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1 STATE OF MISSOURI §
2 PUBLIC SERVICE COMMISSION §
5 In the Matter of Laclede Gas ) Case No. %
Company's Tariff to Revise ) GR-99-315 %

6 Natural Gas Rate Schedules. ) %
8 DEPOSITION OF R. LAWRENCE SHERWIN, a
9 witness, produced, sworn and examined on the 15th day %
10 of September, 2004, between the hours of 8:00 a.m. %
11 and 6:00 p.m. of that day at the offices of the %
12 Missouri Public Service Commission, 1845 Borman %
‘I$13 Court, Suite 101, St. Louis, Missouri, 63146, before %
15 CHRISTINE A. SIMPSON, RPR, CRR, CCR, CSR %
MIDWEST LITIGATION SERVICES é

16 711 North 11th Street §
St. Louls, Missouri 63101 é

17 (314) 644-2191 :
18 %
19 and Notary Public within and for the State of %
20 Missouri, commissioned in St. Louis County, Missouri, é
21 in the above-entitled cause, on the part of the ;
22 Missouri Public Service Commission, pursuant to é
23 agreement. %
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A PPEARANTCES
FOR AMEREN UE:

THOMAS BYRNE (by telephone)
Attorney at Law
1901 Chouteau Avenue
St. Louis, Missouri 63103
(314) 554-2237

GLENN BUCK (by telephone)

FOR LACLEDE GAS COMPANY:
MICHAEL C. PENDERGAST
RICK ZUCKER
Attorney at Law
720 Olive Street
St. Louis, Missouri 63101
(314) 342-0533

FOR THE OFFICE OF THE PUBLIC COUNSEL:

RUTH O'NEILL (by telephone)
Assistant Public Counseil
200 Madison Street, Suite ©50
Jefferson City, Missouri 65102-2230
(573) 751-4857
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2 FOR THE STAFF QF THE MISSQURI PUBLIC SERVICE %
COMMISSION: |
THOMAS R. SCHWARZ, JR.
4 Deputy General Counsel
200 Madison Street
5 Jefferson City, Missouri ©5102
(573) 751-3234
6
ROSELLA SCHAD
7 _
LISA KRAMER (by telephone)
8
JOLIE MATHIS (by telephone)
’ 9
GUY GILBERT (by telephone)
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SIGNATURE INSTRUCTIONS:

Presentment waived; signature requested.

EXHIBIT INSTRUCTIONS:

None marked.

I NDEHZX
Direct Examination by Mr. Schwarz 5

Cross Examination by Mr. Zucker 38
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R. LAWRENCE SHERWIN, being sworn, testified as
follows:
DIRECT EXAMINATION BY MR. SCHWARZ:

Q. Mr. Sherwin, I'm Tim Schwarz. I'm an

attorney for the Staff. 1I'll be asking you gquestions
this morning. Have you had your deposition taken
before?

A, I don't recall having a deposition
taken, no.

Q. Ckay. Well, 1if I -- if you can't
understand the words that I speak or the question
itself is, is unclear, please ask, you know, to
repeat -- have the question repeated. Anytime you
need a break, just let us know and we'll be glad to
do that as well.

A, Certainly.

Q. A1l right. Back when this case was
first heard, the Commission prescribed depreciation

rates in it case. Are those rates still in effect?

A. No. There have been changes to those
rates.

Q. In subsequent Laclede rate cases?

A. Yes.

Q. How would Laclede plan to effectuate a

Commission order prescribing rates in this case

lefferson City Columbia
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1 today?

2 A. Well, I haven't been party to meetings
3 regarding that, but it's my understanding we're

4 looking for a policy determination by the Commission
5 in, in this proceeding, which would be used in

3 subsequent Laclede rate cases.

7 Q. The policy would but not the rates?

8 Al That's my understanding.

S Q. And -- never mind.
10 Can you tell us what the unit of

11 property is at Laclede for mains?

12 A. Anytime a main is lengthened or
.13 shortened, the unit is feet. 1If we are replacing
14 mains, it varies by type of material. I think what's
15 used for some of the material is the length of a
le section of pipe, if we're doing a replacement. So it
17 varies. It would be in the property catalog that was
18 provided as a DR.
19 Q. Understood. So 1f whatever the pipe

20 company ships four-inch cast iron main, that would be
21 a ~-

22 A. Yeah, it might be ten feet.
23 Q. Fifteen?
24 A, Whatever length.
‘25 Q. Whatever length --
= Ieﬂ"erbon(:m cOsumbla

dc433320-0813-11d9-9183-001 c54¢1 0000




Associated Cowrt Reporters

1-888-636-7551
Page7 |
1 A. On a replacement. But if we were ?
2 adding length, if it was a new stretch or if we were
3 removing length, 1f something was abandoned, we do 1t
4 by foot. We don't -- we don't worry about how many
5 sections of pipe, 1it's worked in the number of feet.
3) 0. And i1f there i1s a replacement done
7 that is less than a unit, how is that treated?
8 A. That would be maintenance.
9 Q. That would be -- and that's expensed?
10 A. Yes.
11 Q. And wouldn't it be true that that new

12 pipe will provide service for many years, hopefully?
13 A, This new section which is less than a

14 unit of property --

15 Q. Mm-hmm -- yes.

1o A. This minor replacement, yes.

17 Q. Right. So that Laclede is expensing
18 some plant that can reasonably be expected to serve

19 more than one year?

20 A. Well, because it'*s less than a unit of
21 property, it isn't considered plant.

22 Q. I understand. But the, the physical
23 reality is that the, the replacement part, if we can
24 call a section of, of pipe or main part, the

25 replacement part is in fact going to extend, its life

Rolla Jefferson City Columina
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1 will extend over several years? %
2 A, Sure, the life will extend, it's Jjust

3 not plant,

4 Q. Laclede doesn't classify it as plant,

5 Laclede expenses 1t?

© A, That's right.

