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Introduction

Q. Please state your name, title and business addse

A. Charles R. Hyneman, Chief Accountant, Officehaf Public Counsel (“*OPC” or “Public
Counsel”), P.O. Box 2230, Jefferson City, Miss@fi02.

Q. Are you the same Charles R. Hyneman who filed gct testimony in these proceedings?
A. Yes, | am.
Q. Please list the witnesses who will be filing reittal testimony on behalf of the OPC in

this case and the issues they will be addressing.

A. OPC witnesses and the rebuttal issues are shelow:
OPC Witness Issues Addressed in Rebuttal Testimony
Amanda Management Expenses/New Credit Card Fees/Cash kgorki
Conner Capital (“CWC”)
David Pitts Pensions and OPEBs/Prepaid Pensiont Asse
Michael Capital Structure
Gorman
Charles Forest Park Gain on Sale/Supplemental ExecutivedRetnt
Hyneman Plan (“SERP”) expenses/Ratemaking Treatment ofl@antory
Carrying Costs
Lena Mantle Low Income Affordability
John Robinett Depreciation/RWIP adjustments /Coedbideat & Power (CHP
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Case No. GR-2017-0215 and GR-2017-0216

Staff's Ratemaking Treatment of the Gain on Sale oforest Park Properties

Q.

A.

Did Laclede recognize a gain on the sale of iErest Park properties?

Yes. In Laclede’s press release dated Nove@he2015, titled “The Laclede Group Reports
2015 Results, Raises Dividend 6.5 Percent Annougaasings Guidance for Fiscal 2016,”
Laclede reported that it recognized a “$7.6 millimm-recurring gain on sale of property in
the third quarter of fiscal 2015.” The Forest Paréperty that Laclede sold was used and
useful regulated utility plant-in-service and wasluded in Laclede’s rate base and reflected

in Laclede’s utility rates for many years.

While you are not an attorney, is it your undertanding that the Commission requires
utilities to seek its authorization prior to removing used and useful utility plant from its

plant in service?

Yes, that is my understanding.

Did Laclede seek Commission authorization prioto selling its Forest Park properties?
No, it did not.

Did Staff take a position in direct testimony onthe ratemaking treatment of Laclede’s

Gain on Sale of its Forest Park properties?

Yes. Staff's recommendation, sponsored by Stdffess Jason Kunst, can be found at pages
48 to 52 of Staff’s direct testimony (Staff's Co$tService Report).

Describe Staff's position on Laclede’s Forest Pagain.

Staff’s position is that, because it was neagdea Laclede to continue to use the Forest Park
facilities after the completion of the sale of ffreperties, and it was necessary to replace a

portion of the Forest Park facilities with a neahbgation (approximately %2 mile away) at

2
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greater cost, it is appropriate for the Commissioarder a sharing of the $5.8 million gain
on sale prorated between shareholders and ratspdyer the gain on sale, Staff is
recommending the Commission order Laclede to ceegdgulatory liability of approximately

$3 million with a five-year amortization period.
Did Staff use the proper amount of the gain onage?

Yes. My review of Staff's direct testimony hasnvinced me that the correct amount of the
gain on sale to be addressed in this case is BobTt6 million | reflected in my direct
testimony, but the $5.8 million proposed by Stafaclede’s $7.6 million gain calculation is
incorrect because it did not include the reflectoérihe net book value of the Forest Park
assets included in Laclede’s regulated utility ®akd records, as required for such a

calculation.

What is your understanding of the basis on whichLaclede calculated a $7.6 million
dollar gain on the Forest Park sale as opposed thé correct $5.8 million gain?

According to Staff's direct testimony, Lacleddvised the Staff that Laclede retired the
depreciable assets (buildings and improvementshemate of the sale of the Forest Park
properties. This very questionable action by Ldelmflated the gain on the sale from $5.8
million to $7.6 million. As Laclede reported irsppnse to Staff data request 392, the Forest
Park properties had a net book value of approxij&®8 million, for the buildings and

improvements combined, at the time of the sale.

Do you believe Laclede erroneously calculated draccounted for its gain on sale of
Forest Park Properties?

Yes. At this time | have serious questions Whet_aclede intentionally separated the one
transaction — sale of Forest Park utility properiigo two separate transactions. The first
transaction was to early retire the building angdrisrements. The second transaction was to

boost the gain to be enjoyed by its shareholdemnlyincluding the Forest Park utility land
3
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in the gain calculation. | will be providing testny on Laclede’s accounting for this

transaction in my surrebuttal testimony in thisecas

Do you consider Staff's recommendation to splihe gain on sale as unreasonable under

normal circumstances?

No. In most gain on sale transactions, Staff's isgaapproach would be reasonable and
appropriate. For example, in general, since sbédels are the owners of utility property,
they should be entitled to some portion of the gaithe sale of normal plant retirements The
Staff's capital structure methodology approach tlus calculation, which results in a
shareholder/ratepayer sharing, is within a rangeagonable options on how to account for

these transaction in a rate proceeding.

However, with this specific Forest Park gain oredehnsaction, as Staff even noted in its
testimony, the ratemaking treatment should refteetrue nature of the transaction, which is
to replace an old facility with a new facility. Apgpriate ratemaking treatment would require
gains from selling the old facility be creditedth® construction of the new facility. Staff's

adjustment does not fully accomplish that objective
Please explain.

Laclede retired (sold) exiting plant in servi€®rest Park properties) that was used and useful
to ratepayers for reasons that were not relatadility operations. This sale resulted in
Laclede recognizing a gain on the sale. Laclede thplaced the specific property that was
sold with higher-cost property, which results igher utility rates. While the prudence of
this decision is certainly appropriate to consid®RPC is not making a prudence

recommendation on this issue in this case.

However, due to the specific circumstances ofttaissaction, any gain on sale of the retired
property should be used to reduce the cost ofdéheproperty. In the alternative, the gain

should be used to increase the depreciation reséme new property, thereby reduce net
4
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book value and net rate base of the new faciliyytHe amount of the gain. This is the
recommendation made by OPC in its direct testinamuythat is the position the Commission

should adopt for ratemaking purposes in this rasec

Has Staff correctly identified additional compersation provided to Laclede related to
the sale of Forest Park utility assets that shouldlso be allocated to the cost of Forest

Park replacement assets, the newly-constructed Mahester building?

Yes. Staff explained in direct testimony thair@€x, the entity that acquired Forest Park,
acquired these utility assets in order to servih@agieveloper for an IKEA retail store. On
June 27, 2013, Laclede agreed to sell its Forektdealdings, structures, and land to Cortex
for $8.3 million. In addition to this $8.3 milliohaclede was paid an additional $5.7 million
dollars from Cortex explicitly to compensate Laeddr expenses related to relocating its
employees and equipment from the Forest Park tc#ti other Laclede facilities, primarily
the building (Manchester) that replaced the Fdpask building. In its direct testimony, Staff

explained these additional funds received by Lackesifollows:

On September 2, 2014, LAC closed on a purchasanof &t 5311
Manchester, where it built a centrally-located Ifgcito house a
portion of the employees and functions that weeeipusly located at
the Forest Park facility. The new facility cost eppmately $7 million
and was placed into service in November 2016. Shmea@ew facility
Is a replacement for a portion of the Forest Pankgrties that were
sold to Cortex, Staff recommends that the $5.7ianilbf relocation
funds received from Cortex, less expenses incuoeelocate Forest
Park employees and equipment during the moves)dheuwsed to
offset the construction cost of the new Manchefdeility. Staff
recommends including a regulatory liability to retdhe rate base
offset of the relocation expense and amortizingviéer a five year
period beginning with the date of new rates indineent case.

Do you agree with the Staff's description of tts event and how the relocation proceeds

should be addressed in this rate case?

5



0o N o o A WDN P

10
11
12
13

14
15
16
17

18

19

20

21

22
23

Rebuttal Testimony of
Charles R. Hyneman
Case No. GR-2017-0215 and GR-2017-0216

A. Yes. | agree that Staff's recommendation f@ tineation of a regulatory liability for the
amount of the relocation compensation received digldde related to this sale, less direct
expenses incurred to move from Forest Park to Mesteh is a reasonable option. However,
OPC believes a better approach, as described abthvéhe gain on sale, would be to add
these unspent relocation funds, in addition togtia on sale, to the depreciation reserve for
the new Manchester Facility. The depreciationresespresents that potion of the cost of
plant that has been recovered by utility sharelmslds it reflects the cumulative payment by

ratepayers to Laclede for the depreciation expenséility plant.

OPC'’s proposed increase to the Manchester depoecigserve is designed to reflect the
dollars charged to the Manchester plant includdchriede’s rate base in this rate case that
should not have been charged to the plant accé&stlescribe above, the gain on the sale of
a utility asset that is replaced by another sinalad related utility asset should be considered
one transaction and the gain should be used teaedtle cost of the new utility asset.

Q. If the Staff adopted this OPC recommended apprazh to the Forest Park gain and
relocation funds would it then be more closely acbving its desired intent, which is to
use these gain on sale and relocation funds to “sét the construction cost of the new
Manchester facility”?

A. Yes.
Q. Does this conclude your discussion of the Fore2ark gain on sale and relocation funds?
A. Yes, it does.

Carrying (financing) Cost of Laclede and MGE's Natual Gas Inventories

Q. Prior to this rate case did Staff and Laclede h& an agreed upon method concerning

the ratemaking treatment of the natural gas inventoy carrying or financing costs?
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A.

Yes. As Staff references in its direct testim@@ost of Service Report), since 2005 Staff and
Laclede have agreed that natural gas inventoryding costs should be recovered through
Laclede’s PGA surcharge. At page 62 line 12 ofditect testimony Staff describes the
ratemaking treatment of natural gas inventorieast supported for the past 12 years:

Based upon a review of LAC'’s tariffs, LAC has beerhorized to
recover gas inventory carrying costs as part d?@#\ since October
1, 2005. The tariff that describes the PGA treatne8heet No. 28-
h, and became effective in LAC Case No. GR-20054028

The original inclusion of inventory carrying costs LAC's PGA
tariffs was part of a Stipulation and Agreement| trerefore was not
a litigated issue.

In subsequent LAC rate cases, the Gas Inventoryyi@gr Cost
Recovery (“GICCR”) tariff remained, and thereforeufrent” gas
inventories were not included in LAC’s rate basedleey had been
prior to 2005.

