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EXECUTIVE SUMMARY
In Reply to Initial Briefs filed in this case, tt@ffice of the Public Counsel (“OPC” or
“Public Counsel”) will respond to the Initial Brieff Laclede Gas Company (“Laclede”), and
Missouri Gas Energy (“MGE”), (collectively “Compahgr “Companies”) both wholly-owned
subsidiaries of Spire, Inc. (“Spire’). Public Caahalso responds to Staff’s Initial Brief, and the

Department of Economic Development-Division of Ejyes Initial Brief.

INTRODUCTION

The Commission must follow the statutory standaat all charges made or demanded
“shall be just and reasonable and not more thawall by law.* The PSC's purpose is to protect
the consumer against the natural monopoly of tH#ipuitility, generally the sole provider of a
public necessity. The “dominant thought and purpose” of the PSGHésprotection of the public
.. . the protection given the utility is merelcidental,® The “whole purpose” of public utility
regulation is to protect the publfic."This system is designed to protect consumersnsiga
exploitation where competition is inherently undailie or inadequate, and to insure that these
industries will serve the public interest."

In its Introduction, the Company suggests thateight years it has been able to increase
base rates only for “safety-related and mandatednvestments under ISRS.The fact is that

the Company has continually and significantly imsed its rates between rate cases through the

! Section 393.130.1, RSMo (2016)

2May Dep't Stores Co. v. Union Electric Light & Pov@p., 107 S.W.2d 41, 48 (Mo. 1937).

3 State ex rel. Crown Coach Co. v. P.$179 S.W.2d 123, 126 (Mo. 1944).

4 State ex rel. City of St. Louis v. P.S.¥3 S.W.2d 393 (Mo. 1934).

>UCCM585 S.W.2d at 48,iting, Priest, 1 Principles of Public Utility Regulatio(2969).

6 Initial Post-Hearing Brief of Laclede Gas Compamg Missouri Gas Energy (Laclede Initial Br. p. 1.
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Infrastructure System Replacement Surcharge (“ISR&cess. The ISRS is single-issue rate
mechanisms which is “a radical departure from thealipractice of approval of filed rates, in the
context of a general rate case” and the Supreme €@aund single-issue rate mechanisms unlawful
unless specifically authorized by statute and \aippropriate statutory checks, safeguards, and
mechanisms for public participatidn.

The ISRS statute includes: (1) narrow definitiorfswdat projects qualify. Section
393.1009 RSMo; (2) a limit of the total ISRS recgvio ten percent of base revenues, Section
393.1012 RSMo; (3) afiling of ISRS petitions anghgorting documentation with the Commission
and Public Counsel; and (4) a requirement thag#seutility adjust its general service rates every
three years. These protections show the Legiglateoncern that the ISRS creates the potential
for excessive utility earnings. A concern regardaxgessive earnings and a return to just and
reasonable rates is the reason for the requireaené case filing be made every three years. This
case proves the Legislature’s concerns were wefided.

The ISRS statute contains a narrow definition @ligible infrastructure system
replacements® to include gas utility plant projects that:

a) Do not increase revenues by directly connectingrtfrastructure replacement to new

customers:

b) Are in service and used and useful;

c) Were not included in the gas corporation’s ratebasts most recent general rate case;

and
d) Replace or extend the useful life of an existirfgaistructure.®

” State ex rel. Utility Consumers Council of Migsolmc.. v. P.S.G 585 S.W.2d 41 (Mo. banc 1979)
("UCCM"), Section 393.270 RSMo.

8 Section 393.1015, RSMo. (2016) (emphasis in caiyin

% Section 393.1009 (3) (), (b), (c), and (d) RSIZ@1E).
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In a recent case, the Western District found mahyaclede’s ISRS replacements
approved by the Commission were illeéalhe Court found the Company had gone well beyond
the infrastructure authorized for replacement ey IBRS statute. Section 393.1009(5)(a)(2016)
The Court, in deciding the Commission had approxeulacements that are not statutorily
authorized, said Section 393.1009(5)(a) has twaepresites: [It] “clearly sets forth two
requirements for component replacements to bebédigor cost recovery under ISRS: (1) the
replaced components must be installed to comply stdte or federal safety requirements and (2)
the existing facilities being replaced must be wauhor in a deteriorated condition.” Under that
provision, cost recovery through an ISRS surchargeailable for “[m]ains, valves, service lines,
regulator stations, vaults, and other pipelineeaystomponents installeéd comply withstate or
federal safety requirementss replacements for existing facilities that hawen outor are in
deteriorated conditiof]” § 393.1009(5)(a) (emphasis added by the Cdtirt)

The Court rejected all arguments for Laclede’saltation of plastic pipe, finding it was
not worn out or deterioratéd. The Court also found the Commission did not ideria single
‘state or federal safety requirement’ that mand#tedeplacement of the plastic mains and service
lines.”™® Further, the Western District court of appealsnfbiLaclede had unlawfully replaced
thousands of feet of pipeline that failed to méet $tatutory requirements. “In fact, a sample of

work orders provided by Laclede and analyzed bypiduties revealed that 53,415 feet of main

10 public Serv. Comm’n v. Office of Pub. Counsel @.aclede Gas Cq.No. WD80544, 2017 Mo.
App. LEXIS 1183 (Ct. App. Nov. 21, 2017).

11 Public Serv. Comm’n v. Office of Pub. Counsel @.aclede Gas Cq.No. WD80544, 2017 Mo.
App. LEXIS 1183 (Ct. App. Nov. 21, 2017).

121d. p. 6.
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lines were retired, of which 8,817 feet were pagipproximately 16 percent), and 53,279 feet of
service lines were retired, of which 34,223 feeteyalastic (approximately 64 percett).
In a foot note the Court noted that the Company nwyuse ISRS as an opportunity to
replace components that are not deteriorated on wor:
However, we do not believe that section 393.10@aj=llows ISRS eligibility
to be bootstrapped to components that are not wotor deteriorated simply
because that are interspersed within the same bwmigbod system of such
components being replaced or because a gas igilitying the need to replace
worn out or deteriorated components as an oppadyttomredesign a systemd,,
by changing the depth of the components or systesspre) which necessitates
the replacement of additional componeéfits.
The Court concluded by explaining the purposéheflSRS Surcharge which “is to allow
a utility to “timely recover its costs for certagovernment-mandatethfrastructure projects
without the time and expense required to prepaddibna general rate case|[l}i re Laclede Gas
Co, 417 S.W.3d 815, 821 (Mo. App. W.D. 2014) (empbasided). But the Company has been
using the ISRS statute surcharge unlawfully togase its rate base between rate cases, avoiding
the scrutiny of costs that accompany a rate cds®.fiThe Companies claims of superior

performance must be read in light of the Courtisling the Companies unlawfully used the ISRS
statute to increase its customers’ rates.
Below, Public Counsel responds to issues in the adthey were
addressed in Initial Briefs.
l. Forest Park Property
The Forest Park Property was an integral part aldde’s service to its customers for

response to leak repair calls, meter repair, tgstin replacement, and off-site construction.