7 Q. Does Laclede separately accrue and

8 record 1n its books depreciation expense for the

9 return of the original investment, the accrual for

10 the return of the original investment, as well as the
11 accrual for cost of removal?

12 A. The depreciation rate is a single

13 rate. It's applied together.

14 Q. And so Laclede's records don't --

15 there's not a separate reserve in six-inch cast iron
16 mains for the return of the original investment and
17 the accrual for future net salvage; is that correct?
18 A. That's true.

19 Q. You suggest in your testimony that, on
20 page 3, line 21, that there is no judicially

21 acceptable method.

22 A. I would say, I should correct the word

23 method and it should have been explanation.

24 Q. Is i1t -- is that a correction we
.25 should make?
Rolla lefferson City Columbia
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1 A, Well, I'l]l make it on the, on the 2
2 record.
3 Q. Ckay.
4 A. Rut I wanted to let you know --
5 Q. We are on the record.
6 A. I wanted to let you know we will, I
7 will, if somebody asks me if this is the same
8 testimony, I1I'11l make that as a change.
9 Q. Yeah. Are you aware of any judicial
10 opinion that specifically confirms any other method
11 of depreciation?
12 A. While that may be more of a legal
.13 question, but as I understand, orders of the
14 Commission, 1if they are not challenged they, they
15 become final after a certain point 1in time.
16 Q. You suggest that prior to 1999 the
17 Commission utilized the standard method for
18 determining the level of net salvage. What's your
19 basis for making that statement?
20 A. Is there a point in your testimony
21 that you are referring to?
22 Q. You don't recall your testimony? It's
23 at page 4, line 15.
24 A. I'm sorry, can you start back with the
& 5 gquestion?
— T Ieﬁemncm U ——— coaumma
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1 Q. Given your statement there, what's %
2 your basis for that statement?
3 A, The Commission is provided evidence on
4 rates by generally a company and Staff in a
5 proceeding, and oftentimes the Commission decides
6 between those two presentations. The two
7 presentations prior to 1999 typically had the
8 standard method used to determine the rates which
9 were put forth by the Commission., There were, I'm
10 sure, times when cost of removal was an issue, but
11 many times the depreciation rates are argued in terms

of service life or survivor curves or what have you.

e
w N

But that the rates that are argued before the

14 Commission are based on the standard method.

15 Q. Between 1978 and this case in 1899,

16 how many Laclede cases were actually litigated as --

17 strike that.

18 How many were litigated as opposed to

18 settled?

20 A, I really don't have that in front of

21 me. I know we settled a number of cases.

22 Q. And would you agree with me that

23 settlements don't typically, aren't cited or used or

24 represent any regulatory principle?

5 A. Yes, most, the language of the stip in
-~ ..NM};é;;;;€£;mmmmm_ ——
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most settlements preclude the use of that settlement
to prejudice further cases.

Q. Could you turn to page ©, line 6, of
your testimony?

A. Sure.

Q. There you say, in fact the amount of
current costs being deferred for future recovery as a
result of the standard method far exceeds the amount
of future net salvage costs that are being recovered
now through the same depreciation rate.

Could you try to express that a little

~-- it's not clear to me exactly what that means and I

wondered 1f you could.

A. I'm looking at the guestion, first of
all.

Q. Sure. That's fine.

A. The question is, does the inclusion of

an allowance for net salvage costs in the calculation
of the depreciation rates mean that the utility is
recovering more on rates than it is actually
spending.

The answer is, no, not at all. In
fact the amount of current costs being deferred for
future recovery as a result of the standard method

far exceeds the amount of future net salvage costs

E

Rolla

Jefferson City Columbia
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that are Pbeing recovered now through the same

depreciation rate.

And what I mean is that there is
generally a rate for each plant account. The rate
includes a component for salvage. The costs we are
deferring, that I refer to, are capital costs and net

cost of removal. And I'm comparing that to the

o 3 o Ul W N

future net salvage costs being recovered through that

O

deprecilation rate.

=
O

Q. Okay. I gquess I can then narrow my

'r_\
E__\

guestion to, would you explain what current costs

are, what do you mean when you say current costs?

=
w N

A. I'm referring to current capital

14 costs, which would be the costs of construction plus
15 the costs of removal, the net salvage.

16 Q. Okay. So you're not talking about

17 current costs of net salvage as being deferred for
18 future recovery?

19 A, No, I mean total.

20 Q. Okay. Okay. Well, that, that clears
21 things up. Thank you.

22 A, I had hoped my example covered that,
23 but hopefully that helps.

24 Q. Yes, 1t does. It does 1indeed. How

does the Commission determine and how do the parties

—®

Rolla Jefferson City Columbia
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present for the Commission's consideration in a rate ;
case amounts for repairs, payroll, postage,
insurance, those types of items?

A. Generally a test year is used. And
test year operating revenues and expenses are used
for those types of items,

Q. And does the Missouri Commission use a
historical test year or a budgeted test year or a
projected test year?

A. It uses a historical test year
adjusted for changes.

Q. And -- well, the Commission and, will

direct the parties to update a given historical test

14 year, is -- frequently; is that correct?

15 A. Yeah, frequently.

1o Q. And on occasion the Commission will go

17 beyond even the true-up period, will it not? For

18 instance, on occasion Laclede has, has had a labor

19 contract increase that would go into effect say in

20 August and the true-up, even though the true-up

21 period ends earlier, that --

22 A. What I'm used to seeing is ~- and this

23 is by no means comprehensive -- but what I'm usually

24 seeing 1is Staff generally might allow one day. If
‘25 the true-up period ends July 3lst, maybe we would get

-~ MMMMMMMMWWMmwmmmwmmmm?;;;:a;wmﬁwmwwmmmmmwwmwWﬂmmwmwmzém%;
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the August lst increase. So with -- but whatever.
Q. Yeah.
A, I mean, that would be a second later.
Q. And it would be -- it would be an

unusual circumstance as well, I mean, something
that's -- the union contracts, for instance, are
easily verified and pretty certain to take effect; 1is
that correct?

