have may have some questions for you,
Mr. Burdette, when they return.

Is there any redirect at this time?

MR. MICHEEL: Yes, your Honor. I have
some redirect.
REDIRECT EXAMINATION BY MR. MICHEEL:

Q. Mr. Burdette, Mr. Pendergast asked you
some questions about Mr. Olson's proposal and the
difference in earned returns between the companies
he cited in utilities. Do you recall those
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guestions?

A. Yes.

Q. Do you know if different type -- if there
are different types of investors that have
different expectations in investing?

A. Yes, there are.

Q. And do you have an opinion about whether
or not the companies that you utilized for your
analysis were comparable to Laclede?

A. I believe the comparable group I put
together an investor interested in investing 1in
Laclede would consider those very viable
alternative investments depending on the individual
investor's risk and return trade-offs.

Q. Do you think he did a fair analysis of
Laclede's risk vis-a-vis comparable company risks?

A. Yes.

Q. Have you seen any indication in the market
that investors are not interested in investing in
Laclede's stock?

A. NoO.

Q. Mr. Pendergast asked you a number of
guestions with respect to the short-term debt and
the capital structure. Do you recall those
guestions?

ASSOCIATED COURT REPORTERS, INC.
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A. Yes.
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Q. He specifically asked you about a quote

you had there from Standard and Poor's with respect

to a 10 percent level of short-term debt. Do you
recall those questions?

A. Yes.

Q. And I think you agreed with Mr. Pendergast

that Laclede -- your recommendation would give
Laclede a short-term debt above 10 percent. Wwhy

doesn't that concern you?

A. why doesn't the conclusion of a short-term

debt over that level concern me?

Q. Yes.

A. It's not that it's -- it's not that it's
not of concern necessarily, it is that 1it's
accurate. 1It's an accurate representation of the
company. And if it's cause for a concern, then I
think the Commission would consider that or the
company would consider that and potentially make
adjustments.

Q. Historically do you know what type of
Tevels of short-term debt Laclede has had?

A. I believe this 1is the third case I've
written for Laclede, and I think I included -- I
know I included a high Tlevel of short-term debt.

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§0LUMBIA, MO 65201
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High being 10 percent or more in that neighborhood,

Tast case. I think it's pretty consistent that
they have a high level of short-term debt.

Q. And so consistently 1in their operations
Page 60
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you've seen short-term debt above 10 percent?

A. Yes.

Q. Let me ask you, is debt cost an expense on
the income statement of the company?

A. Is debt cost, yes.

Q. Does debt cost represent an owner's equity
return to Laclede?

A. NO.

Q. So is it fair to state that the overall
rate of return reflects both equity returns and
expense related to debt?

A. Correct.

Q. If the cost of service includes an expense
that the company does not accurately incur --
actually incur, will the company receive excess
revenue?

MR. PENDERGAST: I'm going to object to
that. I don't have any idea what the heck that's
got to do with anything.

MR. MICHEEL: Wwell, Mr. Pendergast talked
specifically about the company receiving revenue,

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§OLUMBIA, MO 65201
5

and would they get less cash or more cash on the
80 million short-term debt would affect the overall
rate of return, would it produce less revenues. I
think it's specifically directed to those questions
that Mr. Pendergast asked.

MR. PENDERGAST: Well, first of all, I'm
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not sure I see the relationship and secondly, I'm

not sure he's Taid any foundation for us having a
cost that has -- well --
MR. MICHEEL: I'11l just make an
assumption, assume that.
MR. PENDERGAST: What's the assumption?
MR. MICHEEL: Assume -- well, I'11l just
move on. How about that?
BY MR. MICHEEL:

Q. Let me ask you this, Mr. Burdette,

Mr. Pendergast talked to you about page 27 of your
direct testimony about the Bluefield case and the
guotation that you had there, and he specifically
talked about the passage about other businesses and
undertakings. Do you recall those questions?

A. Yes.

Q. In your analysis in your opinion, did you
Took at companies that were consistent with other
business undertakings that Laclede 1is doing?

ASSOCIATED COURT REPORTERS, INC.
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A. Did I Took at companies -- I'm not sure I
understand.
Q. well, did you look at -- did you look at

other companies other than Laclede in forming your

analysis?

A. I did, yes. A group of six comparable
LDCs.

Q. And do you have an opinion whether or not

those particular companies are the same or similar
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business undertakings as Laclede?

A. I believe they are very similar business
undertakings.

Q. And do you think that that analysis was
consistent with the Bluefield test?

A. Consistent, yes.

Q. Are you aware of whether or not the
Bluefield test requires any sort of specific
analysis?

A. I don't read in there that there's a
specific analysis.

Q. Okay. Mr. Pendergast asked you a number

of questions about the demand charge?

A. Yes.
Q. Do you recall those?
A. Yes.
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Q. Have you recommended any specific
reduction?

A. No.

Q. And was the purpose of that testimony just

to alert the Commission --

A. Yes.

Q. -- that that could be a factor?

A. Yes.

Q. Do you know whether the purpose of your

rebuttal testimony should be to rebut Public
Counsel's direct testimony?
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A. Generally, no.

MR. MICHEEL: That's all I have. Thank
you, your Honor.

JUDGE DIPPELL: Mr. Burdette, you may step
down.

(WITNESS EXCUSED.)

JUDGE DIPPELL: Now, we're going to take a
15-minute break, and then 1'11 check during that
time to see if the Commissioners had any additional
questions for you.

Come back at 20 till. off the record.

(OFF THE RECORD.)

JUDGE DIPPELL: Mr. Burdette, Commissioner
Murray had one question for you. Wwill you take the

ASSOCIATED COURT REPORTERS, INC.
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stand?
commissioner Murray, I believe you had a
guestion for Mr. Burdette?
COMMISSIONER MURRAY: Yes, thank you.
QUESTIONS BY COMMISSIONER MURRAY:
Q. Good morning.
A. Good morning.
Q. on page 31, this is your Appendix F, page
31 of your direct?
A. Yes.
Q. And you illustrate a market to book
ratio. I'd like you to explain that to me, because
it seems to me that this 1is the reverse of what

actually would exist, the market to book ratio
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being already greater than one, but it seems to me
Tike the investor would have to pay in your example
$12, and that any return would have to be
calculated on the market value. I guess I just
don't understand your illustration there, and ask

if you would explain it.

A. Can I read it real quick?
Q. Sure.
A. when you're talking about utilities and

you know that they are going to be able to earn on
book value, that's the way it is. They get their
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36002§8LUMBIA, MO 65201

own book value. Let's say you have a book value
that is $10, and an investor requires, let's say,
10 percent. They want a 10 percent return, so it's
going to be a dollar. on a $10 investment, that
investor is going to want a dollar. oOkay. And
Tet's say that that utility pays one dollar in
dividend, so the investor knows that they are going
to receive one dollar.

Now, why would that investor bid the price
of that stock up to $127? why if they -- if they
actually require a 10 percent return, why would
that investor pay $12 for the stock above book
value? The reason he would pay $12 for -- the
reason he would pay $12 for a stock that is booking
at 10 and paying a dollar, is because that investor
doesn't actually require 10 percent.
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If that investor required a 10 percent

return, they would never pay more than 10 bucks for
the stock. But the fact that they will go to $12,
by simple math, a dollar return on $12 1is a lower
return than a dollar return on $10.

Q. okay. But isn't that the argument that at
some point the investor won't pay that because they
require more so they won't pay the market value?

A. It depends on what the investor has to

ASSOCIATED COURT REPORTERS, INC.
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have. This investor -- I might be willing to pay
$12 for that stock. I might be willing to pay $12
and receive that dollar, and my return is less than
10. Another investor who genuinely requires a 10
percent return will not be willing to pay $12 for
the stock. 1I'm not sure I understand your question
or where you're confused.

Q. well, I'm trying to understand the
argument you're making, and I guess the argument
that you're making is if the market value is $12,
but the return is 10 percent on $10, then the
investor is willing to receive less than 10
percent --

A. Exactly.

Q. -- and the investor wouldn't make the
investment?

A. Exactly. There 1is no reason the investor
would pay more than book value for that stock

unless the investor did not require 10 percent.
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Q. And with the return that you have
recommended, do you think that investors are

willing to settle for that return in today's

market?
A. I believe investors realize that
Missouri -- or that utilities work on a book
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value -- on book value regulation. Laclede is
trading at a value greater than market -- or I'm
sorry -- greater -- Laclede's market value is

greater than book value. And I do not believe
investors would be paying for a market value
greater than book if the returns were too low. It
doesn't -- it's illogical.
Q. But is it your opinion that investors will
continue to invest --
A. Yes.
Q. -- 1in Laclede at the rate of return that
you are recommending?
A. Yes.
COMMISSIONER MURRAY: Okay. I think
that's all. Thank you.
JUDGE DIPPELL: Is there recross based on
questions from the Bench from Ameren UE?
MS. KNOWLES: No.
JUDGE DIPPELL: Staff?
MR. POSTON: No.
JUDGE DIPPELL: Laclede?
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MR. PENDERGAST: Yes.

RECROSS-EXAMINATION BY MR. PENDERGAST:
Q. Mr. Burdette, let me see if I've got this
straight. You're aware of the calculations we went
ASSOCIATED COURT REPORTERS, INC.
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through with Mr. Broadwater where we looked at the
current market value of Laclede's stock?

A. Yes.

Q. And we applied his returns to those stock
values and what earnings per share they would
produce with the revenue requirement Staff is
granting in connection with this return
recommendations?

A. You're talking about you guys --

Q. Yes.

MR. MICHEEL: 1I'm going to object to the
Tine of questioning, because it's beyond the scope
of the Commissioner's question. She asked Mmr.
Burdette about his calculation. If I understand
Mr. Pendergast's questions correctly, now he's
asking Mr. Burdette about Staff's calculations.

MR. PENDERGAST: What I'm doing, your
Honor, is Commissioner Murray asked him about his
example in here about the market to book and how
that particular example plays out in the real
world, and I'm trying to flush that out and what
his views really are by using a real world example.

JUDGE DIPPELL: I'm going to allow the

guestion.
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BY MR. PENDERGAST:
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(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—360028gLUMBIA, MO 65201

Q. And we went down and looked at the cash
flow as applied to those cash flows the outstanding
value of Laclede's stock and market value at this
point in time what the earnings per share would be
and how much of a return on that market investment
value of the stock today of what that utility would
really earn that 9.5 percent. Do you recall that?

A. I recall that, yes.

Q. And it would produce an effective return
given the cash flow that staff is recommending 1in
connection with this return recommendations about
6.3 percent. Do you recall that?

A. I recall the calculation, yes.

Q. Is it your testimony in this proceeding
that an investor investing in Laclede's stock today
requires a return of 6.3 percent and expects to get
a return of 6.3 percent?

A. I haven't testified on 6.3 percent or
hot. It is my testimony that an investor who
demands 12.75 on utilities that earns on book is
not going to pay substantially above book value for
the stock. An investor -- no. I don't believe
your calculation is accurate. I think the
entire -- you're asking me about that presentation,
and I think it was -- I think it was -- I'm not

ASSOCIATED COURT REPORTERS, INC.
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disputing the calculations. I think you did the
math right, but I don't believe it's relevant.

Q. well, fine. You don't believe it's
relevant. Let me ask you this question: Do you
believe that investors out there are going to be
satisfied with a 6.3 percent return for Laclede?

A. I believe investors will continue to buy
and sell Laclede's stock if they receive what I
have recommended, yes. How you want to categorize
that or do a calculation, I don't necessarily agree
with that calculation, so I'm not -- but I believe
that Laclede's stock will continue to trade with my
recommendation, yes.

Q. Let me ask you this: 1Is it your position
that an investor in today's market is expecting and
anticipating a return of 6-- an effective return of
6.3 percent on Laclede's stock given what its value
is today, is that what that investors required
return is today, yes or no?

A. I'm not -- I wouldn't say yes or no.
You're asking -- first of all, based on numbers on
Mr. Broadwater's calculations, so I don't know how
to answer your question.

Q. well, leave aside Mr. Broadwater's
calculations. Assume Mr. Broadwater never did any

ASSOCIATED COURT REPORTERS, INC.
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calculations, and let me put it to you straight and
flatly. Do you believe that investors require a
return of 6.3 percent, an effective return from
Laclede based on today's market conditions, yes or
no?

MR. MICHEEL: 1I'm going to object. This
is beyond the scope of the question from the Bench.

MR. PENDERGAST: I don't believe it's
beyond the scope of the questions at all. I'm just
carrying the example that we had to its logical
conclusion.

JUDGE DIPPELL: You can answer the
guestion, Mr. Burdette.

THE WITNESS: I believe investors will
continue to buy and sell Laclede's stock.
BY MR. PENDERGAST:

Q. And that's fine, Mr. -- Are you done?

A. Yes.

Q. That's fine, Mr. Burdette. That's not
what I asked you. Wwhat I asked you was, is it your
testimony today that Laclede's investors require a
return of 6.3 percent?

A. I have not done a calculation that would
show me that either way. You're asking me to
answer a question on an analysis that I didn't do.

ASSOCIATED COURT REPORTERS, INC.
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MR. PENDERGAST: Okay. Fine. Thank you.
JUDGE DIPPELL: Is there redirect?
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MR. MICHEEL: No, your Honor.

JUDGE DIPPELL: You may be excused then,
Mr. Burdette.

(WITNESS EXCUSED.)

JUDGE DIPPELL: I believe we're ready for
Staff's witness.

MR. PENDERGAST: Your Honor, we have a
Tittle dispute here evidentiary-wise that I think
we probably ought to address before we get into
Mr. Broadwater, and Mr. Byrne is prepared to go
ahead and address it. The dispute centers over our
desire to admit a deposition that we took of
Mr. Broadwater that was, I believe on July 30 into
the record in this case. we think it would help to
go ahead and shorten the cross-examination
significantly, and it's my understanding that Staff
opposes us being allowed to make that an exhibit
and enter it into the record. If staff wants to
clarify that, that's fine, but since it will
directly affect the Tength of cross-examination to
get that ruled upon, we thought it might be wise to
take that up now.

MR. POSTON: Your Honor, co-counsel, Cliff

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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Snodgrass, is going to handle this.

MR. SNODGRASS: Yes, Judge. Staff's
position is if Laclede 1is seeking to introduce the
entirety of a discovery deposition, Staff feels

that it's highly improper under the statutory
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scheme set out in Missouri Revised Statutes
492.400. Basically that kind of deposition cannot
be read into the record unless the person that gave
the deposition 1is either dead or unavailable. All
of our witnesses are here today and ready to
testify. So I don't think that's the
circumstance.

Also looking at Supreme Court Rule 57.07,
if you Took at the use of a deposition, it does say
in one part of that subsection 2 that you can admit
a deposition for any purpose, but it also qualifies
that and says that if the deponent is not in court
or if the deponent is an adverse party, it goes on
to requalify the deponent as an adverse party, and
basically says that a discovery deposition cannot
be used as evidence, unless such party's deponent
is dead, incompetent or basically otherwise unable
to testify.

Once again, we have all of our witnesses
here 1live and in 1iving color ready to testify.

ASSOCIATED COURT REPORTERS, INC.
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Another part of staff's objection is that a
discovery deposition standard of inquiry is not
what's relevant but what could Tead to relevant
material. And as a result of that, all kinds of
incompetent material comes in on discovery
deposition. To admit that in 1its entirety would
certainly be against the rule in evidence and these
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proceedings be competent and relevant.

So obviously the staff feels that seeking
to introduce an entire discovery deposition
certainly against the rules of evidence, and we
have all of our witnesses here in person to
testify, Judge.

MR. MICHEEL: Your Honor, if I may just
interject also. Chapter 2 of the Commission rules
provides that the Civil Rules of Procedure are
essentially controlling and put in place unless
there's some other specific rule that displaces
those rules, and I don't think there is here. So
to that extent, the Office of the Public Counsel
would join the staff.

MR. SNODGRASS: Also, Judge, I have a copy
of Supreme Court Rule 57.07 which deals with that
issue and a copy of the Missouri revised statutes.
I can furnish that to you for your review this

ASSOCIATED COURT REPORTERS, INC.
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morning.

JUDGE DIPPELL: That's okay.

Mr. Byrne you had a --

MR. BYRNE: Yes, your Honor. If I could
just address that. I agree with what Mr. Micheel
said under the Commission's rules under
4 CSR 240-2.090, the Rules of Civil Procedure
govern the use of depositions in Public Service
commission proceedings.

And I also agree with Mr. Snodgrass that
Page 74



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

© 00 N o uvi b~ W N B

R R R
N R O

GR99315v5
Missouri Supreme Court Rule 57.07 specifically
governs the use of depositions. Unfortunately I'm
afraid Mr. Snodgrass has misstated what that rule
says. There are two kinds of uses of a deposition
under Rule 57.07. I have a copy of it as well, but
I, you know --

JUDGE DIPPELL: Let me have a copy of it
that we're arguing.

MR. SNODGRASS: Be glad to.

MR. BYRNE: Okay. There are two types of
uses of the deposition. The deposition can always
be used to impeach any deponent, but under the
second example, it can be used for any purpose if
it's used against an adverse party. And contrary
to what Mr. Snodgrass said that the party doesn't

ASSOCIATED COURT REPORTERS, INC.
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have to be dead or missing or unavailable for that
to apply, that's an alternative. It says if you're
an adverse party or if you're dead, missing or
otherwise unavailable.

So if you're an adverse party, you can use
the deposition for any purpose. And the truth is
that it is common practice in Missouri for
attorneys to just read a deposition into the record
that's been taken against an adverse party when the
adverse party is sitting there. Here, we've taken
a deposition of Mr. Broadwater, who in this case is
an adverse party. We are absolutely entitled to
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read that deposition into the record without asking

him a single question, you know. I don't want to
waste the Commission's time by spending two hours
reading his deposition into the record, but we are
absolutely entitled to do that under the Missouri
Rules of Civil Procedure.

And in addition to that, the common
practice of the Commission for, 1like, the Tast 10
years that I know of, is to accept depositions into
the record. The staff itself in Laclede's most
recent case about a month ago offered depositions
taken of Laclede's witnesses into the record. And
that's entirely consistent with the Rules of Civil

ASSOCIATED COURT REPORTERS, INC.
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Procedure and it's entirely consistent with
practice of the Public Service Commission and it
should be followed in this case, too.

MR. SNODGRASS: Judge, I'd Tike to respond
to that briefly.

JUDGE DIPPELL: Let me ask a question
first. Wwhat about the part of the rule that says
any part of the deposition that is admissible under
the rules of evidence? Are you contending that all
of the deposition is admissible?

MR. BYRNE: Your Honor, if there are
objections to the content -- to portions of the
content of the deposition, if the staff has an
objection on relevancy to part of the deposition or

any other reason that they can object to any piece
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of evidence, they are certainly entitled to make
that objection, and then the Commission would rule
on that objection, but it's not to the whole
deposition.

JUDGE DIPPELL: And this is going to speed
up the hearing?

MR. BYRNE: Absolutely. You know, it's
probably a three-hour deposition. If we have to go
through and ask all the questions in the deposition
again, it will take substantially longer. And the

ASSOCIATED COURT REPORTERS, INC.
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truth is, you know, there's no reason to do that
under the Missouri Rules of Civil Procedure.
Because they are an adverse party, the Missouri
Rules of Civil Procedure say you don't have to do
that.

MR. SNODGRASS: Judge, we have no problem
with them using the deposition for impeachment
purposes. That's certainly proper, and they can
certainly refer to excerpts in the deposition as
proper evidentiary procedure. However, if I
understand what they're asking you to do, they're
asking you to admit the entire deposition as
substantive evidence, as I understand their
argument. We certainly disagree with that and it's
certainly improper.

Mr. Byrne 1is correct when he says you can
read excerpts of a deposition into the record to

Page 77



18
19
20
21
22
23
24
25

© 00 N o v A W N B

=
o

11
12
13
14
15
16
17
18
19
20

_ ) GR99315v5 ]
impeach a witness. We have no problem with that

whatsoever. In fact, I have a case here which
indicates that a recent appellate court confirm
using that procedure, but also affirm the denial of
usage of the entire deposition as substantive
evidence. I have a copy of that case right here if
you would 1ike to see it.

JUDGE DIPPELL: What case 1is that?

ASSOCIATED COURT REPORTERS, INC.
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MR. SNODGRASS: I have a case called
Emery versus Norfolk and western Railway, Missouri
Appellate Court, case dated 1995.

MR. BYRNE: Your Honor, again, he's
misstated the rule and --

MR. SNODGRASS: I'm not misstating that at
all.

MR. BYRNE: Well, it is true that the
deposition of anyone, adverse party or not can be
used for impeachment. So if you have a witnhess --
and this is what the rule says -- if you have any
witness whether they're an adverse party or not, a
deposition can be used for impeachment. oOkay? But
if you have an adverse party, it's much, much
broader.

The rule says you can use it for any
purpose, and for any purpose in Missouri means you
can read that deposition into the record. You can
put that deposition into the record, part of it or

all of it. of course, it's subject to any other --
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any substantive, you know, if there's a relevancy
objection or if there's an evidentiary objection
for other reasons, of course, anyone can make that
objection. But they can't object on the grounds
that you just can't put a deposition into the
ASSOCIATED COURT REPORTERS, INC.
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(573)442—3600380LUMBIA, MO 65201
4

record. You absolutely can. And I've got a
Missouri Appellate Court case that says that you
can as well, which 1'd Tike you to look at if
you're going to look at their case.