14 |d.at footnote 4.
15|d. at footnote 3.



Laclede used this facility to provide customer g@nand even after it sold this facility, it leased
some of the space to continue to provide necessagy) critical, customer servic¥s.In other
words the property was used and useful at the Ltiaotede sold the property in May 2014. The
Company argues this was a land-only transactianl.éclede continued to use the buildings even
after the sale. The Company argues customersaghoukhare in the gain because, in an argument
totally irrelevant to the issue, Laclede engaged iivery successful restructuring” to move its
employees to different facilities. . 1’. All of these arguments are only a distractiomfrie true
issue and provide no response to OPC’s argumenthibanost reasonable ratemaking treatment
is to credit the gain from the sale to offset thsts of the Manchester replacement facility. Laele
admits the Manchester facility was a partial rephaent of the Forest Park buildift). OPC’s
approach discourages Laclede from manipulatingssaleorder to report higher profits to
shareholders. This is a just and reasonable resafiuse customers had been paying a return of
and on these facilities for decades. It is alsosa jesult because buildings on this property were
capital assets that remain on Laclede’s books toalag it continues to recover a return on the
facilities. A much less just result in the alteima, would be for the Commission to order Laclede
to put the $1.8 million back into depreciation rees.

I Kansas Property Tax

Public Counsel agrees with the Staff's positiontiois issue. Company witness Noack
recommended the Commission authorize it to colechnnual amount of Kansas property tax of

$1,691,513° Staff's chart in the on page 3 of Karen Lyonseabmttal shows the Kansas property

16 Staff Direct Cost of Service Report, 49:6-12.

17 Spirelnitial Br. at 11.

18 Ex. 250, surrebuttal of Staff witness Jason Kyngt:13-20.

19 Tr. 18, 1682:13-15; and Ex. 250, surrebuttal offStitness Jason Kunst, Schedule JK-s2 (Laclede’s
Response to OPC Data Request 1-95, in which Compangss Glenn Buck states that the “building is
being constructed as a partial replacement foFovest Park facility...”).
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taxes MGE paid from 2009 to 2016. The chart dertnates the level of $1,691,513 is not justified
because every year but one was lower than that mmdihe Commission should reject MGE’s
recommendatiof?

Public Counsel goes further than the Staff in thdbes not believe trackers are generally
appropriate in cost of service ratemaking. But Gigees with Staff it is reasonable in this case
because the level of Kansas property taxes is ss$@s a unique way and thus is more likely to
be volatile than Missouri property taxésThe Company, Staff and OPC have agreed to review
the tracker again in the next general rate caget&rmine if further continuation is appropriate at
that time??

1. Common issues

A. Capital Structure and Cost of Capital

Cost of capital

The Companies provide a misleading and manufacturedone of reasonableness
analysis and mislead the Commission about the effieaf the Companies’ size on ROE.

OPC and MIEC, through Mr. Michael Gorman, recomnseadeturn on equity (“ROE”)
which falls within a reasonable range of 8.9% td982° Staff, through Mr. David Murray
recommends a ROE which falls within a reasonabigeaf 9.0% to 9.5%"

No Company witness provided a recommended rangeROEs. The only ROE
recommended by the Company was the ROE of the Coeglavitness Ms. Pauline Ahern, who

recommended 10.3588Ms. Ahern applied a size adjustment to accounhésropinion that “size

20 Ex, 252 Staff witness Karen Lyons Surrebuttal ifiesty, P. 6:3-7

21d. p, 7:9-20.

21d. p, 4:4--8

Z EX. 407, direct testimony of OPC/MIEC witness MiehGorman, 2:9-11
24 Ex. 204, Staff direct testimony Cost of Servicg,24+-31

% | aclede/MGE Initial Brief, 26 (citing “Ex. 38, Alne Direct, p. 477).
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affects business risk because smaller companiesrglgnare simply less able to cope with
significant events that affect sales, revenues eamdings.?

Although the Companies failed to develop a factadord to support these claimed
maladies, OPC did discover that the Companies bdhens of dollars in rate base and are the
largest investor owned gas utility in MissotfriNevertheless, the Companies continue to argue
that they are so small and “less able to cope [vattity]” that their ROE should be adjusted by
20 basis point&

OPC believes the credibility of the Companies imidished by arguing for a size-
adjustment, especially when compounded with itaiment for a zone of reasonableness. As
support, OPC points out that the Companies contpaease to the Liberty Utilities Corporation
(“Liberty”) gas case. The Companies suggest thatf 8tithess David Murray “confirmed” that
the Companies’ ROE of 10.35% is within the “curreabe of reasonableness,” and that there is
an implied “upper range” of 9.89% to 10.89% becaofechanges in national averages.
Interestingly, in their brief, the Companies coneatly avoid expressly mentioning the lower end

of the argued hypothetical zone of reasonablengsish is 8.69%° OPC argues the Companies

de-emphasized the lower range of 8.69% to drawiidite away the credible recommendations of
other parties.
The reason that the comparison with the Liberte dse harms the credibility of the

Companies is because, on the one hand the Compauirgs out a 10% ROE was awarded for

26 Ex. 38, direct testimony of Laclede/MGE witnessilite Ahern, 12:7-10

27 CompareTr. 18, 1438:1-5. (explaining that Laclede waslérgest investor-owned utility in Missouri
prior to the time it joined with MGE and explainihgclede/MGE icurrentlythe largest investor-owned
utility in Missouri)to Tr. 18, 1506:1-4 and 1505:22 (the Companies hauaili@n in rate base if you
only look at the Missouri holdings).

2 | aclede/MGE Initial Brief, 29

29 Laclede/MGE Initial Brief, 23.

30Tr. 17, 1293:6-7



Liberty®!, but on the other hand, the Companies do not argéevor of a reduced ROE for the
substantial size difference between the CompamdsLiberty. If we followed the logic of Ms.
Ahern, then one would naturally argue that the Camgs ROE should be lower because they are
so much larger than Liberty. But, that is not wtiee Companies argue because it would mean
conceding that a lower ROE is appropriate.

The Commission should reject the Companies propBs&d, and the Commission should
adopt the reasonable ROE of 9.2% sponsored by OBEC/Mitness Mr. Gorman.

The Companies’ actions and arguments do not honohe Stipulation in Case No. GM-
2013-0254 which prohibits “indirect” rate recovery of an acquisition premium.