A. That's true.

Q. Things like postage increases might be
a similar --

A. That would make sense to me for them
to allow that, yes.

Q. At page 9, vyou talk about settlements
don't constitute an endorsement of Staff's method, is
that --

A. Yeah, right, anybody's method, it's
not an endorsement of methods.

Q. And so the same thing would apply as

well to settlements with Laclede, I mean, a

settlement —--
A. The language --
Q. A settlement on Laclede's method would

not constitute any kind of precedent or, or

endorsement of Laclede's method; is that correct?

Rolla

Jetferson City Columbia
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1 A. The language I am used to seeing, §

2 right, would apply to all the parties. J

3 Q. Could you describe for us what the

4 standard method of depreciation is?

5 A, Sure. As we're using the term, the

6 standard method is expressed in an algebraic formula.

7 The numerator of which is one unity minus the net

8 salvage percentage. That numerator 1s divided by

9 average service life.

10 Q. Okay. And how is the net salvage

11 percentage determined?

12 A. That is determined by dividing actual
.13 net salvage by the -- generally it is determined by

14 dividing net salvage by the retirements, the value of
15 the retirements of those units of property.

16 0. And the retirements axe at the

17 original cost of that?

18 A, At the original cost, yes. That's --

19 sometimes there would be an expected percentage used.
20 Sometimes --

21 Q. Could you explain that for me?

22 A. Sure. Say you've got this new type of

23 property, you might have to estimate a percentage of

24 what it might be worth at the end of its service

?25 1ife.

Rolla Jefferson City Columbia
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1 Q. And you'd also have to estimate using
2 best judgment the average service life, would you

3 not?

4 A. Yes.

5 0. And how does Laclede, when it's

6 retiring, removing and replacing plant, allocate the
7 costs involved between the installation of the new

8 plant and the retirement and removal of the old

9 plant?

10 A. It's hard to generalize that.
11 Q. Well, how does Laclede do it on its

12 books?

‘.hS A,

14 ldentify costs of removal separately from the costs

Well, generally an effort is made to

15 of installation.

16 Q. And so Laclede sends two of these big
17 trucks out, each with a crew of three men, they dig
18 60 feet of hole, cut out 40 feet of old pipe, put in
19 40 feet of new pipe, fill in the hole. How is that
20 allocated between cost of removing the old one and
21 capitalization, the installation of the new?

22 A, It's hard to generalize.

23 Q. So, can I take it just from that

24 portion of your answer that there, there is no

25 standard methodology at Laclede for doing that?

Rolla Jefferson City Columbia
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A. It varies by type -- ?
Q. That's not a fair question. I want to ﬁ

withdraw it.
Within a plant account is there a
standard method of doing it?
A. With a certain type of plant, vyeah,

there's a prescribed approach.

X -3 oy ;o W N

C. And so ~-- but that approach may be
S different if you're talking about six-inch cast iron
10 main and two-inch steel main and yard services?
11 A, Yeah, and I, I should caution you.
612 I'm not conversant in that procedure, those

13 procedures. I haven't prepared myself for that, so I
14 can talk in generalities.
15 Q. But Mr. Cooper pointed to you

16 yesterday afternoon. Do you remember that?

17 A. I remember that. I, I can certainly
18 answer more guestions than he did.

19 Q. It's better to be asking the guestions
20 than answering them, is what I suppose.

21 You indicate that there aren't any

22 authorities who support the Staff's apprcach. Have

23 you done any research in that area?

24 A. I haven't personally undertaken to
25 find authorities. I would conclude that, though,

Rolla Jefferson City Columbia
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1 from discussions with Bill Stout who has made such |

2 studies.

3 Q. I'm going to hand you the 1996 Public

4 Utility Depreciation Practices, which I think is what |

5 you reference here on page 10 of your testimony.

6 A. Okay.

7 Q. Are you familiar with this?

8 A, Yes.

9 Q. Okay. I am going to show you page 157
10 and ask that you read the second highlighted |
11 paragraph, if you would. é
12 Would you read it into the record? |

.13 A, Sure. Some Commissions have abandoned r
14 the above procedure and move to current period
15 accounting for gross salvage and/or cost of removal.
16 In some jurisdictions, gross salvage and cost of
17 removal are accounted for as income and expense
18 respectfully when they are realized. Other
19 jurisdictions consider only gross salvage in
20 depreciation rates with the cost of removal being
21 expensed in the year incurred.
22 Q. Thank you. And at the beginning of
23 the work it indicates it was published in August
24 19%6; is that correct?
25 A. That's true.
—— "'”'""“”“w};ggggggggf”"“ . Hm,mmmm"mmme”m.m“mmgnééﬁgg;;
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1 Q. So this publication antedates orx %
2 predates Staff's position in this GR-99 case; is that
3 correct?
4 AL It does predate it. I think it was
5 used in the evidence of the case.
o Q. At the top of page 12 you quote Mr.
7 Adam to the effect that he hadn't consulted with
8 upper management on this issue; is that correct?
9 Al Yes. I don't have the transcript page
10 with me.
11 Q. But Ms. Schad has adopted his
12 testimony for the purposes of this case; is that
. 13 correct?
14 A. Yes.
15 Q. And there's no guestion that upper
16 management is familiar with and has given its
17 approval for that position, to your knowledge?
18 A. Yeah, I have no doubt.
19 Q. Would you go back to page 10 of your
20 testimony?
21 A. I have 1it.
22 Q. On page 13 -- I'm sorry, line 13 on
23 page 10. What legal file were you looking at?
24 This was a, I think a case file.
‘25 Q. Did you in fact insert that citation
e JeH - Oncmy ——
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or was it provided to you? ;

A, I was working with a number of people
on this testimony. I think someone provided this to
me.