Staff is proposing to revert to the ratemakingttresnt used for LAC
prior to 2005 and therefore include gas and propamatories in rate
base.
Is Staff recommending a radical departure from he ratemaking position that both it

and Laclede recommended to the Commission to apprevn 20057?

Yes. Staff's position is sponsored by Staffnegs David Sommerer and is reflected at
pages 60 line 12 through page 63 line 3 of Stalifect testimony. In this testimony Staff
states that as part of this current rate case Sdmmerer is recommending that both the
current natural gas and propane inventories thed preeviously included in the PGA/ACA

process now be included as part of rate base indsieof service calculation.

In its direct testimony in this rate case did Siff provide any evidence of any economic
or other substantive changes that have occurred sie its 2005 ratemaking agreement
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with Laclede that would justify such a departure from the ratemaking position Staff and

Laclede recommended to the Commission in 20057
No.

Is it appropriate to make a change in a long-tan ratemaking policy for a utility
without considering the impact of the change on thautility’s ratepayers?

No. But that is exactly what Staff is proposimgthis rate case. Staff provided no
testimony nor did it even indicate it considered timpact of changing the ratemaking

treatment of natural gas inventory carrying cost.adlede’s ratepayers.

Did Staff provide a reason why it is proposinghis change in ratemaking treatment

of Laclede’s natural gas and propane inventories?

Yes. At page 61 line 23 of its direct testimddiaff testifies that, “[T]hese amounts are
included in rate base in order to give LAC and MIBE& opportunity to earn a return on its
investment for these inventories until those adsae been used.”

Also, at page 62 line 8 of its direct testimony fE&tates, “[T]he inclusion of gas

inventories in rate base is a method of addregsi@gnventory carrying costs associated
with paying for the gas or propane prior to its asd related revenue recovery by giving
the LDC the opportunity to earn a return on itsstynent until these inventories are used.”

Does Laclede currently recover its carrying costthrough a return on rate base in a

general rate case?

No. Staff's new position must be based on a yprggtion that, under Staff's current
preferred method of rate recovery of inventory yiag costs, through Laclede’s PGA
surcharge, Laclede is not recovering its inventanyying costs. This supposition by Staff,

which it uses as a basis for its new position,rabasis in fact and is just wrong.
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Q.

Does Laclede currently recover its carrying cost through a PGA surcharge as a

return on its investment?

Yes. Laclede is currently being reimbursedodlits carrying costs to finance its natural
gas inventories through its PGA customer surchatgeclede is recovering, through the
PGA, the short term debt interest expense it intureaintain natural gas inventories.

In its recommended capital structure in this raseeg Staff is reflecting the fact that Laclede
finances its investments in natural gas inventdmough Laclede’s short-term debt
acquisitions. Staff has included short-term delat @smponent of its recommended capital
structure, which is designed to compensate Lactedehe amount of short-term debt

interest expense it incurs in financing its natgas inventories.

Therefore, while Staff appears to be stating itiremny that it has a desire for Laclede to
“earn a profit” on its cost to finance natural gagentories (an opportunity to earn a return
on its investment other than the short-term dditrne_aclede is currently earning through
the PGA). However, in reality, Staff is merely pidting for the same recovery of
Laclede’s short-term debt financing costs as Laxlisdcurrently recovering in its PGA

surcharge.

Does Laclede support the Staff's inclusion of sint-term debt in Laclede’s capital

structure to finance its natural gas inventories?

No. Laclede does not include short-term delitsrproposed capital structure. Laclede’s
position, which is substantially worse than Staffesiton on this issue, is that while it
finances its inventories with short-term debt atuad 2 percent, its customers should
reimburse Laclede at its overall weighted costagital, approximately one-half of which

is based on a profit level of 10.35 percent.
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Q.

What will occur if the Commission accepts Staff rate base treatment for gas
inventories but does not include a proportionate kel of short-term debt in Laclede’s

capital structure in this rate case?

Laclede’s customers will be harmed. Solely bseaof Staff's proposed change in
ratemaking treatment in this case, Laclede’s custerwill be forced to pay a profit to
Laclede’s shareholders on the dollar amount ofraayas costs that are currently being

financed through a much lower cost of short-termtde
What would be the dollar amount of harm to Laclele’s rate payers?

Laclede’s proposed gas inventory rate base amisufi68,507,994. Multiplying this
amount by Laclede’s proposed 11.39% weighted aeecagt of capital (grossed up for
taxes on the equity portion) results in an annaak ¢o ratepayers of approximately $8
million. Applying Laclede’s 1.38% short-term dehte to this inventory balance, as is the
rate treatment currently in Laclede’'s PGA, the abintost to Laclede ratepayers is
approximately $1 million. Therefore, if Staff'squosed rate base treatment is accepted
and the Commission does not reflect a proportiormt®unt of short-term debt in
Laclede’s capital structure, ratepayers will bentizdt by approximately $7 million every
year until rates are adjusted in the future.

At page 62 line 3 of its direct testimony Staf§tates that, “MGE has traditionally
included natural gas inventory in its rate base ando rate base treatment should not
be considered a change in ratemaking treatment” fot.aclede. Is this statement

correct?

No. Changing Laclede’s rate recovery of a digant revenue requirement cost
component from the PGA back to a rate case israfisignt and unusual change in
ratemaking treatment. While such a change maypwsoariate due to changing
economic conditions or other factors, neither ttedfSior Laclede have provided any

10
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reasonable or legitimate reasons to make thisfggni change in ratemaking treatment

for natural gas inventory costs.

What is the totality of Staff’s justification for proposing this change in ratemaking

treatment for Laclede?

The totality of Staff's reasons for recommendagiajor change in ratemaking

methodology for Laclede’s natural gas inventorieslsted below.

1. Staff wants to provide Laclede with an oppoitiuto earn a
profit on a natural gas inventory investment thatlede finances
through short-term debt.

2. Staff believes there is a “beneficial effect’tonsistent rate
treatment between two separate utilities, LacletkMGE.

3. Staff believes taking natural gas inventorigtsal the PGA will
make its annual ACA reviews less complex.

4. At page 62 line 25 of its direct testimony $#téites that it
purportedly “had” “a long-standing position thatynolear and
identifiable “actual gas costs” should be subjed®GA recovery.”

In direct testimony, did Staff provide any beneit of including natural gas inventory
carrying costs in the PGA, which is updated annuayl, as opposed to a rate case, where

financing costs are not updated for several years?
No.

In 2005 did Laclede advise the Commission thanc¢luding natural gas inventory
carrying costs in the PGA has the benefit of onlyt@arging ratepayers with the actual

financing costs?

Yes. As will be discussed below, Laclede araff$hade a presentation to the Commission

of the Stipulation and Agreement reached in Case@R-2005-0284. In explaining the
11
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benefits of including the inventory carrying costshe PGA (which is updated annually)
as opposed to including in rate base in a rate (@alsere financing costs are not updated

for several years) Laclede advised the Commission:

And once again, one of the reasons for doing tfratn our
perspective, is that you will go ahead and knowtiinase costs are.
You will not be charging more or less than whaytaee, and they're
about as intricately related to gas costs as theyfeady recovered
through the PGA, as just about anything else cbeldPage 108,
Transcript of Proceeding , GR-2005-0284, In thettstaof Laclede
Gas Company's Tariff to Revise Natural Gas Ratee@dks
Stipulation & Agreement Hearing September 26, 2Q@%ferson
City, Missouri Volume TEmphasis added).

Do you agree with Laclede that one of the maindmefits of including inventory costs
in the PGA is that customers will be charged as aiél cost and Laclede will receive as

reimbursement for that cost, a much more current ad accurate financing cost?

Yes. This benefit described by Laclede to tlen@ission is a significant benefit of the
current ratemaking treatment of Laclede’s natueal igventory carrying costs. However,
this ratepayer benefit was not considered by Staits recommendation to change from

the PGA recovery method to the rate base recovetiod.

Do any of the reasons Staff provides in its digt testimony in support of this change

discuss the impact of Staff's proposed change on tlkede’s ratepayers?

No. Staff's testimony provides no indicatioratht even considered the financial impact

of this change on Laclede’s ratepayers.

Did you earlier address Staff’s first reason insupport of this change, that it wants
Laclede’s shareholders to earn a profit on naturagas inventories that are financed

through short-term debt?

12
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A.

Q.

Yes.

Briefly address Staff's second reason for thishange, that Staff believes there is a
“beneficial effect” of consistent rate treatment béween two separate utilities, Laclede
and MGE.

Staff did not describe nor explain in testimatsybasis for why it believes there would be
a beneficial effect of changing the ratemakingtiresant of Laclede natural gas inventories
from the current PGA method. Because it did nplar or describe what it means by this
“beneficial effect,” | have to assume, and | beigtie Commission should assume, that
Staff knows of no beneficial effect. Thereforegrhis no substantiating support to Staff's

position.

This becomes ever more apparent when consideniaig Staff's position provides no
discussion of the alternative position: if MGE reeced its carrying costs through a PGA.
If the true motivation is a belief that consisteate treatment is of paramount benefit, then
Staff would have presented a balanced analysisislgdtve impact on the Companies and
ratepayers under on both circumstances. Staff geovino such analysis and simply,
following Laclede’s request, opted for method (ra#ese), which will likely result in the
higher cost to ratepayers.

What is your opinion of Staff’s third reason for this ratemaking change, that taking
natural gas inventories out of the PGA will make i annual ACA reviews less

complex?

| will agree that taking a scope of work outediuel cost audit will make that fuel cost audit
less complex and easier to conduct. However, llaislo point out that adding this very
same scope of work to a general rate case costwilidnake the general rate case cost

audit more complex.

13
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Staff did not explain how the ACA audit step ofadhting inventory carrying costs is
overly complex. Even if it is overly complex, this an audit step that Staff has been
performing in Laclede ACA audits for the past 12nge Laclede has had several rate cases
over the past 12 years and Staff, to my knowletigs, never proposed this change nor
provided any indication that its ACA audits are wyeomplex. Staff never proposed this

change until Laclede requested it.

Finally, please state your concerns with Staff'ourth and final reason in support of
its proposed change — that Staff’ “had” “a long-stading position that only clear and
identifiable “actual gas costs” should be subjectat PGA recovery

First | will emphasize that there is no questibat natural gas inventory carrying costs are
a pure, clear and identifiable cost of natural gd$ie most obvious example of this fact is
that if Laclede did not purchase natural gas, iuMonot have natural gas inventory

carrying costs.