OPC/MIEC, through Mr. Gorman, agrees with the zailion of the Companies’ capital
structure rather than the parent’s capital strectand OPC/MIEC agrees with an adjustment to
account for a $170 million long-term debt. Howew@RC/MIEC cannot agree to include $210
million in goodwill as proposed by the Companieséaese, among many reasons, it does not honor
the Stipulation and Agreement in Case No. GM-202340(“Stipulation”).

When addressing questions from Chairman Hall, Morn@an explained to the
Commission that he has reviewed the capital stracto as to ensure that the Companies “maintain
its financial integrity, credit standing, but to dbat at the lowest possible costs to retail
customers 3 Mr. Gorman further explained “that’s how | apprbasy review of Laclede’s actual
capital structure, and | found that without rem@vgoodwill, the common equity ratio was much
higher than needed in order to support their ctifpend rating.2® Further, the Companies fail to

credibly rebut Mr. Gorman’s recommendation to eselgoodwill from the capital structure.

81Tr. 17, 1293:8-13.
%2Tr. 17, 1372:8-24.
331d. at 1372:15-109.
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The Companies’ interpretation of the Stipulatiofiese on a single consideration. The
Companies witnesses interprets the Stipulatior tedisfied if the Companies “excluded goodwill
from its rate base3* According to the Companies, anything beyond exolydoodwill from rate
base would “run counter” to the StipulatithCompany witness Mr. Robert Hervert distances
himself from his own interpretation by explaininghat he is “not an attorney;
however, he proceeds by quoting from the Stipotativhich restricts the Companies from “direct
or indirect rate recovery or recognition of any @sgion premium in any future general
ratemaking proceeding in Missouff”

Mr. Hervert's non-legal interpretation makes n@adk or logical sense because the
stipulation uses the terms “direct” rate recovend dindirect” rate recovery. The quoted
stipulation language goes further to prohibit ea€mecognition” of any acquisition premium in
ratemaking proceedings. During the evidentiary ingarMr. Gorman clearly testified that
inclusion of goodwill in the capital structure wdulesult in indirect rate recovery or recognition
of an acquisition premium in the current ratemakinaceeding’

Even ignoring the Companies misguided interpretatf the Stipulation, the Companies
arguments are unconvincing. This Commission shajétt them. Clearly, during the evidentiary
hearing, the Commission asked good questions endpic and Mr. Gorman provided reasonable
responses to all Commissioner concerns.

For example, the Commission challenged Mr. Gormandéfend his position by

referencing the arguments Mr. Hervert made abadirtg the acquisition financing back to

34 Ex. 36, surrebuttal testimony of Robert Herveg9120.

%1d. at 14:23 — 15:1.

38 1d. at 13:13-20 (citing GM-2013-0254, Stipulation akgteement, July 2, 2013, at Para. 3.a.)
$7Tr. 17, 1409:1-23.
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specific source In their brief, the Companies made a similar argntnbut the Companies did
not reference the response of Mr. Gorman to the r@ission in their brief® Mr. Gorman
responded as follows: “when one utility buys anagthy@u combine the assets together. You
literally add the assets, you add the liabilitigsy create a goodwill asset. In order to keep the
liabilities and assets in balance, they write umemn equity to keep the balance sheet in balance.
So when they create the paper goodwill asset,dlsycreate a paper amount of common equity
as part of — as normal GAAP-related purchase adtaunSo that's the one instance where |
disagree with [Mr. Hervert] because of simply thec@aunting mechanisms used when two
companies merge togethéf.Mr. Gorman was able to address many such quesiimhexplained
that other jurisdictions have considered adjustsefthe sort he recommendéd.

In concluding, Mr. Gorman’s recommendations caney/most strength under scrutiny, are
balanced in recognizing the Company'’s actual chgitacture and the long-term debt adjustment,
allow the Company to maintain credit rating at\weo cost to customers, and represent a just and
reasonable result that lawfully honors the Stipakat For these reasons, the Commission should
accept Mr. Gorman’s proposed capital structureratelof return.

B. Rate case expense

Laclede/MGE claim they should recover all rateecagpense because, otherwise, the

Commission is creating an incentive for the Comptangxaggerate its expengéshe greater

incentive for the company to exaggerate its experssthat this is a rate reduction case.

38 Tr. 17, 1383: 20-25

39 Laclede/MGE Initial Brief, 41-42

401383:6-18

4 E.g., Tr. 17, 1376:14-25

42 Spire Initial Brief at 48. (Spire should recowdirrate case expenses to avoid the “need foriaypthlat
avoids the incentive for the Company to drive gpciist of service in order to cut down on rate case
disallowances.”)
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Moreover, Laclede denies any responsibility fa thte case expenses, but in fact, as Staff
witness Keith Majors testified: “LAC and MGE haveskad for more new [and] unique
shareholderfocused-ratemaking tools than KCPL did in Case EHR-2014-0370* At the
hearing, Laclede admitted that the Companies chedronany of the issues brought to heafifg.
Also at hearing, Mr. Buck, admitted that the raésec sharing policy previously adopted by the
Commission might also encourage Laclede/MGE todasanable in its rate case spendig.
Those include proposals to limit the Companie& sisch as the revenue stabilization mechanism,
and its proposal to socialize credit card feesis §on top of the Company’s requested ROE of
10.35%; the hiring of expensive consultants; itgpisal to add three more trackers; the proposal
for performance-based incentive compensation; amehg@ny’s proposal to “retain” synergies
from its purchase of EnergySouth and Alagasco, itkeefgiling to seek Commission approval of
these transactions.

Laclede denies responsibility for the fact thisecdid not settlé® Public Counsel entered
into negotiations in good faith and actively puigsettlement. In that regard, OPC proposed a
universal settlement of all issues in the caseti@onto Spire’s claim that a ‘great deal of theera
case expense in this case was driven by mattesgleusf our control* the Company declined
to even negotiate OPC’s universal settlement papegich was a decision entirely within its
control. Public Counsel negotiated several settl@mrovisions only to discover the language the
Company later proposed did not accurately refleetrtegotiated agreement. Other parties came

prepared to settle issues, but Laclede did not iradigiduals in the room with the authority to

43 Ex. 254, Staff withess Keith Majors surrebuttal8p4-5. (emphasis and hyphens added).
4Tr. Vol. 18:1666:20-21.

451d.

46Tr, 18, 1678:2-18.

47 Spire Initial Br. at 48.
13



reach settlement. Public Counsel had construdisaissions with other parties, which ultimately
resulted in settlement of the red-tag program, iogome settling revenue allocation and rate
design issues, the red-tag and EnergyWise andalisuilfinancing, energy efficiency and low-
income weatherization, and other low-income programfter productive discussions with Staff,
OPC also settled the off-system sales incentive,plae gas supply incentive plan, lost and
unaccounted for Gas, depreciation, the Kansas pfxoae issue, and the St. Peters Lateral issues.
In fact, Public counsel was productively discussatilements with Staff and other willing parties
through the beginning of the hearings.

