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FOR RELEASE - 10/28/99
Contact: Richard N. Hargraves (314) 342-0652

Laclede Gas Announces Fiscal 1999 Results

ST. LOUIS, Mo., Oct. 28 - Laclede Gas Company (NYSE: LG) today
released its attached unaudited Statement of Consolidated Income for
fiscal year 1999 — the twelve-month period ending September 30,
1999.

Excluding a one-time charge recorded in fiscal 1999, earnings were
slightly above those of fiscal 1998 — $28.0 million in fiscal 1999
compared with $27.8 million in fiscal 1998 — despite the fact that the
weather in our service area was 6% warmer this year than last, 12%
warmer than normal, and the seventh warmest on record in the St.
Louis area. However, the adverse impact of the weather was offset by
reductions in expenses resulting from Laclede’s cost-control efforts as
well as regulatory accounting changes instituted July 1, 1998, as part
of the settlement of the Company’s 1998 rate case.

The non-recurring charge against 1999 earnings — $2 million net of
income taxes — resulted from the Company’s minority participation in
Clark Enterprises, a civic-minded entity comprised of a group of St.
Louis firms that owned the St. Louis Blues National Hockey League
team and also financed and operated the Kiel Center in downtown St.
Louis. The recent acquisition by the Laurie family of the assets of
Clark Enterprises was negotiated and completed in a brief period
during September 1999. The impact of this non-recurring charge was
to reduce Laclede’s fiscal 1999 earnings by 11 cents per share, to
$1.43 (on average shares outstanding of 18,138,261), compared with
$1.58 per share last year (on average shares outstanding of
17,597,591).

Laclede’s Annual Report to Shareholders for fiscal 1999 will be mailed
to shareholders and employees around the middle of December.
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REBUTTAL TESTIMONY

OF

JAMES M. RUSSO

LACLEDE GAS COMPANY

CASE NO. GR-2002-356
Q.
Please state your name and business address.

A. James M. Russo, P. O. Box 360, Jefferson City, Missouri 65102.

Q.
Are you the same James M. Russo who filed Direct Testimony in Case No. GR-2002-356?

A.
Yes I am.

Q.
What is the purpose of your Rebuttal Testimony?

A.
The Purpose of my Rebuttal Testimony is to rebut the Weather Mitigation Clause (WMC) proposed by Laclede Gas Company (Laclede or Company) in the pre-filed Direct Testimony of Company Witnesses Douglas H. Yeager and Michael T. Cline.

Weather Mitigation

Q.
Company Witness Cline refers to the mismatching of revenues and costs throughout his direct testimony.  Does Staff believe this is correct terminology?

A.
No.  Staff believes Company Witness Cline is attempting to say that every expense is directly offset by the Company collecting a matching revenue.  Staff believes, simply stated, a company sells a product and collects revenues from that sale, expenses are paid from the revenues collected and what ever is left over is profit and that profit is not guaranteed.  However, Mr. Cline states in his Direct Testimony on page 6, lines 15 thru 19:

The WMC proposed by the Company would alleviate the mismatching of revenues and costs that occurs under the Company’s existing rate design when the weather in the Company’s service area is colder or warmer than normal.  The WMC would also reduce the bill volatility that occurs as a result of such weather variations.


Mr. Cline further explains what he means by the mismatching of revenues and costs that occur under the Company’s existing rate design in his Direct Testimony on page 6, line 22 thru page 7, line 10:

Presently, over one-half of the non-gas revenues generated by the Company under the Residential General Service (“RG”) and Commercial and Industrial General Service (“CG”) rate schedules are derived from the Charge For Gas Used (“CGU”), a volumetric rate that varies based on the time of the year the gas is used (winter or summer) and the rate block into which the customer’s usage falls.  The balance of the RG and CG revenues are derived from the customer charge.  The CGE is determined in the Company’s general rate case proceedings based on normalized sales volumes, which, in turn, are based on normal weather.  Because the CGU charge is volumetric in nature, the level of revenues received by the Company to recover its costs will, in turn, vary (i.e. be either higher or lower) from the level assumed when rates were established in the event it is colder or warmer than normal.