Q. Okay. Can you tell me if the ratio of
historical cost of removal divided by the original

historical cost of the property removed is an

co -1 oy T W N

accurate predictor of cost of removal 40 years from

9 now?

10 A. Well, the accurécy on much of the work
11 involved in depreciation remains to be seen, such as
12 the average service life and the percentage of net
.13 salvage. I do think it provides a reasonable

14 estimate in many cases.

15 Q. But my, my question is, is 1t an

16 accurate predictor? Have you done any studies to

17 determine the accuracy of the predictions over time?

18 A. I haven't done any studies of such a
19 long, long time, no.
20 Q. Have you ever taken a vintage of any

21 particular property at Laclede and added up the
22 amount charged to expense for cost of removal and

23 compared that over the life of the vintage to the

24 actual cost of removal for the vintage that's been

5 retired?

Rolla Jefferson Caty Columbia
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11

12
Q.
14
15
16
17
18
19
20
21
22
23
24

Page2! |
A. I'm not sure 1 understand your
question.
Q. Well, each month Laclede makes charges
to depreciation expense, do they not?
A. To depreciation expense, yes.
Q. Yes. And a portion of that, for each

account, a portion of that, of that charge is for a
rateable portion of the average service life of a

property and a portion represents net salvage; is

that correct?

A. Okay. Yes.

Q. At least through the decision in this
case.

A. Right.

Q. Have you ever, or has anyone at

Laclede or at Laclede's request taken a wvintage of
property, say the cast iron pipe that was installed
in 1945, and traced, added up, cumulatively, the
amount charged for net salvage or cost of removal for
that vintage and compared it to the actual cost of
removal incurred for that vintage?
A. No, I, I know of no such study.
MR. ZUCKER: Is this for me?
MR. SCHWARZ: It's for you. I'm going

to show Larry.

Rolla

Jefferson City Columbia
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1 THE WITNES3: As 1f you were counsel.

2 Q. (BY MR. SCHWARZ) This 1s a -- what I

3 have given you is three pages, which is a letter from

4 Mr. Jaudes of Laclede Gas company. Do you know who

5 Mr. Jaudes was? Were you familiar --

6 A. Yes. He's still around.

7 Q. Is he?

8 A. Not at Laclede -- well, he's still a

9 director of Laclede, anyway. |
10 Q. Anyway, it's a letter from Laclede to é
11 the Commission specifying depreciation rates in |
12 accord with the Commission's report and order; is

.13 that correct?

14 A. Yes.

15 Q. And can you identify from any of those
16 depreciation rates how much was for recovery of the E
17 investment in plant and how much was for net salvage? j
18 A. Not from this presentation. We would k
19 have provided that, the information allowing that in
20 a subsequent form to, with the Commission. But this
21 does not include that information. The work papers
22 in this case would give information which would allow
23 someone to, to bifurcate the rate. They would
24 include the wvarious components.
25 Q. Unless it was a settled case?

o j;ﬁé@;;(ﬁ&m”" ——
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1 . This -- no. There would be work i
2 papers which would show average service 1life and net
3 salvage percent which were used to calculate those
4 rates.
5 Q. On page 14 at the bottom, you say that
o the main difference, and I assume that's between the
7 standard method and Staff's method, is that Staff's
8 method uses only a very limited amount of recent
S historical data to derive its estimate of net salvage
10 costs; is that correct?
11 A. Yes.
12 Q. Is the Staff purporting to estimate
.13 salvage costs ten years into the future?
14 A. I'm trying to recall how Paul Adam
15 referred to his purpose, and I think his testimony
16 about his method may have indicated that was his
17 purpose. But the effect is to do a very short run --
18 well, to -- the effect is to not provide an estimate
19 anywhere near 10 years.
20 Q It's a short term estimate?
21 A. That's -- that's the effect.
22 Q Yes.
23 A I think the purpose, stated purpose
24 may have been different.
5 Q. You continue to say that specifically
— T — mcn} S Commbla
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1 the Staff only looks at the net salvage costs

2 incurred to remove plant that has already been

3 retired to derive its estimate of net salvage costs.
4 A. Yes.

5 Q. In, in the standard formula, in the

© numerator of the net salvage ratio --

7 A, Yes.

8 Q. —-—- there's cost of removal?

9 A, There's a percentage representing cost

10 of removal, vyes.
11 0. But i1n the formula there's a, you
12 indicated that it was the cost to remove plant
.13 divided by the historical cost of the plant removed.

14 A. It's -- the numerator is one minus the

15 net salvage percentage.

16 Q. Right.

17 A, And it's that percentage that I am
18 saying is a percentage.

19 Q. Correct.

20 A, Not -- not the depreciation rate.

21 Q. I understand. I understand. But in

22 that calculation of the net salvage percentage --
23 A. Yes.
24 Q. -- you have a cost of removal divided

5 by the original cost of the plant that's been
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1 removed; is that correct? g
2 A. Yes, that's true. %
3 Q. Okay. S0 1is anyone who uses the %
4 standard method looking at costs incurred to remove é
5 plant other than plant that's been retired? %
6 A, Those using the standard method are %
7 using both the cost of removal and the original cost g
8 of that retired plant, %
9 Q. So you're not considering costs of

10 plant that's still in service?
11 A. We are developing a ratio based on

12 that historical information which would be suitable
*13 to apply to plant remaining service.

14 Q. But all of that data is in reference
15 to plant that's already been retired.
16 A. Yes, we're using in tandem the cost of

17 removal and the cost of the --the original cost of

18 the plant.

