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INTRODUCTION
Please state your name, title and business addee

My name is Ara Azad. | am Managing Partner oPA2onsulting, LLC (“AzP”), located
at 11614 Tomahawk Creek Parkway, Suite |, LeawBadhsas 66211.

Are you the same Ara Azad who previously filed idect testimony in this proceeding?

Yes, | previously submitted direct testimony lwehalf of the Missouri Office of the Public
Counsel (“OPC").

What party do you represent?
| provide this surrebuttal testimony on behdlflee OPC.
Do you have any corrections to make to your dact testimony at this time?

Yes. The title on the tables on pages 36 andf3rmy direct testimony should state
“Calendar Year” rather than “Fiscal Year.”

PURPOSE OF TESTIMONY

What is the purpose of your surrebuttal testimory?

The purpose of my surrebuttal testimony is tepond to assertions made in the rebuttal
testimonies of Thomas Flaherty, Timothy Krick, Gldsuck, and Ryan Hyman in response

to my direct testimony.
RESPONSE TO PROPOSED ADJUSTMENTS

A. New Blue Allocation

Please describe “New Blue.”

New Blue is an enterprise management softwastesy. Both Laclede Gas Company
(“LAC”) and Missouri Gas Energy (“MGE”) are seekiogst recovery in Case Nos. GR-
2017-0215 and GR-2017-0216, respectively.
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Q. Did MGE have plans to make investments for simalr functionality in its information

technology system absent the merger with Laclede?

A. No. Mr. Flaherty testified that MGE digbt have “plans to conduct such investment for

similar functionality on its own:
How did MGE’s costs change as a result of the ptmerger integration of New Blue?

As the table below illustrates, the net bookueal(*"NBV”) of MGE’s information
management system (“IMS”) increased approximatehfdld from 2013 to 2016 as a

result of integration of the enterprise managemsgstem at MGE.

| MGE Information Management System Ci |

(A) (B)
2011 2012 2013 2016
Plant Balance $ 32,525,19(| $ 33,483,25 | $ 33,505,75 $ 67,787,72
Reserve Balance | $ 27,232,248 26,535,431 $ 27,988,830 | $ 12,274,769
NBV $ 5292944 $ 6,947,828 $ 5,516,929 $ 55,512,954

(A) Source: Response to Discovery OPC 7132
(B) Source: Response to Discovery, OPC 8504
Q. In your direct testimony, what did you recommendfor purposes of the costs related

to New Blue?

A. As noted on page 44 of my direct testimony, saftNew Blue are currently not being
allocated over the entire enterprise. These @sisinstead, being allocated exclusively
to LAC and MGE. Furthermore, as discussed on gage my direct testimony, Spire did
not perform a requisite study to assess the prajmration of these costs. Given that New
Blue is an enterprise software system, | believadd still believe, a reasonable
presumption is that the entire Spire enterpriserages the software’s capabilities, which

serves the entire corporate structure (i.e., thieegtenterprise”). As such, as discussed on

! Flaherty rebuttal, page 17, lines 2-3.
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pages 44 through 46 of my direct testimony, | psggban adjustment that allocates the
rate base and depreciation expense of New Bluall@s&pire’s company-wide 3-factor

formula.
Does Spire agree with your proposed adjustment?

No. The primary Spire witnesses who addressedissue, Mr. Hyman and Mr. Buck,

argue that my proposed adjustment should not bptedo
Please summarize Mr. Hyman'’s and Mr. Buck’s stagments regarding New Blue.

On page 18 of his rebuttal testimony, Mr. Hynstates that New Blue should not be
allocated to other Spire entities because, “Alagastl EnergySouth still maintain their
own information management systems and utilize thersupport their operations in
Alabama and Mississippi....” Mr. Hyman then notesstheentities have a “remote

connection” to Spire’s Missouri utilities.

Mr. Buck states explicitly that my “claim that study was undertaken related to [cost

allocations for the New Blue system] is wrorfg.”
Do you believe the Commission should be persuatiby Mr. Hyman’s statements?

No. | find Mr. Hyman’s explanations more puzgithan illuminating. Mr. Hyman'’s
statements call into question why LAC and MGE rategs are individually paying for a
system that is designed to serve an entire coperaerprise. Furthermore, Mr. Hyman
states that Alagasco and EnergySouth have a coonect the Missouri utilities, yet

maintains that not a single dollar of New Blue sagtould be allocated to these entities.
Do you believe the Commission should be persuatiby Mr. Buck’s statements?