JUDGE DIPPELL: Okay. Each of you give me
your cases. We're going to take another 10-minute
break, and I'm going to consider it.

MR. BYRNE: But, your Honor, I think this
can be resolved based on the clear language of the
rule even without these cases.

MR. SNODGRASS: Judge, I'd 1like to respond
to that before we adjourn just briefly.

JUDGE DIPPELL: One more time.

MR. SNODGRASS: 1If you read the Supreme
Court Rule, it does state it can be used for any
purpose. But if you read further in that rule, it
qualifies that in the plain Tanguage of the rule.

JUDGE DIPPELL: I understand that, and I'm
going to go read the rule out of this room.

MR. MICHEEL: Can I make one more comment,
your Honor?

JUDGE DIPPELL: Mr. Micheel?
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MR. MICHEEL: As Mr. Byrne indicated 1in

GT-99-303 there were certain depositions that came
into evidence. But I think that the key factor
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—3600380LUMBIA, MO 65201
5

there was that those depositions came into evidence
by agreement of all of the parties, and I think if
you Took at the transcript in that case, all of the
parties agreed, and that's not the case here.
Apparently the staff is objecting.

JUDGE DIPPELL: Let's take a 10-minute
recess. Off the record.

(OFF THE RECORD.)

JUDGE DIPPELL: Before I can rule on this
I think I need to know whether or not
Mr. Broadwater is an adverse party. And that
according to the rules seem to turn on how the
notice was sent. So can you produce the notice for
the deposition?

MR. BYRNE: Yes, we can, your Honor.

JUDGE DIPPELL: Do you have that now?

MR. BYRNE: I don't have it right in front
of me, but I can produce it.

JUDGE DIPPELL: Do you know if the notice
was sent to Mr. Broadwater, or if the notice was
sent to the Staff?

MR. PENDERGAST: The notice was sent to
the staff, and it was sent to the Staff saying by
mutual agreement we will have the deposition of

several Staff witnesses including Mr. Broadwater.
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MR. SNODGRASS: Sent it to their attorney;
is that right?

MR. PENDERGAST: Yes. We sent it to the
other parties as well.

JUDGE DIPPELL: Did the notice -- I guess
the distinction that's made in the rules appears to
be a party, I mean, the deposition of an adverse
party can come in. To be a party, Mr. Broadwater
has to have been designated by Staff to act on
their behalf.

MR. BYRNE: He was certainly designated as
their rate of return witness. 1In the 1list of
witnesses, the staff filed and designated him as
their rate of return witness.

JUDGE DIPPELL: And was the list of
witnesses -- I'm not sure how things go on behind
the scenes, and I guess that's what I'm trying to
figure out is, do you ask staff to produce
witnesses on X issue, and they say, Yes, we'll
produce Mr. Broadwater, or do you ask Sstaff to
produce Mr. Broadwater?

MR. PENDERGAST: We asked Sstaff to produce
Mr. Broadwater and produce the other witnesses,
because we obviously already know that they have
been put forward. This is after his direct

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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testimony had been filed,
forward as their expert o
we asked that they produc
as other witnesses.

MR. BYRNE: I me
already designated when h
testimony. So do you see
nho point in just saying,
person, because he had al
virtue of filing direct t

MR. SNODGRASS:

7

and staff had put him

n rate of return. And so

e Mr. Broadwater as well

an, in a sense he was

e filed his direct

-- there would have been
Produce a rate of return

ready been designated by

estimony.

Judge, there was no

subpoena issued for this witness in this case.

JUDGE DIPPELL:

MR. SNODGRASS:

But there was a notice --

It was a deposition by

agreement of the parties with Tisted witnesses.

JUDGE DIPPELL:
notice of the deposition?
MR. SNODGRASS:

where depositions would b

was there not any kind of

There was an agreed date

e taken and where they

would be taken and at what time.

JUDGE DIPPELL:
Mr. Broadwater is an adve

MR. SNODGRASS:
he's one of their witness

how we characterize it.

So does staff agree that

rse party?

well, staff agrees that

es for their case. That's

ASSOCIATED COURT REPORTERS, INC.
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JUDGE DIPPELL:

I'm trying to make the
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distinction between whether or not he's a witness
or whether he's an adverse party.

MR. BYRNE: Your Honor, in my mind he's
clearly an adverse party. You know, all of the
Sstaff designates all their witnesses when they file
testimony. And if he's not an adverse party, then
I guess no one from the Staff ever could be an
adverse party. He's as adverse as he could be to
us, and he's been designated by Staff to file the
rate of return testimony. If he is not an adverse
party, I don't know who is.

JUDGE DIPPELL: oOkay. Let me tell you
what the rule says. The term party as used in this
rule includes a deponent, who at the time of taking
a deposition was an officer, director or managing
agent of a party, or a person designated under Rule
57.03 B 4. 57.03 B 4 says, In the event that
you've noticed a public private corporation, a
partnership or association or a governmental
agency, the organization so named shall designate
one or more officers, directors or managing agents
or other persons to consent to testify on behalf,
and may set forth for each person designated the
matters on which the person will testify.

ASSOCIATED COURT REPORTERS, INC.
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So in 57.07 itself it defines the term
party as being a person that's designated.
MR. BYRNE: Your Honor, let me try to
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address that. The difference is 57.07 is talking

about several court proceedings where there's no
prefiled testimony. So, you know, at the time that
no one has ever been designated in a normal court
proceeding with no prefiled testimony. But since
there's prefiled direct and rebuttal and
surrebuttal testimony in this case, that's the
point in time where the Staff designates the
person. So unlike a civil action where you would
only designate them for the first time when you got
the notice of deposition, he's already been
designated by virtue of filing the direct
testimony.

JUDGE DIPPELL: oOkay.

MR. SNODGRASS: Well, Judge, he's not a
corporate officer, representative, a figure head of
an agency, though, where it seems to be the spirit
of that particular enactment.

MR. BYRNE: Well, it also has or
government agency.

JUDGE DIPPELL: Yeah. I think it's
talking about a person that is designated on

ASSOCIATED COURT REPORTERS, INC.
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1

behalf. 1It doesn't have to be the superior of the
agency. Okay. 1Is there any other argument before
I make a ruling? I don't frankly understand why
you want to bring the deposition instead of just
asking your cross-examination live. I mean, this

is, like, prefiled direct and prefiled cross, and
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that would be great if you would have told me, and
apparently I think you-all knew that you were going
to have this dispute before the withess came up
here, and I wish that you would have alerted me to
that earlier.

MR. SNODGRASS: Judge, I was only aware of
this yesterday.

JUDGE DIPPELL: Yesterday, when we sat 1in
here this morning with nothing to do, you could
have alerted me to that, but we've wasted most of
the morning. I'm clearly upset about that. But I
see ho reason, it does appear that the rules says
it can come in, and I think you're right, he's an
adverse party considering the way our process
works. If you want to bring it in, you can bring
it in. Are you going to sit here and read it into
the record 1ike we would in civil court so they can
make their objections?

MR. BYRNE: We would propose to just

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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offer, you know, mark it as an exhibit and offer it
into evidence. And if they have objections about
part of it, they can raise those objections.

JUDGE DIPPELL: Well, certainly they're
going to get an opportunity to raise all of the
objections that they would.

BY BYRNE: Certainly.

JUDGE DIPPELL: Now, the way it would be
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done in a civil court would be the lawyers would --

your side would read it into the record, and they
would be allowed to make their objections as we've
read it 1in.

MR. BYRNE: I mean, we could do that, but
that would take a lot of time in a relatively time
constraint proceeding. I guess I don't see what
the problem would be in putting it into the record,
and maybe if they have objections, they can submit
them in writing. You know, if they object to the
relevancy to part of 1it, they can object in writing
and we can respond in writing, and then it wouldn't
waste everyone's time reading a two- or three-hour
deposition.

MR. SNODGRASS: Well, Judge, we really
don't want to burden the Commission with going
through every page of that deposition. Wwhat we

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-36003chUMBIA, MO 65201
1

propose is that we be allowed to have a court's
ruling on our objections in the deposition itself
when we receive the transcripts of this hearing and
rule on those. 1Is that a viable suggestion,
Judge?

JUDGE DIPPELL: I'm confused. when is
it that --

MR. SNODGRASS: We have objections to
certain Tines of questioning that has come in in
this discovery deposition. we have a right to have

those objections ruled upon, and we don't want to
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burden the Commission with reading that deposition
at this point in time and reading every page into
the record. cCould you rule on those objections if
they are not raised in the hearing after the
transcripts are received?

JUDGE DIPPELL: well, I wouldn't want to
rule on the objections after the hearing, but I
could rule on those objections as Mr. Byrne
suggested. I could designate a time for Staff to
file written objections as to what parts of the
deposition they object to, and then I can make
those rulings, and maybe we can do that before the
hearing itself is completed even if we need to
extend the hearing date beyond the time of

ASSOCIATED COURT REPORTERS, INC.
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physically in this room.

MR. BYRNE: Your Honor, Staff could -- you
know, they've read the deposition, I guess and if
they can just say in the hearing what portions they
object to, then you can rule on it right then, you
know, and --

JUDGE DIPPELL: Wwell, I want to give them
the opportunity to go Tine by Tine and make any
objections that they feel -- obviously they need to
preserve those objections.

MR. BYRNE: My understanding, too, is
under the Rules of Civil Procedure they have to
have made the objection in the deposition as well
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as now, but that's an issue when they make their

objections.

JUDGE DIPPELL: That's not my
understanding of the rules, but anyway --

MR. SNODGRASS: Judge, any objections --

JUDGE DIPPELL: -- we'll deal with that
when we get to that.

MR. SNODGRASS: Any objections we made are
on the record in the deposition, and any objections
not made to relevance are not waived by not making
them during the deposition.

JUDGE DIPPELL: Right. Let's deal with

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003C0LUMBIA, MO 65201
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that --

MR. BYRNE: We can deal with that when the
objections are made.

JUDGE DIPPELL: Okay. I'm going to let
the exhibit come in subject to objections that
Staff can make in writing. I'm not sure when I
want those yet, but I will let you know by the end
of the day. what's the next step for this
witness. We need to go ahead and bring the witness
up then?

MR. PENDERGAST: Yes. We can mark the
exhibit and then bring him up.

JUDGE DIPPELL: Do you have copies of the
exhibit for the Bench --

MR. PENDERGAST: Yes, we do.

JUDGE DIPPELL: -- and the other parties?
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JUDGE DIPPELL: oOkay. I'm going to mark
this as Exhibit 116.

(EXHIBIT NO. 116 WAS MARKED FOR
IDENTIFICATION.)

MR. PENDERGAST: I should probably note
that the court reporter put the name on the front
as Michael Broadwater apparently confusing me with
Mr. Broadwater. And, of course, his name is not
Michael Broadwater, but --

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003§OLUMBIA, MO 65201
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JUDGE DIPPELL: Okay.
MR. PENDERGAST: -- 1it's correct inside.
JUDGE DIPPELL: Let's go ahead then and
ask Mr. Broadwater to come to the stand.
MR. POSTON: sStaff calls David Broadwater.
(WITNESS SWORN.)
JUDGE DIPPELL: You can go ahead,
Mr. Poston.
MR. POSTON: Thank you.
DAVID P. BROADWATER, being first duly sworn,
testified as follows:
DIRECT EXAMINATION BY MR. POSTON:
Q. Please state your name and your employer
for the record.
A. David Broadwater. 1I'm employed by the
Missouri Public Service Commission.
Q. And what 1is your position?
A. Financial analyst.
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Q. Are you the same David Broadwater in the

cause to be filed direct testimony, schedules,
rebuttal testimony and surrebuttal testimony that

have been premarked as Exhibits 59, 60, 61 and 62

respectively?
A. Yes, I am.
Q. Do you have any corrections to those

ASSOCIATED COURT REPORTERS, INC.
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exhibits?

A. Yes. My direct testimony, I believe on
page 17, 1ine 34. There's a number 6,159,420. It
should read 25,735,167. And as well in the
schedule, Schedule 19. I submitted a revised
Schedule 19 in conjunction with my rebuttal
testimony. The corrections of the revised schedule

should be used in Tlieu of Schedule 19 of my direct

testimony.
Q. Do you have anymore corrections?
A. I'm sorry. I do have one more. Back in

my direct testimony, the very last page or --
yeah. Page 38 under adjustments, line 3. It says,
I'm sponsoring adjustment S dash 15 dot 28. 1I
believe that should read dot 22. That 1is it.

JUDGE DIPPELL: I'm sorry. Wwhat page was
that last one on?

THE WITNESS: Page 38 to my direct
testimony, 1line 3. 1Instead of dot 28, it should be
dot 22.

BY MR. POSTON:
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Q. Mr. Broadwater, if I asked you the same
guestions today that appear in your testimony,
would your answers be the same?
A. Yes, they would.
ASSOCIATED COURT REPORTERS, INC.
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MR. POSTON: Your Honor, I would like to
offer Exhibits 59, 60, 61 and 62 on the record and
I tender this witness for cross-examination.

JUDGE DIPPELL: Are there any objections
to Exhibits 59, 60, 61 and 627

Then I'11 receive those into evidence.

(EXHIBIT NOS. 59, 60, 61 AND 62 WERE
RECEIVED INTO EVIDENCE AND MADE A PART OF THE
RECORD.)

JUDGE DIPPELL: oOkay. Cross-examination
then by Ameren?

MS. KNOWLES: None.

JUDGE DIPPELL: Public Counsel?

MR. MICHEEL: No, your Honor.

JUDGE DIPPELL: Laclede?

MR. PENDERGAST: Yes. Thank you, your
Honor.

CROSS-EXAMINATION BY MR. PENDERGAST:

Q. Good morning, Mr. Broadwater.

A. Good morning.

Q. I'd 1ike to begin by asking you just a few
preliminary questions about your participation 1in
this proceeding so that there's no confusion over
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the matter that we've just been discussing here for

the last couple of minutes.
ASSOCIATED COURT REPORTERS, INC.
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In addition to our discussion today about
your testimony in this proceeding, the Company also
asked you a number of questions regarding your
direct testimony in the deposition that was held on
July 30 of 1999; is that correct?

A. Yes.

Q. And obviously that was after your direct
testimony in this case was filed and before your
rebuttal testimony was submitted?

A. Correct.

Q. And at that deposition you were
represented by counsel; is that correct?

A. Yes.

Q. And can you tell me who else was present
at that deposition?

A. I believe it states that in the
deposition.

Q. Let me see if I can shorten this up. Wwas
Mr. Bible your immediate superior there at the
deposition?

A. Mr. Bible is my supervisor, yes, and he
was at the deposition.

Q. okay. And after that deposition was
completed, you signed a notarized statement to the

effect that the transcript of that deposition was
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true and accurate to the best of your knowledge; is
that correct?

A. Yes.

Q. And when you subsequently filed your
rebuttal testimony, you made several changes which
I think you have just alluded to to your direct
testimony and schedules to correct for several
errors that were brought to your attention during
the deposition?

A. Correct.

Q. And those are discussed at the top of
page 2 of your rebuttal testimony?

A. Yes.

Q. Okay. And just so I'm absolutely clear on
your testimony, I'd Tike to ask you about the
second correction you discuss starting at line 4 of
page 27

A. Yes.

Q. And there you discuss an error 1in
Schedule 19 to your direct testimony concerning
your calculation of proforma pretax interest
coverage ratios; is that right?

A. Yes.

Q. And would you just briefly discuss what
the nature of that error was?

ASSOCIATED COURT REPORTERS, INC.
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A. In including -- Tet me go to that
schedule. 1In Tine 7 the calculation of annual
interest costs, the annual interest cost -- excuse
me -- attributable to short-term debt. we only
included a monthly amount where we should have
included an annual amount. So we bought the amount
Tisted there, the 14,158,464 was short by 11/12 of
the annual short-term debt interest cost. And the
revision I made to this schedule filed as part of
my rebuttal corrected that error.

Q. okay. Your revised or corrected Schedule
19 corrected that error?

A. Yeah. That was filed to my rebuttal
testimony. I believe it was Schedule 1-1 to my
rebuttal testimony.

Q. okay. And return to page 31 of your
direct testimony, just by way of housekeeping, at
the top of that page you had some texts that
discussed your Schedule 197

A. Yes.

Q. And what its results were. Are there any
corrections you need to make to the text of your
direct testimony there to be consistent now with
the revised Schedule 197

A. Correct. I mean, any change where I

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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stated the interest coverages, that should be

changed to reflect the new interest coverages that
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result from the low, mid point and high end of my
range. So .

Q. So if you could just please look at Tines
1 through 5 and tell me what changes in those Tines
you would need to make to make it consistent with
your schedule, I'd appreciate it?

A. Ookay.

JUDGE DIPPELL: What page are you
referring to?

MR. PENDERGAST: 1I'm on page 31 of his
direct testimony, lines 1 through 5.

THE WITNESS: You're at page 317
BY MR. PENDERGAST:

Q. Yes.

A. I'm sorry. I thought it was -- Oh, okay.
I'm sorry. I'm with you. I apologize. On line 3,
the end of the 1ine that says, 3.86 to 4.17 times,
there it should read 3.21 to 3.46 times. I believe
those are where I made reference to it on that
page.

Q. Okay. And is there any other correction
that you believe you need to make with the lines 1
through 57

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003%3LUMBIA, MO 65201

A. I make the statement that it's 1in line
with Standard and Poor's financial mean for an A
and double A rated gas distribution company at 3.86
to 4.12 times. To the extent that 3.21, 3.46
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aren't in Tine, they are with Standard and Poor's

financial means of an A and double A rated gas
distribution company. The statement would be
changed to say that it's below those ranges.

Q. okay. So with that change, how would the
statement read to make it correct?

A. This interest coverage if below Standard
and Poor's financial means for an A and double A
rated gas distribution company of 3.86 and 4.12
times respectively.

Q. okay. Thank you.

Now, if I could have you turn to page 3 of
your surrebuttal testimony?

A. okay.

Q. And beginning at Tine 4 of that page, you
discuss, I think you call it two implications or,
if you will, illustrations of what the Laclede
witness McShane said in her rebuttal testimony
would result in the Commission adopting a return on
equity within staff's range; 1is that correct?

A. Yes.

ASSOCIATED COURT REPORTERS, INC.
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Q. And let's turn to that first illustration
starting at line 7, page 3.

A. okay.

Q. And there you paraphrase Ms. McShane as
saying that application of an expected return
estimated by reference to market value to book

value will tend to push the market book ratio of
Page 96



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

© 00 N o uvi b~ W N B

GR99315v5
Laclede's stock towards one; is that correct?

A. Yes.

Q. And is providing an example of what that
would mean, Ms. McShane assumed, did she not, a
current price of Laclede's stock of 23.25 and a
market to book ratio of about 1.6 times based on a
book value as of 9-30-98; is that correct?

A. Yeah. That's what the next Tine goes on
to say.

Q. Okay. And given what you know about the
current place of Laclede's stock and its market to
book ratio, would you agree with me that -- and I
know you disagree with perhaps the ultimate
conclusion reached by Ms. McShane, but at Teast her
assumption 1is at least correct and reasonably
reflected with Laclede's current stock situation;
is it not?

A. You're asking me to assume that Laclede's

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003%0LUMBIA, MO 65201
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current stock price is $23.25 and that market to
book ratio is approximately 1.67

Q. Right.

A. I believe that's in the ballpark of where
stock price and market to book ratio is at.

Q. Okay. Thank you. Now, would you please
turn to page 3 of your rebuttal testimony?

A. okay.

Q. There you say beginning at Tine 20 of page
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3, and I'11 quote here, Given that a company stock

is currently trading at book value, and the company
earns a 13 percent return on common equity while
investors are only requiring a 10 percent return on
common equity, the result will be that investors
will bid up the company stock price above the book
value to a point where they are receiving a

10 percent return on their investment; 1is that

correct?
A. Yes.
Q. And based on that you go on to include

that if the Commission accepts Ms. McShane's market
to book adjustment and grants the company a 12.75
percent return, the impact will be to drive up the
company's market to book ratio; is that right?
A. Correct.
ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§0LUMBIA, MO 65201
5

Q. Now, let me ask you the same question
about the assumption you relied on in arriving at
your conclusion here as I asked you about Ms.
McShane's assumption. Specifically, 1is your
assumption of a market to book ratio one true and
correct as it applies to Laclede today?

A. Laclede's current market to book ratio is
greater than one. And I wasn't trying to imply in
this statement that I was -- the example I was
using was Laclede in my example here. I was just
drawing an example of what would happen.

Q. So would it be fair to say that at Teast
Page 98
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as far as Laclede is concerned that the assumption
you're making there is not true, that you can't
simultaneous have a market to book ratio of 1.6
times and a market to book ratio of one; is that
correct?

A. It is correct that you can't have two
different market to book ratios at the same time.
But what I was really trying to go at here 1is that
sometime in the past, Laclede's market to book
ratio has been one, and it's now 1.6. And this is
kind of a Tittle excerpt on how we had gotten here,
got to the point where we are now.