Public Counsel also notes that it will not bermtated by the many ad hominem attacks
by Spire, the accusations of improper motive, dmedG@ompanies assignment of blame to parties
who, while passionate, have notably been profeagionoperative, respectful and courteous.

There are many reasons this case went to hearfiing. Commission should order that
prudently incurred expenses be split using theisypamechanism between ratepayers and
shareholders based the methodology the Commisdmpted in itsReport and Ordem Case No.
ER-2014-0370% On appeal, this mechanism was approved by theéwe®istrict Court of
Appeals.

The exception to that recommendation is the expassociated with Company witness
Flaherty?® At hearing the Chairman questioned the reasonabt of this cost from the
perspective of shareholders. Public Counsel joinguestioning the expense from customers’

point of review. The Commission should review thaticular expense for prudence in light of

48 ER-2014-0370, Report and Order, Item No. 592, 7RgSeptember 2, 2015) (EXHIBIT A)
49Tr. 19, 1841:4-25; Tr. 19, 1721:1-20 (describing Maherty’s budget of $250,000 having been
“overspent” in the amount of $6,000).
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the extraordinary hourly rate paid find that thasercase expense is unreasonable and should not
be recovered through rates.
C. Cost Allocation Manual

In answer to the question: “should an independsrd-party external audit be conducted
of all cost allocations and all affiliate transacis, including those resulting from Spire’s
acquisitions, to ensure compliance with the Comimiiss Affiliate Transactions Rule, 4 CSR 240-
20.015 (sic)®®? OPC's answer is that a Third-Party External Qdkication Audit for Spire
Missouri is Essential.

While Spire Missouri touts in its initial briefdhit “undertook an extensive process with
an industry renowned firm and highly experienceahtdo review and implement the necessary
updates to its allocation processes for the groadhieved over the past four years,Spire
Missouri asserts that “it is open to considering tifoughts, ideas and recommendations of other
interested stakeholders on how the CAM and itsqutares for charging and allocating costs could
be potentially enhanced, especially in the waK&pire’s] acquisitions over the past four yeads.”
However, in response to the Office of the Publici@s®l’'s recommendation that the Commission
require Spire Missouri to undergo a third-partyt@kocation audit, Spire Missouri responds that

» [Spire Missouri] has already used a prestigiousating and consulting
firm with significant industry experience to develand implement
updates to its allocation proceduresy;]

* Hiring another expensive consultant to perform agitavould be
wasteful, and its benefits would not outweigh sts[; and]

* Any reviews to be undertaken and proposed enharrdsroan be
addressed in the CAM working grotp.

0 The correct rule cite is 4 CSR 240-40.015.
51 Spire Missouri initial brief, p. 56.

52 Spire Missouri initial brief, p. 57.

53 Spire Missouri initial brief, p. 58.

15



First, the accounting and consulting firm to whigpire Missouri refers is Strategy&, a part of
PwC>* Mr. Thomas J. Flaherty, first a partner of, theronsultant for Strategy& while providing
consulting services to Spiretestified in this case for Spire Missouri as toatvkervices he
provided. As OPC pointed out in its initial brighe Commission should not rely on Spire’s
consultant Thomas J. Flaherty’s review of Spireddigi’s processes for compliance with its cost
allocation manual, compliance with the Commissiaifgiate transactions rule, or as a substitute
for a costs allocation and affiliate transactiondig as his review

* was not intended to evaluate the sufficiency orlemgntation of Spire
Missouri’'s CAM,;

» was not intended to determine Spire Missouri’s ciianpe with the
Commission’s Affiliate Transactions rule 4 CSR 24M015;

» was too superficial to assess the reasonablenessmajes allocated to
Missouri; and

* is deficient.

Rather than repeating its arguments on these ploames OPC refers the Commission to pages
18-19 of its initial brief.

As argument for why a third-party cost allocatewndit is not needed, Spire attacks the
work of OPC witness Ara Azad. However, Spire Migss examples of claimed deficiencies in
her work, when all of the relevant evidence is \@dwinstead strengthen OPC’s arguments for this
audit. Spire Missouri claims on page 60 of itsiahibrief that OPC’s withdrawal of its newBlue
management information system issue as part ohdlbwf issues settled on December 20, 2017,
demonstrates that “the only allocation adjustmbfts. [Azad] could find to make was one that was
completely discredited before the proceeding catediu’ First, unless the Commission rejects

the December 20, 2017, settlement, the newBlue gamant information system issue is not

54 Ex. 46,direct testimony Spire Missouri witness Thomasldhérty, p. 1.
S5 Ex. 46, direct testimony Spire Missouri witnes®ofirtas J. Flaherty, p. 1; Ex. 47, rebuttal testim8pire
Missouri witness Thomas J. Flaherty, p. 1.
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before it, and Spire Missouri’'s opinion is nothingpre than that—Spire Missouri’s opinion.
Second, OPC has never claimed Ms. Azad, or anylseeles performed a cost allocations audit
that would suffice for the audit OPC recommendstegtine contrary. Third, Ms. Azad’s review
identified significant and numerous problems witpir& Missouri’'s shared services cost
accounting, allocations methodology, and compliamitie the Commission’s affiliate transactions
rule, which she related in her testimony. Thosaidied problems include improper exclusion of
companies from allocatior’§,improper application of the Massachusetts formUkhigh level
of variability in and sporadic use of allocatiorctfars in the test ye&®,and violations of Spire
Missouri's CAM>®

Fourth, while pertaining to a different issuesitelevant that, on the cusp of the evidentiary
hearing in this case, Spire Missouri acknowleddred it had made a $100 million accumulated
deferred income tax error, which correlates to\emee requirement reduction of $10 million
collectively to Laclede and MGE, and that it womlok have agreed to having made the error if
OPC’s witness Charles R. Hyneman had not vigoropshgued the issitfé. If Spire Missouri
could make such an error regarding the compargtsieiple matter of the treatment of its income
taxes, absent an independent audit, why shouldrenlgelieve it has not made one or more errors
regarding its much more complicated corporate albstations?

Spire Missouri’s attempts to discredit Ms. Azatdistimony are refuted by the record. On

page 60 of its initial brief, Spire Missouri stgtésls. Azad complained repeatedly about her

56 Ex. 401, direct testimony OPC witness Ara Azad,3%27; Ex. 426, surrebuttal testimony OPC
witness Ara Azad, p. 16; Tr. 19:1955-56.

5T EX. 426, surrebuttal testimony OPC witness Arad\gg. 15-16; Tr. 19:1955-56.