No. On page 25 of Mr. Buck’s rebuttal testimpir. Buck states that “[Ms. Azad’s]
claim that no study was undertaken related to tlwest allocations is wrong.” In an

apparent attempt to support his counterclaim tpae$erformed such a study, Mr. Buck

2 Buck rebuttal, p. 25, line 17.
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provides a reference to “workpapers” provided sctdvery which clearly do not contain a
study such as the one described in Spire’'s CAMs such, instead of countering my
assertion, Mr. Buck’s statement further supportsamginal statement that no such study

has been performed.

Should the physical distance between Spire’s ssidiaries be an issue in the allocation

of New Blue?

No. For example, Alagasco’s service territagyin the Birmingham, AL area, which is
approximately 500 miles from Spire’s headquartarSt. Louis. MGE primarily serves
Kansas City, MO, which is approximately 250 milesnfi St. Louis. Both Alagasco and
MGE serve remote locations relative to St. Louet, gnly MGE and LAC are allocated

costs for New Blue.

Should the fact that LAC purportedly does not us New Blue for its other utility
operations be a factor in the Commission’s decisioon this adjustment?

No. The Commission should determine if LAlGuld allocate these enterprise-wide costs
to all entities in the enterprise. The Commissbould further determine if it is fair and

reasonable for MGE and LAC ratepayers to be the ialipients of these costs.

B. Shared Services Cost Trends

In your direct testimony, what did you recommendfor purposes of the costs related

to shared services?

31 have included Spire’s “workpapers” and relatatbdequest response as Attachment AA-S-1. | would
urge the Commission to review this response anesadsr itself whether or not a study, as descnbed
Spire’s cost allocation manual, was provided.
4 Specifically, as noted in LAC/MGE's cost allocatimanual: “All costs, including capital costs rett
to the operation of mainframe systems will be a@ted based on a percentage of operating and
production time dedicated to routine affiliate @ities as compared to the total for each syst&mh
allocations shall be based on a study performed annually.” (emphasis added). Laclede 2016 CAM, p.
17.

5
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A.

As noted on pages 42 and 43 of my direct testynd recommended an adjustment for
shared services costs, which is consistent witltrémel observed by the company’s witness

for the preceding prior three years.

What is the Spire witnesses’ position with respe to the proposed shared services

costs adjustment sponsored in your testimony?

Mr. Flaherty claims that the costs in 2017 argsmle the test year and speculative.
However, the Spire true-up period extends througt&nber 30, 2017. To the extent Mr.
Flaherty’s observed shared services cost savingsion years is a reflection of Spire’s

success in cost management and anticipated tancentone would expect that such costs
would continue to decline, or at a minimum, stagstant. Instead, as Mr. Flaherty states
on page 42 of his rebuttal testimony, the compayy olaims that shared services costs

are expected tocrease in 2017.

If the Commission chooses to accept Mr. Flahedgsertion—namely that LAC and MGE
shared services costs are rising, not falling—thsild also mean that these costs will
continue to have an even more significant impadtAG and MGE ratepayers. This is all
the more reason the Commission should order alelétmvestigation of Spire’s affiliate
transactions and shared services costs followiagstablishment of the SSC and its recent

mergers.

Regarding benefits of the merger, Mr. Flahertyestahat, “from LAC’s (and MGE’S)
perspective, avoiding [prior owner joint and comrhoaosts creates direct benefit to
MGE customers in lower costs than would have beernbne by MGE customers And

as shown in my direct testimortptal Spire Shared Services costs have been significantly
reduced from the acquisition, which benefits bothCLand MGE.® (emphasis added)
However, if the Commission adopts Mr. Flaherty'stirmony regarding the rising shared
services costs, as the table below illustrates pamgficial impact on shared services costs

5 Flaherty rebuttal, page 16, lines 3-5.
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1 from Spire’s acquisitions appears short-lived amated services costs are now increasing

2 at an alarming rate.

| Spire Shared Services Costs |

(A) (B)
2013 2014 2015 2016 2017
Total Shared Services Cost $3[75 $344 $825 $322 $344
Change in Cost Year-on-Year (Reduced Cost) (30) (19 3 $22

(A) Reproduction from Flaherty rebuttal testimopgige 41, Table 2

3 (B) Added based on Flaherty rebuttal testimonyepé) line 2

4 In an apparent attempt to justify why my proposedd adjustment should not be adopted,

5 on page 42 of his rebuttal testimony, Mr. Flahetites that Spire Shared Services costs

6 are expected to increase in 2017 by approximatyrillion to $344 million, as shown

7 in the table above. Later on the same page, howetven advocating that no focused audit

8 is necessary, Mr. Flaherty states that, “there admg#sappear to be an adverse trend [in