Q. Let's just say that based on today's

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003%8LUMBIA, MO 65201

current market conditions, that assumption 1is not
correct about Laclede; is that right?

A. That their market to book ratio is not
equal to one?

Q. Is one, that's not correct, right? Your
assumption here that you have a market to book
ratio of one 1is not correct for Laclede today?

A. Yeah, that is correct.

Q. Okay. And if we turn to page 20 of your
direct testimony --

A. 20 of my direct?

Q Yes.

A. okay.

Q we find you indicating there, do we not,

Page 99



15
16
17
18
19
20
21
22
23
24
25

© 00 N o v A W N B

=
o

11
12
13
14
15
16
17

GR99315v5
that since 1995, Laclede's market to book ratio has

ranged from a Tow of 1.5 times to a high of 1.77;
is that correct?

A. I believe so. You're talking about what
starts on Tine 4 and runs through six?

Q. Yes.

A. Okay. Yes.

Q. Okay. So not only is your assumption not
true for Laclede today, but would it be a fair
statement to say that your assumption as it
pertains to Laclede has not been true at least for

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442-3600 COLUMBIA, MO 65201

327
the last five years?
A. That is correct.
Q. okay. So whatever one wants to say about

Ms. McShane's conclusion that your return
recommendation would drive down price of the
company's stock or your conclusion that
Ms. McShane's recommendation would drive it up.
The fact is that her theory proceeds from a correct
assumption regarding Laclede's current stock
situation, while your conclusion proceeds from an
incorrect assumption that we've just said does not
reflect Laclede's current stock situation. would
that be a fair statement?

A. It's a fair statement.

Q. okay. And turning again for a moment to
pages 3 and 4 of your rebuttal testimony --

A. okay.
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Q. okay.
MR. POSTON: Wwould you repeat the page
number? I'm sorry.
MR. PENDERGAST: Yes. Page 3 of rebuttal
testimony. If I said surrebuttal, I apologize.
MR. POSTON: Thank you.
BY MR. PENDERGAST:
Q. And once again, while it may not be true
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003%3LUMBIA, MO 65201

for Laclede today in the example you've given there
beginning on line 20, you have assumed the market
to book ratio of one; is that correct?

A. Yes.

Q. And based on that assumption you've, as
we've already discussed, concluded that Ms.
McShane's adjustment would tend to drive up the
price of Laclede's stock; is that correct?

A. Yes.

Q. And when you refer to Ms. McShane's
adjustment on the following page, are you talking
about Ms. McShane's market to book adjustment?

A. Sir, could you --

Q. Yes. When you -- say, if the Commission
accepts the adjustment Ms. McShane is proposing,
when you say the adjustment, you're talking about a
market to book adjustment, are you not?

A. Yes, I am.

Q. Okay. Now, Tlet's assume, you know,
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despite what we've just discussed that your

assumption of the market to book ratio of one was,
in fact, true for Laclede, under those
circumstances where there is no difference between
the market value of Laclede's stock and its book
value, are you nevertheless suggesting to the
ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§8LUMBIA, MO 65201

commission that Ms. McShane would still propose a
market to book adjustment?

A. I can't comment on what Ms. McShane would
do.

Q. well, are you suggesting that it's
conceivable that Ms. McShane would come in here and
say, Commission, you have to make a market to book
adjustment for Laclede, because its stock is
trading above its book value, if, in fact, it's
stock wasn't trading above its book value?

A. Again, I don't know what Ms. McShane would
do. what I'm trying to say here is that the
adjustment she's proposing would have the effect of
driving the market to book ratio even higher 1in
this -- from going forward.

Q. No. I know what you're saying,

Mr. Broadwater. And what I'm trying to ask you is,
you have said Commission assume, No. 1, that

there's no difference between the market value and
the book value of a company's stock, assume that on
the one hand, and then assume on the other that you

have to deal with an adjustment that's a market to
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book adjustment, which assumes that the market
value 1is above book value. And what I'm trying to
find out is if we assume that your assumption is
ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§8LUMBIA, MO 65201

correct, that there's no difference between the
market and book value, why is it appropriate to
assume the market to book adjustment would still be
proposed under those circumstances. 1Is that a
reasonable assumption to make?

A. well, I don't -- I'm not trying to avoid
your question, but what -- I mean, obviously,
Ms. McShane is her own person, and I haven't talked
with her at all, even in the course of this
proceeding. So I don't know what she would do.
what I try -- I gave a hypothetical example or an
example here of a company that was trading at book
value. They were granted a return higher than what
was required and they're stuck with bid up greater
than book value.
So --

And then --

o r» O

sorry.

A. And then I go on to say or what I'm trying
to do 1is say, 1in this case if the Commission would
accept the market to book adjustment that
Ms. McShane's proposing, that you can draw some
similarities from the example I've previously given
to what would happen going forward for Laclede and
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saying that that -- I don't believe that adjustment

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§0LUMBIA, MO 65201
1

should be made. So that's what I'm trying to draw
and the point I'm trying to make here. 1I'm not
trying to say that she would make that adjustment
if we were at a market to book ratio of one, or she
would not. I don't know what she would do.

Q. okay. So you're trying to prepare the
commission for a situation where utilities may come
in in the absence of there being any kind of
difference between market and book value, you're
trying to make sure that the Commission understands
that under those circumstances, if somebody
proposes a market to book adjustment for a
nonexistent differential, that it might bid up the
price of the stock. 1Is that what you're trying to
suggest to the Commission?

MR. POSTON: I'm going to object to that
question. 1It's an awfully Tong question, compound
guestion.

BY MR. PENDERGAST:

Q. Let me try and shorten it.

what are you trying to warn the Commission
about here, Mr. Broadwater? Are you saying -- and
I'm afraid I'm not sure if this is going to be any
shorter -- are you saying that in circumstances
where there is no difference between the market

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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(573)442—36003§gLUMBIA, MO 65201

value and book value of the stock, that if somebody
comes in and proposes a market to book adjustment
that assumes there's a difference that that may
drive up the price of a company's stock. 1Is that
what your example was designed to show?

A. I'm just trying to make sure I understand
the whole question, and I believe I don't think
that's what I'm trying to say. What I'm trying to
say that if a return is authorized greater than
what's being required, the stock price will get bid
up.

Q. Okay. But under the only example that
you've given of that happening, the Commission has
to assume two things. It has to assume, No. 1,
that there is no difference between market and book
value for the utility in question, and, No. 2, that
someone has proposed a market to book adjustment
that is based on a difference between market value
and book value; is that right?

A. I think in my actual example, all that I'm
assuming is that the company is trading a book
value, and that the Commission authorizes a return
greater than what's being required by 1investors.
And then what I go on to say afterwards is that the
market to book adjustment that's proposed here will

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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have the effect of require -- or authorizing a

return greater than it's being required by
investors.

Q. So you're not suggesting that for this --
that in the example you've given, there has to be
both a one times market to book ratio? 1In other
words, no difference and an adjustment that's based
on a market to book difference, that's not what
your example 1is designed to show?

A. No. ATl it's -- the main point of what
it's showing is that the Commission authorizes a
return greater than what's being required by
investors. And however that happened, I haven't
commented on in the actual example, how that came
to be. But what I go on to say is one way that
could happen is through a market to book
adjustment.

Q. Right. oOkay. would you agree with me
that it's highly unlikely that a market to book
adjustment is going to be proposed to account for
the fact that a stock is increased above a
utility's book value if, in fact, it hasn't, would
you agree with me there?

A. well, I've seen cases where utilities were
trading at less than book value, and there have

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§0LUMBIA, MO 65201
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been adjustments 1ike this proposed in an attempt
to get the utility's stock to be trading over book

value. So I think there are circumstances where
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that would be proposed and there would be arguments
for this.

Q. would it alleviate your concern 1if Laclede
made a commitment that it will never propose a
market to book adjustment based on the assumption
that the market value is above the book value if,
in fact, it's really not?

A. They are going to make that commitment
going forward?

Q. Yeah. 1If Laclede or any other utility
made that commitment, would that alleviate your
concern?

A. NO.

Q Excuse me? I'm sorry.

A. I said no.

Q No. Okay.

Please turn back to page 3 of your
surrebuttal testimony, Mr. Broadwater.

A. okay.

Q. Now, beginning at Tine 21 you respond to
Ms. McShane's concern over your recommended return
driving down the price of Laclede's stock by

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003§OLUMBIA, MO 65201
5

essentially saying that Laclede's been having 1its
return set based on the DCF model for 20 years; is
that correct?

A. Yes.

Q. And you go on to note that contrary to
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your example or your assumption in the last example

that Laclede's had a market to book ratio of 1.6,
and there's no reason to where the use of DCF 1in
this case would result on a bid down on Laclede's
stock; is that right?
A. I'm sorry. Could you repeat the
question? I was reading in there. Could you
repeat the question?
Q. Yes. Beginning at line 21, you respond to
Ms. McShane's concern over your recommended return
driving down the price of Laclede's stock by
essentially saying that Laclede's been having 1its
return set based on the DCF model for 20 years.
And I take it from that, that you're concluding
under those circumstances that there's no reason to
worry, that use of DCF in this case or generally
would result in the bid down of Laclede's stock; is
that right? Is that what you're saying?
A. I believe so. I am stating that I'm not
using any different -- it's the same basic
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-36003§8LUMBIA, MO 65201

methodology that companies have been regulated
under as far as rate of return, return on equity.
And with that methodology in place, the company's
current market to book ratio is 1.6. And given
that over the Tast 20 years, that's what's been
going on. Market to book ratio has been bid up to
1.6. I don't know what's going to happen going

forward, but based on what we've seen in the past,
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it doesn't appear that it's necessarily eminent or
given that that is what's going to happen.

Q. In fact, you go on to note on page 4 that
market to book ratio for utilities generally have
increased over the past 20 years despite the use by
many state commissions of DCF model to set those
returns; 1is that correct?

A. Yes.

Q. First of all, 1'd Tike to ask you, to your
knowledge when in the Tast 20 years has staff
recommended that Laclede receive a 9.5 percentage
on equity?

A. To my recollection to -- I don't remember
going back that far. But from what I have
researched and seen, I don't believe Staff has ever
made that recommendation prior. I don't think
market conditions ever warranted that

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003§OLUMBIA, MO 65201
7

recommendation, so Staff had never proposed that.

Q. Okay. When 1in the Tast 20 years has the
commission determined a return on equity for
Laclede based on 1its resolution of a litigated
issue involving that subject?

A. In the Tast 20 years that has not
happened. As I understand it, Laclede's last
contested rate case, which did involve the return
on equity issue was a 1977 case, which is more than
20 years ago.
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Q. okay. And when you were referring to the

DCF analysis being used elsewhere to determine
authorized returns without any adverse consequences
for the stock prices for other utilities, were you
referring to its use to determine the 10.93 percent
return authorized for Missouri Gas Energy?

A. Not specifically. I was referring to my
understanding that the DCF model -- excuse me -- is
not only the primary model used in this state, but
in most states throughout the United States to
calculate a company's -- to come up with a
company's return on equity.

Q. Right. And I'm not -- I'm not talking
about other states right now. 1I'm talking about
Missouri, and I'm just asking you when you talked

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§gLUMBIA, MO 65201

about the DCF permitting utilities to stay above
book, was one of the DCF results that you had in
mind, the 10.93 return on equity for MGE?

A. well, again, I'm not trying to be
obstinate. When you're asking me what was I
thinking or what was in my mind when I made this
statement, I wasn't just thinking Missouri, because
I think I talk about in there what's gone on 1in
more than just Missouri. So when I was making this
statement, I wasn't thinking about a particular
Missouri case.

Q. well, you weren't excluding it either,

were you, Mr. Broadwater?
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A. No. I was -- no, I wasn't excluding any
case.

Q. Okay. Wwere you thinking about how the DCF
is permitted book values to -- or market values to
stay above book values thinking of the 12.61
percent return for UE; is that what you were
thinking about?

A. No. Because again, I didn't work on that
specific case, but it's my understanding that the
DCF model never arrived at 12 -- or at that time,
which was, I believe four or five years ago, didn't
arrive at 12.61 for Union Electric Company that

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§8LUMBIA, MO 65201

was -- that number wasn't what staff believed their
required return on equity was.

Q. So that 12.61 you say would have been
based on something other than the DCF analysis?

A. I believe that staff -- what Staff
believed Union Electric's return on equity, the
required return on equity for UE was at that time
was less than 12.61 based upon -- excuse me -- the
DCF analysis --

Q. well --

A. -- but I don't know what the precise
number is. I wasn't a party to that case and
didn't do that analysis.

Q. So do you know if we have this one example
that's pretty close to home of a return being
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authorized that substantially above or at Teast

above, we don't know how much the DCF analysis
results, how many other times does that happen 1in
other state commissions throughout the country that
might in part explain why utilities have been able
to keep their -- or why utilities market the value
of their stocks above their book value could have
happened elsewhere, too?

MR. POSTON: I'm going to object to that
question. It was awfully confusing. It may be

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003C8LUMBIA, MO 65201
4

just confusing to me. It was awfully Tong, and I
believe there was two questions in there.

MR. PENDERGAST: I'm certainly sympathetic
to that. Let me shorten it, if I could.

JUDGE DIPPELL: Please do.
BY MR. PENDERGAST:

Q. You've just given an example of an
instance here in Missouri where an authorized
return granted a utility was greater than what
would have been produced by the DCF results; is
that correct?

A. I believe 12.61 is the point at which
Union Electric begins to share. I do not believe
that was ever an authorized return granted Union
Electric.

Q. Let me ask you this way: 1Is that a return
that they are permitted to earn before they have to

start sharing with customers?
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A. That is the point where they begin
sharing.

Q. And was that return where they're -- that
they're permitted to earn before they begin to
share approved by the Commission?

A. I believe the Commission had to approve
that. I believe that's the case.

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003C2LUMBIA, MO 65201
4

Q. okay. Wwould it make you feel more
comfortable if we called it an approved return?

A. I prefer the point at which they begin
sharing, but --

Q. Okay. A return approved by the Commission
at which they begin sharing, how is that?

A. okay.

Q. okay. Do you know if there are other
jurisdictions that have also approved or authorized
returns that would be in excess of what the results
of DCF analysis would be?

A. I'm not aware of any. I haven't studied a
Tot of other -- I'm not aware of any, but I haven't
done a lot of research in that area either.

Q. Just based on what you know, would it
strike you as odd that the only place where that's
happened is in Missouri?

A. That would be correct. That would be
correct. I would agree with that statement.

Q. okay. And when you were referring to the
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DCF analyses being used to determine authorized

returns without adverse consequences for the stock
prices of other utilities, were you referring to
its use to determine the 11.51 average authorized
returns granted to gas distributors in 1998?
ASSOCIATED COURT REPORTERS, INC.
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A. It's my -- Tike I stated before, it's my
belief that the DCF model is the primary model used
by most state commissions. And to the extent those
commission's authorized returns in 1998, I wouldn't
have any reason to doubt your statement, but
wasn't -- I didn't come up with any of those
numbers myself or do any research into that.

Q. Let's assume the average return was
11.5 percent under the primary total being used by
DCF or the primary total by regulators in other
jurisdictions being the DCF, that would be about
200 basis points above the return you're
recommending in this case; is that right?

A. 11.2 and you're using my mid point of nine

and a half?

Q versus 11.51, yes.

A. 11.51? 1I'm sorry.

Q. Yes.

A Yes, that would be.

Q. Can you tell me when you're referring to

the use of the DCF analysis elsewhere to determine
authorized returns without adverse consequences to

the stock prices of other utilities, how many
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24 instances those were done on a company-specific
25 basis as you've done with Laclede in this case?
ASSOCIATED COURT REPORTERS, INC.
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Am I aware?

Yes.

> o »

I haven't done that analysis.

Q. Do you have any ballpark figure about

1
2
3
4
5 whether it would be half or 25 percent or
6 10 percent?

7 A. No, I haven't done any analysis.

8 Q. Okay. well, was the DCF done on a
9

company-specific basis with MGE?

10 A. Excuse me. 1In their last rate case?
11 Q. Yes.

12 A. It's my recollection that it was not.
13 Q. okay.

14 A. But I didn't work on that case, again,
15 so .

16 Q. And I assume it wasn't done on a

17 company-specific basis with Ameren UE because the
18 return there was not the return that would have
19 been produced by a DCF; 1is that correct?

20 A. I'm sorry. Could you repeat that?

21 Q. And I'm assuming that the DCF analysis
22 wasn't done on a company-specific basis with

23 Ameren UE, because the 12.61 return before they
24 started sharing wasn't a product of a DCF analysis;
25 is that correct?
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A. I'm not sure any analysis was done to come
up with a 12.61.

Q. okay. Fair enough.

A. I believe that was the decision made above
my Tevel.
Q. Okay. can you tell me for those companies

that had authorized returns of 11.51 in 1998, how
many of those returns were based on a
company-specific DCF analysis?

A. I haven't done the analysis to know that
number.

Q. okay. And you couldn't give me a ballpark
figure on that?

A. No.

Q. In addition to DCF analysis, can you tell
me to what degree the state commissions that you've
referenced in your testimony there have relied on
alternative analyses to arrive at their authorized
returns?

A. I believe my statement here goes to the
fact that it's my understanding that most states
use the DCF model 1ike Missouri as its primary
model, but they do look at the results of other
analyses.

Q. Okay. And do you have any idea of the

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442-3600 COLUMBIA, MO 65201
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degree to which maybe they put more emphasis or
Tess emphasis on those other analyses over the past
four or five years?

A. No, I don't.

Q. Okay. And you indicated page 4 as we've
discussed of your surrebuttal testimony that the
utility industries had a general increase of market
to book ratios even though state commissions
generally use the DCF analysis as their primary
tool. And my question is to you, are you saying
that the use by state commissions of the DCF
analysis has led to utility stocks going above book
value that 1it's responsible for that?

A. I don't necessarily think I would say it
was responsible for it driving it to that point
anymore than it would probably -- if in the future
we would return to a time when utility market to
book ratios were at or below one 1like it's happened
in the past, don't necessarily think it would be
responsible for doing that in and of itself either
between the other factors to take into account.

Q. Let me ask you about that, Mr. Broadwater,
because you do mention the fact that at some time
in the distant past market to book ratios were
below one, and we've established that right now

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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Laclede's market to book ratio is around 1.6.
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Now, if you were to look at a symmetrical

reduction in the market to book value on the other
side that would be equal to that 1.6, you would be
talking about a .4 market to book ratio; isn't that
right?

A. So you're saying if at some time in the
past we were at 1.0, we've gone up .6 from there,
you're saying we go down .6 from there?

Q. Right. And that would be a .4, wouldn't
it?

A. Yes. One minus .6.

Q. where your stock value would be 40 percent
of your book value; 1is that right?

A. Correct.

Q. Can you tell me whether you're aware of
whether Laclede has ever had a market value of .4
to book value?

A. I'm not aware if Laclede has ever had a
market to book value ratio of .4.

Q. To your knowledge has it ever had a .4
while you've been here at the Commission?

A. To my knowledge it hasn't.

Q. Are you aware of any other utility in the
State of Missouri that has that you've ever done

ASSOCIATED COURT REPORTERS, INC.
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any analysis on that's ever had a .4 market to book

ratio?
A. I'm not aware of one.
Q. Are you aware of any utility in any other
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jurisdiction that has a .4 market to book ratio?

A. I'm not aware of one.

Q. Okay. And did you read Mr. wagner's
testimony in this case where he talked about
utilities, gas distributors having a 1.8 market to
book ratio?

A. I do recall that number from his
testimony.

Q. okay. And if we were to go ahead and
assume that there's this concern about market book
going down below one, to be equivalent to that it
would have to be a .2 market to book ratio,
wouldn't it?

A. well, instead of its .6 increase is in the
case of Laclede, we've had a .8 increase, and so
you're taking 1.0 minus .87

Q. Right.

A. That would be .2.

Q. Right. And once again, are you aware of
any historical experience of a utility having a .2
market to book ratio?

ASSOCIATED COURT REPORTERS, INC.
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A. No, I'm not aware of that.
Q. Ookay.
JUDGE DIPPELL: Mr. Pendergast?
MR. PENDERGAST: Yes.
JUDGE DIPPELL: Are you about near the end
of your cross-examination?
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MR. PENDERGAST: 1I'd say I probably have

about 20 more minutes.

JUDGE DIPPELL: oOkay. Let's go ahead and
break again as much as I hate to, but let's go
ahead and go to lunch. Let's be back here at
1:30. off the record.

(A LUNCH BREAK WAS TAKEN.)

JUDGE DIPPELL: Mr. Pendergast, would you
Tike to continue with your cross-examination?

MR. PENDERGAST: Thank you, Judge.

CONT'D CROSS-EXAMINATION BY MR. PENDERGAST:

Q. Mr. Broadwater, when we broke off, I think
you were explaining whether or not you thought the
use of the DCF methodology was responsible for the
increase in market value and the stocks, and I'm
not sure I got exactly w hat your answer was on
that.

A. Excuse me. I believe the point I was
making was that DCF hasn't been solely responsible

ASSOCIATED COURT REPORTERS, INC.
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for driving market to book ratios where they are
anymore than if they would in the future drop the
DCF model and that case wouldn't be the sole reason
to explain the reason that it dropped. There's too
many other factors that play into that.