S8 Ex. 401, direct testimony OPC witness Ara Azad, pp-34, 39; Ex. 426, surrebuttal testimony OPC
witness Ara Azad, p. 14; Tr. 19:1964.

%9 Ex. 401, direct testimony OPC witness Ara Azad&ptO.

60Tr. 16:1064-66.

17



inability to obtain information from the Company.ahnd “that those complaints were thoroughly
rebutted by the testimony of Company witnesseskKand Flaherty.” The last statement is
inaccurate. As Ms. Azad testifies on pages 212&naf her surrebuttal testimony, Spire Missouri’s
responses to OPC’s data requests were deficidmbtim quality and timeliness. Spire Missouri
witness Timothy W. Krick’s October 17, 2017, relaltestimony that he was “unaware” of Ms.
Azad’s assertions that Spire Missouri’'s responsekscovery were insufficient until after he read
her direct testimon$! is impeached by the July and August, 2017, ensaibspondence Ms. Azad
attached to her surrebuttal testimSayif Mr. Krick did not know, it was due to Spire B&ouri’s
failure to inform him. That Spire Missouri’'s ownitnesses were unaware of significant
deficiencies in discovery that were called to tlagiention by OPC, and that Spire Missouri would
then use that ignorance in an attempt to rebut&@PC witness testimony demonstrates both
Spire Missouri’'s disorganization, and its geneaakl of respect for the discovery process.

On page 60 of its initial brief Spire Missouri @lasserts that Ms. Azad misunderstood the
Commission’s affiliate transactions rule applicabdeit. Spire Missouri cites to the hearing
transcript where Spire Missouri claims Ms. Azaddsocating for an interpretation of the affiliate
transactions rule that would preclude Spire Missfnam taking advantage of the sharing of
corporate support services as support for its tiseer Spire Missouri conveniently fails to
acknowledge that Ms. Azad testified at the heatirag a utility can request a variance from the
affiliate transactions rule to allow transactioesvizeen affiliates at something other than the lower
of fully distributed cost or marké&t. The Commission should recognize this as what, iSpire

Missouri mischaracterizing the record in an attetoubstantiate a specious argument.

81 Ex. 24, rebuttal testimony Spire Missouri witng@asothy W. Krick, p. 2.
62 Ex. 426, surrebuttal testimony OPC witness AradA&chedules AA-S-5 and AA-S-6.
63 OPC witness Ara Azad, Tr. 19:1976.
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Spire claims on page 59 of its initial brief thidere is no basis for incurring the additional
cost of hiring a third party consultant” to perfoarcost allocation audit. OPC disagrees. The
bases for conducting a detailed audit of Spire Misiss cost allocations process and
implementation have been established through #iertenies of OPC witnesses Azad, Hyneman
and Marke. Had Spire Missouri conferred with stetders before hiring Strategy& for its high-
level review, and agreed to the scope, cost pamamand who would bear the cost of the audit,
conducting a cost allocations audit may not besue in this case. As OPC briefed at pages 18-
20 of its initial brief, Spire Missouri has a lohgstory of being obstreperous regarding its cost
allocations. While such an audit would have a ,ctis potential impact on Laclede/MGE
ratepayers from being overallocated costs is featgr than the cost of such an afit.

Spire Missouri’s arguments against a cost allooatiaudit are without merit, and for the
reasons OPC provided in its initial brief and ie ttecord, the Commission should order Spire
Missouri to retain an auditor selected jointly bgnimission Staff and Public Counsel. This
independent auditor should assess the adequa@jyrefi8issouri’s processes and internal controls
for affiliate transactions, audit the affiliate nsmactions and shared services costs charged to
Laclede and MGE, identify the quantitative and gaale impact of any violations to the
Commission’s affiliate transactions rule, and regmend provisions to include in Spire Missouri’s
cost allocation manual and for employee implemémabdf the manual, particularly for costs
allocated to Missouri for recovery from Missournsoimers.

D. Gas Inventory Carrying Charges.

54 For example, in 2010 the New York Public Servigarhission initiated a cost allocations review of
National Grid that identified $24.75 million in aveharges that were then credited back to New York
ratepayers. Ex. 426, surrebuttal testimony OPCasgrAzad, p. 20.
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The Companies misinformed the Commission with ineaie arguments. First, the Companies
inaccurately argue that “[olnly OPC witness Chaitggieman opposes including natural gas
storage costs in rate base.”65 That assertiontisum

As stated in OPC's initial brief, Staff witness DdwSommerer’'s recommendation to include
natural gas storage costs in rate base for the @oiep is specifically conditioned upon the
Commission granting some level of short-term delihe capital structure, which the Companies
Oppose’

To provide context, the Companies own counselangged in favor of OPC witness Mr.,
Hyneman’s methodologies and reasoning for inclusiothese costs in rate base in past c¥ses.
In fact, Laclede has enjoyed PGA/ACA treatmentatiinal gas storage costs for many years.

OPC argues the Companies are misplaced to pothettreatment of smaller utilities as
the sine qua non (something absolutely indispeesatbéssential) for the treatment for the largest
investor-owned gas corporation in Missouri. In fdbts issue becomes much more impactful on
customers when a larger company is involved. Thegsal of the Companies should be mindful
not just of the potential to earn a return for thekiareholders but also of the customer impact.
OPC'’s proposal and Staff's proposal are mindfulthe customer impact and the PGA/ACE
treatment of these costs by Laclede for years sliows proper balance between customers and
shareholders.

The Companies proposal is not mindful of the custoimpact, and in their brief, the

Companies fail to mention the multi-million dollanpact to customers. The Companies’ brief

8 Spire Initial Brief, 63

66 Ex. 259, Staff Surrebuttal Testimony of David Soenem, 5:8-14

67 Ex.425, OPC Rebuttal Testimony of Charles HynerBa,6:3 (quoting GR 2005-0284, In the Matter
of Laclede Gas Company’s Tariff to Revise Naturas®ate Schedules Stipulation & Agreement
Hearing, September 26, 2005, Tr., pp. 107-108).
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fails to mention or quantify the monetary consegesrof its recommendation on ratepayers. The
only quantification of their proposal arises whiee Companies criticize Staff's inclusion of short-
term debt in their capital structure arguing indawf themselves and their sharehold&$he
Companies are so focused on quantifying the bengfithemselves and their shareholders that
their brief fails to mention the impact on many thag@ customers. As stated several times by OPC,
the harm to ratepayers could be as high as appedeiyn$8 million to Laclede’s customers and
approximately $3.5 million to MGE’s customef8.This number has real-world significance for
the millions of customers heating their home andgeting their bills.

For these reasons, the Commission should ordeetla@nd MGE to recover natural gas
and propane inventory carrying costs through th&/RGA process.