9 shared services costs] that needs to be invedligateith an external audit.
10 The table above illustrates that, despite contig@nticipated synergy savings, it appears
11 that based on Mr. Flaherty’'s testimony, in 2017 itt@ease in shared services costs are
12 anticipated to be enough to net to zero any redndti shared services savings realized in
13 the previous two years combined. This is furttdence of the need for a thorough
14 investigation of Spire’s SSC to determine why staservices costs are increasing
15 drastically, even with the transactions, which stlaontribute to the reduction of shared
16 services in the years following several mergers.
17 Mr. Flaherty’s second issue with this adjustmierthat it is based on a particular area of
18 cost impacts. My review was intended to addresgripact of shared services and cost
19 allocations in particular. This is one of the aragacting revenue requirement sought by
20 the company. Mr. Flaherty’s third issue with thdjustment is the expectation that the

6 Flaherty, Rebuttal, page 42, lines 15-16.
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observed historical trend noted in his testimonylaontinue into a succeeding year. |
address this in conjunction with his first issuarlier) and fourth issue, which is that the
trend is based on the impact of synergies fronstetions that Mr. Flaherty states “are not
replicated in 20167

Does Mr. Flaherty’s assertion regarding prior me&ger synergies not being

reproduceable appear reasonable?

No. According to Mr. Flaherty's testimony, Ladke and MGE’s annual run-rate merger
synergy savings, which represent $50 million ofisgs in total per year, and $37 million
of O&M annually, “will continue into perpetuity andgill escalate at a blended inflation
rate...”® The following table is based on these figures anesented for illustrative
purposes regarding the Laclede-MGE transaction¢chvhas since been followed by the
Alagasco and EnergySouth acquisitions, the savirogs which are not reflected below.
This is to put into context the company’s presenteztger savings relative to shared
services costs trends noted in the preceding {abkkrecognizing the table below focuses

on only one of several recent Spire acquisitions).

" Flaherty rebuttal, page 39, linel8.
8 Flaherty rebuttal, page 6, lines 11-15 and padjeés 3-6.
8
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Realized Merger Synergies
Laclede-MGE
(in million $)
(A)
FY 2014 FY 2015 Fy 2016 | |AAVerage annual synergi
based on prior 3 year$
$30 $39 $50 $40
(A)
FY 2016 FY 2017 Fy 2018 +| |AVerage annual synergi
based on prior 3 year$
$50 $50 $50 $50

Figures are based on Flaherty rebuttal, Tabled figares in Flaherty

rebuttal, pages 6-7 and represent nominal doliexagjusted for inflatiol
Assuming an average annual synergy savings of 3Biomm from just the Laclede and
MGE merger, Spire should be able to at least mairftather than experience escalating)
costs in its shared services in 2017. As | inédidathis Table only illustrates the potential
results of the MGE transaction. The mergers withgakco (in 2014) and Energy South
(in 2016), are not included in the table abovethBoergers followed the MGE acquisition,
and are, thus, in the earlier years following therger—year 3 for Alagasco, and year 1
for EnergySouth, presumably with still escalatimgp@al synergies as they likely have not

yet reached steady state.

For reference, Alagasco and EnergySouth have appately 524,000 customers and
1,100 employees combined, compared to MGE's appratd 508,000 customers and 560
employees. Given the scale of potential savingset@chieved from the acquisition of
Alagasco and EnergySouth, and the synergy savirapm the MGE acquisition, the

company has not demonstrated why it is unable tmtaia the level of shared services
cost savings “trend” it purports to have achievenf 2013 to 2016. That the trend does
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not continue is further evidence that the impa¢hefnewly acquired companies on shared
costs should be fully investigated in the recomneeinaiudit.

Have you made any modifications to your trend adstment in response to the

information noted in Spire’s testimonies?

| have. Mr. Flaherty’s fifth issue regarding myoposed adjustment for shared services
costs is my application of a declining real CAGRyieh is adjusted for inflation, to a
nominal cost base, that is, current dollars frori&Q inadvertently used the real rather
than nominal rate in my original calculation. | lkeaaccordingly modified the adjustment
related to the trend in shared services costserdttan real CAGR rate. The resulting
adjustment is an estimated O&M reduction of $2,268,to Laclede Gas and $922,081 to
MGE.

INDEPENDENCE OF STRATEGY& AND OBJECTIVITY OF
FLAHERTY TESTIMONY

Have Mr. Flaherty’s comments in his rebuttal temony addressed the concerns you
raised in your direct testimony regarding a lack ofindependence of Strategy& and

objectivity in Mr. Flaherty’s review?