Q. Okay. sSo it would be fair to say then
that there are other factors that have contributed
to the rise in market book -- the market value and

stocks other than the use of DCF analysis?
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A. Yes.

Q. And just so we get a sense of what impact,
if any, the DCF analysis has had, we discussed
earlier that, you know, Laclede has market to book
ratio of about 20.6 times. And just to put it in a
simple example, that means that if a utility has a
1.6 times market to book ratio for a $10 book
value, it would have a $16 market value; 1is that
right?

A. Correct.

Q. So that would be $6 over the $10 book
value cost?

A. Yes.

Q. okay. And you're familiar with
Ms. McShane's testimony where she says that the
Standard and Poor's 500 are trading at an average

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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market to book value of about six times?
A. I'm not sure. Let me -- do you mind if I

grab her testimony?

Q. Sure.

A. Do you know the page that that was on?
Q. Oh, I used to have the page, but --

A. Because I know on page 3 she talks about

the S and P 400 being over 800 percent -- or 800
times the market to book ratio, I believe is what
she's talking about there.

Q. I'lT use that. what that would mean is
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that the S and P 400 for a $10 market price for the

companies that -- or book price for the companies
that are in their book cost, they would have a
market value of about $80; is that correct?

A. Yes.

Q. oOkay. So we'd be comparing a utility
that's had a $6 appreciation in value with an
unregulated company on average that's had a $70
appreciation from that value; isn't that right?

A. Since when?

Q. well, I'm just saying based on where
companies are today in their market to book
ratios.

A. The competitive company 1is that much

ASSOCIATED COURT REPORTERS, INC.
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greater than its book value, but book value to a
competitor -- or to a company from the S and P 400
a non-utility company -- excuse me -- is my opinion
from an investor's prospective less important.

Q. well, that's fine. But whether 1it's
important to the investor or not, I think you made
the point in your testimony that with the DCF
analysis, utilities have justifying its evidence by
the fact that they have had an increase in their
market to book ratios of up to 1.6 times. And we
just ran through the example, and that would
suggest that for a $10 book cost, that would mean a
$16 market value, which would mean an appreciation

of $6 over book value, and we're talking about an
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unregulated basis an increase of $70 on that $10
book cost.

And I'm just saying that when you compare
the $70 to the $6, and you look at those variations
and appreciation, do you, you know, still take the
position that employment of the DCF analysis has
not had a drag on the appreciation of utility stock
values?

A. I don't think I said that wasn't a drag,
but my position is the same as I stated in my
direct testimony.

ASSOCIATED COURT REPORTERS, INC.
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Q. Ookay.

A. what you just said hasn't convinced me to
change what I said in my testimony.

Q. Okay. But you would say that given the
fact that unregulated companies have seen increases
in their market values or at Tleast had market
values that are 10 times greater than their book
value than what utilities have, that that's some
kind of indication to you that maybe there's been a

drag because of the DCF analysis being employed?

Q. Are you asking me if there has been a
drag?
A. Yes.

Q. I don't think from what you just said is
evidence in and of itself that the DCF model has
been a drag.
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Q. Okay. So the fact that they are only

appreciated by 1/10 of the market values of

unregulated terms, in your view is not evidence of

that?
A. correct.
Q. If I could, please, have you turn to

page 4 of your surrebuttal testimony. And I'd Tike
to direct your attention, if I could --
A. I'm sorry. Page 4 of my surrebuttal?
ASSOCIATED COURT REPORTERS, INC.
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Yes.

A. okay. 1I apologize.

Q. And if you could turn your attention to
Tine 18, and there you reference a quote -- well,
actually you reference Ms. McShane quoting you 1in
your 1998 testimony where you stated that Staff
does not feel comfortable recommending the
commission the adoption of the return on common
equity range that the DCF model has produced. Do
you see that?

A. Yes.

Q. oOkay. And that was, in fact, a quote from
your testimony in our last rate case; is that
right?

A. Correct.

Q. And you go on to state that you did not
mean to say or you did not say and it was not your
intent to imply that staff was not comfortable with

the output of the DCF model; 1is that right?
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A. correct.

Q. And you just weren't comfortable 1in
recommending the output of the DCF model to the
commission?

A. Yes. That's what it states.

Q. So you thought the output of the DCF model

ASSOCIATED COURT REPORTERS, INC.
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was reasonable, but you didn't feel comfortable
recommending that reasonable output to the
commission?

A. Yes.

Q. Can you explain why you would feel
uncomfortable about recommending a reasonable
output to the Commission?

A. what I was -- what the difference why I
didn't make that recommendation in the last case is
because Sstaff was trying to -- we have -- we had
entered, and I believe we are still in a time that
what investors are requiring, required ROEs are
Tower than they traditionally have been. And we
just wanted to make sure that we felt confident
that the economic environment that was at that time
would continue, and so we were slow.

we proceeded slowly with adopting the
output of the DCF model when it was in -- when it
was making recommendations or the output was in the
range like they are now of 9 to 10 percent. Just
as it's my understanding that when interest -- or
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when times the economic conditions were different,

the output of the DCF model was 15, 16, 17 percent,
Staff was slow to get to those numbers.
we were slow to get to these numbers,
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again, when we're at extremes or what appears
extreme originally. we just wanted to use caution,
proceed slowly and going to recommend the output of
the DCF model.

Q. well, I appreciate your candor 1in
characterizing the approach's extreme, and I guess
I'm just asking you what, in your view, has changed
since last year at around this time when you say
you were uncomfortable recommending these results
to the Commission?

A. well, I don't think I said that the way
you said what you said. I was using extreme as the
output. I don't think that was quite correct of
the way you characterized my use of that. But the
Staff -- excuse me -- it's been a process over a
couple of years that the staff has moved slowly in
accepting the output or recommending the output of
the DCF model to the Commission. To ensure that
the environment, the economic environment that's in
place now will continue, and the only thing that's
changed 1is staff feels comfortable that the current
economic environment will continue.

Q. So is it your testimony that you feel

comfortable now whereas you didn't feel comfortable
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a year ago because nothing has changed in the
ASSOCIATED COURT REPORTERS, INC.
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environment and that's what's made you comfortable?

A. we've had more -- the environment that
we're in has continued, so, yes, things have stayed
relatively stable, and we believe it was
appropriate to recommend the output of the DCF
model as it was coming out of the model.

Q. oOkay. Let me ask you a few questions
about your short-term debt testimony, if I could.

A. Okay.

Q. Now, you have recommended how much
short-term debt in this proceeding?

A. 79,231,000.

Q. Okay. Wwould you turn to your direct
testimony, please?

A. where?

Q And 1in particular page 22.

A. Ookay.

Q And there starting at line 4, you indicate
it's the staff's opinion that it's appropriate to
include the balance of short-term debt that exceeds
the balance of the construction in progress and
utility company's capital structure because these
funds are being used to fund utility activities.

In this specific case, the staff's capital
structure includes short-term debt, because these

ASSOCIATED COURT REPORTERS, INC.
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funds are supporting certain rate base items; is
that correct?

A. Correct.

Q. And the rate base I have supported in my
short-term debt include the natural gas of propane

inventories and cash working capital; 1is that

correct?
A. correct.
Q. Okay. And are you aware of testimony that

was filed by Mr. Buck in this proceeding?

A. Yes.

Q. And are you aware that while he said he
didn't agree with your characterization of all
these uses, that the total amount that the company
has of these particular items that you've
identified was $48 million?

A. I believe I remember reading that.

Q. Okay. And that's a Tittle bit over
$30 million Tess, isn't it, than your 79 million?

A. Yes. 79 minus 48, yeah.

Q. okay. And 1is it also your understanding
that in his rebuttal testimony, Mr. Buck included
some schedules that showed what the proceeds of our
recent stock issuance and our recent bond issuance
were to be used for?

ASSOCIATED COURT REPORTERS, INC.
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A. I believe. I don't recall the details of
that, but I think I remember seeing some
schedules.

MR. PENDERGAST: If I could approach the
witness?

JUDGE DIPPELL: Certainly.
BY MR. PENDERGAST:

Q. Mr. Broadwater, can you identify the
document I've handed you?

A. The rebuttal testimony of Glenn w. Buck.

Q. And can I direct your attention to his
Schedule 1-1 there?

A. Ookay.

Q. And what does that schedule -- does that
Schedule 1-1 have an excerpt from an SEC disclosure
showing what the proceeds of our stock issuance
would be used for?

A. It appears as if what it is, it doesn't --
I don't see right off where it says on the schedule
that that's what it 1is, but --

Q. would you 1like to read through Mr. Buck's
testimony where he references it or --

A. Do you happen to know that page where that
happens? I believe it started at the bottom of
page 107

ASSOCIATED COURT REPORTERS, INC.
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Q. Great. Thank you. Okay.
And if those are the proceeds from the
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stock issuance -- first of all, what does it say

those proceeds are?

A. In the testimony?

Q. In the testimony -- well, how about first
in the testimony?

A. It says attached to Schedule 1, page 1 and
2 to this testimony are the appropriate pages from
the prospectus supplements for both our recent
common equity offering and the debt financing.
This 1is clearly demonstrated by the these
documents, which are also on file with the SEC.
The issues were marketed and proceeds were used to
pay down short-term debt.

Q. okay. And if you turn to the two
schedules that he is referring to. Wwhat does it
say about the amount of the proceeds and what they
are going to be applied to?

A. The net proceeds from the sale of the
shares excluding the over allotment option will be
approximately $21 million. Wwe will use the net
proceeds to repay short-term debt.

Q. And if you were to subtract that
21 million from your 79 million, that would give

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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you a figure of about, what, 58 million? Is my
math correct there?

A. Yes.

Q. And if you look at the second document

that talks about the proceeds from our other
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issuance, what does that say it will be used for?

A. we will use the net proceeds from the sale
of the bonds to repay short-term debt.

Q. And what were those proceeds, do you know?

A. I don't see where it states the amount
here, and I believe the issuance with $25 million
in the proceeds would be less in any issuance cost
that the company incurred.

Q. So approximately 25 million?

A. It's going to be slightly Tess than that.
Yeah, it's in the ballpark.

Q. And if we subtract that 25 million from
the 58 million that we just talked about, what
number would that give you?

A. 33.

Q. Okay. 33 miTlion?

A. Yes.

Q. And what's your understanding of what a
capital structure is supposed to do? 1Is it
supposed to finance the rate base?

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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A. Capital structure of a company finances
its operations. And in this proceeding the capital
structure of Laclede is supporting rate base.

Q. Right. And do you know what the
difference is between the overall value or cost of
the capital structure you're recommending and what
staff's rate base is?
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A. I don't know what that amount is.

Q. Okay. Wwould you be surprised that there
is a substantial difference between the two?

A. No.

Q. okay.

A. It's my belief that there's other -- that
capital structure supporting all the operations of
Laclede and not just its regulated rate base.

Q. Not just its regulated rate base. Wwell,
Tet me ask you this: Are you familiar with the
matching principal, Mr. Broadwater?

A. The matching?

Q. when it comes to capital structure and
rate base? Would you Tike some water?

A. I can wait a little. 1It's not --

COMMISSIONER MURRAY: Here's some.

THE WITNESS: Thank you. Sorry.

I'm familiar with what you're referring
ASSOCIATED COURT REPORTERS, INC.
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to, yes.
BY MR. PENDERGAST:

Q. And what 1is that principal?

A. Excuse me. That rate base and capital
structure in the case of a company, those two
should match each other in the case of a company
that is entirely a regulated utility company.

Q. okay. And do you know what our regulated
utility assets are as a part of our overall rate

base for capital structure?
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A. I'm sorry. Could you repeat that?

Q. Yes. You mentioned something about
unregulated activities, and I'm asking you, can you
tell me what Laclede's -- what percentage of 1its
capital structure or a rate base is regulated 1in
jurisdictional?

A. I think all of its rate base 1is under
regulated. I think we allow on rate basis to
regulated assets. It's at least my understanding.

Q. okay. And if I could just show you a copy
of -- if I could approach the witness? I
apologize.

JUDGE DIPPELL: Yes.
BY MR. PENDERGAST:
Q. Is this Schedule 1 to Ms. McShane's direct
ASSOCIATED COURT REPORTERS, INC.
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testimony, the document I've just handed you?

A. Yes.

Q. And can you tell me what generally is
reflected on Schedule 17?

A. Net Revenues and percentage utility assets
for selected Tocal natural debt natural gas
distribution companies.

Q. Okay. And can you tell me what's in the
far right column there?

A. 1997 percentage of utility assets.

Q. And does it give various percentages from
the various companies that are listed on that
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scheduler

A. Yes.

Q. okay. What's the percentage for Laclede
Gas Company?

A. 100 percent.

Q. Just very quickly, just a few more
guestions, Mr. Broadwater. You indicated 1in
addition to doing your company-specific analysis,
you had done a number of other analyses as well; is
that correct?

A. Correct.

Q. okay. And can you tell me what the full
range of all your analyses suggested from the

ASSOCIATED COURT REPORTERS, INC.
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Towest of the Tow to the highest of the high?

A. If you want me to go through and look, I
can. I don't have that range right off the top of
my head, but I can look.

Q. If you wouldn't mind. If it wouldn't take
too long.

A. In the quick run through goes from 9 to
10.8.

Q. 9 to 10.8. And 1is the -- what's the 10.87?

A. sorry. I believe -- let me just check.
Excuse me. The 10.8 is the average of the -- the
average risk premium analysis, the average of the
risk premium analysis for the comparable
companies.

Q. And that's an analysis that did not
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include Laclede; 1is that correct?
A. Yes.
Q. And we had a discussion earlier with
Mr. Burdette about this circularity concern. And
Tike Mr. Burdette, when you're doing a comparable
company analysis, you exclude Missouri companies;
is that correct?
A. Yes.
Q. And once again, it's because of this
circularity concern?
ASSOCIATED COURT REPORTERS, INC.
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A. Yes.

Q. okay. 1If the Commission were to go ahead
and have the same circularity concerns that lead
you to exclude those companies when you're doing
your comparable analysis and extend it to the
theory that -- or the point where they say maybe we
shouldn't be doing a company-specific analysis that
Tooks only at a Missouri company, your risk premium
analysis would provide that with an opportunity to
adopt an analysis that you performed that doesn't
have any Missouri companies in 1it; isn't that
right?

A. Is your question that my risk premium
analysis doesn't have any Missouri companies 1in
it?

Q. Right.

A. That is correct.
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Q. okay. And the Commission would not need

to be concerned about that kind of analysis, any
circularity concern, would 1it?

A. There isn't any Missouri companies in my
comparable company group, so I assume that any
circularity argument would be mitigated.

Q. well, okay. Mitigated is fine.

And you did indicate in your deposition,
ASSOCIATED COURT REPORTERS, INC.
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did you not, that while you prefer your DCF and you
think its results are reasonable, and that sort of
thing, that if the Commission decided that it ought
to be concerned about this circularity concern that
you've expressed before, that it would be fine for
the Commission to rely on these alternative
analyses that you've done; is that correct?

A. I believe I stated that the Commission had
that authority.

Q. Did you use the words, It would be fine
for them to do that?

A. To be honest, I don't remember my exact
words from the deposition. I mean, if you point me
to the page, I can look at it and find out, but I
don't remember my exact words from the deposition.

Q. How about page 917
Page 917
Uh-huh.
okay.

o r» O »r

And if you could just read from line 5 to
Page 136



21
22
23
24
25

© 00 N o uvi b~ W N B

=
o

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

GR99315v5
Tine 87
A. Anywhere specific on Tine 5 I should
start?
Q. well, page 9 -- in fact, I'11 tell you
what, why don't you read Tine 1 down to Tine 87
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A. Given all the assumptions that -- excuse
me -- it's an answer. Given all the assumptions

that have been built up to this point. Question,
Right. Answer, Which I believe there's many. I
think I have done a good job with my comparable
company analysis. So if the decision has been made
to disregard all company specific analyses, that
would be fine to Took at.

Q. Okay. And when you say, That would be
fine to look at, did you mean for the Commission to
Took at?

A. From what you're -- I believe that's the
case. We used a lot of theys 1in there, but I went
back. I believe we were referring to the
commission.

MR. PENDERGAST: Okay. 1If I could just
have two seconds.

Thank you very much, Mr. Broadwater. I
have no further questions.

JUDGE DIPPELL: oOkay. There are some
questions from the Bench. Since the chair and vice
Chair stepped out for the moment, Commissioner
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Murray, do you have any questions for

Mr. Broadwater?
COMMISSIONER MURRAY: I have some, Yyes.
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Thank you.
QUESTIONS BY COMMISSIONER MURRAY:

Q. Good afternoon.

A. Good afternoon.

Q. On page 6 of your direct testimony --

A. Yes.

Q. -- you site some Tanguage from the Supreme
Court of Pennsylvania?

A. Uh-huh.

Q. And 1'd Tike to ask you if by citing that
Tanguage that you're indicating that you think
Staff's recommended rate of return is not
sufficient to ensure the continued financial
integrity of Laclede?

A. No. The Pennsylvania case is 1in there 1in
all the testimony that I have done, at least and I
believe most of the other members of my department
include that in there. 1It's just to illustrate the
point that under extreme circumstances it may be
appropriate to set a return that wasn't enough --
wasn't high enough for them to -- excuse me -- for
the utility because of wrongful management or
something 1like that that ratepayers shouldn't have
to bear all the costs associated with that.

And I no mean and way am trying to say
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that Laclede has been wrongful in their management
or anything else. 1It's just standard language that
is in our testimony.

Q. okay. 1If you were -- so you're not saying
that they have poor management?

A. Correct.

Q. If you were to take -- if you were able to
take the cost to the ratepayers and the rate of
return to the shareholders as two totally separate
items and just isolate them, would you have
recommended a different rate of return if you
Tooked at that in isolation?

A. So if I was just looking at what return

shareholders wanted or were requiring?

Q. was there fair and adequate return to the
shareholders?
A. I believe from the analyses that I've

performed, the range that I'm recommending is what
the -- what investors are requiring currently for
Laclede.

Q. okay. 1I'11 ask you some more specifics
about that on page 2 of your surrebuttal
testimony. You state at lines 12 and 13 that the
DCF model is designed to determine the return that
investors are requiring the company to earn, not

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 COLUMBIA, MO 65201
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the return that investors want to earn. Don't they
choose investments based upon what they want to
earn?

A. Investors are balancing the risk and
return on the investments that they make.

Q. And they choose them based upon what they
think they can earn in the marketplace?

A. what I was getting at is the DCF model s
designed -- was derived to come up with what return
shareholders wanted the company -- believe the
company should earn. oOkay. And their return is
based upon --

Q. By the company to earn, not the return the
investors are to earn?

A. Right. Their return -- excuse me -- is
based upon any dividends that they receive and
capital appreciation and the price of the stock.

Q. okay. on page 6 of your rebuttal
testimony, you speak of Mr. Olson's analysis, and
you say that it is irrelevent because it's a
superficial look at the earned return of the
Standard and Poor's 500 versus what he says gas
utility stocks have earned. Wwhy 1is the earned
return of the Standard and Poor 500 irrelevent to
what should be the required return of Laclede?

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442—36003C0LUMBIA, MO 65201
71

Q. well, what I was trying to go out at is,
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when we Took at returns, what a company actually
earned may be more or less than what was required
by investors, and it's my opinion that as a whole
the S and P 500 has earned substantially more than
investors were requiring. They had a positive
economic value added is the term, and the concept
of economic value added goes to how much return did
the company earn in excess of what the investors
were requiring. How much extra was the company
able to give its investors in whatever given
period.

And it's my belief that they have -- the
S and P 500 as a whole has been, over the last
several years, has been very good at -- done a good
job at giving investors returns that are in excess
of what they were requiring.

Q. So you think it's irrelevent what the
market was giving on their return?

A. Yeah. I think that what -- excuse me --
what I think his analysis -- well, when it comes
down to it, I don't think he did an analysis of
what investors' expectations are for Laclede. And
I believe in the context of setting rates here what
we're supposed to be looking at is what investors

ASSOCIATED COURT REPORTERS, INC.
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are requiring of Laclede.
Q. Okay. 1'd 1like you to try to answer
some -- a couple of related questions here. If
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Laclede were granted a 12.5 percent return on book

value --
A. okay.
Q. -- what would be the rate that investors

would actually receive on their investment?
A. I mean, I would have to make an assumption
as far as what the investors purchased the stock

at. And are you wanting us to assume a current --

Q. Yes.
A. I believe there was -- well --
Q. You can approximate it. I'm sure you

don't know exactly what the current is of this
minute but --

A. I mean, what I was saying is, I believe
one of the company's witnesses did an analysis
along those Tines, and I don't it was
mathematically incorrect. And I think the return
came out to be somewhere around 10 percent.

Q. okay. And you don't disagree with that?

A. The math, no. I think the .

Q. Okay. Then what is your -- what do you
think that the investors would receive if the

ASSOCIATED COURT REPORTERS, INC.
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company were granted Staff's low-end recommendation
of 9 percent on book value?

