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BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOURI 

 
In the Matter of     )  
Summit Natural Gas of Missouri Inc.’s   )  File No. GR-2014-0086  
Filing of Revised Tariffs to Increase Its   )  Tracking No. YG-2014-0285  
Annual Revenues for Natural Gas Service  ) 
 
 

STAFF STATEMENT DESCRIBING DISCOVERY CONCERN  
AND MOTION FOR RECONSIDERATION 

 
 COMES NOW, the Staff (Staff) of the Missouri Public Service Commission 

(Commission), by and through counsel, and respectfully submits the following statement 

of discovery concerns pursuant to Section 6(B) of the Procedural Schedule in this case: 

 1. On February 26, 2014, the Commission issued its Order Setting 

Procedural Schedule and Terms of Discovery, which adopted the Joint Proposed 

Procedural Schedule and Discovery Order. 

 2. Paragraph 6(B) of the Procedural Schedule provides: 

Not less than two (2) business days before each discovery conference, any party 
that has a discovery disagreement or concern involving another party shall file a 
brief statement describing that disagreement or concern and identifying any other 
parties involved.  Such statement does not need to be a formal motion to compel. 
 

 3. On Tuesday, June 10, the Commission issued an order cancelling the 

discovery conference set for Thursday, June 12.  Staff believed it had until close of 

business today to file this notice, and so respectfully requests the Commission 

reconsider this order and convene the June 12 discovery conference with Summit 

Natural Gas of Missouri (“SNG” or “Company”) as scheduled based on the following 

discovery concern. 
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4. Staff’s discovery concern involves objections by SNG to data requests 

submitted by Staff seeking certain financial information of SNG’s parent company and 

its one investor.  SNG is a wholly-owned subsidiary of Summit Utilities, Inc. (SUI).  SUI 

is wholly owned by one private equity investor, Infrastructure Investment Funds (IIF).1 

 5. Specifically, Staff submitted the following data requests, to which SNG has 

objected:  0073, 0076, 0077, 0132 through 0139, 0178, and 0182.  These data requests 

are attached here as Appendix A and incorporated by reference.  SNG’s objections are 

attached here as Appendix B and incorporated by reference. 

 6. Generally, these data requests seek financial information related to SUI 

and IIF.  This is actual data about SNG’s investor that will help the Commission 

understand how investors view SNG.  This, in turn, will help the Commission set a rate 

of return that is sufficient to operate the business and attract investors, but not so 

excessive as to impose unjust and unreasonable rates upon SNG’s customers.2 

 7. In cases before the Commission, discovery may be obtained by the same 

means and under the same conditions as in civil actions in the circuit court.3  In circuit 

court, “it is not ground for objection that the information sought will be inadmissible at 

the trial if the information sought appears reasonably calculated to lead to the discovery 

of admissible evidence.  The party seeking discovery shall bear the burden of 

establishing relevance.”4 

 8. The Commission should determine that Staff has met this burden, 

because in many previous rate cases, this Commission and reviewing courts have 

                                                 
1 GR-2014-0086, Staff Cost of Service Report p. 14. 
2 State ex rel. Associated Natural Gas Co. v. PSC, 706 S.W.2d 870, 873 (quoting Bluefield Water Works 
& Improvement Co. v. PSC, 262 U.S. 679 (1923). 
3 4 CSR 240-2.090(1) 
4 Mo. Sup. Ct. R. 56.01 
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recognized that “the attractiveness of the company as an investment is dependent on 

how attractive the parent company is as an investment.”5  Therefore, the Commission 

has obtained and analyzed the financial data of unregulated parent companies that own 

and operate regulated subsidiaries such as SNG.  This financial data is important 

because one of the basic functions of the Commission in establishing rates for SNG is 

to set a just and reasonable rate of return sufficient to cover the utility’s operating 

expenses and debt service.6  There must be enough revenue generated as a return to 

the owners of the company’s stock to assure confidence in the continued financial 

services of the business and to attract equity investors.  The rate of return should not be 

higher than is necessary to achieve these goals.  Otherwise, utility customers will pay 

excessive prices, something regulation seeks to prohibit.7 

 9. In State ex rel. Associated Natural Gas v. Public Service Commission,8 

the Commission used parent company financial data in order to consolidate the capital 

structure of the regulated entity and two parent companies. This consolidation 

accounted for the parent company’s alleged use of low-cost debt to acquire equity in its 

subsidiary, upon which the parent company could earn a higher rate of return than it 

pays for the debt.  The financial data of the parent company was highly relevant—and, 

indeed, critical to the Commission’s decision—because, as the court explained:  “If the 

cost of capital to the utility is considered without regard to the double leverage enjoyed 