No. The issues | raised in my direct testimotiy stand. That is, Mr. Flaherty’s analysis
may provide some value, but should not be treadeshandependent third-party assessment
given Mr. Flaherty’s significant involvement in dgsing and recommending the
processes, the effectiveness of which he was edgagestify. Mr. Flaherty’s response
in his rebuttal contains a number of misstatemertiee of which change these facts. For
one, he claims that | “incorrectly assume” he pernfed an audit at Spitevhile | explicitly
stated in my direct testimony that, “Mr. Flahertgswmnot performing a financial statement

audit” and that nonetheless, “the PCAOB guidanca misseful tool to assess how an

9 Flaherty rebuttal, page 30, line 22 to page 3 1.

10
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established professional organization defines amdluates independenc&” Mr.
Flaherty’s other statements are equally ineffeciize response to my point. For example,
he states that he has no obligation to Spaed further states that because he is a consultant
to, and not in management at Spire, he and Str&tegyld “not be reviewing [their] own
decisions.*? In this engagement, however, he was reviewingeffiectiveness of the
implementation of Strategy&’'s and Mr. Flaherty’s oyrior recommendations to Spire.
The fact that Mr. Flaherty is unable to acknowletlgd hiring the consultant who designed

a system to evaluate the effectiveness of the syatay create a relationship that is not
fully independent, at least in appearance if ndaa, is evidence of his lack of objectivity.

Lastly, Mr. Flaherty maintains a position that &ese cost allocation practices have been
in place for years and are generally based on adstaundation, naturally no issues are
likely to exist. It appears consistent with thapagach that Mr. Flaherty would testify that
Spire’s “process is well-defined,” “working as intked,” and that it “delivers reasonable

results™® without the need to even review the costs chatgéide utilities*
INSUFFICIENCY OF EVIDENCE TO SUPPORT CONFORMANCE
WITH AFFILIATE TRANSACTIONS RULE

In rebuttal testimony, did Spire’s witnesses rgsond to the company’s lack of evidence
to support compliance with Missouri’s Affiliate Transactions Rule (“the Rule”)?

Yes. Mr. Flaherty response confirms that hislgsia was not tailored to the specific
interpretation and requirements of the Missouriliafé transactions rule, nor was it
performed at a level of detail sufficient to cord#uthe allocation of the shared services
and affiliate transactions charges to LAC or MGEaevappropriate. Mr. Flaherty stated

10 Azad direct, footnote 29.
11 Flaherty rebuttal, p. 31, line 6.
12 Flaherty rebuttal, p. 31, lines 9-10.
13 Flaherty rebuttal, p. 31, lines 4-5.
¥ Flaherty rebuttal, p. 31, lines 20-21, Mr. Flahestates “we were not reviewing ‘charges’ from
transactions.
11
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VI.

in his rebuttal testimony, that he was “aware o Rule,” but “it had not been the basis
for the specific analyses that [he] conducted itemeining whether Spire costs were
reasonable and consistent with this Rtfeespite the fact that he recognizes “the Rule is
controlling with respect to this mattef®’Furthermore, in his analysis, Mr. Flaherty admits
he was “not reviewing ‘charges’ from transactiohs.’He also sites other authoritative
guidance, but does not address the fact the Misgdifiilate Transaction Rules contain
specific guidelines for a utility’s recording angporting practices. Neither the utility or
its consultants have discretion to deem deviatioma the Rule as appropriate because, in
the company’s or its consultants’ opinion, theypsart the intent of the Rule.” Nothing

presented by Spire or its consultants demonstadteswise.
NON-COMPLIANCE WITH COST ALLOCATION MANUAL

On pages 39 and 40 of your testimony, you commethat Spire, in some cases, does
not enforce the policies and procedures of its CAMYou then provide an example
regarding the utilization of exception time reporting. Did any Spire witnesses respond

to your assertion?

Yes. On pages 3 and 4 of his testimony, Mr. Kstates that the inconsistency | noted in

my direct testimony is a “misunderstanding” on naytp
Do you still believe your original assertion waaccurate?

Yes. | believe the Commission should disregamd Ktick’s statements because they are
evasive and do not directly address the incongigtérat | noted. Instead, the Commission
should simply note the obvious (and explicit) cadtction between Spire’'s CAM—
representing the time reporting policies Spire l@nting it follows—and Spire’s data
request response—which, in this case, represeatsile reporting policy Spire is actually
following. As noted in my direct testimony, SpseCAM explicitly states that, for certain

15 Flaherty rebuttal, p. 22, lines 10-12.
16 Flaherty rebuttal, p. 23, line 14.
7 Flaherty rebuttal, p. 31, lines 20-21.

12
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VII.

departments, “direct labor shall be charged ts#reice under an exception time reporting
methodology...% while in response to discovery, Spire explicitlgted that “exception

time reporting isn’t used*®

Are there additional examples of Spire not folling the policies and procedures
noted in its CAM?