From an accounting and ratemaking concept, cagitglifinancing costs to natural gas
inventory is no different than capitalizing finangicosts to utility construction projects
through the utility’'s AFUDC (Allowance for Funds &l During Construction) financing
rate. No reasonable person would argue that thetaction financing (AFUDC) costs
are not a plant in service cost. Similarly, itasreasonable position that natural gas
inventory “financing costs” are as much a natuea gost as the invoice price of the natural

gas commodity that resides in the inventory.

Is hedging against natural gas price volatilitya stated reason why utilities’ maintain

physical natural gas inventories?

Yes. Maintaining fuel inventories is a univdigaccepted means of hedging price
volatility of the natural gas market. In this redjacarrying costs on this inventory can also
be considered a hedging cost.

14
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Q.

A.

Does Laclede recover its natural gas hedging ¢deshrough its PGA surcharge?

Yes, it does. This is even an additional reastry inventory carrying costs should be
recovered in a PGA. Since Staff expresses congieont consistency among different
utilities (such as Laclede and MGE), it should berenconcerned with intra-utility
consistency. Laclede’s intra-utility consistencgul require that natural gas inventory
hedging costs be recovered from ratepayers indhesananner as other hedging costs,
through the PGA.

In 2005 did Laclede indicate the belief that natral gas inventory carrying costs are
“clear and identifiable “actual gas costs” which slould be subject to PGA recovery?

Yes. On September 26, 2005, in the Transcfiproceedings in Case No. GR-2005-0284,
Laclede, in response to questions from the Comomssitated that natural gas inventory
carrying costs are “about as intricately relatedy&s costs as they're already recovered
through the PGA, as just about anything else cbald

MR. PENDERGAST: “In the past, when we bought allbbaf gas
supplies from interstate pipelines, most, if notadlit, at least the
part that's associated with pipeline storage, wasdled up and
included in whatever the sales rate was that tterstate pipeline
charged the utility.

After 636 and transportation came, those costs weteded for a
while up until this point in base rates, and whé would do is have
those costs recovered as they used to be, or st designificant
portion of them were, through the PGA mechanisthénfuture.

And once again, one of the reasons for doing tfratn our
perspective, is that you will go ahead and knowtiinase costs are.
You will not be charging more or less than whaytaee, and they're
about as intricately related to gas costs as theyfeady recovered
through the PGA, as just about anything else cbeltl (Page 107-
108, Transcript of Proceeding , GR-2005-0284, Ha Matter of
Laclede Gas Company's Tariff to Revise Natural Gete
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Q.

A.

Schedules Stipulation & Agreement Hearing Septe@®e2005,
Jefferson City, Missouri Volume 7)

During your audit of this rate case did you attenpt to gain an understanding of the basis

and rationale of the Staff's changed ratemaking paton on this issue?

Yes. | asked several questions of the Stafiliain this understanding of this change in
ratemaking position. Staff refused to answer drip@se questions. See attached OPC data

requests.
Does this conclude your rebuttal testimony on riaral gas inventories?

Yes, it does.

Supplemental Executive Retirement Plan Expense (“SEP™)

Q.

Do you have concerns with the SERP testimony S$taprovided in its Cost of Service

Report?

Yes. | have concerns with the section of Sgatirect testimony titled “SERP and Directors’
Dividends” which can be found at Page 105 of thaffStCost of Service Report. My

concerns are with the following Staff testimony:

Included in Staff's revenue requirement recommeadst are

normalized levels of recurring supplemental exseutetirement plan

(“SERP”) payments and an eight year amortizatidargie lump-sum

SERP payments LAC and MGE have made to their foaxecutives

and other highly-compensated former employees.
In addition to the method Staff used to normaERP expense for Laclede, OPC’s concerns
are that Staff inappropriately assigned Lacledg-&HRP expenses to MGE ratepayers and
that Staff inappropriately capitalized SERP expsnte Laclede’s current construction

projects.
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Q.

Is Staff proposing to include an unreasonable W&l of SERP expense for Laclede and

MGE cost of service in this cases?

Yes. Staff is recommending a normalized lefeBBRP expense in excess of $1 million.
This excessive and unreasonable amount is incensisith its prior Staff positions on the
appropriate ratemaking treatment of SERP expensgsity rate cases.

Please summarize Staff’s previous position on t@recovery of SERP expense.

In Case No. ER-2012-0174, Staff recognized BBBRP expenses are unique in nature
because they are an additional executive pensinafib@ver and above what is already
provided in the regular pension plan. Becauséisfunique nature, in the past, the Staff
treated SERP costs somewhat differently from hdve#ts normal employee pension costs.
The Staff's policy has been that it will recomm&tRP costs to be included in cost of service
only if they are not significant, are reasonablgviled for and able to be quantified under
the known and measurable standard.

Under Staff's prior SERP reasonableness standarddid Staff argue large lump sum
SERP payments to retiring utility executives to beunreasonable and excessive, and

therefore should not be included in cost of serviGe

Yes. For example, in its testimony in Case BlR-2012-0174 Staff noted that between 2001
and 2011 the utility made lump sum SERP paymemigimg from $700,000 to $3 million.
Staff argued that these lump sum SERP paymentshveine in addition to regular pension
compensation, were excessive from a ratemakingljgtam and the excessive nature of the
lump sum payment alone was one of the reasonsumity sum SERP payments did not meet

Staff's SERP test of inclusion in a utility’s cadtservice.

Did Staff provide an example to the Commissionfavhy including a large dollar lump
sum SERP payments, as well as converting the largenp sum payment to an annuity

based payment was unreasonable for ratemaking purges?
17
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A.

Staff's

Yes. In testimony before the Commission in QdseER-2012-0174 Staff testified that if a
utility makes a $3 million SERP payment to a regriexecutive, and that executive has a
remaining life expectancy of 15 years, then thataael pension compensation to that one
retiree would be $200,000 annually. Staff stated when one considers that this $200,000
payment is an additional pension payment, an amougt and above the retiree’s regular
pension annuity, there can be no doubt that Xaésssive. (Staff withess Hyneman Surrebuttal
ER-2012-0174 page 45 attached as Schedule CRH-R-1).

Prior Position - Lump Sum SERP payments mushe known and measurable

In the past did Staff argue to exclude annual lenp sum SERP payments from a utility’s

cost of service?

Yes. Staff based this position, in part, onfie that lump sum payments are not a known
and measurable expense, a fundamental ratemakimgyppe. Since the Commission has a
policy that only expenses that are known to haweimed in a test year and are measurable
with a high degree of certainty should be incluated utility’s cost of service, Staff did not

recommend rate recovery of erratic and irregulanpisum SERP payments.

Staff noted in the 2012 Kansas City Power & LIRICPL”), (Case No. ER-2012-0174) rate
case that lump sum SERP payments made by KCPL seeklatile that no reasonable
estimation of future lump sum payments can be maae.example, in the three year period
2007 through 2009 KCPL made only one lump sum Sg&Pnent. Over the entire time
period KCPL made lump sum SERP payments, the rahgayments has been from a low
of $300 to a high of $3.3 million. KCPL'’s histooy lump sum SERP payments do not meet
the basic ratemaking requirement of being known arehsurable and thus cannot be
quantified accurately enough to be included in ajsservice. (Staff withess Hyneman
Surrebuttal ER-2012-0174 page 46).

Please continue.
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A.

Stalff further explained its position on the kmoand measurable standard by explaining that
a revenue requirement is the sum of operating aathtemance expenses, depreciation
expense, taxes and a fair and reasonable retuhe oret value of property used and useful in
serving its customers. A revenue requirement setan a test year. In order that the test
year reflect conditions existing at the end oftést year as well as significant changes that
are known or reasonably certain to occur, it isessary to make certain “pro forma”
adjustments. Lump sum SERP payments are higklgutar both in frequency and amount.
There is no reasonable way to quantify this typpayiment as they are neither known nor
reasonably certain to occur on a recurring baggtaff withess Hyneman Surrebuttal ER-
2012-0174, page 49).

Are there other concerns about the appropriatengs of including lump sum SERP

payments in a revenue requirement as a reflectionf @ known and measurable cost?

Yes. For example, if a utility executive reirat age 60 and receives a lump sum SERP
payment, that lump sum pension payment was desigmet intended to represent
supplemental pension annuity payments over thefifeat executive, which could be 20 or
more years. Including all of the cost of the 2@ryannuity payment in a single year
significantly distorts the true expense level.

A more appropriate method of annualizing lump SEBRP payments would be to amortize
a reasonable level of lump sum SERP the paymentloeeemaining life of retired executive.
This method would more closely fit the paymentledd SERP (annual payment) with the
intended employee benefit provided by the SERPchvig a supplemental addition to the
regular pension annuity. While this method is mapgropriate, it does not address the
excessive nature of lump sum payments not thetlfattthese payments do not meet the
known and measurable standard. It is just as canford_aclede as it is with KCPL that the
lump sum SERP payments are highly irregular andssice.
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Q.

In its 2014 rate case direct testimony did KCPLchange its prior SERP ratemaking

request to convert its lump sum SERP payments to anal annuity payments?

Yes, it did. My understanding is that KCPL rengd Staff's concern with lump sum SERP
payments and made an attempt to mitigate someabttmcern by converting SERP lump

sum payments to annuity payments.

In KCPL'’s 2014 rate case did Staff change its 2@ SERP ratemaking method to accept
this new KCPL method?

Yes. Staff witness Keith Majors described Ssafevised SERP ratemaking position in
KCPL'’s 2014 rate case, ER-2014-0370:

SERP payments consist of monthly annuity paymemds periodic
lump-sum distributionsLump-sum_payments _can_be_significant
and are often difficult to predict.

As opposed to including a normalized amount of adwmp-sum
payments, KCPL used a conversion factor of 14.8ctovert prior
lump-sum payments to an amount that approximaeeduivalent
annuity payments to the qualifying employees abat lump-sum
payment option were not elected. Staff utilizeds tfactor for the
calculation of a normalized level of converted lugym payments.

Staff recommends that a three year average of ryoatimuity
payments, and a three year average of convertqu$um payments,
be used in this rate case to determine allowabiRFPSEpense in rates.
This approach is reflected in Staffs revenue nemuent
recommendation as Adjustment E-204.8 to Account €2@ployee
Benefits. Staff Expert/Witness: Keith Majors (pabe Staff direct
testimony ER-2014-0370, April 2, 2015)(emphasisealld
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Q.