And Mr. Cline states in his direct testimony on page 7, lines 12 and 13 that:

A mismatch results because virtually all of the Company’s costs, other than the cost of gas, are fixed.


Mr. Cline also states on page 7, line 23 thru page 8, line 5:

Stated another way, under the Company’s existing rate design, when the weather is either colder or warmer than normal, customers are needlessly forced to pay for costs that do not exist or the Company is prevented from recovering costs that have, in fact, been incurred.  Implementation of the WMC proposed by the Company would significantly alleviate this mismatch of revenues and costs.

Q.
Do you agree with Mr. Cline that there is a mismatch of revenues and costs?

A. No, because the Company is including return on equity when it uses the term cost.  Further, the Company is omitting the very important point that rates are set to give the Company an opportunity to earn a rate of return.  Weather can have an impact on a Company’s overall earnings when it is warmer or colder then normal, but there are other factors, such as consumers using less gas through conservation efforts and changes in the level of expenditures that help contribute to the overall earnings of a Company.

Q.
Company Witnesses Yeager and Cline attempt to justify the WMC, in part, by claiming the Company is under-recovering costs for the last four years.  Do you agree with this?

A. No.  The Company is attempting to build its case for the WMC by continuously using such buzzwords and phrases as under-recovering costs, substantial under-recovery of costs and abnormally warm weather.  For instance, Mr. Yeager states in his direct testimony on page 5, lines 1-4:

… the impact of abnormally warm weather, which during the last three months of 2001 alone, caused the Company to under-recover its fixed distribution costs by an amount equal to nearly one-third of the increase.


And on lines 9 thru 10:

They have led to a persistent and increasingly serious under-recovery by the Company of its actual costs of providing service.  


Again on page 6, lines 8 thru 10:

To the contrary, such under-recoveries consist primarily of costs that form the backbone of our utility operations—costs that no one has even suggested are unnecessary or non-essential to the Company’s fulfillment of its mandated public utility obligations.


In his Direct Testimony on page 6, line 20 thru line 21, Mr. Yeager states:  “Ratemaking policies that, by one device or another, permit a chronic under-recovery of such non-discretionary costs are simply unsustainable.”


Company Witness Cline states in his direct testimony on page 7, lines 18 thru 21:

As a result, under the existing rate structure, the reduction in sales volumes attributable to warmer than normal will cause the Company to under-recover its costs and fail to earn the rate it was authorized in its last rate case (emphasis added).


Finally, even the Company’s work papers filed with this case titled Schedule 2, Laclede Gas Company, Summary of Normalization and Annualization, Adjustments to Items of Income and Expense, Year ended November 30, 2001, Adjustment #1k refers to their WMC adjustment as:  “adjust revenues associated with the weather mitigation clause.”

Q.
Does Staff believe that Laclede is not recovering its fixed costs?

A. No.  Staff believes that Laclede has been recovering its fixed costs related to the provision of natural gas service to its customers.  Both witnesses are instead testifying that Laclede has not been able to earn its authorized rate of return.  However, the Commission authorizing a rate of return does not guarantee that the Company will earn that, but gives the Company the opportunity to earn that return.  Staff further believes the naming of the adjustment to include the word revenue and the comments from Mr. Yeager stating the Company is not achieving its authorized rate of return, further bolsters Staff’s belief that the Company has recovered its expenses and is attempting to further bolster its bottom line for the direct benefit of the Company’s shareholders at the expense of its ratepayers.


In fact, Laclede has had a profit for at least the last four years.  Lacledes news release dated October 25, 2001 states:

The primary use for natural gas in Laclede’s service area is for residential and commercial heating.  Colder weather results in increased volumes of natural gas sold and transported, thus contributing to higher earnings.  Heating season temperatures in Laclede’s service area during fiscal 2001 were 10% colder than normal and 30% colder than in fiscal 2000 – which was the third warmest heating season on record.  As a result, Lacledes earnings for fiscal 2001, at $1.61 per share, were up nearly 18% over the Company’s fiscal 2000 earnings of $1.37 per share.