19 Q. That's been retired?
20 A, That has been retired, vyes.
21 Q. So that just like Staff, you're using
22 only costs of plant that's been retired?
23 AL But the way we are using it --
24 Q. -- 1s you use only --
QS MR. ZUCKER: Let him finish his answer.
U — ;;%;;;E;;NwJWMMMHWMMWMMWWWWRWEE ............................................................. é&;@ﬁ;
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1 MR. SCHWARZ: I'm entitled to a yes or g
2 no answer, and as long as I get a yes or no, I'll be %
3 glad. I'm entitled to a yes or no. g
4 MR. ZUCKER: Or a qualified yes or no, 3
5 or a yes or no with an explanation. é
6 MR. SCHWARZ: That's right. But as %
7 long as I hear a yes or no somewhere -- g
8 MR. ZUCKER: Or just an explanation. ;
9 MR. SCHWARZ: No, I'm not satisfied
10 with an explanation. ;
11 MR. ZUCKER: Okay. %
12 MR. SCHWARZ: Yes or no deserves yes or ?
".13 no. |
14 MR. ZUCKER: Let him finish the l
15 guestion. :
16 A. I'1l listen to the guestion.
17 Q. (BY MR. SCHWARZ) The people using the |
18 standard method use only costs in the calculation of E
19 plant that has been retired. |
20 A. With the exception that we talked
21 about earlier, which would be this new type of plant,
22 generally, yes, both the cost of removal and the
23 original costs of the property removed, both those
24 historical pieces of data are used to determine this
25 ratio, this percentage.
Réﬁ;“mmme"mmmmmm"mmNmmmmmrmmmmmmm"mmmmmmhmtéﬁéégggggwm"q Ammm“mwngﬂ;;;;
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1 Q. Correct. And in fairness, you contend
2 that that is an approximation for future retirements
3 as well?
4 A. Yes, a suitable approximation.
5 Q. So -- but -- so both Staff and the
§) standard method use in their estimations data from
7 plant that has already been retired?
8 A, True.
9 MR. BYRNE: Excuse me. This 1is Tom
10 Byrne. I'm going to have to drop off the call. But
11 I will plan to be there at 1:30 for Marty Lyons'
‘12 deposition.
13 MR. SCHWARZ: Thank vyou.
14 Q. (BY MR. SCHWARZ) At page 16,
15 beginning on line 2 and ending on line 5.
16 A. Okavy.
17 Q. Could you explain a little, expand on
18 that a little bit? I'm not very clear what, which
19 analysis you're talking about.
20 A, Sure. Well, I'1ll read it first. By
21 comparing how the net salvage costs of an asset as
22 historically related in comparison to the original
23 cost of the asset, such an analysis gives us, gives a
24 measure of how salvage costs for new plant additions
5 can be expected to increase over time.
I{é;;;m rT— u.””H"ﬁﬁu,”"uﬁﬂm“;;;%;;;;;zgg;“wwﬂ_”" “"“N&"m“dwm:;;;;;;;;;
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1 It might be easiest -- to me the *
2 simplest understanding is to go to an item that has

3 actual salvage cost, rather than -- or salvage value

4 rather than cost of removal. So it still works with

5 net cost of removal but the sign has changed.

© A vehicle which costs 10,000 some

7 years ago can be sold for a $1,000 today. We divide

8 the $1,000 salvage by the 10,000 original cost of the

9 vehicle and get 10 percent. And today's vehicle may

10 cost 25,000.
11 The 10 percent applied to the 25,000

would provide a reasonable estimate of the salvage of

}—Alr——l
w N

this new plant addition, the 25,000 wvehicle. That's E

14 what I'm trying to relate in that sentence.
15 Q. Okay.
16 A. Or if we had two vehicles today, but
17 it would apply to the two vehicles.
18 0. And the, the new $25,000 vehicle, the
19 2500 salvage value would be when it's similar age and
20 condition --
21 A. Yeah, vyears down the road, sure.
22 Q. Okay. You suggest again on page 16,
23 beginning on line 11, that as, Staff's has a
24 generalized disdain for using estimates.
5 Are you with me?
S —— eﬁmoncm ............................................................................................ Commbla
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1 A. Yes. :
2 Q. Could it be that Staff is just has
3 disdain for using estimates that it doesn't feel are |
4  reasonably supported? i
5 A. That wouldn't be the conclusion that I
6 would draw.
7 0. So you think that Staff -- what
8 explanation then do you have for Staff supporting the
9 estimation of service lives by use of estimates and
10 not being comfortable with particular historical cost
11 of, cost of removal to historical cost ratio as being ﬂ
12 an estimate for future net salvage, how do you E
’13 explain that dichotomy?
14 A, It appears to me in many cases Staff §
15 looks for methods to cut back on utility's cost of g
16 service. §
17 Q. So, so you'd suggest that Staff favors é
18 capitalizing and amortizing capitalized costs as a %
19 method of reducing utility revenues and opposes using
20 estimates of net salvage because that also reduces
21 utility revenues and that Staff is basically driven
22 to reduce company revenues?
23 A. Well, I'm sure there are principles
24 that Staff follows, but in deciding which estimates
5 to accept, I believe there may be some goal seeking
P{éiﬂg.““““h"“m“""wﬂﬂmummmw_ugz, "“_Hﬂumﬂmww”fMTnv”u”"m”;&a}éé%méc;;égé? ............. : —
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1 by Staff members. E
2 Q. Have you heard of the Iowa curves?
3 Yes.
4 0. (Mr, Schwarz shows the witness a
5 book.) I think Mr. Stout indicated that what I have
6 handed you ~- and I can't remember the title of it.
7 A. Bulletin 125.
8 Q. -- is, is the source of the, of the
9 Towa curves?
10 A, Yes. There's certainly different
11 publications but they, yeah, this would be the source
12 of what's called the Iowa curve.
.13 Q. And do you recall that Mr. Stout
14 indicated that that was based both on, on theory as
15 well as an empirical study of retirement patterns of
16 industxial property?
17 i Yes.
18 Q. And so that would be a basis for
19 estimating average service lives; is that your
20 understanding?
21 A. Yes.
22 Q. Is there any similar study that you
23 are aware of that supports the use of the formula
24 cost of removal divided by historical cost of plant
&5 removed as an accurate estimator of future net
RAH;M_,MWMmWMmMH N —— 3;&;;;;:2;; .......................................................................... T
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salvage?