Is the ratemaking approach taken by Staff with KCPL in 2014 an improvement over
the approach it took in 2012 and prior to 20127

No. In 2014 Staff continued to recognize thaR®PHump sum payments are not a known,
measurable and recurring expense. Staff’s witnie#isis issue even stated in direct testimony
that “Lump-sum payments can be significant ancbéien difficult to predict”. Nevertheless,
Staff found a way to incorporate SERP expensesabed significant and which also failed
to meet the Commission’s known and measurableatdmato the utility rates KCPL charged

to its customers in 2014.
Is Staff following its 2014 SERP ratemaking metbd in this case for Laclede?

No. In this current Laclede rate case Stafedwrined that it need not convert lump sum
payments into annuity payments as Staff did in KER2014 rate case. For Laclede, Staff
created a new SERP ratemaking method. This newochethust to combine lump sum SERP
payments (in excess of $2 million) with recurringnaal SERP payments and calculate a
simple 3-year average of the two payment methdtiss new Staff approach fails every test
of reasonableness, several Commission ratemakimgigdes, and, in addition, reflects a lack

of understanding of the purpose of pension paynamdgate case normalization methods.

Staff's Prior Position — SERP Payments must be reagable and limited

Q.

In Case No. ER-2012-0174 did the Staff furthedefine its “reasonableness standard”
on SERP expenses by implementing a maximum amount 8SERP expenses per retiree

to include in a utility’s cost of service?
Yes. The Staff limited the annual amount of $EXpenses per retiree to $50,000 per year.

What was the basis for the Staff's reasonablengestandard?
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A.

Staff's

In that rate case Staff indicated that it fodingt an annual SERP payment of $50,000 to be
in the top 5 percent of all annual SERP paymentsraier utility employees it reviewed up
to that date. (Staff withess Hyneman SurrebuttaPBE2-0174 page 54).

Based on your review of utility SERP payments im the period 1993 to 2017, how would
you rank an annual SERP payment of $50,000 per rege?

I would estimate that this amount is much highan significantly all annual recurring SERP
payments made by Missouri utilities to retireesisTindicates that a $50,000 SERP limit

established by Staff in 2012 is too high and shbeldeduced to a more reasonable level.

SERP adjustment for Laclede and MGE in thisrate case

Did Staff describe its current position on SERR its Cost of Service Report in this case?

Yes. Staff's explanation of its SERP cost aiva® recommendation for Laclede and MGE
and its description of how it calculated its recoamated level of SERP expense can be found
in Staff's Cost of Service Report at page 105.

Does you agree with any of the statements madg Staff in this one paragraph?

Yes. OPC agrees with Staff that SERP plans@a&ted primarily to get around the Internal
Revenue Service’'s (“IRS”) executive compensatiomté on the deductibility of pension

benefits to highly-compensated executives. OPC afgees with the Staff that the IRS
compensation limits during 2017 was $270,000 par,ysnd awarded benefits calculated on

earnings above this level are not tax-deductible.

Based on your review of Staff's direct testimonyn this case, does the Staff appear to
have changed its SERP ratemaking policy that it sygorted in 20127

Yes. In addition to abandoning its policy on teéeel of SERP to include in a utility’s cost of

service, Staff also abandoned a prior positonSERP payments to retired former employees
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provide no benefit to current utility constructipmojects, and therefore, should not be

capitalized or added to the cost of those plarjepts.

Staff did not address this issue in its direstitgony, but my review of its SERP expense
workpapers indicate that Staff has changed it pasition and now decided that cash SERP
payments to retired former employees provide beaafl value to 2017 utility construction

projects and therefore should be capitalized t& 2@iity plant construction projects.

Did Staff assert in direct testimony that the “@mmission has traditionally included a

reasonable amount of SERP expenses in customer raf&®
Yes, it did.
Do you agree with this statement?

No. As | noted in my direct testimony, | do romlieve the Commission has ever addressed

a position on SERP expense in any previous rag cas

Staff no longer applies a known and measurable stdard to utility SERP expense

Q.

Did Staff's decision to include lump sum paymemst in its SERP cost of service
recommendation for Laclede reflect an abandonmentfdstaff’s application of a known

and measurable standard for lump sum SERP payments?

Yes. Staff used fiscal years 2014, 2015 and6284 the basis of its SERP expense
recommendation to include SERP lump sum paymeitsording to Staff’'s work papers, in

the three years Laclede only made a large lumppayment (greater than $250,000) in one
of those years, 2015. No large lump sum paymestmade in 2014 and, what is even more
of a concern, no large lump sum payment was matieei2016 test year in this rate case.
Despite the fact that no lump sum payments wereenrathe test year, Staff decided that

lump sum SERP payments are a known and measurqigase.
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Q.

Should a cost that is not incurred within a Comnssion-ordered test year be classified

as a test year known and measurable cost?
No. Staff's position violates this fundamertehant of ratemaking.

You stated earlier that Staff is recommending SERP expense in excess of $1 million
yet Laclede’s SERP payment averaged $371,490 ovieetperiod 2001 through 2005, and
averaged $294,009 over the period 2006 through 20118 it reasonable for Staff to ignore
this 10 years of data when developing a normalizddvel of SERP expense for Laclede

in this rate case?

No, it is unreasonable. The 2001-2010 amouefieat actual ongoing levels of SERP
expense for Laclede. It was not until the perio@mbaclede hired a new CEO in early 2012
that the SERP expenses began to skyrocket frois20@,000 to $400,000 normal levels to
$3.2 million in 2011, $6.6 million in 2012, and $2nillion in 2013.

The period 2011-2013 was the period when Laclestetiansitioning to a new chief executive
officer who was making significant executive cha@ad embarking on a strong utility
growth strategy. This was a unique time for Laeleohd it should be considered as
extraordinary and nonrecurring. Since the Laclealesition is complete, there is no reason
to believe as, apparently Staff believes, thatl¢vel of million dollar SERP lump sum

payouts will continue.

Staff no longer applies a reasonableness test taliy SERP expense

Q.

A.

Based on your review of Staff's SERP workpapersdid Staff appear to abandon the
“reasonableness test” for SERP expense that you disssed above?

Yes. Staff abandoned its reasonableness testaged in prior rate cases. It now appears

Staff auditors have adopted a new reasonablengssit¢ based on ratemaking principles,
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and not based on levels of similar costs expereghg®ther utilities, but based on a dictionary

definition.

In OPC data request 430 OPC asked Staff for fisitien of a reasonable SERP expense.
Instead of referring to its past SERP ratemakirgjtpos and how Staff determined a SERP
expense level to be reasonable, Staff advised G&Gstnow has a new reasonableness test

based on Black’s Law Dictionary.

Staff cited to Black’s Law Dictionary, 6th Editiowhich defines reasonable as “fair, proper,
just, moderate, suitable under the circumstanc8#ff's position is that it is appropriate for
utilities to offer eligible employees a reasonadi@ount of SERP benefits in order to attract
qualified employees and compensate them at competitvels. Accordingly, Staff is not
opposed to inclusion of SERP expenses at an apgi®pormalized level in rates. However,
Staff would not define what it considers a reast&8ERP expense and could only provide
a dictionary definition of the word reasonable.

It is apparent that Staff has abandoned its preximum $50,000 annual SERP payment that
was based on knowledge of competitive Missountut8ERP policies and costs. Without
brightline standards, like the Staff has suppardte past. Now, any SERP expense sought
by a utility can be rationalized as “reasonable”’lsng as the Staff or the Company
manipulates the averages a few years and chagegiount to ratepayers. Under this Staff

approach, the cost of the SERP itself will not ligexct to the scrutiny of a proper audit.

Did you review the SERP payment data Staff usetb develop its SERP expense

recommendation in this case?
Yes, | did.

What were your findings?
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A.

Staff's three year average (2014, 2015 and 26i.@)hat it represents as actual cash SERP
payments results in an average level of $ $1.1amiinnual SERP payment. | compared this
amount to a five year average of Laclede’s SERPnpays in 2001 through 2005, which is
$371,490. | also compared this to a five yearayeiof SERP payments made by Laclede
from 2006 through 2010 of $294,000.

From a historical perspective, Staff's is recomdieg Laclede’s ratepayers pay in rates in
this rate case a level of SERP expense that is thmes the size of a normalized level of
SERP payments. This is the data that is refleéat&taff's own workpapers and this is the
data that Staff ignored by recommending LacledeMGdE’s ratepayers reimburse Laclede

for an excessive and unreasonable level of SERénegp

Did Staff explain in testimony any audit procedue it conducted to determine why it is
reasonable to charge ratepayers an annual level BERP expense greater than $1 million
when, according to Staff's workpapers, Laclede exeeled $1 million in SERP payments

in only 4 of the past 16 years?

No. It should be obvious to Staff that in aade 3 of those 4 years (2011-2013) SERP
payments were materially affected by Laclede’s etiee reorganization. Laclede’s went
through a major corporate reorganization in 201132énd possibly extending through 2015.

Based on your understanding did Staff make anyteempt to determine if any of the

SERP payments it included in its cost of service cemmendation was reasonable?

No. It appears that Staff made no attempt tierde@ne the reasonableness of any SERP

payment.
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Correction to Staff's SERP calculation

Q.

Based on your review of Staff workpapers do you biglve that Staff's calculation of
SERP expense is based on a conceptual misunderstagdof the data Staff used to

calculate its SERP expense?

Yes. Staff calculated an average SERP expdrse, 007,826 based on an average of fiscal
years 2014 ($338,610), 2015 ($2,538,069) and 2$466(798). From these three fiscal

years, Staff calculated an average SERP paym&it b97,836. | believe the Staff made this
calculation in error based on a lack of understamdf what a lump sum SERP is supposed

to represent.

The conceptual problem with Staff's calculatiothigt the 2015 amount includes a lump sum
SERP payment to one retiree of $2,300,743. Simgohoving this lump sum payment out of

the 2014-2016 average would result in an adjustedage of $340,911 in annual annuity

SERP payments.

If you amortized 2015 lump sum SERP payment a8®2,743 over an expected remaining
life period, the annuity amount would be $153,38&Iding this $153,383 to Staff's 2014-
2016 average without the lump sum payment wouldltrasa “correct” normalized level of
$494,294 including the lump sum payment. Thishis amount that Staff should have
calculated using its own methodology instead otiilgaly excessive and unreasonable level
of $1,107,836.