                                                 
5 State ex. rel. Associated Natural Gas Co. v. Public Service Commission, 706 S.W.2d 870, 877 
(Mo.App.W.D. 1986). 
6 Id. at 873. 
7 Id. 
8 706 S.W.2d 870 (Mo.App.W.D. 1986). 
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in a parent-subsidiary relationship, an excessive return to the ultimate common 

stockholders could result at the expense of utility ratepayers.”9 

 10. The Associated Natural Gas court clearly explains that a parent 

company’s financial data is pertinent to a rate case: 

“As stated earlier, Hope Natural Gas makes it clear consideration must be given 
to the actual equity owner in the ratemaking process.  Hope Natural Gas 
specifically approves the Commission’s consideration of the return to the 
“investor” or “equity owner.”  The use of the cost-of-capital approach as to the 
ultimate shareholder seems totally consistent with that language. [cite omitted].  
The conscious and voluntary corporate business decision that resulted in 
the hierarchy as exists here should not and cannot shield pertinent 
financial data from the Commission’s scrutiny just because the ultimate 
owner does not provide the same service as the applicant and is not 
regulated.  Also, once the utility asks for higher rates, a commission may inquire 
into the utility’s capital structure and apply a hypothetical construct.  This capital 
structure was determined by the management of the companies, not by the rate 
order of the Commission.  Despite the Company’s contention that it is 
operationally and financially independent from APL or MSU, it is hard to believe a 
wholly owned subsidiary could be as autonomous as is here claimed.” [Emphasis 
added]. 
 

 11. There is no doubt that, in a situation such as we have in this case, where 

SNG’s equity is not market traded and where the subsidiary is wholly owned by the 

parent, it is proper for the Commission to recognize the relationship between the parent 

and the subsidiary in order to arrive at an investor-required return.10  Staff is seeking 

information about SNG’s “actual equity owner,” which the court described as “pertinent” 

in the quote above. 

 12. Both this Commission and reviewing courts have explained that a parent 

company’s actual financial data is important in setting rates for a regulated subsidiary 

                                                 
9 Id. at 876.  To be clear, Staff, at this time, has no evidence to suggest that the problem of “double 
leverage” is present in this case.  However, the Associated Natural Gas case shows why an unregulated 
parent company’s financial data is relevant in a rate case for the regulated subsidiary in order to evaluate 
corporate financing activities that affect the subsidiary’s Missouri operations. 
10 In the Matter of Continental Telephone Company of Missouri, Report and Order, WL 183547 (1983) p. 
14. 
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because it is the actual capital structure of the parent under which the parent operates 

in the marketplace.11  The parent’s actual financial data is used to conduct business, 

finance its operations and raise capital.  Business analysts such as Moody’s or 

Standard & Poor’s use a parent company’s actual financial data to assess credit 

worthiness.12  

 13. The Commission’s work setting a fair rate of return includes estimating the 

cost of common equity, i.e. the investor’s required return.  This is not a precise science 

because it involves an estimation of investor expectations.13 Parent company financial 

data is important in calculating a regulated subsidiary’s rate of return because potential 

equity investors interested in the subsidiary LDC must actually invest in the parent, 

because the parent funds the subsidiary’s activities.14  “This Commission has 

repeatedly determined that [the parent company’s] management decisions necessitate 

the use of a capital structure that properly recognizes those decisions.”15 

 14. More recently, the Commission has supported Staff’s discovery requests 

for financial data of unregulated affiliated companies.  For example, in ER-2012-0166,16 

Staff sought data from the unregulated parent company of Ameren Missouri.  Similar to 

this case, Staff requested the data in order to review the parent company’s estimated 

cost of common equity, and to determine whether risk factors and credit impairments 

affecting the parent company or affiliated companies could also affect Ameren 

                                                 
11 State ex rel. Missouri Gas Energy v. PSC, 186 S.W.3d 376, 389 (Mo.App.W.D. 2005). 
12 Id. at 389. 
13 Id. at 383. 
14 GR-2009-0355 Report and Order p. 15. 
15 Id. at 16. 
16 In the Matter of Union Electric Company d/b/a Ameren Missouri’s Tariff to Increase Its Annual 
Revenues for Electric Service. 
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Missouri’s cost of debt.17  These are exactly the kind of determinations Staff seeks to 

make through review of the financial data sought in this matter.  In the Ameren Missouri 

case, the Commission determined that Staff met its burden to establish relevance and 

compel discovery.18  The Commission should make the same determination here. 