A, The percentage you just described has
been used over and over again in determining
depreciation rates not only for utility property but,
well, like I said in my example, vehicles. It is
much simpler than the process reflected in the Iowa

curves.

w < Y s W N

Q. Okay. But my question was, are you
9 aware of a similar empirical type study that confirms
10 the accuracy of the, what I'11 call the net salvage

11 percentage formula as an accurate estimator of future

12 net salvage?
‘13 A. No, I am not aware of a study similar
14 to the Iowa curves which would have that as a goal,
15 no.
lo Q. Okay. And might that be also an
17 explanation for Staff's comfort with estimations of
18 average service life and discomfort with the use of
19 what I'l11l call again the net salvage percentage
20 formula? 1Is that a possible explanation?
21 A. T -- I would think if it, if it would

22 be, we would have heard about it, that reason.

23 0. So if it is, it hasn't been
24 articulated very well; is that correct?
Q5 A. I don't remember seeing it stated in
Rolla Jefferson City © Columbia
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1 that manner. And because it is so much simpler than
2 the mortality data reflected in the Iowa curves, I'm
3 not sure that an empirical study would be necessary.
4 Or used by many people.

5 Q. At page 19, line 19, you're talking

6 about safeguards. And you say, first, because the

7 standard method incorporates net salvage costs as

8 part of the depreciation rate, any difference between
9 -- any difference between actual and estimated net

10 salvage costs will be reflected in adjustments to the
11 depreciation reserve; is that correct?
12 A. Okay.

ql3 Q. And the Commission ordered Staff's

14 proposed rates in this case; 1s that correct?

15 A. Yes.

16 Q. And lLaclede booked its depreciation
17 expense according to the Commission order; is that
18 correct?

19 A. Yes.

20 Q. And would not in this case, the

21 depreciation rates in this case be reflectéd in the
22 depreciation reserve?

23 A. Yes, in this '99 case the Staff

24 position had not evolved yet to remove the net

salvage from depreciation.

A

Rolla Jefferson City Columbta
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1 Q. What's a generation of rate payers?

2 A. I would I think agree with maybe a 10-
3 or a 20-year turnover in generations. I mean,

4 generation 1s an elusive concept unless you're

5 looking at a famiiy.

S Q. Would it be appropriate to look at it
7 as perhaps the rate payers who share a set of common
8 rates?

9 A. Sure.

10 Q. If you, if you don't define it either
11 that way or -- well, actually, if you define it as

12 just a period of time you'll have people who are
.13 members of two, three, maybe even four generations of

14 rate payers, won't you?

15 A, With a particular utility, yes, sure.
16 That, that's entirely possible.

17 Q. Would you agree that in order to

18 ensure intergenerational equity you will need to know

19 at the beginning the total costs and the period over
20 which it needs to be spread of any particular item?
21 A. To ensure it without error, yes,

22 usually in many rate case determinations there 1s an

23 acceptable level of error.

24 Q. So 1f -- and let me ask 1t a different

5 way. If there 1s an error either in the estimation

T T T N T T P

Rolla Jefferson City Columbia
ded33320-0863-11d9-9183.001c54c 10000




Associated Court Reporters
1-888-636-7551

Page 34

1 of the total cost or of the period over which that

2 cost is to be spread, there will be intergenerational
3 ineguities?

4 A. Strictly speaking, yes. Generally,

5 minor variations wouldn’t be called intergenerational
6 inequities because they're minor.

7 Q. We won't -- there are minor

8 discrepancies that we just don't worry about because
9 they're just minor?

10 A, Yes.

11 Q. And that's ~- and the proposition
12 holds true whether you're talking about the standard

®

method or the Staff's method; isn't that correct?

14 A There's minor and major.

15 Q. Yes. At page 22 there's a Q and A

16 that begins on line 4.

17 A. Qkay.

18 Q. Okay. And you're talking about future

19 customers paying for cost to serve current customers;

20 is that correct?

21 A. Or cost to serve past customers, I

22 believe.

23 Q. Yeah. And it's your -- I take it that

24 you think that that's basically unfair?

5 A. Well, it is a poor éesign for a system
L R ek
Rolla Jefferson City Columbia
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with regard to intergenerational equity, ves.
Q. aAnd -~ but it happens, does it not?

For instance, let's take the cost of remediation of

When did, when did Laclede

manufactured gas plants.
last manufacture gas for its customers’' use?

A. Well, aside from propane, which is

sometimes called a manufactured gas, it would have
been either the very late '40s or a few months into
the '50s.

Q. And has Laclede sought recovery in

rate cases in the last ten years for cost to

remediate some of those sites?

A, I would expect so. I don't have those |

14 dates in front of me. H

15 Q. And so, assuming that Laclede has done %

16 so, and I think the record will so reflect, it's fair 2

17 to say that there are times when intergenerational é

18 equity bows to other principles in the regulatory ?

19 arena?

20 MR. ZUCKER: I object to the form of

21 the gquestion. He said he didn't have that

22 information.

23 MR. SCHWARZ: And I said, assuming.

24 MR. ZUCKER: Okay. |

5 MR. SCHWARZ: Assuming that Laclede J
I :@Hg;;;&ﬁ; mwwmmt;;;;;;
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has,

it out, that there --

referring to?

rate cases.

go with the assumption.

are

equity bows to other regulatory principles.

Page 36 |
has done so. And I think the record will bear

MR. ZUCKER: What record are you

MR. SCHWARZ: The record of Laclede's
MR. ZUCKER: In the past?

MR. SCHWARZ: Yeah.

MR. ZUCKER: Okay.

MR. SCHWARZ: In the recent past.
MR. ZUCKER: Okay, well, I'm willing to

Q. (BY MR. 3CHWARZ) Yeah. That there

times when the principle of intergenerational

A. Yes, 1in a perfect world the cost of

remediation would have been recognized as we were

selling the manufactured gas and would --

O. Yes.
A, -~ have been assessed then.

MR. ZUCKER: Tim, do you have a lot

more?