E. Credit Card Processing Fees

In its Initial Brief, Laclede refers to a NovemhEz, 2012 Resolution from the National
Association of State Utility Consumer Advocates ABIUCA”). Public Counsel is pleased to see
the Companies recognize this organization as aeaifrexpert testimony. A careful reading of
Exhibit 56 urges state commissions to encouradigyutompanies to accept debit or credit card
payments directly from their customers instead akimg arrangements with third parti@¢hat
charge “convenience fees ranging from “about $1t60about 5.85 per transaction;[iii]”
NASUCA’s recommendation is that utility companiesxept debit and credit card payments
“without interposition of a third party and withowonvenience fees.[x]” NASUCA also
recognizes the benefits to the utility from accegtcredit card payments directly which include

savings that result from not having to process papecks, the immediate receipt of payment,

%8 Spire Initial Brief, 46.
69 OPC Initial Brief, 28, fn. 113.
70 Ex. 56 NASUCA Resolution (i)
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lower collection risks and uncollectible debt expenmproved cash flow, and reduced working
cost of capital.[xiv]™.

In fact, in his testimony Company witness Michakdack admits use of credit cards
reduces the Companies’ exposure to the risk otleatf> At the least, LAC should have proposed
a reduction in bad debt expense, or uncollectiblgsich it did not’”® In his colloquy with
Chairman Hall, Mr. Noack admitted the advantagdd@E. When customers pay by credit card,
“[w]e get the cash quickéf. Probably the debt goes to the credit card comparypposed — we
wouldn’t have to deal with bad checkS.”When Chairman Hall asked if there was a “logical
reason payment by credit card would decrease kediHood of uncollectibles[,]” Mr. Noack
responded: “Probably because, especially if somisgraying with, for example, a prepaid debit
card, that money's on the card, and if it gets paids, we're going to get that money, where if
they pay by check, it could be a bad check and,kymw, it gets stopped and we don't get that
money. So yes, if it gets paid with a credit caroelieve we'll get that money?® The Company

has not done a study to indicate if credit carchpayts in fact reduce bad debt, which could benefit

all customers!

However, there is no record in evidence that shalivatepayers benefit from subsidizing
credit card fees for the 30% of LAC’s customers whe credit cards to pay their bills. In addition,
neither Staff, MGE, nor LAC have provided eviderbes type of charge will not result in a

discriminatory rate, wherein only a certain sulifetustomersand the Companigenefit from a

d.
Tr. Vol 15, 1023: 17-20.

74 EX. 409, Public Counsel witness Amanda ConnebuRal Testimony p. 4:1-35.
5 d.

81d.

Tr. Vol 16 p. 1026: 17-22.
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specific method of payment. In her Rebuttal testiy in this case, Staff withess Ms. Dietrich
notes that “Staff Counsel . . . advises thatMissouri law forbids the preferential subsidization
of certain ratepayers at the expense of all othtrpayers; therefore, it would be unlawfully
discriminatory and preferential to require all @gers to subsidizé® the minority of customers
who use credit cards to pay their utility billsAC, MGE and Staff propose to socialize credit card
fees to all customers, yet none propose to inciumyecost savings in rates, so there is zero benefit
to other customers.

OPC opposes socialization of credit-card feedéah companies. Socialization of credit-
card fees means all customers will pay for thess,feven though only some customers actually
pay their bill using this method. To state it another way, Laclede and MGE progosequire
all of their customers to pay the credit-card feessead of the limited number of customers who
pay by credit card paying the f8& But the Company is not proposing to recognize @arsfomer
benefits or cost reductions as a result of crealitl @acceptance. Until the Company includes all
cost savings created by use of credit cards insrasecialization of this cost is unduly
discriminatory. In addition, if the Commission g@d® any risk shifting proposals such as the
socialization of credit card fees, the Commissiooutd make a significant reduction in the rate of

return.

8 Ex. 213, Staff witness Natelle Dietrich, Rebuftaktimony, p. 3:8-12.
7 Ex. 409, Public Counsel witness Amanda ConnebuRal Testimony p. 3:20 — p. 4: 1-35.
80 Ex. 409, Public Counsel witness Amanda ConnebuRal Testimony p. 3:5-19.
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F. Uncollectibles

In their initial brief arguing the question “Whiatthe appropriate amount of bad debt to
include in base rates?”, the Companies argue ipstpf a three-year or five-year averdge.
However, in its position statement, the Companiay asserted the three-year averfgdn its
initial brief, OPC responded to the Companies'difgosition statement of a three-year average.
Here, OPC reasserts similar concerns regardinf\ibe/ear average to determine a prospective
uncollectible basis.

Like the three-year average, the five-year avevegéld have the Commission determine
the ongoing uncollectible expenses without consitien of the substantial changes the
Companies have made to their write-off policy. O&#curs with Staff’'s concern regarding
Company witness Mr. Krick’s admission to includiagtimated balance of customer write-offs
scheduled to occur on or after October 1, 2F1Kr. Krick’s testimony is based on estimates for
data outside of the test year and true-up péfiadd consequently is not known and measurable.
Furthermore, the Commission should not be persubgdide Companies’ unsubstantiated claims
that a reduction in assistance programs would séeé&s an increase projected uncollectible
expense.

OPC’s recommendation is for the Commission orderchange to Laclede’s test year
Uncollectible Accounts of $6,257,451 and MGE's tgsir amount of $1,755,577, for a combined
$8,013,028 bad debt expense level. This recomntiends based on the most recent twelve
months of data available reported by the Compaaies'ued uncollectibles designated in Account

904. If the Commission determines OPC’s recommigoraléo apply Account 904 should not be

81 Initial Post-Hearing Brief of Laclede Gas Compamgl Missouri Gas Energy, Page 112, EFIS 544 (J&1018).
82 Statement of Positions of Laclede Gas Companye RE8gEFIS 268 (Nov. 30, 2017).

83 Staff's Initial Post-Hearing Brief, Page 99, EMHS5 (Jan. 9, 2018).

84Tr., vol. 16, p. 967: 7-12.
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the basis from which to set bad debt expense, QR€ssthat Staff's recommendation, which
applies a 12-month test year based on Accountid4dore representative of anticipated bad debt
levels under the companies’ new policy.

The issue of uncollectibles is interrelated to @weedit Card Processing Fees. In an
exchange between Chairman Hall and Company withksisael Noack, the Chairman asked if
there was a “logical reason payment by credit cammuld decrease the likelihood of
uncollectibles[,]” and Company witness Michael Noaesponded: “Probably because, especially
if someone's paying with, for example, a prepaiditd=ard, that money's on the card, and if it gets
paid to us, we're going to get that money, whetieaf pay by check, it could be a bad check and,
you know, it gets stopped and we don't get thateayoBo yes, if it gets paid with a credit card, |
believe we'll get that money”

In support of including credit card fees in revemequirement, the Companies have
testified that socializing these costs is likelydiecrease uncollectible expense. Consequently,
should the Commission find against OPC’s recommigonland determine to include credit card
fees in rate base, the Commission should weiglntipact of a decreased uncollectible expense
moving forward and approve a lower basis for uremtible expense.