A. I think the math that we went through with
the -- well, I went through in my deposition, the
company showed us the big chart --

Q. Okay. I don't have that before me
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anymore.
A. I think I've got it. They showed a low --
this is what you're --
Q. I don't recall the number of this exhibit
that we're talking about.
JUDGE DIPPELL: It was in the opening
statement.
MR. MICHEEL: 1It's Exhibit No. 110,
commissioner.
THE WITNESS: I believe it comes out to be
around 60 percent is their return.
BY COMMISSIONER MURRAY:
Q. And you don't disagree with those numbers?
A. The mathematics of the way it was, no.
Q. And do you think that those returns are
adequate to ensure continued investment in Laclede?
A. Yes.
Q. And that would include the dividend, is
that true, at 6 percent? The dividend would be
ASSOCIATED COURT REPORTERS, INC.
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included in that 6 percent; is that correct?

A. Right. This is what the company would be
allowed to earn, and then what their dividend
policy was -- would be going forward.

Q. So that if they were paying at 9.75
percent dividend. That would be .25 percent
growth?

A. well, I don't -- if they were paying
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that -- Tet me think about that. Excuse me.

Sorry. I'm assuming you're talking about they are
paying a five and three quarter percent dividend on
their current market value, which is somewhere
close to what their current dividend of $1.32, I
believe is what their -- $1.32 or .34. Last year
their dividend was $1.32. So if they kept,
sustained -- you're assuming that they sustained
that level of dividend?

Q. I'm assuming that, yes.

A. Okay. Correct. Then what they would have
available for the growth component -- excuse me --
was one point -- a dollar -- just over $1.40 plus a
$1.32 or about 8 -- a little over 8 cents.

Q. And your opinion on that is that adequate?

A. I believe, yes, from the -- and I'm
getting that based upon my belief that investors

ASSOCIATED COURT REPORTERS, INC.
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are intelligent and rational people. They are
aware that utilities operate, what type of
environment utilities operate in and how their
rates are set. And according to their behavior,
this is what they're telling us, investors are
saying this.

Q. That they are less concerned with what
they earn than they are with the fact that they
understand why the company isn't earning so much?

A. I'm sorry? I don't understand.

Q. Strike that.
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I had a couple of other questions. I'm
just having trouble locating them. Can I pass to
Ccommissioner Schemenauer and possibly ask another
guestion Tlater?

JUDGE DIPPELL: Sure.

commissioner Schemenauer, did you have
some questions?

COMMISSIONER SCHEMENAUER: Just one or
two.
QUESTIONS BY COMMISSIONER SCHEMENAUER:

Q. And as long as we're talking about how the
stock market works, I would just 1like to follow
along that vein. Right now the utility stocks are
Tooked at as investments much Tike bonds are.

ASSOCIATED COURT REPORTERS, INC.
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Investors look at a safe investment to yield a Tess
than volatile return so that they have some
stability in their earnings, would you agree with
that?

A. I believe, yes. 1I agree that generally
they trade.

Q. And generally the dividend on Laclede's
stock right now 1is yielding -- Tooking at the
market price of their stock around $23. 1It's

yielding around 5 and a half to 6 percent --

A. Yes.
Q. -- in that area?
A. Yes.

Page 145



14
15
16
17
18
19
20
21
22
23
24
25

© 00 N o v A W N B

=
o

11
12
13
14
15
16

GR99315v5
Q. what would happen to the price of

Laclede's stock if all of the sudden the dividend
yield was 10 percent of the market value of that
$23 stock? what would happen to the price of their
stock?

A. what would happen to the price of their
stock if their yield was 10 percent on that same,
so they went from paying a $1.30 to --

Q. $2.30.

A. More than Tikely it would go up.

Q. Investors wouldn't buy 1it, and it would
drive it up until that yield dropped back down to

ASSOCIATED COURT REPORTERS, INC.
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with the expense; is that correct?

A. Yeah.

Q. I mean, those that had the stock to start
with would pick up the appreciated gains, but those
new coming in, they're going to try to achieve that
10 percent yield, and they will bid the price of
that stock up until it drops back down to
somewhere, 5 and a half, 6, 7 percent, something
Tike that? I mean, that's how the market works,
and the only people who can really regulate how
much that dividend is each year is the company?

A. That is correct.

Q. And it's incumbent on the company to earn
as much money as the company can so they can pay
the dividends?

A. That's correct.
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Q. And that's what they're trying to do here,
I mean, they are trying to --

A. Yes.

Q. -- establish a rate of return on their
equity that would increase their earnings so they
can increase their dividends and drive the price of
their stock up? I mean, that's -- I realize they
want a fair rate of return, and they want to stay
in business, but they also want to be successful?

ASSOCIATED COURT REPORTERS, INC.
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A. That's correct.
Q. You don't have any argument with what
their mission here is?
A. No. I believe that they are representing

their shareholders, which is what their duty 1is to
do.

Q. And the task of the Commission is to look
at everything and come to some kind of a balance
between public interest and the public good and the
ability of that company to stay in business and
investors to make some money?

A. Correct. Yeah.

COMMISSIONER SCHEMENAUER: That's all I
have. More commentary, I guess, but thank you.

JUDGE DIPPELL: Commissioner Murray, did
you have another question?

COMMISSIONER MURRAY: I still haven't
Tocated it.
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BY COMMISSIONER MURRAY:

Q. It was related to the bond rating --

A. Yes.

Q. -- and the fact that with your revised
schedules, you determined that with Staff's
recommendation that was not sufficient to maintain
the -- I think it was the double A?

ASSOCIATED COURT REPORTERS, INC.
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A. They are currently rated double A minus,
and I did state that the interest coverages that I
calculated from my revised schedule were below what
the financial means were for a double A and A rated
utility. But, there's a but, since my -- excuse
me -- my direct testimony has come out, Standard
and Poor's has 1issued revised targets for LDCs or
for utilities in general -- excuse me -- it isn't
specific to LDCs. And that current target is 3.4
to 4.0 times pre-tax interest coverage for a
utility with a business position that Laclede has.
And the high end of my range is at 3.46 calculation
that I had.

Q. So are you saying that the range is where
Laclede could still maintain its current credit
rating, current bond rating?

A. There's a -- I had that sheet somewhere,
and I can't find it right now. Wwhat I'm saying is
that those -- whether they could maintain their
credit rating depends on a lot of things that are

outside the control of this Commission, and I don't
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necessarily think it's appropriate for us to set a
rate. So that's a target for a -- so a company can
have a certain credit rating, because 1if, you know,
a doubTle A, you know, what is that appropriate
ASSOCIATED COURT REPORTERS, INC.
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rating and all that.

But based on the revised targets that have
been issued by Standard and Poor's, Laclede -- what
I'm recommending at the high end is at the Tow end
of what would be within the targets.

Q. Okay. On page 5 of your direct testimony
you quote from Federal Power Commission et al.
versus Natural Gas Pipeline Company of American et
al.

A. okay.

Q. And the Court stated in the middle of that
quote, the return should be reasonably sufficient
to assure confidence in the financial soundness of
the utility and should be adequate, under efficient
and economical management, to maintain and support
its credit and enable it to raise the money
necessary for the proper discharges of public
duties. Don't you think that we need to make sure
that as a part of our regulation, that we look at
the ability of a utility to maintain and support
its credit?

A. Correct. I just believe -- I don't
hecessarily think that means a certain credit
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rating by support and maintain its credit. The

debt that the company has outstanding, it has to be
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abTle to support that and maintain that -- excuse
me -- comply with all the criteria that's within

its bond indenture, you know, the interest
coverage, the requirements that are stated there,
you know. So there's no threat of bankruptcy, that
type of thing.

Q. So you're not -- you don't think that it's
particularly important that we not create a
situation in which their rating would drop to a
triple B, for example?

A. Correct. There are utilities in the State
that are rated triple B and have the ability to
attract capital and maintain and support their
credit, you know, like it's stated in here. So a
triple B rating or a double A or a triple A rating
for that matter isn't inherently, in my opinion,
necessarily better -- one be better than another.

COMMISSIONER MURRAY: I believe that's all
of my questions. Thank you.

JUDGE DIPPELL: Okay. Mr. Broadwater, I
know that some of the other Commissioners have
questions for you.

THE WITNESS: Okay.

JUDGE DIPPELL: I'm going to go ahead and

ask for recross based on the questions from the
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Bench thus far. And then when those Commissioners
come in, they will have some additional question,
and then we'll have recross on those when they are
asked.

THE WITNESS: Okay.

JUDGE DIPPELL: oOkay. I'm sorry. Did you
have a question?

THE WITNESS: No. I was just going to ask
if -- I still have got some stuff of the Company's
here.

JUDGE DIPPELL: Is there recross based on
questions from the Bench from Ameren UE?

MS. KNOWLES: No, no questions.

JUDGE DIPPELL: Public Counsel?

MR. MICHEEL: Yes, I have some questions.
RECROSS-EXAMINATION BY MR. MICHEEL:

Q. Mr. Broadwater, I believe it was
Commissioner Murray who asked you about Exhibit
110, which has been marked, but not admitted as
evidence to the best of my knowledge. And you
indicated that you agreed with the math on that
exhibit; is that correct?

A. Yes.

Q. Do you agree with the underlying theory of
what that exhibit is attempting to show?

ASSOCIATED COURT REPORTERS, INC.
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MR. PENDERGAST: I think I'm going to
object. I think, you know, it's been kind of the
practice around here that we don't engage 1in
friendly cross. It seems to me that that's what
we're starting down the road for.

JUDGE DIPPELL: Do you have a response
Mr. Micheel?

MR. MICHEEL: I think it's directly
relevant to what Commissioner Murray asked, and I
just didn't know that there was any sort of
prohibition from friendly cross. And I think
under -- I think it's 536.520, I'm entitled to ask
any cross-examination questions. And I also think
that it's wholly appropriate for cross-examination
based on Commission questions to ask. I mean, I
think I'm entitled to ask all the questions, your
Honor.

JUDGE DIPPELL: I just have one other
question to Mr. Pendergast. Exhibit 110 was also
contained in one of the other witness's testimony,
wasn't it?

MR. PENDERGAST: I believe it was. It
just didn't have the red next to the 6 percent.

JUDGE DIPPELL: I'm going to allow the
witness to answer question.

ASSOCIATED COURT REPORTERS, INC.
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THE WITNESS: As far as the theory that s

embedded in there, I don't believe -- or I haven't
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had time to really dig through the whole schedule.
I didn't take the -- I haven't taken the time as of
yet to really tear it apart and consider all the
theory that went into it, so I would hesitate on
making a judgment on it one way or the other.
BY MR. MICHEEL:

Q. Okay. cCommissioner Schemenauer asked you
some questions about your DCF analysis and what
investors expect. Do you recall those questions?

A. Yes.

Q. Does your analysis balance, in your
opinion, the shareholder interest and the public
interest?

A. I believe they do.

Q. commissioner Murray asked you a line of
guestions about bond ratings. Do you recall those
guestions?

A. Yes.

Q. And specifically she asked you about the
interest coverage ratios. Do you recall those
guestions?

A. Yes.

Q. Are interest coverage ratios only one

ASSOCIATED COURT REPORTERS, INC.
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factor that Standard and Poor utilizes in rating
bonds?

A. That's correct.

Q. Are there other factors?
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A. Yes. Both quantitative and qualitative

factors go into the overall bond rating.

Q. And are you aware of whether or not those
guidelines, if you will, are strictly adhered to or
sometimes are utilities below certain guidelines
and above others and it comes out to a wash or bond
rating?

A. My understanding that a lot of the
quantitative targets do fall in line. So if a
company 1is below or at the low end on one, most of
the others fall in 1line, but the company can have
numbers that are below what they say is the target
for a certain credit rating, and yet the company --
the rating agency hasn't yet issued a downgrade or
anything 1like that because of presumably
gualitative attributes of the company that they
believe still support that credit quality.

Q. In fact, isn't it correct that currently
Laclede has some objective number of standards that
are below double A and yet their bond is still
rated double A?

ASSOCIATED COURT REPORTERS, INC.
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A. I know at the time of our writing direct,
that was the case. Like I said, these new targets
came out the very end of June, and I haven't poured
over those yet to see where Laclede's currently
stacks up versus the new targets.

Q. Let me ask you this with respect to

interest coverage ratios in general. 1Is the
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company's return on equity the only item that
affects the interest coverage ratio?

A. No. The interest coverage ratio basically
takes a look at what income the company has
available to pay interest expense divided by what
that interest expense is. SO earnings are one
component, but there are others.

Q. okay. Let's assume for me that there is
some -- let me ask you this: 1Is it a triple B bond
rating investment grade bond ratings?

A. Yes, it is.

Q. And what does it mean if a bond is an
investment grade bond?

A. when bonds are -- have a credit rating of
an investment grade, there are -- what it boils
down to is the supply of people who buy those bonds
is much greater because several -- let me say that
investors in fixed-income type securities,

ASSOCIATED COURT REPORTERS, INC.
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insurance companies, banks, pension funds, that
kind of thing, many of them have clauses that they
are only to invest in investment grade securities,
debt securities, that type of thing. And so if you
drop below investment grade, generally speaking,
the supply of investors to purchase your securities
drops, so given supply and demand usually have to
issue a much higher interest rate.

MR. MICHEEL: I think that's all I have.
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JUDGE DIPPELL: Okay. I'm going to go

ahead then and let Commissioner Drainer ask her
guestions before we continue with the recross. So
I'm kind of getting us out of order a Tittle bit
here, but I think in the 1ime Tight it will make it
smoother.
COMMISSIONER DRAINER: It's my fault. 1I'm
sorry for getting us out of order.
QUESTIONS BY COMMISSIONER DRAINER:
Q. well, good afternoon.
A. Good afternoon.
Q. Do you have some water? It Tooks Tike you
have two pitchers now.
A. I think it had to be people before me
drank it all.
Q. oOkay. I just have a few things I want to
ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442—36003§3LUMBIA, MO 65201

understand. Your discounted cash flow model

analysis --
A. Correct.
Q. -- what was the return on equity

percentage that you ended up with?

A. I came up with a range of between 9 and 10
percent.
Q. okay. That was as was shown in your

direct testimony on page 28, correct?
A. That sounds correct, yes.
Q. okay. Wwhat was the discounted cash flow

model rates in the 1998 case?
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A. They were, I believe below that. Let me
see if I have them. I have that testimony here.
8.25 to 9.15.

Q. A1l right. And in your direct testimony
after you gave your discounted cash flow range, on
page 29, I guess what would be considered a
reasonable analysis or comparison by looking at the

Tines 6 through 8, the Moody's Bond Record --

A. Yes.

Q. -- by adding 355 basis points --
A. Yes.

Q. -- you came up with 10.667

A. Correct.

ASSOCIATED COURT REPORTERS, INC.
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389

Q. Okay. Now, so by using that analysis, are
you also saying that that would have been a
reasonable rate?

A. what I'm saying is that I believe that the
DCF model 1is the most appropriate, and I Tooked at
the risk premium analysis as applied to Laclede,
the capital assets, the pricing model as applied to
Laclede, and then I looked to the group of
comparable companies and applied the DCF analysis,
the risk premium and all those -- and took all
those other results as a whole and compared it to
the 9 to 10 percent to see if that appeared
reasonable.

Q. Okay. I understand that. But what is the
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purpose of lines 6 through 8 on page 29 of your

direct testimony? 1Is that to show that that s
also in the ballpark or would be considered a
reasonable rate of return or return in equity?

A. Yes.

Q. Okay. And then now I really want a
clarification on the companies that you used for --
you said another method you use is Tooking at
comparable companies?

A. Correct.

Q. And the eight companies that you used, are

ASSOCIATED COURT REPORTERS, INC.
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those the same eight companies that are in your
surrebuttal testimony, Schedule 1?
A. Yes. It was my intent at the time and I

just double checked to make sure.

Q. okay. Those are the --

A. Those are the same companies.

Q. That seven companies plus Laclede?

A. Yes.

Q. All right. Ms. McShane --

A. Yes.

Q. -- you used different LDCs even when she

did her comparison on, what, return equity, but she
did use one Missouri base company, Atmos?

A. Yes. I believe that --

Q. why don't we use Missouri companies?

A. Because of what Mr. Pendergast was talking

about, we've tried to --
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Q. what was Mr. Pendergast talking about?

A. Circularity was what he was going to was
the argument, and that when we're Tooking at
comparable companies, we want to get rid of any
companies that we would happen to regulate, so
there wouldn't be any argument that we set their
return, and that's what investors are using to come
up with their growth estimates or anything else.

ASSOCIATED COURT REPORTERS, INC.
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And then whether in that circular argument you
can -- the argument goes that you will drive a
particular utility's return to an unreasonable
Tevel only Tooking at what a Commission does to a
specific company. And by excluding that and
Missouri companies and looking at those comparable
companies, we believe that if those results are
comparable to what we get on a company-specific
basis, we believe that shows that we haven't at
Teast reached that point yet as far as
circularity.

Q. okay. Mr. Broadwater, and please forgive
me for being dense, but I don't understand what we
mean by the circularity. So let me ask you, I am
asked to regulate utilities here in Missouri --

A. correct.

Q. -- and I, in other utilities, look at
their rate structure and even in this case under
rate design there was a discussion about the $12
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monthly rate as the highest, and the highest 1in

this State, and they do those comparisons. And it
seems that it would behoove us if we're going to 1in
other areas not just with this company, but with
all our utilities, look at comparisons and saying
that if there's any homogeneity in trying to hold
ASSOCIATED COURT REPORTERS, INC.
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all things similar, Tooking at the State of
Missouri would be the first place we'd start.

So why when it comes to return on equity,
why don't we first of all, at least tell the
Ccommissioners about what's happening to the
utilities here in the State of Missouri, if for no
other reason than for just information?

A. So you're talking about informing or
taking a look at what other Missouri companies
required returns are?

Q. Uh-huh. why would we not use them for
comparison? You know, it's kind of 1like in real
estate they say it's three things, location,
Tocation, location. Wwell, why don't we -- I mean,
what would it harm to tell me about Atmos and MGE
and UE? I mean, they all have gas business and are
regulated here in Missouri.

A. well, if we just put it in there for
informational purposes alone, I'm not sure it would
harm anything to put down what required returns are
on other gas companies within the State. The only

thing I -- what my initial thought is that the
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companies that you have listed there at least Tike
Atmos, MGE, Ameren UE and Laclede are all very
different animals -- excuse me -- Atmos has a very
ASSOCIATED COURT REPORTERS, INC.
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small percentage of it operating here in Missouri.
They are very diversified among jurisdictions.

Ameren UE is mostly an electric company
and most of its risks and that's going to be
reflective of its electric operations as opposed to
its gas operations. MGE, just from a financial
point of view, is a much more -- doesn't have
anywhere near the equity and the risk 1is much
different between MGE and Laclede from a financial
prospective.

Q. But couldn't you tell me about that when
you do a comparison?

A. Yes. I mean, right. I would imagine that

if we would go through and do an analysis and show
a quick number, there would be some kind of
disclaimer or whatever you want to put that these
are other Missouri companies, but they may be
different in these ways or something Tike that.
But by all means it would be -- we would be able to
do that type of analysis. If you would like to see
that, we can do that even in this case or in future
cases going forward.

Q. I would 1like to see that, if it could be
done and presented in the record in a timely
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fashion so that if any parties needed to address

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
(573)442-3600 COLUMBIA, MO 65201

394

it, they could. But it just seems to me that when
you say you can give it to me for information that
that's what the cases are about is to provide the
Ccommission that all parties try to provide us with
as much information as possible in making our
decision. And that might -- we can get it the
weight it deserves, but I would appreciate any
information we can have on Missouri-base
companies.

A. oOkay. I can put a schedule together very
similar to the comparable company analysis, but
have the Missouri companies in there and go through
that --

Q. ATl right.

-- and get that to you.

Q. Thank you. And if it's not appropriate 1in
this case because someone objects, I will not be
personally offended. I obviously understand that,
but I would appreciate having that information, and
I thank you very much. And let's see. I think
that probably pretty much takes care of everything,
other than when you talk about the discounted cash
flow, and please correct me if I am wrong, but it
does seem to me that that seems to be the model
that has been most heavily relied upon by this

ASSOCIATED COURT REPORTERS, INC.
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Commission and others through the years; 1is that
correct or not?

A. It is correct.

Q. If you had to pick a model because you did
different comparisons, you know, the comparisons
between companies like you said the discount cash
flow, which one are you the most comfortable
relying on in the short time frame if you had to do
one?

A. The DCF model.

COMMISSIONER DRAINER: Okay. well, thank
you very much. I appreciate your answers.

THE WITNESS: Thank you.

JUDGE DIPPELL: Commissioner, let me make
sure that I'm clear on what you were requesting
from staff. Did you want the rate of return on
other Missouri gas companies or a comparison
similar to --

COMMISSIONER DRAINER: The eight company
comparisons he did.

THE WITNESS: I believe it should be
return on equities?

COMMISSIONER DRAINER: Right.

THE WITNESS: Return on equity, not rate
of return.

ASSOCIATED COURT REPORTERS, INC.
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JUDGE DIPPELL: Okay. So similar to

Schedule 1 for Missouri companies, and I'1l1 reserve
Exhibit No. -- I'm sorry.

THE WITNESS: Schedule 1 to my surrebuttal
was a historical look, and I think it was my
understanding that what she was wanting was
something akin to, 1like, Schedules 227

COMMISSIONER DRAINER: 29.