Laclede’s news release dated October 26, 2000 states:

Per-share earnings in fiscal 2000 were $1.37 (on average shares outstanding of 18,877,987), compared with per-share earnings of $1.43 in fiscal 1999 (on average shares outstanding of 18,138,261).


Laclede’s news release dated October 28,1999 states:

…The impact of this non-recurring charge was to reduce Lacledes fiscal 1999 earnings by 11 cents per share, to $1.43 (on average shares outstanding of 18,138,261), compared with $1.58 per share last year (on average shares outstanding of 17,597,591).


Please see schedule 1 attached to my Rebuttal Testimony for copies of the above press releases.


The statements quoted by senior Company personnel paint a bleak financial picture of the Company.  The financial reports issued by Laclede in the Company’s press releases paint a different picture.

Q.
Do you agree with the statement by Company Witness Cline in his Direct Testimony on page 10, lines 18 thru 23, that states:

Nor can I understand how anyone would claim that public policy is better served by maintaining an approach that, due solely to the uncontrollable vagaries of the weather, virtually guarantees a result different from what the Commission has just determined to be just and reasonable.  For all of these reasons, the Company believes the need for, and merits of, its proposed weather mitigation clause, is both clear and compelling.

A. No.  The above statement indicates that any difference in earnings from what the Commission has deemed as just and reasonable for Laclede is solely caused by weather.  There are many other factors that contribute to Laclede’s earnings.  These include management decisions on the operations of the Company and the control of expenditures.

Q.
Your earlier testimony quoted Company Witness Yeager saying:

Ratemaking policies that, by one device or another, permit a chronic under-recovery of such non-discretionary costs are simply unsustainable.


In addition, Mr. Yeager, in his Direct Testimony on page 6, lines 5 thru 7 states:

The magnitude of the under-recoveries experienced by the Company as a result of weather and a significant deviation from the traditional ratemaking process, however, far exceeds any amount that could be attributed to such items.


Mr. Cline says the CGE is determined in the Company’s general rate case proceedings based on normalized sales volumes, which in turn, are based on normal weather.


These statements would lead one to believe that the Commission has issued ratemaking decisions related to weather that are a detriment to Laclede.  Are you aware of any recent decision by the Commission on weather in a Laclede rate case?

A. No, I am not.  It is my understanding that the Commission has not made a decision on weather normals or a methodology for weather adjustment volumes in a Laclede rate case for at least the last ten years.  The Company has stipulated to dollar amounts without coming to any agreement with Staff on weather or adjustment methodology.

Q.
Earlier you referred to Mr. Yeager’s statement in his Direct Testimony on page 5, lines 1 thru 5 that stated:  that the impact of weather alone has caused the Company to under-recover its fixed distribution costs.


Mr. Yeager quantifies his under-recovery statement, noted above, in his Direct Testimony on page 10, lines 3 and 4, by stating:  “As a result, the Company under-recovered its costs in these two months alone by approximately $5 million dollars.”


Do you agree that the Laclede has under-recovered $5 million dollars due to this abnormally warm weather?

A. No.  The Company has offered no evidence that the weather was abnormally warm and the Company provides no definition for what Laclede considers to be abnormally warm weather.  Nor does the Company offer any evidence that the purported under-recovery was not caused by something else.  Laclede’s press release dated January 24, 2002, shows a profit of $.41 cents per share for the last three months of 2001.  Staff notes that this press release indicates Laclede’s operating income for this period is $18.24 million dollars.  Staff also notes that Laclede’s operating income would have been $240,000 higher were it not for losses in Laclede’s non-utility operations.  Staff is perplexed by Mr. Yeager’s claim of a $5 million dollar under-recovery and finds no basis for this statement.

Q.
Does Staff agree with the statement you earlier quoted from Company Witness Cline as saying that:  “The WMC would also reduce the bill volatility that occurs as a result of such weather variations.”

A. No.  As stated in my Direct Testimony, up to 80% of the total charge per therm is attributable to the Purchased Gas Adjustment (PGA).  Staff believes that bill volatility is primarily influenced by the actual price of natural gas.  Even though weather may have an impact on the price of gas there are numerous other factors such as lack of production, storage, and pipeline and wellhead problems that have a bigger and more immediate impact on price.  For instance, lack of production and gas in storage may cause the purchased price of gas to increase regardless of the weather when demand outstrips supply.