G. Environmental Tracker

Public Counsel supports the Staff's position dsrigfed the issue in Staff’s Initial Post

hearing Brief pages 47-51.
H. Pensions/OPEBS/SERP
OPC recommends the Commission reconsider the angpsnof its initial brief, and OPC

suggests skepticism of the Company’s self-praisethe setting of expense levels in this case,

8 Tr. Vol 15, 1023: 17-20.
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OPC conceded to the Company’s levels for Lacledelaa Staff's levels for MGE after reviewing
the facts and circumstances of e&tm its initial brief and in testimony, the OPC oeemended

a strategic review of pensions and OPEBS to bigifierm the funding of pension expense lev&ls.
Because neither Staff nor the Company argued orfavagainst a review of pensions and OPEBSs,
OPC will not need to reply.

Separately, however, OPC suggests healthy skeptigigh the Companies’ self-praise
attributing the “relatively minor rate increaseduest] thanks to Spire’s efforts in controlling
cost.®8 Keep in mind that OPC filed a complaint that theany was over-earning rather than
“controlling costs.” Such self-praise by the Comigarshould be given no weight.

The Companies are unable to rebut history, imply a incorrect evidentiary standard
to thg pre-1996 pension assets, and mislead the Gmimssion about the value of the prepaid
pension asset.

OPC agrees with the Companies that this is an€léeq@ opportunity to end” any alleged
dispute over pre-1996 pension as8é¢towever, OPC agrees with Staff as to the reshat: $taff's
“long-standing adjustment to remove the pre-199dpaid pension asset for FAS 87 and
September 1, 1994, to September 1, 1996, prepagigeasset for FAS 88 should be uphéfd.”

The Companies argue that “Staff has insufficismdence to support an assertion that LAC
is not entitled to begin recovering the disputed-p996 pension asset of $28.8 million.” That
implies that Staff carries said burden, which isremorrect evidentiary standard. In any event, the

Companies are factually and legally incorrect degpie added expense of hiring Laclede’s former

controller, James Fallert.

8d.

8 OPC Initial Brief, 35-37
88 Spire Initial Brief, 85

89 Spire Initial Brief, 86

90 Staff's Initial Brief, 70
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In a different section of the Companies’ briefmakt hidden from plain sight, the
Companies argue OPC is incorrect in claiming thatGompany has funded $60 million in excess
of ERISA minimums? The Company boldly claims that each “contributicas been property
(sic) vetted.®? This is not true. Each claim has not beeoperly vetted because the Companies
provided misleading data to OPC to obstruct OP€&tting process, and the Company objected to
additional information to better inform the recofithere’s a quote by Ghandi that goes, “truth
cannot harm a cause that is just.” In this caseleld® objected to introducing evidence,
presumably out of fear of what it might mean fa @ompany. OPC argues the result of excluding
this truth was unjust. Furthermore, OPC continwesrgue that excluding such evidence was
improper, unfair, and counter-intuitive to all dietparties’ best interest. Although this evidence
was excluded, the rationale of OPC in its pre-fiestimony was not excluded, and it remains true
that the Company has funded its pension in a watywtbuld not qualify for inclusion in the prepaid
pension asset calculation. Consequently, a downvealjdstment should be made by this
Commission.

The Staff's “case by case” method should not be ¥ared over its historical
approach.

The Staff argues that a case by case methodolaggctmunting for SERP expense is
appropriate® During the evidentiary hearing, OPC explored ttrengjth of the case by case
method. For starters, the case by case approadbyedby Staff withess Mr. Matt Young reveals

that this is his first case in which he has doneSERP analysi& Mr. Young also admitted that,

as a part of the case by case approach, he doessaairch historical Staff practices other than

91 Spire Initial Brief 94
92d.

93 Staff's Initial Brief, 74
%4 Tr. 20, 2227:13-19.
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two other proceeding$.Finally, Mr. Young formed this case by case apphoan his own and
through some unknown other source, which OPC infars somehow be gleaned through the
“KCPL" cases because OPC witness Mr. Hyneman cdytdias not recommended such an
amorphous methodologdy.

Had Mr. Young researched this matter, he would Hawvmd additional authoritative
sources to give context to his recommendationf 8tafthe Company took opportunity to cross-
examine Mr. Hyneman, who could have provided muaritext of the many audits he performed
on many different utilities over the many yearsisf distinguished career. Instead, Staff asked its
own witness the following: “When OPC'’s been refegrio Staff’s prior position, who's the prior
Staff witness that's..¥ To which Staff indicates that Mr. Hyneman and Meith Majors were
the sponsors of Staff's prior positiotfsThe Company brings up the same theme, but they onl
cite to a single case in which Mr. Hyneman partiténl®® OPC argues the intent of such questions
is to imply that the opinions were Mr. Hyneman’srad when the reality is that Mr. Hyneman'’s
work product gets reviewed by Staff supervisoraff&tttorneys, and becom8saff'sposition.

These positions represent a lengthy history of leg&ERP payments. As Mr. Young
reviewed the historical approach taken by Stafippears to have broadened his horizons beyond
the case-by-case approach. He even went so faraabnit that some historical approaches could
be reasonable alternatives. For example, in the icaslving Mr. Majors, Staff annuitized SERP
lump sum payments which decreases the adverse timpaccluding a lump sum amount in

rates!% After reviewing Mr. Hyneman’s testimony and seeihnig case, Mr. Young had sufficient

% Tr, 20, 2225:1-11.

% Tr. 20, 2225:12-20.

972235: 22-25 — 2236:1-8

%8 |d.

99 Spire Initial Brief, 92

100Tr, 20, 2227:20-25 — 2228:1-4
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information to agree that Mr. Majors’ approach iseasonable option for the Commission’s
consideration in this casé It is for this reason, and all of the reasons faed by Mr. Hyneman

in his testimony, that the Commission should fashis order consistent with OPC’s experienced
and credible recommendation.

It is important to note that Laclede has mismanatgegrepaid pension asset by creating a
very large prepaid pension asset all while argdanga weighted average cost of capital return.
These incentives are inappropriate, and Lacledsjsast does not match the realities of pension
obligations.

