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STAFF SUGGESTIONS IN SUPPORT OF

FIRST AMENDED STIPULATION AND AGREEMENT


COMES NOW the Staff of the Missouri Public Service Commission (Staff) and in support of the First Amended Stipulation and Agreement (Amended Stipulation) filed in this case on August 29, 2002, states as follows:


The Parties who are signatories to this Agreement, including the Staff; the Office of the Public Counsel (OPC); and Laclede Gas Company (Laclede or Company) (collectively referred to as the Parties), have reached agreement resolving the issues remaining in this case, except Class Cost of Service remains unresolved.  

The Parties continued negotiating following the filing of the Partial Stipulation and Agreement and reached agreement on the issues of:  (1) weather mitigation rate design, (2) a gas supply incentive program, (3) return on equity determinations in future cases, and (4) a rate moratorium.

A weather mitigation rate design plan has been agreed to by the Parties and is described in the Amended Stipulation.  The weather mitigation rate design recommended to the Commission for approval, is coupled with a gas cost incentive plan recommended by the Office of the Public Counsel, and is designed to reduce the volatility of Laclede’s recovery of its costs due to weather, while mitigating the impact on the cost of gas service for the consumer.  Staff supported this approach only after consideration of the total package of factors that are considered and examined in a full rate case proceeding.  Staff’s support of this particular plan is not, therefore, an indication that Staff would support this risk reduction mechanism for other public utility companies outside of a full rate case proceeding in which all relevant factors could be considered as to the need for and effects of this type of rate design on an individual Company’s recovery of its cost of service and the impact on customer rates.  

Additionally, there will be ongoing meetings between Staff, the Company and OPC to evaluate and monitor the plan and the impact it has on the ACA process.  Consequently, the Staff’s support of this weather mitigation plan should not be seen as any indication that Staff would necessarily be supportive of adoption of such a method for mitigation of weather risks in future Laclede rate cases or in other cases. 

1.  Weather Mitigation Rate Design
The Parties have agreed to the Weather Mitigation Rate Design as described in the rebuttal testimony of Laclede Gas Company witness Michael Cline and modified by the Amended Stipulation.  This revised Weather Mitigation Rate Design was described and supported in the surrebuttal testimony of Staff witness Dr. Michael S. Proctor.  This rate design will allow the Company to more consistently recover its fixed costs during the winter months, without changing a residential customer’s bundled rate for both non-gas and gas costs and, therefore, should not have any impact on a customer’s total bill during normal weather.  In addition, the General Service – Commercial and Industrial Class, which has approximately 40,000 customers that are both small and large users of gas, will be divided into three classes based on usage characteristics.  These three classes will allow for customer impacts to be minimized and will allow rates to be designed that reflect the characteristics of these three diverse groups of customers.  Implementation of the rate design for the C&I customers is contingent on the availability of satisfactory billing determinants that Laclede will provide to the Staff and agreement among the Parties concerning these billing determinants.  Finally, the Parties agree to meet and exchange information to facilitate ongoing evaluation and monitoring of the Weather Mitigation Rate Design.  

Staff supports the revised Weather Mitigation Rate Design and maintains that it is an innovative method for recovering fixed costs while avoiding detrimental impacts to customers.  When coupled with the other components of this stipulation, Staff maintains that the proposed rate design will be of significant benefit to both consumers and the Company.

Staff’s support of this total package should not be seen as support for adoption of this type of rate design for any other company or as a change in policy until the rate design has been evaluated thoroughly to assure that it is a reasonable regulatory approach to the risk associated with weather.

2.  Gas Supply Incentive Program

As part of a this settlement package, the Parties have agreed to the Gas Supply Incentive Program (GSIP) described in the rebuttal testimony of Office of Public Counsel witness James Busch and modified by the Amended Stipulation.  Staff is generally in support of programs that work to mitigate the impact of upward volatility in gas prices, however, the Staff opposed this particular GSIP in the surrebuttal testimony of David M. Sommerer.  

Most of the Staff’s concerns could be summarized as the lack of specificity regarding prudence reviews of the Company’s activities and, specifically that there were no details concerning when a review could be performed.  Staff was also troubled by the fact that prudence reviews were prohibited in certain circumstances.  The Amended Stipulation has addressed these concerns by stating that prudence reviews are applicable in all circumstances.  

Additionally, Staff was concerned that some of the transactions might be “form over substance” so that a prudence review was necessary in all circumstances.  By “form over substance” Staff means that transactions might show a lower gas supply cost as one part of the total delivered price.  However, the gas supply cost could be offset by higher transportation or storage costs as another part of the total delivered cost.  Therefore, an evaluation must be done to determine any overall benefit to the customer, or if transactions have conditions that could be of concern to Staff. 

The ability to conduct a prudence review and propose adjustments based upon the prudence standard ensures the ability to review transactions that may be imprudent and assure that the program is working to the benefit of customers.  The Stipulation and Agreement addressed Staff’s other concerns by adding further enhancements to the GSIP by requiring periodic submission of monitoring and reliability reports.  The filing of monitoring reports will simplify ACA audits and provides the Staff with more timely information regarding results of the incentive plan.

The GSIP has no specific expiration date but the parties may propose changes that could take effect as soon as the later of the effective date of the next general rate case or the September 30th following such effective date.  

ACA Accounts under the modified rate design proposal

The Staff’s original position regarding the effect of the “blocked” PGA rate design proposal contained in the rebuttal testimony of Company witness Michael Cline was that the current calculation of ACA balances by existing ACA classes not be modified.  This meant that a new allocation of gas costs would not be necessary and new ACA classes would not be created if the “blocked” PGA rate design proposal were implemented.  The Stipulation and Agreement affirms this position.

3.  Return on Equity Determinations in Future Cases

This section of the Amended Stipulation is intended to recognize that the adoption of a weather mitigation plan is designed to reduce Laclede’s risk of under-recovery of its costs due to the vagaries of weather.  This rate design, therefore, reduces Laclede’s weather related business risk and that reduction in risk is one factor that should be considered in determining the just and reasonable return on equity for Laclede in future rate cases.  

The agreement reached between the Company, OPC and Staff can be supported by accepted financial theory, which assumes that investors base their perceptions of risk on all information that is publicly available to them in making investment decisions.  As such, Staff believes it is reasonable to consider any reduction in risk associated with weather-related business risk in determining an appropriate return on equity for Laclede in the context of future rate cases.  Staff also believes it is reasonable to provide all parties, including the Company, the freedom to recommend a return on equity they believe appropriately reflects all the risks faced by the Company at the time of such case, together with any other consideration that such Party deems appropriate to the determination of a fair and reasonable return on equity.  Paragraph 6 should in no way be construed as a shift in policy by the Commission’s Financial Analysis Department for determining an appropriate return on equity.

4.  Rate Moratorium
As part of the settlement in this case, Laclede has agreed to a sixteen (16) month moratorium.  Laclede will not file a general rate case before March 1, 2004.  There are the standard exceptions, but this moratorium should benefit customers in stabilizing their rates and, when combined with the stabilization of upward volatility of gas costs under the GSIP, Laclede customers should benefit from the Commission’s approval of this Amended Stipulation.   
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