 15. In this case, the regulated LDC SNG is a wholly owned subsidiary of 

Summit Utilities, Inc.  (SUI).  SUI is wholly owned by a single equity investor, 

Infrastructure Investments Fund (IIF).  As shown in the extensive case law cited above, 

the financing activities of the parent company and the other subsidiaries under the same 

parent company can influence the financial risk—and, therefore, the cost of capital—of 

the regulated subsidiary, and therefore it is important for Staff to be able to 

independently evaluate financial information of the consolidated entity in order to 

provide a more informed opinion on a fair and reasonable rate of return to authorize 

SNG in this case. 

 16. Specifically, the data Staff requested in DRs 0073, 0076, 0077 and 0178 

were designed to allow Staff to investigate and compare SUI’s and SNG’s costs of debt, 

capital structure and financial statements.  As shown in the cases described above, 

Staff routinely evaluates parent company and subsidiary financial information to 

determine whether it is appropriate to recommend that the Commission base the 

regulated utility’s allowed rate of return on the capital structure and cost components of 

the subsidiary or consolidated parent company.  Although Staff recommended a rate of 

return in its Cost of Service Report in this case based on its knowledge of SNG’s 

targeted capital structure and a proxy cost of debt from SNG’s sister company, 
                                                 
17 ER-2012-0166, Order Regarding Motion to Quash Notice of Deposition of Thomas Voss and to Quash 
Subpoena Duces Tecum, Issued September 12, 2012, p. 4-5. 
18 Id. 



7 
 

Colorado Natural Gas, there are two rounds of testimony left in which Staff can provide 

additional evidence comparing SUI’s and SNG’s cost structures and financials. 

 17. The data requested Staff DRs 0132 through 0139 and 0182 are directly 

relevant to determining the investor’s (IIF’s) required rate of return on common equity on 

its investment in Missouri gas distribution assets.  Determining return on common equity 

is usually based on expert witnesses’ estimates of what investors require for a return—

these data requests to SNG seek to remove some of the speculation from this exercise 

by reviewing the actual expectations of the investor, IIF.  While the rate of return 

experts’ opinions on the investor’s required return on common equity have already been 

filed in this case, it would be extremely beneficial to the Commission’s determination of 

a fair return to receive and review evidence directly from the sophisticated private equity 

investor that currently wholly owns SNG by reviewing the returns required by IIF in its 

investments in SUI. 

 18. The cases cited here show that a parent company’s financing can have 

important implications for a regulated subsidiary’s rate of return, and that complex 

relationship supports Staff’s assertion that these data requests are reasonably 

calculated to lead to the discovery of admissible evidence, and that the data requests 

are therefore relevant to this rate case.  

 WHEREFORE, Staff respectfully requests that the Commission reconsider its 

order cancelling the discovery conference scheduled for June 12.  Staff respectfully 

requests that a discovery conference be held on June 12 pursuant to Paragraph 6 of the 

Order Setting Procedure Schedule and Terms of Discovery, so that Staff may present 

these discovery concerns to the Commission.  Staff also respectfully requests that the 
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Commission issue an order compelling SNG to provide full and complete responses to 

Staff’s data requests attached hereto as Appendix A. 

Respectfully Submitted,   

/s/ John D. Borgmeyer  
John D. Borgmeyer     
Deputy Legal Counsel    
Missouri Bar No. 61992    
Attorney for the Staff of the    
Missouri Public Service Commission  
P.O. Box 360      
Jefferson City, Missouri 65102   
Telephone:   (573) 751-5472   
Fax:    (573) 751-9285   
Email:  john.borgmeyer@psc.mo.gov   

 
 
 

 
CERTIFICATE OF SERVICE 

 
I hereby certify that true and correct copies of the foregoing were served 

electronically to all counsel of record this 10th day of June, 2014. 
 

/s/ John D. Borgmeyer 
 

mailto:john.borgmeyer@psc.mo.gov
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