Yes. Mr. Buck’s rebuttal testimony regarding NBWe provides an additional example of
LAC/MGE not following the policies and procedurested in its CAM. Specifically, Mr.

Buck states that, “CC&B costs were allocated basgethe number of customers at each
utility whereas Powerplant costs were allocatecdtas fixed assets.” Neither number of
customers nor fixed assets are listed as possildeaton bases to allocate costs of

information systems in Spire’s CARA.

INCONSISTENCY IN COST ALLOCATION INFORMATION
PROVIDED BY SPIRE

Have Spire’s rebuttal responses resolved the potems with the inconsistency of

responses the company has provided with respectits cost allocations information?

No. In fact, these issues are illustrated furiheghe rebuttal testimonies of Mr. Krick and
Mr. Flaherty, who, state that, “Laclede InvestmamiC — this entity did receive
allocations®! and “Ms. Azad ... incorrectly indicates that Laclddeestment LLC does
not receive any allocations from Spire Shared $es/#? Spire’s response to discovery

clearly responds to the contrary. SpecificallyDRC DR 1021.5.1, which requested each

18 Laclede 2016 CAM, p. 13 and 14.

19 Response to discovery, OPC Data Request 7126.

20 Specifically, “Information Systems” allocation leadisted on Laclede’s 2016 CAM at p. 17 include:
percentage of operating and production time deelictd routine affiliate activities as comparedrte t
total for each system. Such allocations shall lseth@n a study performed annually; number of paitson
computers assigned on a departmental basis; apdntian of direct labor reported by each department
for an affiliate.

21 Krick rebuttal, page 5, line 5.

22 Flaherty rebuttal, page 34, lines 11-12.

13
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operating company or affiliate that did not rece88C allocations or charges in the test
year, and in OPC DR 1021.5.2, requesting each tpgraompany or affiliate not
receiving SSC allocations or charges, Spire listsléde Investment LLC in response to
both23

Have Spire’s witnesses provided a rationale fothe inconsistent manner in which

Spire has presented its allocation factor data?

Mr. Flaherty first makes the false statement tha has: “tried to obtain workpapers or
information” from me and that “he has not receiay response,” claiming that he will
thus “reserve the right” to “circle back to thissorrebuttal.?* He then asserts that | am
using “too literal” and “overly specific” definitio for allocation factors. Next, he states
that the change in the SSC formation resulted anghbs in use of allocations—a point |
had already identified as one stemming from chamy&pire’s business and leading to
changes in cost assignments. This change creapesater need for a detailed review of
the before and after cost allocations through aereal independent audit. Finally, Mr.

Flaherty does admit a “sporadic use” of some ofloeation factors during the test yéar.

First, please address Mr. Flaherty’'s statementsegarding his attempt to obtain

workpapers and information from you.
My workpapers were attached to my direct testigno
Has Mr. Flaherty presented discovery requesttyou regarding your assertions?
No.
Has Mr. Flaherty contacted you to discuss questns regarding your assertions?

No.

2 Attachment AA-S-2 for reference.
24 Flaherty rebuttal, p. 46, line 1.
25 Flaherty rebuttal, p. 47, line 3.

14
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Q.

As of the time of filing his testimony, did yothave correspondence with Mr. Flaherty,

Strategy&, or Spire?

Yes. At the request of Spire, | spoke with Jdabault of Strategy& to walk through
guestions Spire or Strategy& had about my testiméuyhe conclusion of the call Mr.
Clabault indicated he understood my calculationd #mat he believed he had the
information necessary to replicate the resultscluded in my direct testimony. The
conversation spanned less than 15 minutes andvegeeno questions on “obtaining” my
workpapers, which had been filed with my directitesny. This teleconference took place
on October #—approximately two weeks prior to Mr. Flahertyriij his testimony. Mr.
Flaherty did not attend the discussion and wasmatided on Spires’s correspondence
with OPC and AzP. To the extent Jon Clabault waessing Mr. Flaherty’s questions, it
appears there was a lack of internal communicatidstrategy&.

Please address Mr. Flaherty’s concern with youdefinition of allocation factor.

Mr. Flaherty suggests that because Spire uslifer instance, a three-factor formula for
allocations to corporate, to the gas utilities, M@ gas utilities, and MO companies, it is
appropriate that these factors be collectively mered “three-factor formula” allocators,

generally.
What do you believe is the issue with this broaat definition of allocation factors?