Is the Staff adjustment methodology for Lacledes SERP in this rate case significantly
different and inconsistent with Staff's 2014 SERP @ustment for KCPL, as described

above?

Yes, itis.
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SERP Capitalization

Q.

Please explain why you disagree with the fact & Staff continues to capitalize SERP
payments to retirees despite the fact that retiredlaclede former employees provide no

service or benefit to Laclede’s current constructia projects, including its ISRS projects.

To the extent Staff capitalizes this SERP expdnsconstruction work in progress, account
107, which eventually are transferred to accourdt, Jant in service, Staff intentionally
overstates Laclede’s future plant in service castfyding Laclede’s future ISRS costs. Not
only is it inconsistent with basic ratemaking pihes for Staff to capitalize payments to
former employees, this action is against the ctrpasition of the Financial Accounting
Standards Board (“FASB”) and a recent change tergdly accepted accounting principles
(“GAAP”) that will go into effect in 2017.

Please continue.

The FASB recently changed GAAP accounting ribegpension expense, including SERP.
One of the principle changes to pension accountitegd made by the FASB is that only
current pension costs the benefit current construcprojects may be capitalized to

construction projects. All other pension costsraggiired to be charged to expense.

In its March 14, 2017 edition of “In depth — A loat current financial reporting issues,
PricewaterhouseCoopers LLP (PwC”) provided a sumimiathe new Accounting Standards
Update 2017-0%CompensatioiiRetirement Benefits (Topic 715): Improving the Brggtion

of Net Periodic Pension Cost and Net Periodic Resgment Benefit CastPwC is one of
the “Big Four” auditing firms along with Deloitt&Y and KPMG.

What PwC explains below is that the FASB requines only pension costs which represents
employee compensation cost to build or producetyuidlant assets are eligible to be

capitalized to that plant cost. Since SERP ishgalempensation for past services, it is not
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eligible to be capitalized to plant either undeas@nable ratemaking theory or these new

GAAP rules. PwC explains this new accounting:

Capitalization

.7 Under current guidance, since the net beneditisaconsidered one
aggregate amount, when it is appropriate to camtatosts (for
example, as a cost of inventory or a self-constiesset), the entire
net benefit cost applicable to the pertinent emgrsyfor the period is
capitalized. However, as described above, this atmaoaludes costs
that relate more to financing (i.e., interest costhpvesting (i.e., return
on assets), or costs that arose in prior periodsware previously
deferred in accumulated other comprehensive income.

By disaggregating the presentation of net benefit on the income
statement, the amount eligible for capitalizat®mow limited to the

service cost component of net benefit cost. The B-A8lieves this

more closely reflects the current period compeasatost provided to
employees to build or produce inventory or selfstorcted assets. It
also believes it will improve comparability and ved the need for
additional disclosure requirements around capédlamounts.

25
26
27
28

29
30
31

Was there an effort to exclude regulated utiliies from this GAAP requirement?

Yes, however the FASB rejected this proposagréfore, regulated utility companies are not

exempted from these new rules.

Is Staff aware, or should Staffs be aware, thats proposal to capitalize a portion of
SERP cash payments to retirees to 2017 constructigorojects is not appropriate
accounting treatment and is inconsistent with currat FASB accounting policy and
GAAP?

In a data request | inquired if the Staff wasaeawof this new GAAP requirement. However,
Staff refused to answer this inquiry and claimezighestion was ambiguous. Therefore, | am

not aware if Staff is aware of the mandatory rezquints of this new GAAP standard.
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Q.

Did OPC attempt to get an understanding of Staffeasons why decided to capitalize

SERP expenses.

Yes. In OPC data request 430, OPC asked seyeestions concerning Staff's position in

direct testimony on the capitalization of SERP pegts. Except for agreeing that costs
capitalized to CWIP are designed to allocate tatglee cost of employee services (benefits)
in the period, Staff refused to answer any of ORfDiastions related to SERP capitalization

and why it is proposing to the Commission in tlasecthat SERP costs be capitalized.

Laclede’s SERP payments to retired executives prae no benefit to MGE ratepayers

Q.

Did Staff assign Laclede’s SERP payments to reéid Laclede employees to MGE

ratepayers?

Yes, and this is not appropriate. OPC is notrawd any former MGE retirees who are
receiving SERP payments from Laclede. Since daheficurrent SERP recipients are former
Laclede employees, and these former employeespoolyded services to Laclede and not
MGE, no SERP costs should be assigned to MGE’pagégs. Staff's apparent position is
that MGE's ratepayers, who have never receivedangfit from retired Laclede employees,

should be responsible to pay for services theynmeoeived.

Is it possible that MGE ratepayers received someervices from Laclede’s SERP

recipients?

It is possible, but unlikely. If Laclede’s SERECipients were active employees after MGE
was integrated into Laclede, any benefit they wdwdde provided to MGE would be
immaterial and inconsequential compared to the@eprovided to Laclede.

Since Laclede acquired MGE late in 2013, no Laekdecutive’s utility services would have
provided any benefits to MGE until 2014 when MGEswdegrated in to Laclede. Therefore
all SERP retirees who retired in 2014 or beforevigied no employee services or benefits to
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MGE ratepayers. Those former Laclede employeesethied after 2014 provided very little,

if any benefit to MGE ratepayers.
Q. Does this conclude your rebuttal testimony?

A. Yes, it does.
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September 27, 2017
Sent via email

Hampton Williams

Acting Public Counsel
P.O. Box 2230

Jefferson City, MO 65102

RE: Staff objections to OPC data request number 472 to Staff in Case Nos. GR-2017-0215 and
GR-2017-0216

Mr. Williams:

On September 20, 2017, Mr. Hyneman of the Office of the Public Counsel submitted identical
data request (DR) number 472 to Staff in both Case Nos. GR-2017-0215 and GR-2017-0216.
Staff raises the following timely objections to DR 472 in both cases:

Data Request 472 from Mr. Hyneman:

Reference Page 107-108, TRANSCRIPT OF PROCEEDINGS, GR-2005-0284, In the Matter of
Laclede Gas Company's Tariff to Revise Natural Gas Rate Schedules Stipulation & Agreement
Hearing September 26, 2005, Jefferson City, Missouri Volume 7 MR. PENDERGAST: “In the
past, when we bought all of our gas supplies from interstate pipelines, most, if not all of it, at
least the part that's associated with pipeline storage, was bundled up and included in whatever
the sales rate was that the interstate pipeline charged the utility. After 636 and transportation
came, those costs were included for a while up until this point in base rates, and what this would
do is have those costs recovered as they used to be, or at least a significant portion of them
were, through the PGA mechanism in the future. And once again, one of the reasons for doing
that, from our perspective, is that you will go ahead and know what those costs are. You will not
be charging more or less than what they are, and they're about as intricately related to gas
costs as they're already recovered through the PGA, as just about anything else could be.” 1.
Does Staff disagree with any of the statements made by Laclede? If yes, please state the
disagreement and the basis of the disagreement. 2. Laclede states one ratepayer benefit of
including inventory costs in the PGA is that Laclede will not be charged more inventory costs
than what the actual costs are. Does Staff agree with this statement? If not, why not. If Staff
agrees with this statement, why is Staff, in its direct testimony in this case, recommending the
Commission eliminate this ratepayer benefit? 3. Laclede states that natural gas inventory costs
are “about as intricately related to gas costs as they're already recovered through the PGA, as
just about anything else could be.” Does Staff disagree with this statement? If yes, why?
Regarding the appropriate treatment of gas inventory financing costs, first it was in the PGA,
then it went to rate base, then in 2005 at Laclede’s request it went back to the PGA. Now in
2016 Laclede wants it out of the PGA, and Staff is recommending it go back to rate base. If the
Staff concerned at all about the lack of consistency in its recommendations to the Commission
on this issue? If not, why not?

Objection is made to Data Request No. 472 in its entirety in both cases on the following bases:
(i) it is beyond the scope of proper discovery of an expert witness;
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(i) it constitutes an improper use of a data request, as a data request may not be used to ask an
expert to prepare an essay on a topic chosen by the requesting party;

(i) the DR refers to the transcript of a stipulation presentation in which the stipulation being
addressed provided in paragraph 17 that “None of the signatories to this Stipulation and
Agreement shall be deemed to have approved or acquiesced in any ratemaking or procedural
principle, including, without limitation, any method of cost determination or cost allocation,
depreciation or revenue related method or any service or payment standard, and none of the
signatories shall be prejudiced or bound in any manner by the terms of this Stipulation in this or
any other Commission, judicial review or other proceeding, except as otherwise expressly
specified herein. Nothing in this Stipulation and Agreement shall preclude the Staff in future
proceedings from providing recommendations as requested by the Commission or limit Staff’s
access to information in any other proceedings. Nothing in this Stipulation and Agreement shall
be deemed a waiver of any Commission statute or regulation;

(iv) the DR asks Staff to opine as to a hearsay statement, made not by a sworn witness but by
an attorney for a party other than Staff in a non-contested stipulation presentation rather than a
contested hearing;

(v) the DR mischaracterizes the statement made by Mr. Pendergast of Laclede and the history
of gas inventory carrying cost treatment;

(vi) the DR mischaracterizes the history of Staff's position on the issue;
(vii) the DR is unclear and ambiguous;
(viii) in addition to the above, in Case No. GR-2017-0216, the DR is misleading and

mischaracterizes Staff’s position and testimony, since GR-2017-0216 concerns MGE and Staff
has not recommended changes to the treatment of MGE gas inventory carrying cost.

Sincerely,
/s/ Jeff Keevil

Jeff Keevil

Deputy Counsel

Missouri Public Service Commission
573-526-4887
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Response to OPC Data Request No. 430

Reference Staff COS Report page 105 where it states “The Commission has
traditionally included a reasonable amount of SERP expenses in customer rates.”

1) Please list each and every Order and every other document relied upon by the Staff
to reach its conclusion that the Commission has traditionally included a reasonable
amount of SERP expenses in customer rates.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to this
portion of the DR.

2) What is Staff's definition of a “reasonable” SERP expense?

Black’s Law Dictionary, 6™ Edition, defines reasonable as “fair, proper, just,
moderate, suitable under the circumstances”.  Staff's position is that it is not
inappropriate for utilities to offer eligible employees a reasonable amount of SERP
benefits in order to attract qualified employees and compensate them at competitive
levels. Accordingly, Staff is not opposed to inclusion of SERP expenses at an
appropriate normalized level in rates.