Q.
Do you agree with Company Witness Cline’s statement in his Direct Testimony on page 8, lines 15 thru 18 that states:  “As I will explain later in my testimony, the WMC could help to alleviate this situation and contribute to more stable bills by reducing the impact that weather would have on the magnitude of customers’ bills.  Moreover, it would likely do so at the very time that such bill mitigation is most needed.”

A. No.  It is highly unlikely that the WMC will help customers alleviate high bills at the very time that bill mitigation is most needed.  The very design of the proposed WMC clause, as provided by Laclede shows how unlikely it will be for this to occur.  In fact, under the right set of circumstances the opposite could happen and make it worse for customers.  Company Witness Cline states on page 11, lines 12 thru 14, of his Direct Testimony:  “Any amounts that have not been credited or charged to customers during the winter would be reflected on customers’ bills during the following winter at the same time the Company’s November PGA rates become effective.”


Under its proposed WMC, Laclede would recover any under recovery of revenue in the following November and December, if there were an early spring in March and April of the preceding winter heating season.  If, the weather in November and December were cold then, the financial impact on the ratepayer would be significant.

Q.
Does Staff agree with the way the proposed WMC would be calculated?

A. No.  Staff is in disagreement with Laclede's methodology in determining the Water Heating Degree Days (WHHD) for hot water.

Q.
Why does Staff disagree with Laclede’s methodology in determining the WHDD for hot water?

A. Staff has previously discussed this issue in case numbers GR-92-165 and GR-99-315.  The Company multiplies therms used in the two summer months of July and August by a factor of 135% to obtain the amount of gas usage related to heating water.  Staff Witness Henry E. Warren, PhD. of the Energy Tariffs/Rate Design Department, states in lines 19 thru 22 of his rebuttal testimony in Case No. GR-99-315:

No, this method assumes a constant adjustment between water heating in July and August of the test year and total water heating use for the test year.  It does not accurately measure the water heating use in the test year or normal annual water heating use.

Dr. Warren continues on page 3, lines 8 thru 11 of his rebuttal testimony:

So, in the two largest divisions that contain over 90% of the residential customers, the water heating estimates are over 25% above that which is indicated by end-use analysis.  Consequently, the amount of therms set aside as not sensitive to heating degree days (HDD) is overstated.

Q.
Has the Commission attempted to address the different approaches used by the Company and Staff.

A. Yes.  The Commission issued an Order on August 21, 1992, in case number GR-92-165 for Laclede to “…work with Staff to determine appropriate procedures for estimating and normalizing monthly water heating use.”  Dr. Warren referred to an alternative in his Surrebuttal Testimony in that case with the statement on page 6, lines 16 thru 24:

Laclede needs to be given specific procedures and a schedule to implement the procedures for the Order to be implemented.  An end-use study needs to be conducted according to recognized procedures.  This would provide information for the quantification of water heating use and water temperatures, space heating use and HDD, and possibly other major uses of gas.  Detailed information on space heating patterns of customer classes could augment the recommendation of Staff witness James A. Gray in his rebuttal testimony “that the Commission approve Staff’s regression methodology…” Regression results could be compared to end-use results to verify the estimated regression coefficients.

Q.
Has the Company fully complied with the Commission Order?

A. No, the company has not fully complied with the Commission’s Order.  As stated in the Rebuttal Testimony of Staff Witness Henry E. Warren in Case Number 
GR-99-315, this had not happened as of that date, and to my understanding, still has not happened as of today.  The Company is still using the same method it used in Case No. GR-92-165 to adjust for non-space heating usage in this case as they have in these previous cases.

Q.
Would you summarize the concerns of the Staff if the WMC is approved?

A. Staff believes that the WMC is a form of retroactive ratemaking, and, in effect, guarantees Laclede a level of earnings, rather than an opportunity to earn a profit.  This guaranteed return allows for the potential of over earnings by the Company in the future.  In effect, the WMC gives Laclede initiative to lower the Company’s cost of service in the future without having to consider what impact if any, the weather would have.  If the weather is warmer than normal, Laclede will collect purported revenue shortfalls from the customer and keep any additional revenue generated from the Company’s lower cost of service.  If the weather is colder than normal, Laclede will refund a portion of any over collections, but Laclede would still keep any additional revenues generated from the Company’s lower cost of service.  This is a win win opportunity for the Company.