From an accounting perspective, the examplevealane used in differing contexts for
allocating different types of costs, and can yieidely different results. For example,
according to Spire’s response to discovery in 2@ié,various three-factor formulas—

“corporate-wide,” “gas utilities only,” “MO gas lities only,” and “MO only total"—
varied in the percentage charged to LAC from 4®&@nt to 63.2 percent, and in the
percent charged to MGE from 23.5 percent to 32r6gue. These represent ranges of 18

percent and 9.1 percent, respectivlyThus, when reviewing the appropriateness of the

26 PPT slide in DR 142, slide 19, “Allocations Fast@ummary (pre-EnergySouth)”, which appears to be
the information relied upon by Mr. Flaherty in kiisect testimony, p. 34 of 279 in workpapers.

15
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allocations and the impact on utility rates, itniscessary to go beyond Mr. Flaherty’s
overly-broad definition and assess the reasonatdenfethe actual percentage—the literal

and specific definition—the percentage of costggbe to the utility.

Has Mr. Flaherty responded to your observationhat several of the changes that are
known and should have been measurable to the compamre not adjusted for by

Spire or in Mr. Flaherty’s direct testimony?

Yes. Mr. Flaherty responded regarding the immdcSpire’s acquisition of EnergySouth
and formation of its new entities. Regarding Splesources LLC, Spire Midstream LLC,
and Spire STL Pipeline, Mr. Flaherty stated thatllienot consider them in his analysis
due to their limited impact on 2016 allocations dexe the first two hold no assets,
revenues, or resources, and Spire only startedudimgd Pipeline in allocations in

FY20172’ He states that he excluded EnergySouth becaus)lié Sempra was still

providing Spire transition services, and it “coulot provide the required level of detail
back to 201328

Does Mr. Flaherty’s response appear reasonable?

Mr. Flaherty’'s explanation regarding the limitetfect of the holding companies (Spire
Resources and Spire Midstream) on allocationsaisdt. In his argument, Mr. Flaherty
assumes that the corporate 3-factor formula isppnogriate allocator and thus given the
level of assets, revenues, and employees at tidisiess it would reasonably follow that
they not receive allocations. It is not appropritieallocate costs on the basis of the
Massachusetts / 3-factor formula in this instaAdlecations to non-utility affiliates, which

by design often do not hold the same large capgakts, employees, and revenues as
utilities do, is not an appropriate means of asamtharges based on cost causation.

Certain common and corporate costs such as coropliaith SEC filing requirements, or

27 Flaherty rebuttal, p. 48; however, on page 36istéstimony, in Figure 2, Mr. Flaherty states this
inclusion takes place in FY 2018.
28 Flaherty rebuttal, p. 49, lines 3-4.
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residual corporate overhead costs, such as exedivefits and compensation not directly
assignable to a specific entity, should still becdted to all the entities benefiting from
these costs. Thus, the Massachusetts or 3-factoufa Mr. Flaherty uses as the basis for
his argument is not appropriate for allocationsasrttiese conditions and would lead to
the utilities to naturally receive a disproportitelg larger—or all—charges, some of
which should be charged to all affiliates, inclugli®pire Resources LLC and Spire
Midstream LLC. Mr. Flaherty’s argument for why $iee entities did not receive
allocations, demonstrates Spire’s inappropriateaisen allocator (the Massachusetts or
three-factor formula) rather than a legitimate oget® exclude these entities from the pool

of companies receiving allocations.

Regarding the impact of EnergySouth and Spire Bifleline on allocations, | believe
these impacts should be known and measurable sappthint, and incorporated into or
adjusted for in the revenue requirements of LAC RI@®E. It does not appear that Spire
and its consultants have made a reasonable effqrtantify and account for the impact of
their integration on overall shared services cast$the resulting allocations to LAC and

MGE for the rate effective period.

Can you provide any precedent or guidance in sygrt of your discussion on

allocations to holding companies?

The Commission’s March 8, 2017 Order in File [E&R-2016-0285 is a recent illustration
of this point. In that Order, the Commission apgdWKCPL's CAM, adopting a general
allocator for assigning residual common costs, saaglthose | discussed earlier. In this
Commission-approved CAM, the Massachusetts fornmileeserved for the regulated
operations of KCPL. For activities involving norgtgdated operations, a general allocator
based on “an entity’s relative ratio of direct amgbigned expenses to total direct and

assigned expenses incurred” is uéed.

29 Exhibit B, Page 13 of 113, KCPL CAM ER-2016-028fpulation and Agreement dated February 10,
2017, approved by the Commission on March 8, 2017.
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Q.

EXTERNAL AUDIT OF SSC COST ALLOCATION

On pages 5 through 7 of your direct testimony,gu recommend that the Commission
order an independent audit to “assess the adequacoy Spire’s processes and internal
controls related to Spire shared services and to rka recommendations for an

updated and revised CAM for LAC and MGE.” Do any other OPC witnesses address

the need for such a review?