MR. SCHWARZ: It's short.
MR. ZUCKER: Do you want to take a

short break?

Jefferson City Columbia
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1 MR. SCHWARZ: Yeah.
2 (A short recess was taken at this
3 time.)
4 MR. SCHWARZ: But let's note for the
5 record that we've had our ten-minute recess, we're
6 not sure if Ms. O'Neill is on the line or not but we
7 would, if she's lost the connection we'd expect to
8 hear from her shortly.
9 Q. (BY MR. SCHWARZ) Are you familiar
10 with SFAS, a Statement of Financial Accounting
11 Standard, 1437
12 A. I am familiar with 1it.
.13 0. And to your knowledge has Laclede
14 recognized any asset retirement obligations under
15 SFAS 1437
16 A. Well, that's really not my area, but I
17 understand we have not as yet.
18 Q. Okay. What about Federal Energy
19 Regulatory Commission Order 6317
20 A, I have never read it.
21 Q. Assuming for the moment that it also
22 deals with recognition of asset retirement
23 obligations, would that be within the purview? I
24 mean, is that something that you would deal with in
25 present, in your present area of responsibility?
Rola efferson ity Columbia
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1 A. It sounds more of an accounting

2 requirement than what I am involved with.

3 Q. OCkay. And within the Laclede

4 organization who would be the person who would be
5 responsible for something of that nature?

6 A. Well, accounting would fall under

7 Barry Cooper.

8 0. Okay. I can't remember -- Staff is
9 not proposing an amortization of overaccruals in the
10 depreciation reserve in this case, 1is 1it?

11 A, It's —- yeah, it's my reccollection

‘12 that came later.

13 Q. Okay. Is Mr. Kottemann still with

14 Laclede?

15 A. Yeah.

16 Q. Is he in the same position now that he

17 was in '997?
18 A, I don't think so. But I, I am not

1% sure what his title was then.

20 Q. Okay. I think I'm done.
21 MR. PENDERGAST: Do you want to ask
22 Ruth?
23 MR. SCHWARZ: Yeah. Ruth, are you
24 there yet? (Pause.) She figured I was done sometime
25 ago.
R;ﬁ; ........................................................................ T S— ‘mmmmMm%wg;%;;;;;gwmﬁwmmwwmmmmmgmemwwmwm.ﬂmu_.N%mm .............. Z&ngg
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1 CROSS-EXAMINATION BY MR. ZUCKER:

2 Q. Okay. I'm going to ask the witness a
3 few questions. Going back to page 12 of your

4 testimony, Mr. Sherwin, line 1, you discussed with

5 Mr. Schwarz the testimony from GR-99-3157? |

5 A. I have it.

7 Q. Is it your position in your testimony
8 that Mr. Adam hadn't appeared to discuss his, his

9 theory with senior Staff members at the time that he
10 testified?
11 A. Yes. That's what I say on the, in

that section.

r——\ln-—x
W N

Q. And do you have any specific knowledge

14 about what Staff has, has done today in terms of what
15 senior Staff members are aware of or have approved?
16 A, No, I don't have personal knowledge
17 about Staff discussions.

18 Q. Are you familiar with Mr. Stout's

19 rebuttal testimony in this case?

20 A, I have read it, yes.

21 Q. And did you hear his, at his

22 deposition earlier this week?

23 A. Yes.

24 Q. Was it your understanding that based

25 often Mr. Stout's 30 years of experience in

Rolla Jefferson City Columbia
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1 depreciation that he has viewed the relationship i
2 between the cost of removal and original cost of the
3 plant to be increasing over time?
4 A. Yes.
5 Q. And what is the effect of, of that
6 increasing trend?
7 A, Well, as the negative net salvage
8 percentage increases, this cost of removal percentage
9 increases, it means that -- well, it -- the effect 1is
10 toward conservatism of an estimate. It means that
11 using a past relationship might tend to undercollect
.12 these costs.
13 Q. Okay. Let me take a step back. Mr.
14 Schwarz established with you that Staff uses cost of
15 removal of a retired plant in a, in coming up with
16 Staff's method for net salvage amounts?
17 A. Yes.
18 Q. And the standard approach or the
19 standard method uses a relationship between the cost
20 of removal and the original cost of that plant?
21 A. Yes.
22 Q. And it takes that relationship and
23 applies it to plant in service today?
24 A. True.
.25 Q. To come up with a removal cost of
-~ S — Ieffersoncn} ................................................................................................................................................................... -
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plant in service today?
A. That's right.
Q. And so, is your understanding of Mr.

Stout's testimony that that relationship has resulted
in a, has underestimated the actual cost of removal
of plant in service?

A. Yes. Both of them would result in an
underestimate. The Staff 1s a severe, major
underestimate and his testimony shows that even the
proposed standard method does tend to underestimate
these costs.

Q. Would you consider Mr. Stout's
testimony that this understatement based on his 30
years of experience is an empirical study?

A. Yes, I would think that would be an
empirical study on the conservativeness of that
estimate.

Q. And have you seen Mr. Stout's rebuttal
testimony where he analyzes Laclede accounts 380.10

steel services and 380.20 copper and plastic

services?
A I have seen it.
Q. And would you consider that could be

an empirical study?

AL Yes. Again, that would be an

Rolla

Jefferson City Columbia
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‘ 1 empirical study of the conservative nature of these
2 estimates.
3 Q. And do you have any reason to disagree
4 with Mr. Stout's testimony regarding his experience
5 over the past 30 years and how the increasing trend
b in the, the relationship between cost of removal and
7 original cost has understated net salvage estimates?
8 A. No reason at all. He is an ;
9 acknowledged expert. E
10 Q. And do you have any reason to disagree é
11 with the empirical study he formed or he performed of %
12 Laclede Gas company plant set forth on pages 5 to 8
.13 of Mr. Stout's supplemental rebuttal testimony?
14 A. No.
15 Q. Are you aware, Mr. Sherwin, of any ;
16 instances where Staff has shown a deficiency with ﬂ
17 the, this, the standard approach? ;
18 A. No, I don't remember -- I do not
19 remember a demonstration,
20 Q. And how about specifically with the
21 net salvage estimate?
22 A. No, I don't remember a demonstration ]
23 of that.
24 Q. Are you aware of any particular one
.25 single net salvage estimate that Staff has, has shown
= - C“} - T——— —
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1 to be inaccurate?