Q.
Does this conclude your rebuttal testimony?

A. Yes, it does.
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The Laclede Group Announces Fiscal 2001 Results

ST. LOUIS, Mo., October 25, 2001 — The Laclede Group, Inc. (NYSE:
LG) today released the earnings results for Laclede Gas Company’s
fiscal year 2001, the 12-month period ended September 30, 2001.

Effective October 1, 2001, The Laclede Group became the parent
company of Laclede Gas Company. Accordingly, to the extent
information in this release relates to the year ended September 30,
2001, that information relates entirely to Laclede Gas Company and
not The Laclede Group.

The primary use for natural gas in Laclede’s service area is for
residential and commercial heating. Colder weather results in
increased volumes of natural gas sold and transported, thus
contributing to higher earnings. Heating season temperatures in
Laclede’s service area during fiscal 2001 were 10% colder than normal
and 30% colder than in fiscal 2000 — which was the third warmest
heating season on record. As a result, Laclede’s earnings for fiscal
2001, at $1.61 per share, were up nearly 18% over the Company’s
fiscal 2000 earnings of $1.37 per share.

However, the earnings benefit from the colder weather experienced
during fiscal year 2001 was offset by higher expenses that resulted
from last winter’s record high wholesale natural gas prices. These
included a higher provision for uncollectible accounts and higher
carrying costs reflecting the interest and other costs incurred by
Laclede from the date it purchased gas in the wholesale market to the
time it received payment from its customers. Laclede does not benefit
from higher wholesale natural gas prices, which are set in a
competitive national market, but passes its actual purchased gas
costs through to customers. In addition to the increased costs related
to last winter’s high wholesale gas prices, fiscal 2001 expenses were
higher, when compared with fiscal 2000, due to the formation of a
holding company and other increased costs of doing business.

Of the Company’s $1.61 earnings, 29 cents per share were
attributable to Laclede’s Gas Supply Incentive Program (GSIP). The
GSIP is an incentive-based program under which Laclede shared
certain gains and losses related to the acquisition and management of
its gas supply assets in comparison to established benchmarks.
During fiscal 2001, Laclede’s GSIP produced savings to customers of
$30.4 million and pre-tax income to shareholders of $9.0 million.
These benefits, which were generated overwhelmingly by transactions
involving out-of-state natural gas producers and marketers, were
used to help lower the bills paid by Laclede’s Missouri customers. The
benefits were achieved through new, innovative gas supply
arrangements developed by Laclede, many of which involved the
Company assuming increased risk. The incentive structure rewarded
Laclede for its cost-savings effectiveness by permitting it to retain for
its shareholders a portion of the total gas cost savings it achieved.
During the five years of its operation, Laclede’s GSIP has generated
more than $160 million in benefits — nearly 80% of which went to
reduce customer costs.
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[image: image3.png]Despite the fact that a Missouri Public Service Commission task force
has identified incentive programs as a way to control gas costs in the
State, the Commission recently decided to eliminate Laclede’s GSIP.
Laclede has requested rehearing and clarification on the decision and
will evaluate the option of seeking judicial review, if necessary, to
retain this important method of holding down gas costs within the
current competitive national supply system.

For further details concerning Laclede’s fiscal 2001 results, see the
accompanying unaudited Statement of Consolidated Income. The
Laclede Group’s Annual Report to Shareholders for fiscal 2001 will be
distributed in mid-December.

Note: This news release contains forward-looking statements within
the meaning of Section 21E of the Securities Exchange Act of 1934, as
amended. The Company’s future operating results may be affected by
various uncertainties and risk factors, many of which are beyond the
Company'’s control, including weather conditions, governmental and
regulatory policy and action, the competitive environment and
economic factors. For a more complete description of these
uncertainties and risk factors, see the Company’s Form 10-Q for the
quarter ended June 30, 2001, filed with the Securities and Exchange
Commission.