Yes. Mr. Chuck Hyneman also addresses in higebuttal testimony the importance and
urgency of conducting an independent third-pargitanf affiliate transactions and shared

services costs. In addition to the reasons detail@dy direct and surrebuttal testimonies,
Mr. Hyneman discusses the recent affiliate transastbetween Laclede Insurance Risk
Services (LIRS) and Spire’s Missouri utilities, &dplire’s inconsistent presentation of the
nature of these transactions in this rate caseshndonflicts with the information provided

by the company it its Annual Report. Mr. Hynemasoatliscusses concerns over Spire’s
lack of transparency and compliance with the attditransactions rule since 1993, which
has been consistent with the company’s currentipadiased on my review of its affiliate

transactions practices and deficiencies in recegplkg and compliance with the Rule as

evidenced in Spire’s responses to discovery irctiieent proceeding.

Mr. Hyneman urges the Commission to rule on thisssue in the current case. Do you

agree with his recommendation?

Yes. | believe Mr. Hyneman’s sense of urgencyasranted and | support his position on
this issue. In addition, to mitigate any furthetgndial detriments to ratepayers, | highly
recommend that the Commission require that Spite &ddress and rectify any affiliate
transaction and shared services costs issues fiddntiirough the recommended audit
before filing LAC or MGE’s next application for ate increase.

Do Spire or its witnesses contest the assertitimat the Commission has the authority

to order this audit?
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A.

No. In fact, Mr. Flaherty explicitly states thahe Commission has the prerogative and
authority to order and undertake any investigation it considers necessary based on its

observation of the facts and conditions>? [emphasis added]
Does Mr. Flaherty believe a cost allocation autlis necessary?

No. Mr. Flaherty states in his testimony thatdoes not believe a cost allocation audit is
“justified.”3* Mr. Flaherty also states that he believes utilitieave been allocating service
company or shared services costs under stringaedelqwes” and that this results in a

“reduce[d]...potential for inappropriate charges liegg adjustment .

Do you believe the Commission should consider sto allocations and affiliate
transactions as having a reduced “potential for inppropriate charges requiring

adjustment” as suggested by Mr. Flaherty?

No. Since 2005 with the repeal of the origin&lHICA, utility holding companies have
become increasingly complex. At the risk of statithg obvious, if a utility holding
company acquires another company, all else equalkcampany becomes more complex,
as do its cost allocations and affiliate transanxsti®Vhen a utility holding company acquires
several new subsidiaries in multiple jurisdictionsrapid succession, as Spire has done
over the past five years, the additional complegitare amplified, making a thorough

review of these affiliate relationships by the Coission even more vital.

Are you familiar with any past cases at the Comimssion that supports your
recommendation that cost allocations and affiliatetransactions be viewed by the

Commission as a high-risk area?

Yes. In a 2013 opinion, the Missouri Supreme €found that there is an “inherent risk
of self-dealing” in affiliate transactions. In itginion, the Missouri Supreme Court also

expressly stated that a “presumption of prudensiilar to the approach Mr. Flaherty

30 Flaherty rebuttal, page 42, lines 9-10.
31 Flaherty rebuttal, page 42.
32 Flaherty rebuttal, page 33.
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appears to be recommending, is inappropriate fapgqaes of reviewing affiliate

transactions?

On page 2 of his rebuttal testimony, Mr. Krick gates that he does not believe a cost
allocations audit is necessary, and also states tHa rate case proceeding does allow
the time needed to review the cost allocation prodares...” but it is dependent on
“scope, objective, and purpose of the review.” Dgou know of any other state
commissions that review utility cost allocation andaffiliate transaction issues outside

of rate case proceedings?

Yes. Several states perform affiliate transadiaudits outside of rate cases. While | did
not conduct a comprehensive review of all statasy laware of several commissions that
perform these reviews. California, for example,utagy conducts affiliate transactions
audits. Similar to my recommendation from my direegtimony, California utilizes an
independent auditing firm to perform these autfitSther states, such as New Jersey and
New York, perform affiliate transaction reviews ihe course of comprehensive

management audig§:>®

On page 2 of his rebuttal testimony, Mr. Krick ndicates that he is unclear regarding
the “scope, objective, and purpose” of your recomnreded audit.

Can you please provide Mr. Krick and the Commissin with additional guidance
regarding what you believe an appropriate scope, ¢éctive, and purpose would be

for your proposed audit?