3) Did Staff make a determination that the lump sum SERP payments were reasonable?
If yes, what criteria did Staff use to reach this conclusion? If no, why not?

Lump sum payments are an option under the current Laclede Gas Company
SERP plan, and the lump sum option is available for SERP plans for other Missouri
large utilities. The purpose of the SERP, to Staff’'s knowledge, is a restoration plan, that
is designed to maintain a level of total retirement benefits which would otherwise be
payable under the Laclede Gas Company Cash Balance Retirement Plan, but for the
compensation and amount payable limitations imposed by the Internal Revenue Code.
The Laclede Gas Company Cash Balance Retirement Plan allows for lump sum
payments. To Staff's knowledge, there are no current pending changes to either the
SERP plan or the Retirement Plan. Therefore, it is reasonable to conclude that some
form of SERP lump sums will be paid in the future. The criteria Staff used to reach this
conclusion was the fact that some amount of lump sums have been paid in the near
past, and some amount of lump sums should be paid in the future.

Staff examined the periodic and lump sum SERP payments in total for 16 years
(see Staff Direct Workpapers). Staff also examined SERP payments separated
between periodic payments and lump sums from 2010 through 2017. In every year
during 2011 through 2016, Laclede incurred some form of lump sum SERP payment.
Consequently, it is reasonable to conclude that some form of lump sum SERP
payments will be incurred in the future. Staff used the payments made from 2014
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through 2016 in its three year average. Using this time period for Staff's average
excludes any payments made to executives that did not provide services to MGE.

4) Please list and describe each and every reason why Staff chose an 8-year
amortization period for lump sum SERP payments?

Staff did not use an 8 year amortization period for lump sum SERP payments.
Staff used a three year average of actual payments. Staff did, in error, reference an 8
year amortization in its direct filed cost of service report.

5) List the the dollar amount of SERP Staff is recommending for Laclede in this rate
case and state how Staff determined this amount to be reasonable.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to
this portion of the DR; however, the dollar amount of included O&M expense is
$304,958 and Staff’'s adjustment can be found in Staff's Accounting Schedules at
Schedule 10, adjustment E-91.8.

6) List the dollar amount of SERP Staff is recommending for MGE in this rate case and
state how Staff determined this amount to be reasonable.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to
this portion of the DR; however, the dollar amount of included O&M expense is
$168,842 and Staff’'s adjustment can be found in Staff's Accounting Schedules at
Schedule 10, adjustment E-63.5.

7) Does Staff agree that costs capitalized to CWIP are designed to allocate to plant the
cost of employee services (benefits) in the period? If not, why does Staff not agree with
this statement?

Yes.

8) If Staff agrees with the statement in #7 above, please list and describe the benefits to
accrued plant (CWIP) up to the end of the test year that were the result of service
performed by SERP retirees.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to this
portion of the DR.

9) Does Staff believe capitalizing SERP cash payments to CWIP is good accounting? If
yes, please explain why this is good accounting.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to this
portion of the DR.
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10) Does Staff believe capitalizing SERP cash payments to CWIP is good ratemaking?
If yes, please explain why this is good ratemaking.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to this
portion of the DR.

11) Does the Staff understand that capitalizing any part of pension expense with the
exception of service cost will be prohibited by FASB in 2017? If no, please explain the
basis for the Staff's conclusion.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to this
portion of the DR.

12) Does the Staff agree that capitalizing any part of SERP expense is directly
contradictory to this new GAAP treatment? If not, please explain how Staff’s treatment
of SERP is consistent with this new GAAP.

Pursuant to the objection letter sent to OPC September 21, 2017, Staff objects to this
portion of the DR.
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e DR429

e Staff COS Report page 60. “Staff witness Dave M. Sommerer is recommending that both
the current natural gas and propane inventories that were previously included in the
PGA/ACA process now be included as part of rate base in the cost of service calculation.”
At page 62 of Staff COS Report Mr. Sommerer states “LAC has been authorized to recover
gas inventory carrying costs as part of its PGA since October 1, 2005” under the Inventory
Carrying Cost Recovery (“GICCR”) tariff. Mr. Sommerer also states that “Staff is proposing
to revert to the ratemaking treatment used for LAC prior to 2005 and therefore include gas
and propane inventories in rate base.” 1. Does Staff’s reversion to an old ratemaking
treatment for Laclede result in higher utility rates for Laclede’s ratepayers? If no, please
explain and demonstrate this belief with calculations. If yes, please quantify this increase
in utility rates.

e 2. Mr. Sommerer states this new change in ratemaking treatment of natural gas inventories
is justified because this new ratemaking treatment is consistent with how MGE treats gas
inventories are treated. He also states an additional benefit is that accounting for gas
inventory in a rate case makes Staff’s natural gas cost audit calculation easier. A) Does
Mr. Sommerer believe Laclede’s ratepayers would agree that it is a reasonable and
prudent Staff action to change along-term Laclede ratemaking treatment for gas costs and
increase utility rates just to be consistent with a different utility and to make audit
calculations easier?

e B) Does Mr. Sommerer personally believe it is a reasonable and prudent Staff action to
change a long-term Laclede ratemaking treatment for gas costs and increase utility rates
just to be consistent with a different utility and to make audit calculations easier?

e 3. At page 62 of the Staff’'s COS Report Mr. Sommerer states “Staff has also had a long-
standing position that only clear and identifiable “actual gas costs” should be subject to
PGA recovery. Does Staff believe the cost to purchase natural gas and place it and
maintain it in inventory is a clear and identifiable actual natural gas cost? If not, please list
and describe in as much detail as possible each and every reason why Staff does not
believe this cost is a “clear” natural gas cost. Also list and describe in as much detail as
possible each and every reason why this is not an “identifiable” natural gas cost.

e 4. If Staff believes that natural gas inventory costs are not “clear and identifiable” natural
gas costs and only “clear and identifiable” natural gas costs should be included in a PGA,

e A)please list each and every reason why Staff included natural gas inventory costs in
Laclede’s PGA for the past 12 years?

e B) Was this a Staff error?
e C) Has Staff changed its definition of a “clear and identifiable” natural gas cost?

e 5 Please list the name(s) of each and every member of Staff who was involved in the
decision to change the natural gas inventory ratemaking treatment for Laclede.

e 6. Please list the name of the Staff member who made the decision to change the natural
gas inventory ratemaking treatment for Laclede.
O Due Date: 9/28/2017
Requested By: Chuck Hyneman

Staff objects to this data request as irrelevant and misleading because Staff witness David
Sommerer’s testimony referenced in the above DR proposes no change to MGE’s current
PGA/ACA process from what is currently in effect in MGE's tariffs. Therefore, the questions
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asked in these DRs of MGE are wholly irrelevant and misleading as to Staff’s position and
mischaracterize Staff witness David Sommerer’s testimony.

e DR 430

o Reference Staff COS Report page 105 where it states “The Commission has traditionally
included a reasonable amount of SERP expenses in customer rates.” 1) Please list each
and every Order and every other document relied upon by the Staff to reach its conclusion
that the Commission has traditionally included a reasonable amount of SERP expenses in
customer rates.

o Staff objects to this question as overbroad and unduly burdensome because it requests
every Commission decision in which it permitted a utility to recover a reasonable amount
of SERP expense. This would require an intensive amount of research into prior
Commission decisions, which Staff cannot perform at the same time as drafting
testimony.

e 2) What is Staff’s definition of a “reasonable” SERP expense?

o Staff will provide an answer to this DR prior to the October 26 due date.

¢ 3) Did Staff make a determination that the lump sum SERP payments were reasonable? If
yes, what criteria did Staff use to reach this conclusion? If no, why not?

o Staff will provide an answer to this DR prior to the October 26 due date.

e 4) Please list and describe each and every reason why Staff chose an 8-year amortization
period for lump sum SERP payments?

o Staff will provide an answer to this DR prior to the October 26 due date.

e b5)Listthe the dollar amount of SERP Staff is recommending for Laclede in this rate case
and state how Staff determined this amount to be reasonable.

o Staff ‘s recommendation is outlined in its accounting schedules attached to and as
outlined in its direct testimony regarding SERP expense.

e 6) List the dollar amount of SERP Staff is recommending for MGE in this rate case and
state how Staff determined this amount to be reasonable.

o Staff ‘s recommendation is outlined in its accounting schedules attached to and as
outlined in its direct testimony regarding SERP expense.

e 7) Does Staff agree that costs capitalized to CWIP are designed to allocate to plant the
cost of employee services (benefits) in the period? If not, why does Staff not agree with
this statement?

o Staff will provide an answer to this DR prior to the October 26 due date.

o 8) If Staff agrees with the statement in #7 above, please list and describe the benefits to
accrued plant (CWIP) up to the end of the test year that were the result of service
performed by SERP retirees.

o Staff objects to this DR because OPC requests it of the improper party. This question
would be better asked of the company, specifically the MGE witness which filed SERP
testimony.

e 9) Does Staff believe capitalizing SERP cash payments to CWIP is good accounting? If
yes, please explain why this is good accounting.

o Staff objects to this DR as vague. The term “good accounting” is ambiguous and Staff
would be forced to result to speculation to answer this request.

e 10) Does Staff believe capitalizing SERP cash payments to CWIP is good ratemaking? If
yes, please explain why this is good ratemaking.

o Staff objects to this DR as vague. The term “good ratemaking” is ambiguous and Staff
would be forced to result to speculation to answer this request.
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11) Does the Staff understand that capitalizing any part of pension expense with the
exception of service cost will be prohibited by FASB in 20177 If no, please explain the
basis for the Staff’s conclusion.

o Staff objects to this DR as ambiguous. Staff as part of its work stays up to date on the
current and future FASB provisions. It is unclear from this request how OPC expects Staff
to explain that it concluded that a new provision will go into effect under FASB.

12) Does the Staff agree that capitalizing any part of SERP expense is directly
contradictory to this new GAAP treatment? If not, please explain how Staff’s treatment of
SERP is consistent with this new GAAP.

o Staff objects to this DR as vague. The request appears to project a personally held
opinion and position onto Staff and then in turn expect Staff to respond. Staff would
recommend such a projection is better reserved for rebuttal testimony.