UNAUDITED

STATEMENTS OF CONSOLIDATED INCOME

Laclede Gas Company
and Subsidiary Companies
(in Thousands Except Per Share Amounis)

Three Months Ended Twelve Months Ended
September 30, September 30,
2001 2000 2001 2000
Operating Revenues:
Utility operating revenues .. .............. $ 78,465 $ 70,364 $ 929,517 $ 531,152
Mon-utility operating revenues. . 12,976 10,806 72,592 34 976
Total operating revenues 91 441 81,170 1,002,109 566,128
Operating Expenses:
Utility operating expenses
Matural and propane gas . ................ 38,868 21,603 645,761 295,263
Other operation expenses . .............. 23,281 21,014 101,936 87,063
Maintenance. ... ... 4,913 4,697 19,327 12,644
Depreciation and amortization. 6,627 6,434 26,337 24,774
Taxes, other than income taxes 8,232 7,917 65,077 42,799
Total utility operating expenses 81,921 71,265 858,438 468,543
Mon-utility operating expenses . ............. 13,164 10,566 71,346 34,269
Total operating expenses 95,085 81,831 929,784 502,812
Operating Income (Loss) ................. (3,643) (661) 72,325 63,316
DOther Income and Income Deductions — Net . (39) (98) 1,417 TEZ
Income Before Interest and Income Taxes. . (3,682) (759) 73,742 64,078
Interest Charges:
Interest on long-termdebt. .. .. ... .. ... ... .. 5,204 z,811 18,372 15,164
Other interest charges . . .. 2987 2,479 10,067 2,844
Total interest charges 6,191 5,290 28,439 24,008
Income [Loss) Before Income Taxes (9,873) (7,043) 45,303 40,070
Income Tax Expense (Benefit) (4,795) (3,657) 14,831 14,105
Net Income [Loss) (5,078) (3,392) 30,472 25,965
Dividends on Preferred Stock . ........... 21 23 87 93
Earnings [Loss) Applicable to Common Stock _$ (5,099) $ (3415 $ 30,385 $ 25,872
Average Number of Common Shares 18,878 18,878 18,878 18,878
Dutstanding
Earnings [Loss) Per Share Of Common Stock ($0.27) ($0.18) $1.61 $1.27

NOTE: Certain prior-period amounts have been reclassified to conform to current-year presentation.
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FOR RELEASE - 10/26/00
Contact: Richard N. Hargraves (314) 342-0652

Laclede Gas Announces Fiscal 2000 Results

ST. LOUIS, Mo., Oct. 26 — Laclede Gas Company (NYSE: LG) today
released the accompanying, unaudited Statement of Consolidated
Income for fiscal year 2000 — the twelve-month period ending
September 30, 2000.

Despite heating season temperatures in our service area that were the
third warmest on record (5% warmer than last year and 16% warmer
than normal), earnings for fiscal 2000 were essentially the same as
last year. In fiscal 2000, Laclede Gas earned $25.9 million, compared
with $26.0 million in fiscal 1999.

The impact of lower sales resulting from the warm weather was offset
by improved results from Laclede’s Gas Supply Incentive Plan (GSIP)
and our off-system sales (which are sales of natural gas beyond the
boundaries of our traditional service area) and from the general rate
increase that became effective December 27, 1999.

Per-share earnings in fiscal 2000 were $1.37 (on average shares
outstanding of 18,877,987), compared with per-share earnings of
$1.43 in fiscal 1999 (on average shares outstanding of 18,138,261).

Laclede’s Annual Report to Shareholders for fiscal 2000 will be mailed
to shareholders and employees in mid-December.

Note: This news release contains forward-looking statements within
the meaning of Section 21E of the Securities Exchange Act of 1934, as
amended. The Company’s future operating results may be affected by
various uncertainties and risk factors, many of which are beyond the
Company’s control, including weather conditions, governmental and
regulatory policy and action, the competitive environment and
economic factors. For a more complete description of these
uncertainties and risk factors, see the Company’s Form 10-Q for the
quarter ended June 30, 2000, filed with the Securities and Exchange
Commission.
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