33 Order No. SC92964; Attachment AA-S-3 for a fulpgaf the Opinion.
34 Copies of the audit reports from the most recedita performed are available at:
http://www.cpuc.ca.gov/General.aspx?id=1459
35 For sample audit report from New Jersey, see:
http://www.state.nj.us/bpu/pdf/auditpdfs/NorthSt@ahlJING%20Audit%20Final%20Report%206-26-
14%20double%?20sided.pdf
36 For sample audit report from New York, see:
http://documents.dps.ny.gov/public/MatterManagei@eaeMaster.aspx?MatterCaseNo=14-M-
0001&submit=Search
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A.

Yes. The proposed audit would seek to provigeGbmmission with an independent, third
party auditor's assessment of Spire’s compliandé wach of the rules laid out in the
Affiliate Transactions Rule. For illustration pusges, | have provided a template for the
chosen auditor to utilize when performing the au@itis is provided as Attachment AA-

S-4. In addition to this compliance checklist, lvldbalso urge the Commission to include
as part of the auditor’'s scope, cost allocationsmerations concerning the New Blue

system (discussed in additional detail inNegv Blue Allocation section of this testimony).
Would you like to make any additional statementsegarding the proposed audit?

Yes. As noted on pages 46 through 48 of my tiestimony, one of the reasons | believe
it is necessary and prudent for the Commissiorrderca cost allocations audit is because
of the lack of responsiveness Spire demonstratedighout the engagement with regard
to discovery. As | noted in my testimony, over 80%data requests were received after
the 20-calendar day timeframe established in theqatural schedule for this case.

Did any Spire witnesses respond to your concermegarding the company’s discovery

issues during this proceeding?

Yes. On pages 1 and 2 of his rebuttal testimiy Krick includes the following question

and answer:

Q. Were there significant delays and inadequanigsur direct responses (sic) to

discovery requests?

A. While some of the requests were delayed within the allowed extension period,

| attempted to answer each request by the deaalidgrovided the level of detail
available to satisfy the requektvas unaware until reading her testimony that Ms.
Azad felt there were significant inadequacies inresponses. It seemed to me the
level of detail we provided, particularly given thelume of requests we received
from her, was more than adequate. (emphasis added)
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Mr. Krick’s claim that the requests “were delayeithin the allowed extension period” is
inaccurate, if not disingenuous. Many of Spire’sp@nses exceeded even the extended
response period that Spire itself proposed. SeeachAtbhent AA-S-5 for email
correspondence between OPC and Spire relatedsasthie. Furthermore, Mr. Krick’s
claim that he was “unaware” of the discovery defgies until reading my testimony is
specious. Mr. Krick either knew, or, clearly shohlave known, about OPC’s concerns
because OPC had multiple phone and email corregpeedegarding these deficiencies
with Spire’s primary discovery contact, Mr. BucleeSAttachment AA-S-6 for an example
of this correspondence.

LAC AND MGE SEPARATION

On page 28 of your direct testimony, you note #t Mr. Flaherty, with a few
exceptions, analyzed information for LAC and MGE ona combined basis. As such,
you note that Mr. Flaherty generally failed to idenify and assess the costs to each

utility separately. How does Mr. Flaherty respond?

Mr. Flaherty agrees on page 43 of his testimtnag, “it is the case that the two utilities
have non-contiguous service territories and distiustomer bases” but he continues by
asserting that “this is not a relevant factor” #mat “[flurther delineation of the utility into
LAC and MGE would be of limited to no value in evaling Spire’soverall ability to
control shared services costs.” [emphasis added]

Mr. Flaherty’s focus on evaluating Spire on anérall” basis is misguided. As noted in
my direct testimony, LAC and MGE have separate @ust bases, separate revenue
requirements, and, subsequently, pay differensratel follow different tariff schedules.
As such, the most proper way to review these twiiesi costs is on an individual basis.
If the Commission adopts Mr. Flaherty’s method wédlgzing the costs of two utilities on
a combined basis, it will add an unnecessary layercomplexity and decrease
transparency. As an illustrative example, consateindividual LAC ratepayer. The LAC
ratepayer pays rates based on LAC’s individual maeerequirement. As such, the LAC
22
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ratepayer has a right to expect that the costs Baais paying to have been reviewed on

an individual basis—not through a review of sompdiketical hybrid entity.

Q. Has Mr. Flaherty provided any precedent as to wi the two utilities should not be
assessed independently?

A. No.

Does this conclude your surrebuttal testimony?

A. Yes, it does.
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Ara Azad, of lawful age and being first duly sworn, deposes and states:
1. My name is Ara Azad. I am Managing Partner at AzP Consulting, LLC.
2. Attached hereto and made a part hereof for all purposes is my surrebuttal testimony.

8 I hereby swear and affirm that my statements contained in the attached affidavit are true
and correct to the best of my knowledge and belief.

Ara Azad 3
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