THE WITNESS: 29 you said?

COMMISSIONER DRAINER: No, wait. Excuse
me.

THE WITNESS: It would probably be shorter
than that, but a DCF analysis of the other Missouri
companies similar to what I go through on Schedules
22, 23, 24 and some up on 25, that's --

JUDGE DIPPELL: oOkay. So return of equity
of other Missouri gas companies?

THE WITNESS: Correct.

JUDGE DIPPELL: It sounds Tike the witness
understands what he's --

COMMISSIONER DRAINER: And it would also
have Schedule 29.

THE WITNESS: 297

COMMISSIONER DRAINER: Yes.

JUDGE DIPPELL: And we'll address late

ASSOCIATED COURT REPORTERS, INC.
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filed exhibits and times for objections and so
forth at the end of the hearing, but I'm going to

reserve Exhibit No. 117 for that.
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Chair Lumpe, did you have questions for
Mr. Broadwater?

CHAIR LUMPE: I have a feeling they have
all been asked, so I'11 pass.

JUDGE DIPPELL: oOkay. Then I'm going to
go back then for recross based on questions from
the Bench.

Ameren UE, did you have any questions?

MS. KNOWLES: No questions.

JUDGE DIPPELL: Public Counsel, did you
have additional questions?

MR. MICHEEL: No.

JUDGE DIPPELL: Laclede?

MR. PENDERGAST: Thank you, your Honor.
RECROSS-EXAMINATION BY MR. PENDERGAST:

Q. You were asked a number of questions about
the impact of your recommendation on Laclede's
credit rating. And first of all, are you aware,
Mr. Broadwater, of whether or not you filed
recommendations in the past in relationship to the
Laclede's sale of first mortgage bonds expressing
concern over a significant weakening of our bond

ASSOCIATED COURT REPORTERS, INC.
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(573)442—3600383LUMBIA, MO 65201

rating and that that was a concern to Staff. Does
that sound familiar?

A. Excuse me. Vaguely so.

Q. Okay. Wwhy would you be expressing concern
about significant weakening of Laclede's bond
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6 rating? Wwhy would that be a matter of concern to
7 you?

8 A. I'd have to -- I mean, do you mind if I

9 Took at what you proposed that you had there?

10 JUDGE DIPPELL: If you would Tike to show

11 that to Mr. Poston first?

12 MR. PENDERGAST: Oh, excuse me.

13 MR. POSTON: Thank you.

14 THE WITNESS: I believe what I'm -- well,
15 Tet me read some of the details a 1little closer. I
16 don't have attachment 1 here, but I would guess

17 from the comments where we say, Company's indicated
18 that they are working to maintain a capital

19 structure of an investment grade natural gas

20 distribution company as defined by Standard and

21 Poor. I believe we were making some comment that
22 we would have some concerns if the Company was

23 downgraded below investment grade is what our

24 concerns were that were brought up in that.

25 BY MR. PENDERGAST:

ASSOCIATED COURT REPORTERS, INC.
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Q. Your specific words were that you would
have a significant -- you would have a concern

about any significant downgrade; is that right?

A. The potential of the Company to
significantly weaken its bond rating is a concern
to the staff.

Q. And my question to you is, why would a

O N oo v b~ W N PR

significant weakening of our bond rating be a
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concern to the staff?

A. I would go back to wanting the Company to
maintain its financial integrity.

Q. Okay. Did you recall Mr. -- you have had
some discussion of your schedule, and you indicated
that if you Took at some additional factors and
some additional ratings criteria that perhaps were
just at the cusp of sliding into a downgrade, do
you recall in Mr. Fallert's rebuttal testimony that
in addition to the problem that we discussed
earlier where you only included one-twelfth of the
short-term debt in your interest coverage
calculation, that Mr. Fallert said that you also
incorrectly used the marginal tax rate rather than
the effective tax rate to calculate income taxes?

A. Yes, I read that.

Q. Okay. And he also said that you had

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 88LUMBIA, MO 65201
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excluded some utility interest charges such as
interest on customer deposits which should be
included?

A. Yes, I read that.

Q. And that both of these items or your
failure to take them into account artificially
inflated the calculated interest coverage ratio?

MR. POSTON: I object to these questions.
These aren't related to anything that the
Commission asked.
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MR. PENDERGAST: He was cross-examined

extensively, and he pulled out his sheet, and he
said, well, based on some new criteria I don't
think maybe it's bad a situation as we thought, and
I'm trying to probe that a little bit.
JUDGE DIPPELL: I think it's within the
extent of the questions from Commission Murray.
You can proceed.
BY MR. PENDERGAST:
Q. Do you recall reading that?
A. Yes, I did read that.
Q. And did you take any issue with that in
your surrebuttal testimony?
A. No.
Q. And have you filed any kind of schedule or
ASSOCIATED COURT REPORTERS, INC.
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anything of that nature to make those corrections?

A. No.

Q. You were also asked a number of questions
by Mr. Micheel about other analyses that are done
by rating agencies and what a particular credit
rating should be for a particular company?

A. Is there an analysis?

MR. POSTON: Can I see those, your Honor?
MR. PENDERGAST: I'm sorry. I apologize.
BY MR. PENDERGAST:

Q. Mr. Broadwater, could you please identify

the document I've just handed you?

A. It's a Staff recommendation for approval
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of authorization and sale of common stock.

Q. And could you look at the last -- well, by
the way, who authored that recommendation?

A. It was from myself.

Q. Okay. Could you turn to the Tast page
there, and tell me what's reflected on that last
page?

A. Selected proforma financial ratios for
Laclede Gas Company.

Q. Okay. And what are those -- well, do you
have ratings alongside of those ratios?

A. Yes. We 1list Standard and Poor's

ASSOCIATED COURT REPORTERS, INC.
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financial medians there for both the A and triple B
rating.

Q. Okay. And can you tell me in your
testimony and the thing that we went through, the
Tengthy exercise with correcting, that just had to
do with interest coverages, right?

A. correct.

Q. And these have to do with other types of
criteria that are used for rating purposes; is that
right?

A. Yes. The ones that we have financial
medians for the pre-tax interest coverage ratio,
which we've discussed funds from interest coverage,
funds from an operation to total debt and total
debt to total capital.
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Q. okay. And whenever somebody does a bond

issuance or an equity issuance and asks Commission
approval for that particular financing, you do all
of these analyses in order to determine what the
impact might be on their bond rating; isn't that
correct?

A. well, 1like, I don't know who I was talking
to at the time, but someone that we talked about
that these are the financial or the quantitative
criteria that Standard and Poor publishes. There

ASSOCIATED COURT REPORTERS, INC.
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are many other qualitative factors that go into a
bond rating that we can't assess, but we do --
excuse me -- list the potential, what the ratios
will do on a proforma basis as compared to some
standard that's put out by Standard and Poor.

Q. Okay. well, if we look at funds from
operations total debt, and you were to do an
analysis to determine what the impact of staff's
recommended return would be similar to the one you
did for interest coverages, would that suggest that
Staff's Tow end is a BB rating?

A. Correct. That's were it falls out 1in this
based upon the medians that were at this time.

Q. okay. And what would a -- you talk about
investment grades, is BB considered an investment
grade?

A. Triple, BBB or triple B 1is investment

grade, yes.
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Q. well, I'm asking you under your
recommendation at the Tow end, have you done an
analysis to show what your recommended return would
imply as far as that particular criteria is
concerned and would it not imply a BB, not a BBB,
but a BB?

A. So you're asking if I've looked at what

ASSOCIATED COURT REPORTERS, INC.
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the funds from operation to total debt ratio would

be for Laclede assuming a 9 percent --

Q. Yes.
A. No. I have not done that analysis.
Q. Have you done it for a 9.5 percent?
A. NO.

Q. would you accept subject to check that if
you're 9 percent it would suggest a BB?

A. If that's the analysis you done, that's
fine. And that's based upon these medians here
that are listed?

Q. would you 1ike to go over the figures?

A. No. No. I just meant your -- I didn't
know where you were getting a BB. Are you saying
it's just less than 14, or are you saying that you
have what the published target or median is for a
double B rated gas distribution company?

Q. I guess I'm saying -- I better not
testify, Mr. Broadwater. I might get myself in
trouble. But when you, subject to check, that's
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entirely possible?

A. Standard and Poor doesn't publish what the
targets are for double B, at Teast that I've seen,
Tet me qualify my statement.

Q. okay.

ASSOCIATED COURT REPORTERS, INC.
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A. I'm going to come back and say they have
got them here. And the new rating, the previous
that didn't, I apologize. And you're talking about
funds --

Q. From operations to total debt.

A. For a double B rated utility with a three
business position, which I believe is what LacTlede
was slotted at by Standard and Poor's, it comes 1in
at between 14 and 9 and a half.

Q. And that would imply what?

A. That's the revised utility group financial
targets for a double B rated company.

Q. okay. And that assumes that we retain our
status as what did you say, number three position
or --

A. Yes. I believe that's where the business
position that Standard and Poor has slotted Laclede
at.

Q. You start getting down to BB territory,
are you in danger of Tosing that number three
average business position, Mr. Broadwater? Is that
a possibility?

A. I would imagine it would be possible, but
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I don't know exactly all that goes into a -- into
their business position criteria. I don't know
ASSOCIATED COURT REPORTERS, INC.
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what they would do.

Q. Are you aware that the qualitative
measures used by Standard and Poor are used 1in
determining the business position?

A. I wasn't specifically aware of that.

Q. Okay. well, Tet me ask you another
guestion. You answered some questions by
Ccommissioner Murray, and it had to do with she was
asking you to go through the example of how much
money would be left over after a payout of our
normal dividend based on current market prices, and
you indicated that there would be 8 cents left over
if we maintained our dividend at its current Tlevel;
is that right?

A. I believe that was from the schedule that
the company had put together.

Q. Okay. And you didn't take that
calculation, did you?

A. No. I believe I stated that. I believe
the math flowed through was correct.

Q. And in your analysis you're assuming 3 and
a quarter to 4 percent growth for Laclede; is that
correct?

A. That's what the -- yes. 1In my DCF
analysis.
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Q. okay. And can you tell me what a 3 and a
half to 4 percent growth would be on the current
market value of our stock, and I think we've been
using $23 quite a bit here in the last several
hours?

A. It would translate to a stock price close
to $23.70.

Q. okay. So we'd be talking about your
estimating growth of 70 cents 1in our stock?

A. Let me make sure. Did you say 3 percent?

Q. 3.25 to 4 percent. I think that's your
growth rate.

A. Yeah. 1I'm sorry. I just used 3 percent
to come up with that 23.70 number. I could use
4 percent. It would be 23.92.

Q. Okay. 92 cents. So after we pay out the
dividend, and I'm saying let's assume we keep that
constant, no growth, just the same dividend, we

have 8 cents to go in and generate 92 cents worth

of growth?
A. That was a question?
Q. Yes.
A. Yes.

Q. okay. Wwould you agree with me that many

institutional investor can only invest in A rated

ASSOCIATED COURT REPORTERS, INC.
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bonds and above?

A. No, I'm not -- wasn't aware of that.

Q. For those 1investors that have purchased
outstanding debt of Laclede, do you know if any of
them did it on the expectation that we would remain
doubTle A?

A. I can't specifically speak to what their
expectations, any individual bondholders'
expectations were.

Q. Vvice Chair Drainer asked you a number of
guestions about comparisons with Missouri
utilities, and I think you had a little discussion
about maybe Missouri Gas Energy and Ameren UE. 1Is

Missouri Gas Energy a triple B company?

A. Southern Union.
Q. Southern Union, their parent?
A. Yes. I believe MGE is a division of

Southern Union.

Q. And would you agree with me that -- and
I've got Mr. Bible's direct testimony from the Tast
case -- that their cost of imbedded long-term debt
is significantly higher than Laclede's?

A. I'm not -- I don't know what their
imbedded cost of long-term debt is.

MR. POSTON: Your honor, I'm going to
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 88LUMBIA, MO 65201
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object. There was no real questions being asked
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about any specifics about MGE. They were just

questions about perhaps staff putting together some
schedules.

JUDGE DIPPELL: Where is your question
heading, Mr. Pendergast?

MR. PENDERGAST: I just wanted to
illustrate the impact of the downgrade in our bonds
by pointing to the higher cost debt that the
utilities that don't have the kind of rating we
have incurred in past long-term customers.

JUDGE DIPPELL: I don't think that that
was contained in the scope of Commissioner
Drainer's question. I think it was a more general
guestion as to Missouri companies and the
information that was or wasn't provided, so I'm not
going to allow that question.

MR. PENDERGAST: That's fine, your Honor.
I have no further questions.

Thank you, Mr. Broadwater.

JUDGE DIPPELL: 1Is there redirect from
Staff?

MR. POSTON: Yes. Thank you.

REDIRECT EXAMINATION BY MR. POSTON:
Q. Mr. Broadwater, does the Commission
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 C8LUMBIA, MO 65201
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regulate for a specific market to book ratio?
A. No.
Q. Does the Commission regulate to a specific

credit rating?
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A. NO.

Q. on page 31 of your direct testimony you
made some changes this morning, and should you
update those interest coverage ratios for the most
recent S and P anointment on coverage ratios?

A. Again, like I talked about with
Commissioner Murray, I believe Standard and Poor
has issued what they call utility financial targets
are revised and is a part of that. They show --

MR. PENDERGAST: All right. Your Honor,
I'm going to object at this point. We raised an
issue of the impact of Staff's rate of return
recommendation on our bond ratings in
Mr. Broadwater's deposition. Wwe filed rebuttal
testimony indicating that it was consistent with a
triple B credit rating. We had no response
whatsoever from staff in the surrebuttal testimony
disputing that in any manner. And now, what I see
is staff trying to somehow change what 1its
schedules are for the third time maybe, and all I'm
suggesting is, if this is allowed to continue, we'd

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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Tike the opportunity to put a sur surrebuttal
witness who will go ahead and go through all the
interest criteria, will go ahead and show precisely
what the Standard and Poor criteria of today would
produce under staff's recommended returns be it BB,
BBB or whatever.
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JUDGE DIPPELL: I kind of lost your

objection in there. was it --

MR. PENDERGAST: My objection is, I think
at this late date, staff is trying to get in new
information that they had an opportunity to get,
the surrebuttal testimony, more importantly it
would be information that would not give the
Commission, in our view, an accurate presentation
of what the impact of Sstaff's recommendations are.

And all I'm suggesting is if they are
allowed to continue to do that, then we'd Tike the
opportunity to do sur surrebuttal testimony to give
the Commission the complete picture.

JUDGE DIPPELL: Mr. Poston?

MR. POSTON: Your Honor, this data is
already in the record. Commissioner Murray asked a
guestion and the witness responded, and all my
question is, 1is just a follow up on that, just
clarifying what it was that the witness said.

ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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JUDGE DIPPELL: I'm going to allow the
witness to answer the question.

THE WITNESS: The revised utility group
financial targets for pre-tax interest coverage
ratio business position three, double A runs from
4.0 to 3.4 times, which in my direct testimony
where we were changing that, but tell me again what
page that was on.

BY MR. POSTON:
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Q. It was on page 31 of your direct
testimony.

A. 31. That 3.4 to 4.0 would replace the 3.8
to 4.12 and instead of calling them Standard and
Poor's financial mean for an A and double A rated
gas distribution utility, it would be their
Standard and Poor's revised utility financial group
targets for a double A rated gas distribution
company.

Q. Mr. Broadwater, based on questions from
Commissioner Schemenauer about dividend yield, I'm
going to get this question in. Which is more
risky, a dollar of dividends today or a dollar of
capital gain received in the future?

A. Potential gain -- a dollar in capital
gains is -- potential dollar gain and capital gains
ASSOCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65102
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is more risky than a dollar today.

Q. Do you believe Staff's recommendation 1in
this case will allow Laclede to maintain its
current dividend?

A. whatever Laclede's dividend is that's
their management decision. I don't know what their
management will decide going forward.

Q. Do you believe anything that you've
recommended will damage Laclede's ability to
maintain its current dividend?

A. Can you say that again?
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Q. Do you believe anything that you have

recommended will damage Laclede's ability to
maintain its current dividend?

A. No.

Q. Mr. Pendergast asked you questions
regarding market to book ratios. Wwould you say
that based on the market to book ratio investors
are currently requiring returns that are less than
those authorized by the Commission?

A. No.

Q. Laclede maintained -- or has Laclede
maintained a market to book ratio in the range of
1.5 even though the company complains that earnings
have suffered because of warmer than normal

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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temperature?

A. Their market to book ratio over the past
five years have been in excess of one and a half.

Q. And Mr. Pendergast asked you about UE's
12.61 ROE threshhold. Do you remember that?

A. Yes.

Q. Is that rate used as part of the
experimental alternative regulated program?

A. Yes, it is.

Q. And was that rate established in a

traditional rate case?

A. No.
Q. And with regard since we've just -- excuse
me -- we've just discussed that UE 1is currently
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operating under an alternative regulation. Wwith
regard to non-gas cost, are any LDCs 1in Missouri
operating under alternative regulation?

A. NoO.

Q. Are all Missouri LDCs currently operating
under a traditional regulation with regard to
non-gas costs?

A. That is correct.

Q. Can you explain the concept of the dead
band with regard to alternative regulation?

MR. PENDERGAST: I'm going to object. I
ASSOCIATED COURT REPORTERS, INC.
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don't know if that's responsive to questions asked.

MR. POSTON: well, all of
Mr. Pendergast's questions on the 12.61 ROE, this
goes directly to that, and as the witness answers,
I think that will be clear.

MR. PENDERGAST: Are you referring to a
dead band for UE?

MR. POSTON: Under the alternative
regulation, yes.

MR. PENDERGAST: Oh, okay.

JUDGE DIPPELL: You may answer the
question.

THE WITNESS: The concept of a dead band
and as it relates to the experimental regulation
plan that UE is under, basically whatever the uUnion
Electric's authorized return would have been at the
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time that was set, was set at a -- was less than

12.61, and there's some dead band range between
what number that the Staff would have authorized or
recommended as far as a authorized return on
equity. And the 12.61, there's an area in there
where the company gets to retain all the profits
that they earn in excess of what would have been
allowed.

Q. So with the use of a dead band explain the

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 CgLUMBIA, MO 65201
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difference between a recommended rate of return of
12.61 sharing threshhold?

A. Yes.

Q. And you responded to Mr. Pendergast that
UE has to start sharing the 12.61 percent. would
you turn to Schedule 9 in your direct testimony?

A. okay.

Q. what did Laclede earn on common equity 1in
1996 and 19977

A. In 1996 they earned 13.59, and in 1997
they earned 12.93.

Q. Did Laclede have to share any of the
earnings in 1996 and 1997 above 12.617

A. No. They retained all those profits for
their shareholders.

Q. Mr. Pendergast asked you about the uses of
short-term debt. Wwould you please turn to page 22
on your direct testimony?

A. okay.
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Q. Page 22 of your testimony states that
short-term debt supported gas inventories and cash
working capital. I think Mr. Buck is confusing the
use of the term cash working capital. would your
use of this term include materials and supplies,
prepayments as well as cash working capital?
ASSOCIATED COURT REPORTERS, INC.
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A. Yes, I believe so.

MR. POSTON: May I approach the witness,
please?

JUDGE DIPPELL: Yes.

BY MR. POSTON:

Q. I'm going to show you a part of Staff's
accounting schedules on Accounting Schedule 2.

A. okay.

Q. And make sure I'm showing you the right
thing here. Okay.

I'm showing you the staff's fixed rate
base. Based on that schedule, isn't the amount of
those items included in the Staff's case -- let me
start over again.

And I just pointed to you Staff's rate
base, and based on that schedule, isn't the amount
of those items included in the staff's case
approximately $90 million?

MR. PENDERGAST: I'm going to object
because I just don't understand what this is
supposed to illustrate. I guess I don't understand
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the relevancy of the question.

JUDGE DIPPELL: Response to the relevancy
objection, Mr. Poston?

MR. POSTON: I'm sorry. It was in

ASSOCIATED COURT REPORTERS, INC.
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response to a comparison that Mr. Pendergast made
regarding testimony of Mr. Buck and testimony of
Mr. Broadwater.

JUDGE DIPPELL: oOkay.

MR. POSTON: Concerning short-term debt.

JUDGE DIPPELL: Okay. Objection
overruled.

You may answer the question.

THE WITNESS: I believe you're referring
to the $95,328,000 of total additions to net plant
and service that would --

BY MR. POSTON:

Q. Yes.
A. Yes.
Q. okay.

JUDGE DIPPELL: I'm sorry. Mr. Poston,
the accounting schedules that you're referring the
witness to, those are what's been premarked as
Exhibit 997

MR. POSTON: I believe that is correct,
yes. That's all the questions I have.

JUDGE DIPPELL: Okay. Mr. Broadwater, I
believe then you may be excused.

THE WITNESS: Thank you.
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(WITNESS EXCUSED.)
ASSOCIATED COURT REPORTERS, INC.
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JUDGE DIPPELL: Let's go ahead and take a
10-minute break and come back at 3:30. off the
record.

(A BREAK WAS TAKEN.)