2 A, I'm not aware of it.

3 Q. Sé let me summarize this point again.

4 You're saying that the standard approach based on Mr.

5 Stout's experience actueally understates the net

& salvage estimate?

7 A. Yes. Otherwise a conservative

8 estimate, an understatement.

9 Q. And how does Staff's approach perform?
10 A. It also i1s an understatement. It is a
11 severe, major understatement. It isn't anywhere
12 close to an estimate, the way I see ift.

.13 MR. ZUCKER: Ckay. That's all I have.
14 Anyone from Ameren left? (Pause.) Hearing none --
15 MR. SCHWARZ: Ruth, you haven't shown
16 up?

17 MR. ZUCKER: Last call for Ruth?

18 {Pause.) Okay, we're finished.

19 THE REPORTER: Signature?

20 MR. ZUCKER: Yes.

21 (Wherein, the taking of the instant

22 deposition ceased.)

23 (Deposition to be read and signed by

24 the witness.)

Rolla Jefferson City Columbia
dc433320-08b3-11d9-9183-001c54¢ 10000



Associated Court Reporters
1-888-636-7551

o ~ sy ook W N

ST N T N T N S N R e e N T R o o R
N Y S S R S (= Y < BN B NS B CUR SO T e B o S Vo

I

Page 44

CERTIFICATE OF REPORTER

I, Christine A. Simpson, a Registered
Professional Reporter and Notary Public within and
for the State of Missouri, do hereby certify that the
witness whose testimony appears in the foregoing
deposition was duly sworn by me; that the testimony
of said witness was taken by me to the best of my
ability and thereafter reduced to typewriting under
my direction; that I am neither counsel for, related
to, nor employed by any of the parties to the action
in which this deposition was taken, and further that
I am not a relative or employee of any attorney or
counsel employed by the parties thereto, nor
financially or otherwise interested in the outcome of

the action.

Notary Public within and for
the State of Missouri

My commission expires March 28, 2008
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Midwest Litigation Services '
711 Werth 1ith Street
St. Louls, Missouri 63101

Phone (314} 644-21S91 * Fax (314) 0644-1334

September 16, 2004

The Laclede Gas Company [
Attn: Mr. Michael C. Pendergast r
720 0live Street

St. Louis, Missouri 63101

In Re: Laclede Gas Company/GR-99-314
Dear Mr. Pendergast:

Please find enclosed your copy of the deposition of
R. LAWRENCE SHERWIN, taken on September 15, 2004, in
the above-referenced case. Algo enclosed is the
original signature page and errata sheets.

Please have the witnegs read vour copy of the
transcript, indicate any changes and/or corrections
desired on the errata sheets, and sign the signature
page before a notary public.

Please return the errata sheets and notarized
signature page to Mr. Thomas R. Schwarz, Jr. for
filing prior to trial date.

Thank you for vyvour attention to this matter.

Sincerely,

Christine A. Simpson, CRR, RPR, CSR
¥nclosures

cc:  Thomas R. Schwarz, Jr. H
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STATE COF Missouri )

@%%F%’i“f{ OF St. lLouis )
T, R. LAWRENCE SHERWIN, do hereby certify:
That I have read the foregoing deposition;
That I have made such changes in form and/or
substance to the within depocsition as miéht be

necesgsary to render the same true and correct;

That having made such changes thereon, I

hereby subscribe my name to the deposition.

I declare under penalty of perijury that the

foregoing is true and correct.

Fxecuted thisg 21 day of _fentember ,

2004, at _ﬁLlﬂ_w.s__,_ﬂL_ézu&_ i

JOYCE L. JANSEN
Public — Notary Seail
. STATE OF MISSOUR|
Notary Public ST. CHARLES COUNTY

My Commission Expirgs; duly 2, 2005 -

My commission explres:

R. LAWRENCE SHERWIN

CAS/R. LAWRENCE SHERWIN, 09/15/04

RE: Laclede Gas Company/GR-99-315
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Should read: The numerator of which is one (unity) minus the netf;

Reason for change: clarification

.Page #__ 22 Line # 19

Should read: have provided that, the information, allocating thaf
in .

Reason for change: correct translation error

Page i 22 Line # 20

Should read: a subsequent Form 2, with the Commission. But this “

Reason for change: | clarification ‘

I

Page #__25 Line #_13 L

Should read: to apply to plant remaining in service '

Reason for change: _add missing word

Page 47 |,
WITNESS ERRATA SHEET '

Witness Name: R. LAWRENCE SHERWIN
Case Name: Laclede Gas Company/GR-99-315
Date Taken: 08/15/04

Page # 14 Line #_1

the August lst increase. So with that, it is later.
Should read: '

Reason for change: Correct tramslation error

Page #_15 Line #_7

Witness signature:
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Page 47 :g

WITNESS ERRATA SHEET 1
Witness Name: R. LAWRENCE SHERWIN
Cagse Name: Laclede Gas Company/GR-99-315
Date Taken: 09/15/04
Page #_39 = Line #25_
Should read: upon Mr. Stout's 30 years of experience in ?
Reason for change: correct translation error
Page #. 4L Line #23
Should read: 0. And would vou consider that to be H
Reason for change: correct translation error
Page #__ Line #_ i
Should read: 1

Reason for change:

Page # Line #

Should read:

Reason for change:

Page # Line #

Should read:

Reason for change:

Witness signature:
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