Due Date: 9/28/2017
Requested By: Chuck Hyneman
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What's next

FASB changes the presentation of pension cost

At a glance

On March 10, 2017, the FASB issued final guidance on the presentation of
net periodic pension and postretirement benefit cost (net benefit cost).
Presently, net benefit cost is reported as an employee cost within operating
income (or capitalized into assets when appropriate). The amendment
requires the bifurcation of net benefit cost. The service cost component will
be presented with other employee compensation costs in operating income
(or capitalized in assets). The other components will be reported separately
outside of operations, and will not be eligible for capitalization.

Background

.1 Net benefit cost on pension and postretirement benefit plans includes multiple
components, including current period employee service cost, interest cost on the obligation,
expected return on plan assets, and amortization of various amounts deferred from
previous periods. Today, these components must be aggregated and reported as a single net
employee compensation cost, which is either reported within the operating section of the
income statement or capitalized into assets, when appropriate. The various components are
disclosed in the footnotes.

.2 The FASB received feedback from some stakeholders that the aggregate presentation of
net benefit cost combines elements that are distinctly different in their predictive value,
resulting in greater cost and complexity when analyzing financial statements. In response,
the FASB issued guidance’ that changes the presentation of the net benefit cost.

.3 The FASB is not changing the rules related to how benefit costs are measured. The new
guidance will, however, impact where the components of net benefit cost are presented
within an employer’s income statement. It will also impact when certain costs are
recognized in the income statement, as the amount of costs that can be capitalized will be
limited to service cost only.

! Accounting Standards Update 2017-07, Compensation - Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost
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Key provisions

.4 Under the new rules, entities that sponsor defined benefit plans will present net benefit
cost as follows:

e Service cost will be included with other employee compensation costs within
operations, if such a subtotal is presented;

e The other components of net benefit cost will be presented separately (in one or more
line items) outside of income from operations, if such a subtotal is presented; and

e Only the service cost component will be capitalized, when applicable (for example, as a
cost of inventory, internal-use software, or a self-constructed fixed asset).

.5 If a separate line item is used to present the other components of net benefit cost, it
should have an appropriate description. If a separate line item or items is not used, the line
item or items in the income statement where the other components of net benefit cost are
included must be disclosed.

.6 Gains and losses from curtailments and settlements, and the cost of certain
termination benefits accounted for under ASC 715, Compensation-Retirement Benefits, will
be reported in the same fashion as the other components of net benefit cost.

Example: Statement of Operations (commercial entity)

20X9
Revenues $2,000
Operating expenses (1) 1,500
Income from operations 500
Other income (expenses), net (100)
Other components of net (100)
periodic pension cost
Net income $300

(1) The service cost component is presented in the same line item or items as other
employee compensation costs arising from employee services rendered in the
period.
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Example: Statement of Operations (banking institution)

20X9
Non-interest revenues $1,200
Interest income 800
Interest expense (600)
Net interest income 200
Non-interest expenses (1) (900)
Other components of net periodic (100)
pension cost
Income before income tax expense 400
Income tax expense (100)
Net income $300

(1) The service cost component is presented in the same line item or items as other
employee compensation costs arising from employee services rendered in the
period.

Capitalization

.7 Under current guidance, since the net benefit cost is considered one aggregate amount,
when it is appropriate to capitalize costs (for example, as a cost of inventory or a
self-constructed asset), the entire net benefit cost applicable to the pertinent employees for
the period is capitalized. However, as described above, this amount includes costs that
relate more to financing (i.e., interest cost) or investing (i.e., return on assets), or costs that
arose in prior periods and were previously deferred in accumulated other comprehensive
income. By disaggregating the presentation of net benefit cost on the income statement, the
amount eligible for capitalization is now limited to the service cost component of net benefit
cost. The FASB believes this more closely reflects the current period compensation cost
provided to employees to build or produce inventory or self-constructed assets. It also
believes it will improve comparability and reduce the need for additional disclosure
requirements around capitalized amounts.
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PwC observation:

Companies that have elected a policy of immediately recognizing actuarial gains
and losses will likely view this change favorably. For these companies, the income
statement is subject to more volatility as fluctuations in pension amounts are
recognized immediately instead of being deferred and recognized over time. This
volatility is captured into inventory or other assets as those amounts may be
capitalized, or else reflected in operating income. By presenting only the service
cost component within operations and limiting the amount eligible for
capitalization to service cost, this will likely reduce volatility within the balance
sheet and operations section of the income statement.

For all entities, cost accounting systems, processes and related controls will need to
be updated to reflect the new capitalization requirements upon adoption.

No industry exceptions

.8 The FASB considered whether certain industries should be allowed an exception to the
new guidance. For example, for rate-regulated entities, these changes would create a
difference between US GAAP and regulatory reporting for amounts capitalized into the cost
of property, plant and equipment for rate-making purposes. It will also create a mismatch
between what is included in operating revenue (as rates charged to customers will reflect
recovery of the entire net benefit cost) as compared to what is included in operating
expenses. Similarly, certain types of government contractors are reimbursed based on their
costs measured under Federal Acquisition Regulations and government cost accounting
standards, which do not align with the new FASB guidance. However, the FASB ultimately
did not provide any exceptions to the accounting guidance for specific industries.

PwC observation:

The changes to the cost capitalization guidance will impact more than just
inventory or self-constructed assets. It will also impact entities in the financial
services sector, or any company that is able to capitalize allocated portions of
compensation costs. For example, insurance entities may capitalize net benefit
costs as part of establishing deferred assets related to acquiring new contracts
(deferred acquisition costs). For entities that originate loans, direct loan
origination costs (which may include elements relating to pension costs) are
required to be deferred as a basis adjustment to the loan or receivable.

While the insurance and receivables guidance was not specifically amended by the
new guidance, upon adoption, these entities will need to limit any net benefit costs
capitalized to only the service component.

Not-for-profit presentation

.9 The new guidance is applicable to not-for-profit entities. Today, not-for-profit entities
(NPOs) are required to provide information about expenses by functional categories (e.g.,
major programs and supporting activities); additional information regarding expenses by
natural classification (e.g., salaries, benefits, occupancy costs) is optional. Once ASU
2016-14, Not-for-profit entities (Topic 958): Presentation of financial statements of
not-for-profit entities, becomes effective, information about expenses by natural
classification will also be required.
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.10 When NPOs report expenses by natural classification, the new pension presentation
requirements are similar to those for business entities. The service cost component of net
benefit cost will be reported together with other compensation costs, and the other
components will be reported separately from those amounts and shown outside an
intermediate measure of operations, if one is presented®. When NPOs report expenses by
functional categories (illustrated in the example below), they will continue to apportion net
periodic pension costs among the appropriate functional expense categories, as is done
today. However, if an intermediate measure of operations is presented, the standard
requires that the service cost component be included within operating costs, and that the
other components be reported as nonoperating.

.11 If, in addition to reporting net benefit cost, the statement of activities reflects pension-
and postretirement-related amounts that would be reported in other comprehensive
income (OCI) by business entities (for example, actuarial gains or losses), special reporting
considerations apply. Outside of not-for-profit healthcare entities, the NPO financial
reporting model does not utilize the concept of other comprehensive income. Today, the
pension-related OCI-type amounts are simply reported as an increase or decrease in net
assets, displayed in a separate line outside of expenses. Subsequently, the annual
reclassification out of this category and into benefit costs is reported in that same separate
line item.

.12 The new standard prohibits reporting of the other components of net benefit cost in the
same line as the OCI-type items. If the other components are shown as a separate line item
(see the example below), the caption used should appropriately differentiate that line from
the separate line for the OCI-type amounts. If the NPO reports an intermediate measure of
operations, the standard imposes a new requirement that the OCI-type amounts be
reflected as nonoperating (consistent with the requirement for reporting the other
components of net benefit cost). Thus, the annual “recycling” would occur entirely within
nonoperating activity.

2 For NPO health care entities within the scope of ASC 954, the other components would be reported above the
performance indicator.
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Example: ASC 958 Statement of Activities - Not-for-Profit Organization

This example illustrates the reporting by an NPO that presents expenses by
functional classification and reports an intermediate measure of

operations.
20X9 (in 000’s)
Without With Donor Total
Donor Restrictions
Restrictions
Operating:
Revenues, gains, $10,000 $5,000 $15,000
and other support
Expenses, 7,500 7,500
including pension
service cost
Increase in net assets 2,500 2,500
from operating
activities

Nonoperating:

Other components (100) (100)
of net periodic
pension cost

Pension-related 50 50
changes other
than net periodic
pension cost*

Increase in net assets 2,450 5,000 7,450
Net assets, beginning 105,000 52,000 157,000
of year

Net assets, end of $107,450 $57,000 $164,450
year

*Reduction of prior service cost and other gains/losses charged to OCI in prior periods.

Convergence with IFRS

.13 Under IAS 19(R), Employee Benefits, service cost and net interest cost can be
recognized in the income statement as either a combined amount or as separate line items.
Remeasurements of the net benefit liability (asset) are recognized in other comprehensive
income and those amounts are not recycled into the income statement. While IFRS allows
flexibility in the presentation, the new US GAAP guidance will require the disaggregation of
the service cost component from other components of net benefit cost.
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.14 In addition, under IFRS, the net funded position is accreted at a single discount rate to
determine net interest cost. This is different than the requirements in ASC 715 to
independently calculate interest cost based on a discount rate applied to the projected
benefit obligation and the expected return on plan assets based on an expected long-term
rate of return applied to the market-related value of the plan assets. Further, a new
difference will be introduced by the new guidance when companies capitalize costs into
inventory or fixed assets. Under the new US GAAP guidance, the cost that can be capitalized
will be limited to service cost, while under IFRS, the entire cost of the relevant employees’
benefits is capitalizable.

Other presentation matters

.15 For segment reporting, companies should continue to present information based on
how management reports costs internally for evaluation purposes, regardless of what is
now required for consolidated GAAP reporting. Some companies currently present the
service cost component separate from the other components of net benefit cost in the
income statement for segment reporting and, therefore, this new guidance may increase
consistency between their overall reporting and their segment disclosures. For reporting
entities with discontinued operations, the components of net benefit cost presented outside
of operations should be allocated appropriately to discontinued operations.