JUDGE DIPPELL: oOkay. I just wanted to
clarify, because I'm not sure that it was very
clear on the record. when we had the discussion
about the deposition, and we argued that I said
that, and I said I would Tet it in, Mr. Pendergast
would you Tike to formally offer that?

MR. PENDERGAST: I certainly would.

JUDGE DIPPELL: I just wanted to kind of
clarify so we didn't go through all that for
nhothing.

MR. PENDERGAST: Yes, your Honor. At this
time on behalf of the Company, I would 1like to
offer, I believe it was Exhibit 116 --

JUDGE DIPPELL: That's correct.

MR. PENDERGAST: -- 1into evidence.

JUDGE DIPPELL: oOkay. And I know that
Staff has the objection that we argued. That's
definitely taken and on the record. Are there any
other objections that you know of at this time? I
mean, we're going to -- I'm going to give you an
opportunity to make your objections to the contents

ASSOCIATED COURT REPORTERS, INC.
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(573)442-3600 §8LUMBIA, MO 65201
4

of the deposition as we discussed on the record.

MR. SNODGRASS: Well, Judge, the staff
would just say that we feel that excerpts of the
deposition were referred to the case Taw submitted
by the Company, not the entire deposition. We're
not willing to say -- and we're still not willing
to say that it's proper to admit an entire
discovery deposition. I believe the rule and the
case law talks about admitting excerpts of the
deposition, not the entire deposition itself. we
want to state that on the record.

JUDGE DIPPELL: And that is on the record,
and I've already ruled on that. oOkay. For now
then I'm --

MR. SNODGRASS: No other objections.

JUDGE DIPPELL: -- receiving Exhibit 116
subject to objections to be made at a Tater date 1in
writing by Sstaff, and then I will rule on each of
those objections. And, again, I'11l set the time
for when those are due before we're finished here.

(EXHIBIT NO. 116 WAS RECEIVED INTO
EVIDENCE AND MADE A PART OF THE RECORD.)

MR. PENDERGAST: Thank you, your Honor.

JUDGE DIPPELL: oOkay. Mr. Pendergast, are
we ready to go ahead and begin the next issue,

ASSOCIATED COURT REPORTERS, INC.
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which is weather?

MR. SNODGRASS: Your Honor, there may be
another issue here. We're not trying to complicate
your 1ife here today.

JUDGE DIPPELL: That's fine.

MR. SNODGRASS: Again, it deals with the
deposition issue. I believe Jerry McNeive for the
Company is going to admit a deposition that we feel
Tike there's an argument against it.

JUDGE DIPPELL: Is that for this next
witness or --

MR. MCNEIVE: No. If it pleases the
Commission, I believe that that deposition issue s
going to come up when we reach the staff's
witnesses, which is Tikely since we have three
witnesses on our side, that will probably be
tomorrow morning, I believe so that's when I would
anticipate it, your Honor.

MR. SNODGRASS: I just wanted to let you
know that.

JUDGE DIPPELL: Okay. If you would still
go ahead and give me a copy of the case that you
read earlier.

MR. MCNEIVE: May I return to you the
one -- and I thank Staff's counsel for making me a

ASSOCIATED COURT REPORTERS, INC.
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copy.
MR. SNODGRASS: Well, you're welcome.
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MR. MCNEIVE: I believe that's the one.

MR. SNODGRASS: 1It's the least I could do.

JUDGE DIPPELL: And I appreciate you
Tetting me know in advance of that dispute so that
I can be somewhat prepared for 1it.

MR. MCNEIVE: May we be off the record?

JUDGE DIPPELL: Let's go off the record.

(OFF THE RECORD.)

JUDGE DIPPELL: Okay. we will deal with
that discovery dispute then when we get to those
witnesses, but I appreciate your forewarning me.

So then are we ready to go ahead with
Ms. Krieger?

MR. MCNEIVE: Yes, your Honor. 1I'd Tike
to call Patricia Krieger to the stand, please.

JUDGE DIPPELL: Ms. Krieger, could you
spell your name for the court reporter?

MS. KRIEGER: K-R-I-E-G-E-R.

(WITNESS SWORN.)

JUDGE DIPPELL: You may go ahead and
proceed, Mr. McNeive.

MR. McNEIVE: Thank you, your Honor.
PATRICIA A. KRIEGER, being first duly sworn,

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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testified as follows:
DIRECT EXAMINATION BY MR. MCNEIVE:

Q. would you please state your full name for
the record?

A. Patricia A. Krieger.
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Q. Are you the same Patricia A. Krieger who
had caused to be filed in this proceeding direct
testimony, rebuttal testimony and surrebuttal
testimony, which has been identified for the
purposes of exhibits as Exhibit Nos. 14, 15, and 16
respectively?

A. Yes, I am.

MR. McNEIVE: I would point out to the
commission that those three exhibits contained more
than weather normalization issues, so we're only
offering her at this time for the weather
normalizations portions of her testimony, and to
the extent the other portions come before the
commission, we will offer her at that time and then
offer the exhibit later in total, if that meets
your requirements?

JUDGE DIPPELL: I don't have any
objections to that as long as that's -- as long as
that's okay with the other parties. Then I'11l just
remind you not to forget to offer your exhibits.

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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MR. MCNEIVE: Remind me to offer
everything all over again at the end of the case, I
would appreciate it. Thank you.

BY MR. MCNEIVE:

Q. with that in mind, I'm going to turn to
your direct testimony. You've identified that --
do you have any changes or corrections to that
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testimony this afternoon, Mrs. Krieger?

A. No, I don't.

Q. Now, I'm going to refer you to your
rebuttal testimony, and ask if you have any changes
to that particular document?

A. No, I do not.

Q. Finally, I'm referring to your surrebuttal

testimony, and ask if you have any changes to that

document?
A. No.
Q. If I were to ask you today the questions

that appear in your direct, rebuttal and
surrebuttal testimonies, would your answers be the
same?

A. Yes, they would.

MR. MCNEIVE: At this time I would tender
the witness for cross-examination, and I'11l offer
the exhibits later, your Honor.

ASSOCIATED COURT REPORTERS, INC.
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JUDGE DIPPELL: A1l right. Then 1is there
cross-examination by Ameren UE on the weather
issue?

MS. KNOWLES: Not on this issue, no.

JUDGE DIPPELL: Public Counsel?

MR. MICHEEL: No, your Honor.

JUDGE DIPPELL: Staff?

MR. SCHWARZ: Yes, Staff has questions for
Ms. Krieger.

CROSS-EXAMINATION BY MR. SCHWARZ:
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Q. Ms. Krieger, I note that your educational
background doesn't specifically include anything
in -- Tlist anything in climatology or meteorology.

Did you take any such courses during your academic

career?

A. No, I did not take any courses in those
subjects.

Q. I know from personal experience that

you've been involved in weather issues for Laclede
before. when did your experience along those Tines
begin?

A. I filed the prefiled testimony 1in the
weather normalization adjustments beginning with
the 1994 case, so it's been the last four cases.
Prior to that I was responsible for accumulating

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102
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degree days and doing weather normalization

adjustments within the -- for the management of the
company.
Q. So you were aware of the weather issue

even before 1994, some of the calculations
involved?
A. weather issues being weather normalization

and degree days --

Q. Right.

A. -- and that type of thing, yes.

Q. Referring to your direct testimony, page
10 at Tine -- beginning at line 5, you say with
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respect to reading degree days that this adjustment

is traditionally then calculated through a
comparison of actual number of heating degree days
and so forth. By whom has it traditionally been
calculated?
A. It's been traditionally calculated in that
manner by both the Company and the staff.
Q. So you're not referring to the Commission
in this instance? Let me modify the question.
with respect to Laclede, the Commission
has never issued an order on heating degree days,
have they?
A. Not to my knowledge since I've been
ASSOCIATED COURT REPORTERS, INC.
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involved with 1it.

Q. Line 15 on that same page you state that
the heating degree day is a unit used to measure
the requirement for space heating due to the

coldness of the weather. Are you with me?

A. Yes.
Q. Does a heating degree day directly measure
that?

A. Heating degree day is a proxy for the
space heating requirements, and the change of those
requirements would be a change in degree of
temperature.

Q. well, isn't it true that there is a
relationship between the parameter known as a

heating degree day and the amount of natural gas
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required for space heating?
A. I'm sorry. Repeat the question.
Q. There is a correlation between the
measurement heating degree day and the amount of

natural gas required for space heating purposes --

A. Yes.
Q. -- is that correct.
A. There's a correlation, yes.

Q. So that the heating degree day 1is not
itself a unit of measure of space heating
ASSOCIATED COURT REPORTERS, INC.
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requirements?

A. No. It's a unit of measure used to
correlating space heating requirements.

Q. Turning to the next page, page 11, Tine
2. In the past the company's rates have been based
on various normals calculated by averaging actual
degree days. Are you with me?

A. Yes.

Q. Are you aware that for the past 20 years

that the Company's rate cases have all been

settled?
A. I believe that's true, yes.
Q. Are you aware of any settlement agreement

which contained any specification of heating degree
days in it?

A. As far as settlement?

Q. Yes.
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A. No. Both cases have been settled in a

general settlement manner.

Q. Basically a dollar amount?
A. Yes.
Q. So that, in fact, there is no way to

specify whether any of the Company's rates for the
past 20 years have been tied to any particular
Tevel of heating degree days; is that correct?
ASSOCIATED COURT REPORTERS, INC.
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A. I believe my reference in this particular
piece of testimony refers to the filings of both
parties where various normals have been filed
initially by both the Company and the Staff. Those
settlements have been on a dollar amount.

Q. So that the Company's rates have not been
set based on a particular number of heating degree
days; is that correct?

A. The Company's rates have been based on the

Tevel of billing determinates that were derived

through settlement -- the settlement process.
Q. The cases have been settled, correct?
A. Yes.

Q. And the settlements did not specify a
particular --

A. No. Settlement did not specify the number
of degree days.

Q. So that the Company's rates have not been
based on heating degree days?

MR. MCNEIVE: 1I'm going to object to the
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question. I think he's asked it three times, your
Honor. I think she's answered the question. He's
arguing with my witness now. He keeps coming back
to the same thing, so I'd ask you to ask him to
stop this 1line of questioning in this manner.
ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 §8LUMBIA, MO 65201
4

MR. SCHWARZ: 1I'm entitled to a yes or no
answer, and I've gotten various explanations, which
probably imply the answer that I'm Tooking to, but
I'm entitled to a direct answer to a direct
question and that's all that it takes.

JUDGE DIPPELL: I don't think the witness
has answered the question you've asked. She's
answered with an explanation of a similar question,
but she has not actually answered the questions of
Mr. Schwarz.

Could you ask the question again 1in a
direct phrase so she can answer it.

BY MR. SCHWARZ:

Q. Because the Company's rate cases for the
Tast 20 years have been settled, without reference
to a specific Tevel of heating degree days, is it
hot accurate to say that the rates have been based
on normal Tevels of heating degree days?

MR. MCNEIVE: 1I'm going to object to that
guestion because he mischaracterizes what the
witness has already said. She said those rate
cases have been settled with billing determinants.
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They are partly correlation to heating degree days,

so he's saying what -- it's contrary to what she's
already answered, your Honor. That's why I was
ASSOCIATED COURT REPORTERS, INC.
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interested in stopping this, because I think she
answered his question.

JUDGE DIPPELL: I don't recall the witness
answering the question the way that you phrased it,
Mr. McNeive, so I'm --

MR. MCNEIVE: 1I'm not going to argue with
your Honor that's for sure so go ahead.

JUDGE DIPPELL: I'm going to overrule your
objection.

MR. McCNEIVE: Thank you.

THE WITNESS: There's been no set Tevel of
degree days put in those settlements by both sides
agreed to a Tevel of billing determinants based on
the Tevel of degree days that they've perceived to
be in those settlements.

MR. SCHWARZ: I think I'm entitled to a
yes or a no. And I certainly accept the
explanation, but I think I'm entitled to a yes or
ho in addition.

JUDGE DIPPELL: Ms. Krieger, do you
understand the question that Mr. Schwarz is
asking?

THE WITNESS: To the extent I presume that
you're saying in the stipulation and agreement has

there been a set level of degree days put in place,
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nho, there has not been a stipulation agreed.
BY MR. SCHWARZ:

Q. And that's what sets rates, is it not?
The Commission approval of such settlements?

A. Yes, it does. That number has been in the
past settled in some correlation assuming the
agreement between the proper weather normal that

should be in that number for settlement purposes.

Q. For settlement purposes?

A. Yes.

Q. So the Commission has never set rates for
Laclede based on -- at Teast for the Tast 20 years

based on normal Tevel of heating degree days?

MR. MCNEIVE: Object to the question,
again, your Honor. She's already indicated the
settlements have been based upon billing
determinants that are implicit in the settlement,
and he's talking about rates. He's not talking --
he's dignoring the fact that she said there's
billing determinants underlying that stipulation
and agreement that has been approved by the
Ccommission. So I think he's mischaracterizing her
testimony. He's coming back and doing it
repeatedly and that's why I'm objecting.

JUDGE DIPPELL: oOkay. I would Tike

ASSOCIATED COURT REPORTERS, INC.
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Mr. Schwarz to ask his question directly, not --
just ask the question that you want her to answer
yes or no to. We've already heard the lead-up
guestions, so ask that specific question and Tet's
see if we can get a yes or no answer and then move
on.

BY MR. SCHWARZ:

Q. Have the Commission orders setting
Laclede's rates for the past 20 years been
explicitly based on various normals calculated by
averaging actual degree days?

A. I don't find it to be a yes or no answer.
Obviously the number of degree days 1is not, you
know, been appeared anywhere in the stipulation,
but the billing determinants underlying those rates
have been based on some agreement of some
reasonable level that would be based on, and I
can't answer it yes or no. Do you want --

JUDGE DIPPELL: Yes, no or you don't
know.

MR. MCNEIVE: Could I suggest, your Honor,
if she would be allowed to answer the question yes
or no and then give her explanations and then we
can move on, if that's agreeable?

JUDGE DIPPELL: That's agreeable, yes.

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 gOLUMBIA, MO 65201
434

MR. McNEIVE: Thank you.
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THE WITNESS: The Commission orders have
not stated a level of degree days, but the billing
determinants underlying those rates that are 1in
effect given the applied level of settlement degree
days.
BY MR. SCHWARZ:

Q. Such understandings are not specified in
the settlement, are they?

A. No, not in the stipulation and agreement.

Q. And they are not necessarily explicitly
agreed to by the parties, are they? That is it can
be just a dollar amount settlement for issues?

A. For revenue requirement, but billing
determinants need to be agreed upon by both of the
parties generally before moving into the rate
design or anything else.

Q. Fine. Turning to page 13 again in your
direct testimony, Tines 13 and 14. Actually, I
guess beginning on line 7 there. Are you with me?

A. Yes.

Q. It seems to me -- are you suggesting there
that the purported $23 million in earnings
shortfall is attributed to heating degree days set
too high?

ASSOCIATED COURT REPORTERS, INC.
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A. It's true both to my statement is that the
earnings have been depressed due to the -- I begin
on Tine 8 by saying, Sales Tlevels have gone short
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of those levels practically at long-term normals.

Now, that $23 million amount can be -- is a
difference between degree days as well as billing
determinants really relate to the general service
rates.

Q. But it is the -- could you say it another
way that Laclede's earnings since 1985 would have
been $23 million greater if Laclede's rates had
been higher or the weather had been colder?

A. Certainly if the weather had been colder
than they had actually experienced, Laclede's
earnings would have been higher.

Q. And if its rates had been higher and the
weather had remained as --

A. If its rates had been higher?

Yes.
with the same amount of weather?

Right.

> O > 0O

The earnings would have also been higher,
yes.

Q. On page 13 at lines 22 through 24, you say
the weather experience in the St. Louis area 1in
ASSOCIATED COURT REPORTERS, INC.
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recent years coincides with this global climate

trend. Do you see that?

A. Yes.

Q. Coincides is the root word for coincident,
isn't it?

A. I don't know what a dictionary would say
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what that word is, but the context that it was
written in my testimony implies that the results of
the weather experience in the area mirrors the
global climate results that have been reported.

Q. Same page lines 26 to 28, you indicate
that the 1ikelihood that this trend is the result
of natural weather variation diminishes each year
the trend persists. Do you see that?

A. Yes.

Q. what's your basis for that statement?

A. My basis for that statement if you had a
30-year normal, you would expect that some -- it
would not even out exactly but at least some
approximate amount would be above or below that
amount. The chances of it being always
consistently below that amount are in most cases
consistently below that amount would be without --
be outside the realm of probability that that would
happen on a natural basis. So there's Tlikely that

ASSOCIATED COURT REPORTERS, INC.
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there's something more than chance causing that
result.

Q. So do I take it from your statement then
that it is your view that the weather 1is going to
continue to get warmer without interruption as we
proceed into the new millennium?

A. Not without interruption. There may be
colder -- extremely cold periods, but the
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probability is that we will tend to see more

seasons warmer than the 30-year normal than above
the 30-year normal. And each year that we see
another warm year, that 1likelihood increases that
there's a trend toward that direction.

Q. But your statement can also be read that
the pattern has changed, can it not, that is that
whatever weather cycles there might be, are no
Tonger obtaining; is that correct?

A. Natural weather variability in the weather
cycles will continue to occur, but the effect of
those cycles will be dampened or lessened by the
impacts of global warming urbanization that will
continue to go in the same direction. So even if
you had a colder than warmer period coming into
play, those colder temperatures will be tempered by
the warming impacts of global warming urbanization.

ASSOCIATED COURT REPORTERS, INC.
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Q. well, when did urbanization begin?

A. Probably in the '60s, the last few decades
with the construction in the suburban areas, the
St. Louis area.

Q. well, now urbanization or
suburbanization? Wwhen did the --

A. The area around Lambert Field has
certainly become more developed in the last 30- to
40-year period.

Q. But Laclede's service territory certainly

comprehends more than the Lambert's Airport area?
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I mean, are you aware that at the turn of the
century the City of St. Louis was the fourth
Targest city in the United States?

A. No, I was not aware of that fact.

Q. Are you aware of the general migration of
population in the uUnited States from farms to
cities beginning in the Tast decade of the 19th
century?

A. Not specifically.

Q. On page 12 of your direct testimony, you
have a graphical representation --

A. Yes.

Q. -- of some data. Can you tell me where a
trend lying on this data would fall?

ASSOCIATED COURT REPORTERS, INC.
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A. This representation 1is talking about a
statistical trend 1line. This is a chart that
supports the position taken on what we've just
previously spoke about, that each additional year
increases this Tikelihood that there is a trend.
And 11 out of the Tlast 15 years have been warmer
than normal. So the trend in a sense that it's in
all Tikelihood not occurring from natural
probability around on the --

Q. Isn't it also true that for the last six
years shown or depicted on your graph have been
colder than normal?

A. No. Three over the last six years.
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Q. I'm sorry. Four over the last seven?

A. Four over the Tlast seven, correct.

Q. And isn't it also true that the Tast year
there is merely an estimate?

A. Yes, that is an estimate. At the time we
filed this testimony, the estimate actually is six

degree days higher than the actual for the year, I

believe.
Q. But that is, in fact, an estimate?
A. It is.
Q. If there is a relation among these data,

is it linear?

ASSOCIATED COURT REPORTERS, INC.
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A. This chart is not designed to determine
Tinear. 1It's a simple bar graph of the results of
the actual weather compared to the normal
estabTished by NOAA.

Q. If you take a Took at page 15 of your
direct testimony, do you see the little chart there
in the the middle of the page?

A. Yes.

Q. You indicate that 1991 and 1992 is the 5th
warmest since 1900, correct?

A. Correct.

Q. on your graph on page 12 it would appear
that the two years following that warmest year was
followed by two colder years; 1is that correct?

A. Yes, that's correct.

Q. And '94, '95 1is the second warmest year,
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is that correct, on your chart on page 157

A. Yes, it is.

Q. And flipping back to your chart on page 12
it again is followed by two colder than normal
years; is that correct?

A. That's correct.

Q. And '98, '99 1is also on page 16 1is the
sixth warmest year, but I notice that you're not
predicting colder than normal years in keeping with

ASSOCIATED COURT REPORTERS, INC.
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that particular pattern?

A. As I said earlier, there will be colder
than normal years, obviously. It's the number of
colder than normal versus the number of warmer than
nhormal is important by this chart.

Q. But if that particular pattern holds, you
would expect two colder than normal years, would
you not?

A. If that pattern were to hold. However,
the earlier pattern prior to that there was not
that pattern, so .

Q. At the bottom of page 15 and the top of
page 16 you talk about the effects of the eruption
of Mount Pinatubo in June of 1991, did you not?

A. Yes.

Q. Can you tell me how much material Mount
Pinatubo ejected into the atmosphere during 1its
eruption?
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A. No. I don't recall specific amounts.
Q. Do you know how high up in the atmosphere
it got?

A. No, I don't recall.

Q. Do you know how high up in the atmosphere
and what volumetric amounts have to be before
there's a weather effect?

ASSOCIATED COURT REPORTERS, INC.
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A. I don't recall specifics of it. However,
there's much scientific literature that was
produced after that event that spoke to the cooling
effect that was in place over the atmosphere --

Q. But you're not --

A. -- specifically the United States.

MR. McCNEIVE: Pardon me, your Honor. I
wish you would instruct counsel to allow the
witness to answer the question and finish her
answer first.