.16 In a multiemployer pension plan, unrelated employers make contributions but the
assets are commingled, and therefore these plans are accounted for similar to defined
contribution plans, with expense recorded for the required contribution each period.
Accounting for multiemployer plans will not change under the new guidance, as benefit cost
under these plans is defined by the employer’s required contribution for the period, not the
various actuarial components of the overall plan. Further, in stand-alone financial
statements of a subsidiary, plans in which employees participate in a commingled
parent-sponsored pension plan are accounted for in the same manner as if they were
multiemployer pension plans. This will also not change under the FASB’s guidance.

.17 For the first time, the guidance specifies the presentation for gains and losses on
curtailments and settlements, as well as termination benefits paid through retirement
plans. As these were not previously considered part of the defined components of periodic
net benefit cost, they were not subject to the aggregation guidance of the previous guidance.
Accordingly, there was diversity in practice as to how such amounts were historically
recorded. Additionally, termination benefits paid outside of retirement plans (such as
normal severance) would not be eligible for the specified presentation in the guidance, and
would likely still be presented within operating income, if such a subtotal is presented.

What’s next

.18 The guidance is effective for public business entities for annual reporting periods
beginning after December 15, 2017, and interim periods within that reporting period. For
all other entities (including all NPOs), it is effective for annual periods beginning after
December 15, 2018, and interim periods within annual periods beginning after December
15, 2019. Early adoption will be permitted as of the beginning of an annual reporting period
for which financial statements have not been issued or made available for issuance.
However, early adoption is only allowed in the first interim period presented in a fiscal
year; therefore, early adoption is only permitted in the first quarter of 2017 for calendar
year-end public companies.

.19 This guidance is required to be applied on a retrospective basis for the presentation of
the service cost component and the other components of net benefit cost (including gains
and losses on curtailments and settlements, and termination benefits paid through
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retirement plans), and on a prospective basis for the capitalization of only the service cost
component of net benefit cost. Amounts capitalized into assets prior to the date of adoption
should not be adjusted through a cumulative effect adjustment, but should continue to be
recognized in the normal course as, for example, inventory is sold or fixed assets are

depreciated.

.20 The guidance allows a practical expedient for the retrospective application that permits
use of the amounts disclosed for the various components of net benefit cost in the pension
and other postretirement benefit plans footnote as the basis for the retrospective
application. This would be in lieu of determining how much of the various components of
net benefit cost were actually reflected in the income statement each period as a result of
capitalization of certain costs into assets and their subsequent amortization. If the practical
expedient is elected, this fact must be disclosed.

Questions?

PwC clients who have questions about this
In depth should contact their engagement
team. Engagement teams who have
questions should contact the National
Professional Services Group.
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All of the Staff’s expense lag calculations are measured to the point in which the
Company makes payment for the goods and services received. LAC and MGE included a bank
float for some of its expense lags. A bank float is defined as the time between when LAC and
MGE pay for a cost and when the check clears the bank. Staff is opposed to efforts to incorporate
“bank float™ or similar electronic measurements of when funds are actually removed from the
Company’s bank accounts in expense lag calculations.

In conclusion, the results of the study performed by Staff resulted in a positive CWC
requirement. This means that in the aggregate, the sharcholders have provided the CWC to the
Company during the year. Therefore, the shareholders should be compensated for the CWC that
they provide, through an increase to rate base.

Staff Expert/Witness: Karen Lyons

E. Stored Gas Inventory

1. Natural Gas and Propane Inventories

Natural gas is purchased and injected into storage facilities during the summer months
where it is held until the winter months when that gas is withdrawn and delivered to LAC’s and
MGE’s distribution system for customer use. Propane gas is also purchased and stored to meet
peak demand during the winter months. LAC owns propane facilities, but MGE does not.

LAC owns the Lange natural gas underground storage field located north of St. Louis.
LAC generally fills this storage field in the summer and uses gas from this storage to serve its
customers on cold days during the heating season. The storage field and natural gas in the
storage field are LAC investments. The natural gas in the storage field is recorded in one of
three accounts as required by the Federal Energy Regulatory Commission (“FERC”) Uniform
System of Accounts (“USOA™). The natural gas that is included in FERC account 164.10 Gas
Stored - Current represents attainable natural gas that is used to meet seasonal demand
increases.” Prior to this rate case, the balance in account 164.10 and 164.11 was addressed as
part of the PGA/ACA process and therefore was not included in rate base. As part of this current
rate case, Staff witness Dave M. Sommerer is recommending that both the current natural gas

and propane inventories that were previously included in the PGA/ACA process now be

*! Some of the gas in the storage field is unrecoverable. Attainable natural gas is that which is able to be
recovered and used. It is also referred to as current gas.
g
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included as part of rate base in the cost of service calculation, in addition to the natural gas
recorded in FERC accounts 117.10 and 352.30, that are already recorded in rate base.
The balance of inventory contained in FERC account 117.10 Gas Stored - base gas, also referred
to as “cushion gas.” represents the volume of gas that must remain in the storage facility to
provide the required pressurization to extract the current gas from the storage facility.
The balance reflected in FERC account 352.30 is non-recoverable natural gas that is permanently
embedded in the storage field and may never be extracted.

LAC also injects and withdraws gas from the Mississippi River Transmission (“MRT”)
pipeline as a supplemental source of natural gas to the Lange storage field. This gas, along with
the current stored gas discussed above, is now being included in LAC’s rate base.

LAC also owns a cavern located adjacent to the Lange natural gas underground storage
field that contains propane inventories previously included as part of LAC’s PGA/ACA. Similar
to the current natural gas inventories discussed above, Staff recommends that propane inventory
should also be included in rate base.

MGE has firm capacity® for access to natural gas storage on the Southern Star Central
Gas Pipeline and the Panhandle Eastern Pipeline.

For both LAC and MGE, Staff has reviewed all gas inventories for the period of
January 2013 through June 30, 2017, and has included a 13-month average ending June 30,
2017, as the proper amount of natural gas inventory to include in rate base.

For LAC only, Staff has reviewed all propane inventories for the period of January 2013
through June 30, 2017, and has included a 13-month average ending June 30, 2017, as the proper
amount of propane inventory to include in rate base.

These amounts are included in rate base in order to give LAC and MGE the opportunity
to earn a return on its investment for these inventories until those assets have been used. Staff
will continue to review the natural gas and propane inventory levels through the true-up date in
this case.

Staff Expert/Witness: Lisa M. Ferguson

13 s ¥ i i A ioa i g
** Firm capacity is the amount of gas available for production or transmission which can be, and in many cases
must be, guaranteed to be available at a given time.
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2, LAC Storage Field

Staff is including a 13 month average level of natural gas and propane inventories in rate
base for both MGE and LAC. MGE has traditionally included natural gas inventory in its rate
base and so rate base treatment should not be considered a change in ratemaking treatment.
The rationale for including inventory in rate base is that natural gas (or propane) must be injected
into storage fields (or caverns in the case of propane) prior to withdrawal. Local Distribution
Companies (“LDCs™) must therefore finance the cost of the inventory until the inventory is
withdrawn from storage. The inclusion of gas inventories in rate base is a method of addressing
the inventory carrying costs associated with paying for the gas or propane prior to its use and
related revenue recovery by giving the LDC the opportunity to earn a return on its investment

until these inventories are used.

Based upon a review of LAC’s tariffs, LAC has been authorized to recover gas inventory
carrying costs as part of its PGA since October 1, 2005. The tariff that describes the
PGA treatment is Sheet No. 28-h, and became effective in LAC Case No. GR-2005-0284.
The original inclusion of inventory carrying costs in LAC’s PGA tariffs was part of a Stipulation
and Agreement, and therefore was not a litigated issue. In subsequent LAC rate cases, the Gas
Inventory Carrying Cost Recovery (“GICCR™) tariff remained, and therefore “current” gas
inventories were not included in LAC’s rate base as they had been prior to 2005. It should be
noted that gas inventories associated with cushion gas® continued to receive rate base treatment

even after the institution of the GICCR in 2005.

Staff is proposing to revert to the ratemaking treatment used for LAC prior to 2005 and
therefore include gas and propane inventories in rate base. This has the beneficial effect of
having consistent ratemaking treatment between the two divisions of LAC and MGE. It further
has benefits of reducing complexity resulting from the review of the separate GICCR mechanism
in the annual Actual Cost Adjustment (“ACA”™) reviews. Staff has also had a long-standing

position that only clear and identifiable “actual gas costs™ should be subject to PGA recovery.

** Base gas (or cushion gas) is the volume of natural gas intended as permanent inventory in a storage reservoir
to maintain adequate pressure and deliverability rates throughout the withdrawal season. (Energy Information
Administration, The Basics of Underground Natural Gas Storage).
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In addition, all other Missouri LDCs have used the “rate base™ approach to recover carrying costs
associated with gas inventory in their Missouri jurisdictions.

Staff Expert/Witness: David M. Sommerer

F. Prepayments; Materials and Supplies
1. Prepayments

Prepayments are the costs a company incurs and pays in advance for various items
needed to operate the utility system. Staff’s recommended treatment of prepayments is to
examine each prepayment account individually in order to determine an appropriate measure that
most accurately reflects the ongoing future investment costs of a particular account, and then
include that amount in LAC’s and MGE’s rate bases. LAC and MGE have utilized their own
funds for prepaid items such as insurance premiums and rents. Staff examined LAC’s and
MGE’s prepayment account balances on a month-by-month basis. Based on this review and the
variability in the monthly account balances, Staff determined the prepayment levels to include in
LAC’s and MGE’s rate bases (Rate Base, Accounting Schedule 2) by calculating the 13-month
average ending June 30, 2017, the update period. A 13-month average of month-ending balances
is used to capture the beginning balance and ending balance of the 12-month period ending
June 30, 2017. Staff recommends this approach because there was no discernible upward or
downward trend in the monthly balances.
Staff Expert/Witness: Wayne Hodges

2 Materials and Supplies

Materials and supplies consist of natural gas piping, connections for service, main
repairs, gas regulators, and spare parts necessary to operate the local distribution natural gas
system. Staff’s recommended treatment of materials and supplies is to examine each account
individually in order to determine an appropriate measure that most accurately reflects the
ongoing future investment costs of a particular account, and that should be included in LAC’s
and MGE’s rate base. Staff reviewed the monthly balances for materials and supplies over the
last several years and, because the monthly account balances fluctuated with no distinguishable
trend, Staff determined that a 13-month average as of June 30, 2017, was appropriate for
materials and supplies. Materials and supplies are included in the LAC and MGE rate base
(Accounting Schedule 2).

Staff Expert/Witness: Wayne Hodges
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