MR. SCHWARZ: I apologize.

MR. McCNEIVE: Thank you.

BY MR. SCHWARZ:

Q. But you personally --

A. The specifics of the atmosphere
conditions, I don't recall. But certainly the
cooling effect that was introduced by that was
written up in a Tlot of scientific Titerature was
the point of putting this in here and that's
probably in all Tikelihood why we experienced those

two cooler than normal years that you spoke of
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earlier in this trend between 1993 and '4, I
believe it was.
Q. Do you know if the continuing eruption of
the Kilawaya volcano in Hawaii since the mid '80s
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had such an affect?

A. To my knowledge I have not seen anything
written up in any scientific literature or anywhere
as to that, but there was several references to the
Mount Pinatubo eruption.

Q. what about the eruption of Mount St. Helen
in washington State, do you know?

A. My recollection was in that period that
the carbon produced by that did not go to the right
scientific direction for whatever reason to produce
that same effect, and I don't remember the details
of it. But the Mount St. Helen's did not have the
same effect that Mount Pinatubo had as far as
cooling the atmosphere.

Q. So there may be some scientific
explanation for these phenomenon, but you're not
personally knowledgeable of them?

A. My knowledge 1is only through the
scientific Titerature that I've read.

Q. And what scientific literature do you
regularly read?

A. There's tons of Titerature out on the
Internet about most of these subjects, and that
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would be where the source for many of the articles

that I read. There's also publications that I've
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gathered up over the years from various other
sources such as Nasta Goddert Institute (phonetic
sp) and other scientific publications that have
been out over the years that I've collected through
the Tast several years on these subjects.

Q. Oon page 17, Tine 20 of your direct
testimony, you say that the probability of warmer
than normal seasons is now greater than the
probability of colder than normal seasons. Did you
provide Staff with any statistical study on the
determination of such probabilities?

A. No, I did not.

Q. Did you conduct such probability studies?

A. Not statistical probability studies, no.

Q. Oon page 17, Tine 12 you, again, talk about
the $23 million in earning shortfalls. If I ask
you the same series of questions that I did earlier
on the $23 million, would we get about the same
results?

MR. MCNEIVE: 1I'm going to object to the
form of the question. I don't think you should ask
a witness that. It was some time ago, and I'm not
sure which question, Mr. Schwarz, that you're
referring to, so I'd object to that question as

improper.
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JUDGE DIPPELL: I'll sustain the
objection.

Go ahead and ask the questions again,
Mr. Schwarz.

MR. SCHWARZ: I don't know that I can.
BY MR. SCHWARZ:

Q. Oon lines -- same page 17, lines 17 to 19
you talk about the increased unlikelihood of being
able to achieve a 30-year degree date normal upon
which rates have been -- have traditionally been
set. Do you read that?

A. Yes.

Q. In the Tast 20 years has this Commission
issued an order setting Laclede rates based on the
commission's specification of heating degree days?

MR. McNEIVE: Asked and answered, your
Honor. He's already been over this ground. we've
had the explanation. We should move on.

JUDGE DIPPELL: That particular question
was asked and answered.

MR. SCHWARZ: Very well.
BY MR. SCHWARZ:

Q. Are there other expense elements in a rate
case other than weather that are normalized in the
rate-making process?

ASSOCIATED COURT REPORTERS, INC.
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A. Yes, there are.
Q. what might some examples of those be?
A. I believe all of the expense levels are

evaluated in the context of a rate case.

Q. well, specifically might injuries and
damages be issues that might be normalized?

A. The Company witness on those expense
Tevels could answer those questions.

Q. I'm not talking about this particular
case. I'm just talking about rate making
procedures generally.

A. Generally expense levels are Tlooked at,
yes, in various areas.

Q. And is the -- what is the object of, in
your opinion, of the process of normalizations?

A. The normalization process is to determine
the current level of expect -- of conditions that
can be expected to be in the future as rates are
being set for the future based on known items at
the time rates are being established. It would
represent a condition of circumstances under which
a company would be operating under which the new
rates would be set.

Q. In the normalization process, do you
adjust the Company's test year experience either

ASSOCIATED COURT REPORTERS, INC.
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revenues or expenses?

A. Yes.
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On page 24 of your direct testimony you

talk about -- beginning on Tine 5 -- you talk about

base usage?

A. Yes.
Q. And in there you specify a factor of
1.35 --
A. Yes.
Q. -- do you see that?
That factor was developed by Laclede in
1992; is that your understanding?
A. This was the last time the study was
performed.
Q. Do you know, are you familiar with a Mark
waltermeyer?
A. Yes.
Q. Could you identify him?
A. He's a Laclede employee.
Q. what about R. L. Sherwin?
A. He's a Laclede employee.
MR. SCHWARZ: May I approach the witness?
I'm sorry.
JUDGE DIPPELL: Yes, you may.
BY MR. SCHWARZ:
ASSOCIATED COURT REPORTERS, INC.
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Q. I hand you what was provided by Laclede to
Staff back in 1992, a DR response from

Mr. waltermeyer through Mr. Sherwin to the Sstaff.

I'd ask you to Took at the last page, if you
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would. Is that the derivation of the 1.35 factor?

A. Actually this last page was an engineering
study that was designed to support the 1.3 factor.
The actual study that was performed by the Company
to determine this factor is the earlier -- the
earlier calculations presented in this data
request.

Q. okay. But turning back to the last page,

if you would, does it specify a water heating

temperature?
A. Yes.
Q. And what is that temperature, please?
A. Says St. Louis County average water
temperatures.
Q. The temperature rise. I'm sorry.

A. 140 degrees.
Q. 140 degrees. And does it specify average
St. Louis County water temperatures?

A. Yes, it does.

Q. Thank you.
In turning to your rebuttal testimony, if
ASSOCIATED COURT REPORTERS, INC.
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you would, page 3, Tine 15, you talk about Staff's
claims of alleged measurements biases in the NOAA
official temperature data. Wwhat's your
understanding of the word bias in that regard?

A. Bias is due to changes in the censor and
in the environment around that censor.

Q. But I'm asking for what your understanding
Page 212



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

© 00 N o uvi b~ W N B

GR99315v5
of the word bias is?

A. The deviation.

Q. To your knowledge does NOAA -- that's
N-O-A-A, National Oceanic and Atmospheric
Administration -- Does NOAA acknowledge bias when
either instrument type or instrument locations
change?

A. Knowledge of the possibility for a bias.

Q. Oon page 8, line 19, you talk about the
growing urbanization effect recognized at Lambert.
what is your understanding of the urbanization at
Lambert?

A. The urbanization implies the additional
growth around the Lambert area itself, not the
airport in general, but the entire metropolitan
area.

Q. So it's the effect of --

A. Effect of additional people,

ASSOCIATED COURT REPORTERS, INC.
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transportation and buildings. 1I'm sorry.

Q. No. I don't want to interrupt you.

So that growth in Chesterfield has a
measurable effect at the instrumentation at
Lambert?

A. MR. MCNEIVE: 1I'm going to object to the
question. I think the witness is around Lambert
Field, and I don't believe that Chesterfield is
around Lambert Field unless it's been moved, your
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Honor. So I think it's a mischaracterization. I

object to the form of the question.

MR. SCHWARZ: Wwell, I think that the
witness is entitled to answer what the witness's
understanding is. Mr. McNeive's understanding of
what is urbanization around Lambert field is all
well and good, but it's Ms. Krieger who is
testifying.

JUDGE DIPPELL: I agree with Mr. Schwarz.
we'll let the witness answer what her
interpretation around what Lambert Field is.
overruled.

THE WITNESS: Can you repeat the question,
please?

BY MR. SCHWARZ:
Q. Do you think that, say, growth 1in
ASSOCIATED COURT REPORTERS, INC.
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Chesterfield has an effect which can be measured by
the instrumentation at Lambert Field?

A. I'm sorry. One more time. The
urbanization can be measured by the growth of
Chesterfield?

Q. Yeah. The growth in Chesterfield be
measured by a change in the temperature at Lambert
Field?

A. wWe're not trying to measure the growth 1in
Chesterfield. My understanding of urbanization,
though, is that it takes the entire metropolitan

area. It's a well-recognized phenomenon that's in
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many Tlarge cities around the country. And it's a
metropolitan area. Weather extends to -- how many
miles it extends 1is not the relevancy and the
concept.

Q. Turning to page 19 of your rebuttal
testimony at Tine 9, you suggest that NOAA data
should only be adjusted when the argument to do so
is compelling. Could you expand on that for me a
bit?

A. In the past, I believe that both staff and
the Company has relied on NOAA data as being a
source of data that was provided by an expert
source to go forward and adjust that data should
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have to have a very good reason to make an
adjustment to that data. There's a Tot of factors
that can enter into a decision to adjust that
data.

Q. Because of your involvement in Laclede's
rate cases and particularly in the weather
normalization area, you've been aware since 1992,
1994 that staff was concerned about the data set at
Lambert?

MR. MCNEIVE: Objection, your Honor. IS
that a question, counsel?

MR. SCHWARZ: Yeah, I think so.

JUDGE DIPPELL: Could you repeat your
guestion, Mr. Schwarz?
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BY MR. SCHWARZ:

Q. Because of your involvement in Laclede
rate cases since 1992, you're aware of Staff's
concern with the temperature data from Lambert
Field, are you not?

A. I'm not aware that staff had a concern 1in
1992 with the temperature data at Lambert Field.
Did it surface in 19947
No.

Did it surface in 19967

> o > 0O

Yes.
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Q. So that at Teast since 1996 the Company
has been aware that Sstaff has had concerns about
the temperature data at Lambert?

A. Yes.

Q. when did the Company contact Mr. Turner
about providing testimony in this case?

A. Late spring, approximately.

Q. when did they first contact Mr. waldron?

A. At the same time.

Q. Did the Company request them to
independently analyze the temperature data from
Lambert Field?

A. The Company requested their services in
evaluating the staff filing, and also to look 1into
aspects of the data, yes.

Q. Did the Company request either Mr. waldron

or Mr. Turner to investigate the need for
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adjustments of the Lambert data?

A. The primary focus was on understanding the
adjustments and methodology that the Staff employed
on making those adjustments, and that's taking up
most of the time since the Staff's filing at this
point.

Q. Did the Company ask Mr. Turner or
Mr. waldron to evaluate the need for adjustments to

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 COLUMBIA, MO 65201
454

the Lambert weather data?

A. In the broader content with the initial
request was to evaluate the adjustments proposed by
the staff and help us understand those adjustments.

Q. So my understanding is that the Company --
from your answer that the Company did request them
to evaluate the need for adjustments to the Lambert
weather series --

A. They were there to review the testimony of
the staff and give us an evaluation of the
circumstances, yes.

MR. SCHWARZ: Judge, I don't believe that
answer 1is responsive to the question, and I think
I'm entitled to answers to my question.

MR. MCNEIVE: May I respond when he's
finished? I'm sorry.

JUDGE DIPPELL: Were you finished,

Mr. Schwarz?
MR. SCHWARZ: Yes.

Page 217



20
21
22
23
24
25

© 00 N o v A W N B

=
o

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

GR99315v5
MR. McNEIVE: I think the reporter may be

the judge of this. I thought I heard the witness
say yes at the end of that Tast answer, but -- so
on that basis if I heard it right, I think there
was an answer, but I'd ask maybe the question --
the answer should be read back.
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JUDGE DIPPELL: Can you read the answer
back from the Tast question?

THE REPORTER: I do have yes.

MR. SCHWARZ: Pardon?

THE REPORTER: I do have yes.

MR. SCHWARZ: You do have yes?

THE REPORTER: Yes.

JUDGE DIPPELL: Thank you.

MR. SCHWARZ: Thank you. I'm sorry. 1I'm
old. My hearing is going.
BY MR. SCHWARZ:

Q. Did either Mr. Turner or Mr. waldron

provide an analysis of the need for adjusting the

weather series at Lambert to the Company?

A. Mr. waldron and Mr. Turner's findings are
in their testimony. And as far as a -- repeat the
guestion.

Q. I'm not sure I can.

Did Mr. Turner or Mr. waldron submit a
recommendation or analysis to the Company of the
need to adjust the weather data at Lambert Field?

A. No, not specifically. we have -- their
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services has been evolving with the amount of time
that's been available to analyze all the aspects of
this situation.
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Q. At the top of page 19 beginning at Tines
24, you fault the staff for pursuing adjustments to
the Lambert data without considering the effect of
global climate changes and urbanization; is that
correct?

A. I'm sorry. You said page 247

Q. Page 19, lines 24. I'm sorry.

A. Yes. We think the entire weather issue
takes in more than temperature adjustments from the
thermometer. There's other issues to be evaluated
in this whole weather scenario.

Q. But you haven't sought, at least in the
Tast three years, any expert -- strike that
guestion. I'm sorry.

You did not seek from -- strike that.

You did not receive from Mr. Turner or
Mr. waldron any specific analysis about the need
for adjusting the weather data in context of this
statement?

A. The recommendations from Mr. waldron and
Dr. Turner have been the further analysis needed on
all of these issues. And there's not been a time
since the filing of the Sstaff's Tast case to
properly evaluate all these things. And if I

Page 219



25

© 00 N o v A W N B

N NN NN R B R R R B R B R
i & W N B O ©W 6 N & L1l & W N R O

GR99315v5
could, I'd 1like to add that --
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Q. Sure.

A. -- since 1996, we've really not been
trying to evaluate this entire situation, because
at that time it was our understanding that Staff's
concern was with the 1988 and '85 changes, not
specifically the 1996 change. And the fact that
adjusting NOAA data was even an option. That was
not something that we fully understood until the
Tast case where Staff had attempted to adjust that
data. In the past we've pretty much taken NOAA
data for face value that was provided, you know, by
an expert independent source, so that started
analyzing the effects of all these things until
just recently.

Q. Page 26 of your rebuttal testimony, line
13, you state that it's not been verified that
water heating requirements change if either the
river water or ambient temperature changes a few
degrees; is that correct?

A. Yes, that's what it says.

Q. Are you suggesting that if you're going to
heat water to 140 degrees, that there's no
difference in the energy requirement if that water
starts off at 70 degrees or 90 degrees?

A. There's a change in energy requirements at
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the point that the water enters the water heater 1in
the change in a few degrees. Now, whether a change
in the river temperature or river water temperature
equates to that same differential as the water
heater 1is the different -- is the differential I'm
trying to make here.

Q. well, is staff contending that the ambient
temperature is the controlling factor -- 1'11
withdraw that question.

Isn't it true that your 1.35 factor is
driven off St. Louis County average water
temperatures?

A. No, it's not. That factor 1is based on a
study of customer specif-- customer specific to our
service territory that uses gas for water heating
and not space heating.

Q. Are you -- I'm sorry. I didn't mean to
cut you off.

A. The data request that you showed me
earlier was as I said, an engineering study that
was in support of the -- what the truce of the
regular NAF study that we do, which is specific to
our own customer base. And was a data request from
a 1992 case. I did not prepare that.

There was also a response in the 1990 case
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on a data request in 134 1in GR-91-20, which further

explains the Company's position on our NAF studies,
and that data request indicated that water heating
requirements in very extreme cold periods did not
vary to the same extent that heating degree days
would vary. And in that data request we -- and
that support is really what supports this sentence
here.

Q. And you're suggesting that Laclede
measured for its study the hot water heater intake
temperature of all the customers involved in the
study?

A. No. No. 1I'm stating that that's the
important factor in determining energy
requirements, which I believe was your initial
guestion. It's not river water temperature, is
my -- is the point. The important temperature is
the point in the water heater, not the river and
that temperature is as it's moved from the river to
the inland of the water heater has in some degree
changed. our study -- the study that supports our
135 percent 1is based on seasonal pattern, the
seasonal relationship between winter and summer
usage based on the billings of customers in our --
in our Company that support winter and summer usage
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pattern for customers that don't use gas or space
heating.

Q. well, then -- are you done? 1I'm sorry.
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A. Yes.

Q. All right. So it's my understanding that
Laclede has never directly studied the criteria
that it considers controlling for the temperature
sensitivity of water heating either? That is, it's
never measured the intake temperature at the water
heater?

A. of specific customers, no, it has not.
It's relied on billing -- the metered billing usage
of a certain group of customers that we felt that
could portray that relationship.

Q. Excuse me one minute. Have you examined
personally the daily or monthly time series of
temperatures at Lambert Airport from 1961 through
19987

A. You said evaluated, just in -- I'm sorry.
Could you repeat the question?

Q. Have you examined the daily or monthly
time series of temperatures at Lambert Airport from
1961 through 19987

A. we have that data, yes.

Q. Have you identified any significant shifts
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in the daily or monthly time series of temperatures
at Lambert from '61 through '98 that would lead you
to believe that one part of the time series might
not be consistent with another part of the time
series?
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A. I have not evaluated that data for shifts

and changes over that 30-year period.

Q. Again, on your rebuttal testimony on page
26, line 21, you talk about quantifying the
difference in heating requirements between the
temperature reading of, say, 10 degrees Fahrenheit
versus 12 degrees Fahrenheit?

A. Yes.

Q. That is -- those are ambient temperatures,
are they not?

A. Yes. The point is that staff's method
generates requirement on a per degree day type
basis in a change in temperature whether it be
river water or ambient has some impact for each
degree of change in temperature.

Q. Does Staff establish a relationship
between air temperature and gas use for water
heating?

A. My understanding of Sstaff's method 1is that
it correlates air temperature with river water

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65102

(573)442-3600 ggLUMBIA, MO 65201
4

temperature to determine the relationship. It
produces a water heating degree data that can
change with each change in degree.

Q. Does Laclede use a temperature reading
that Lambert Airport is a proxy for air
temperatures and heating degree days throughout its
service territory?

A. Yes.
Page 224



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

© 00 N oo uvi b~ W N B

=
o

GR99315v5

Q. Has Laclede done any analysis to support
using Lambert temperatures in heating degree days
for gas use throughout its service territory?

A. No, it has not.

Q. In the Laclede's NAF study, the 1992 data
request response that I showed you, and
specifically with reference to the last page, where
was the water temperature measured that's Tlabeled
at the St. Louis County Average Water Temperature?

A. I didn't prepare that data request or that
study for that matter, but it's Tabeled St. Louis
County Water Temperatures.

Q. So you don't know what the source was?

A. My recollection is back during that period
there were temperatures being reported from the
St. Louis County water Plant as well as an office
Tocation. One set of readings was comparable to
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the inlet of the plant, and the other set of
readings was a level of readings that was available
at their office that had come through subsurface
temperature readings.

Q. And did Laclede do any analysis to support
use of those water temperatures for water heating
throughout its surface territory?

A. The St. Louis County Water office, water
Company Office temperatures were used to support
the data request that I mentioned in our 1990 case,
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but that was water temperatures that had

been -- that had actually gone through the ground
and was not coming right out of the river. And
there was so much chloride, I believe than what
river temperature water would be. So that the
impact would be that river water temperatures would
produce a much greater fluctuation in those
variations between readings than what readings
would be coming through temperatures that have been
through the ground.

Q. But my question was directed to did
Laclede do any additional studies to see if the
proxy at Ballas Road was representative of the
balance of its service territory?

A. No, we did not. Because like I said
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earlier, that analysis was only to further support
the study that we really do create a seasonal
impact, a seasonal relationship on usage, so that
particular piece of paper was only used as an
engineered look to support the study that was based
on our customer usage that provided the NAF factor.
Q. Isn't it true that staff was so concerned
about the Lambert weather data that it used the
St. Charles weather station to develop its weather
adjustment in 19967
A. Yes. Staff used the other weather station
in 1996 because of its concerns about changes in a

perceived in the late '80s at Lambert. The '96
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change did not enter into at that point because it
touched here and that case was 12 months into
December '95, and it was not impacted by the change
in instrumentation at Lambert in 1996.

MR. SCHWARZ: I have nothing further.

JUDGE DIPPELL: Thank you. Merciful this
day has come to an end. I'm going to call it the
end of the day at five till 5:00.

Did you have something, Mr. McNeive?

MR. McNEIVE: oOnly this, Judge, and
certainly it's your call, but I don't know how many
more questions there might be for this witness.
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Perhaps we can finish, if not, I'11 just end that.

JUDGE DIPPELL: It is my call and I have
to leave, so --

MR. MCNEIVE: So be it.

JUDGE DIPPELL: -- we will not be doing
that. we will be starting at 8:15 in the morning,
our court reporter assures me.

Did you have something else?

MR. PENDERGAST: Yeah. Your Honor, I just
wanted to let you know that I think somebody
already has, I think we have a signed stipulation,
a partial stipulation agreement floating around
somewhere that we were going to go ahead and try
and submit it as an exhibit. we could do that
tomorrow morning, if that's okay, but I wanted to
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Tet you know it's done.

JUDGE DIPPELL: 1Is it here 1in the
courtroom right now or --

MR. SCHWARZ: Can we go off the record?

JUDGE DIPPELL: Yes. Let's go off the
record.

(OFF THE RECORD.)

(THE HEARING WAS ADJOURNED AND WILL

CONTINUE ON SEPTEMBER 1, 1999 AT 8:15 A.M.)
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