In a previous section of OPC’s Reply Brief, OPCcd&sses how Laclede gave itself praise
for “controlling cost.” Laclede’s self-administerpdt-on-the-back could not be any less deserving
than for the issue of Laclede’s underfunding opession trust. Nevertheless, Laclede picked the
pensions section of its brief to again give itgeHise in “controlling costst®? Contrary to their
praise, Laclede has unequivocally failed to corttrelprepaid pension asset costs causing financial
harm to ratepayers. The prepaid pension has grewnlarge.

The Companies have a financial interest to maketbpaid asset as large as possible if
the Companies are induced to earn a rate of retguivalent to the weighted average cost of
capital. In fact, an inflated prepaid pension assekactly what the Company is arguing by asking
for a $160 million valuation of the prepaid pensiasset®® Some customers might describe
Laclede’s actions as “nothing more than an oppdsticrand very transparent” way of increasing
earnings for shareholders by exploiting its intetation of settlement language — the very

description of Laclede’s perception of OPC in indtial brief%* The plain language of the

1017y, 20, 2233:18-21.

102 gpire Initial Brief, 85
103 gpire Initial Brief, 84
104 gpire Initial Brief, 94
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Stipulation referred to by Laclede allows for ratese treatment but does not specifically mention
a rate to apply or whether the weighted averageafasapital should be used in perpetuity. One
logical interpretation as to why the language ef&tipulation does not specify a return to be used
in perpetuity could be to avoid a situation thatlddoind a party to arguing a different return in a
future case, such as arguing a lower ROR or ateng-debt rate rather than a weighted average
cost of capital. OPC’s recommendation in this dzase the benefit of an expert with experience
who is uniquely able to provide insight on thisussand he has recommended a debt rate for a
number of reasons previously discussed in OPCtsalrBrief.1%> Such recommendation is not
opportunistic. It is prudent, just, and reasonable.

OPC also recommends a review of pensions and OREBglore more options to protect
ratepayers from continued harmed by Laclede’'s mismgament of pensions and OPEBs. One
such item to review would be whether the Companyccgonsider borrowing to help fund its
pension trusts. Laclede rejects the concept anplostgits position by creating a fictional scenario
filled with self-affirmation bias. To clarify OPC'iticism, Laclede worries that it would have to
borrow $150 million to refinance a pension obligati which could lead to higher leverage and
constrained investment decisidfi&Mr. Pitts has noted that pension trust obligatiaresalready
treated similar to debt, and that for rating pugsgsating agencies describe an exchange that takes
place when a pension obligation owed to a pensifebt) is exchanged to a different debt
holder®” Further, an independent review may not require shme level of re-financing

hypothesized by the Company, or a review may evimathe Companies current course of

105 OPC Initial Brief, 41-43
106 Spire Initial Brief, 94
107 Ex. 408, direct testimony of OPC witness DavidsPi6:2-12 and 14-17
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action. The point of a strategic, independent mevgto make better-informed decisions, which
the Companies arguably needs desperately yet adgmefses.

For these reasons, the Commission should ordengtiyrm debt rate for the prepaid
pension asset and the Companies have an indepeed@w of pensions and OPEBs to explore
more options to protect ratepayers while meetieg@bmpanies obligation to its employees.

l. Incentive compensation

No earnings based incentive compensation shoulthddeded in base rates. All such
incentives inure to the benefit of shareholderse Tommission has certain standards it considers
when evaluating incentive compensation packagashli®®Counsel agrees with Staff that the
Commission should continue to apply these standerdbkis case. In accordance with prior
Commission precedent, Staff evaluated incentive psorsation to determine if the individual
metrics produced a benefit to Missouri ratepayeasiacented employees to perform duties at a
level above the minimum required. As a result sfrgview Staff recommended no incentive
compensation be included in customers’ rates. Thenr@ission has previously excluded
discretionary incentive compensation payout as.fll

Staff found that, “Spire Missouri’'s nonunion intee compensation program fails
overall. 50% of the individual metrics are basedamings per shat€? The remaining 50% are,
overall, vague, subjective individual metrics tatnot incentivize employees to improve beyond
past performance, or even beyond their basic jobction. Spire Missouri’s incentive

compensation plan for nonunion employees shoukekibkided from rates:*®

1081n the Matter of the Tariff Filing of The Empiredbiict Electric Company to Implement a General Rataease
for Retail Electric Service Provided to Customer#ts Missouri Service Are®eport and Order issued December
21, 2006, p. 49.

1097y, Vol. 22:2692, lines 13-14.

110 Staff Initial Brief at 86.

31



J. Low Income Energy Assistance

In this case, the Companies, Staff, the DivisioEérgy, and the Consumers Council of
Missouri have come to an agreement to extend thgram to the MGE service territory and to
modify it to provide a year round credit to qualify customers, households with incomes ranging
from 0% to 185% of the federal poverty level, andadditional credit of up to $30 in the winter
months to qualifying customers that have incomegirgy from 0% to 135% of the federal poverty
level. In addition, the parties have agreed totmeeginning no later than 120 days after the
effective date of new tariffs approved in this gaediscuss the process for evaluating the
effectiveness of the Program as well as potentiahecements to the parameters and structure of

the Progrant!’ OPC did not oppose this agreement.

The only issue left for the Commission to dedglat what level ratepayers should fund
these programs. Staff recommends the Commissiproap the Companies’ proposed budget,
maintaining the current funding level of $600,00Meally for Laclede, and approve a funding
level for MGE of $500,000, slightly lower than Lade, which recognizes the fact that it is a
slightly smaller company than Laclede. In receistany, Laclede has not spent the allotted
amounts designated for its Low-Income Energy Aasist Program. Since program year 2014,
Laclede has only spent approximately ~ out of aailable $1,800,008'2 Due to the past
under-utilization of the program, Staff does ndidw@ an increase in funding levels is appropriate
at this time. OPC agrees with Staff.

The parties have agreed to create a collabonatoeess to discuss potential improvements

to the program on a going forward basis, the @astiill have the ability to analyze the utilization

11 seePartial Stipulation and Agreement Regarding Lowoime Energy Affordability Program, filed January 9,
2018; EFIS # 512.
112Ex. 501 C, page 7 line 19 — page 8, line 2.
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of program funds, and determine if any change ces®ary in future rate proceedings which, if
the Companies continue their ISRS, would be thezgs/at the most.

OPC notes that despite the Companies show of gmatern for their low-income
customers in the hearing, this concern is not neatdsy a commitment from the Companies to
provide matching funds for their low-income enegggistance programs. For example, in his
opening statement for the low-income assistancgrpm, the Companies counsel stated: “We at
Spire believe very strongly that we need to do whéng we can to help our most vulnerable
customers maintain utility servicé'® Despite this strong belief , in its initial bri¢fie Companies
merely state that it: “has proposed a funding |®fe$600,000 for LAC and $500,000 for MGE,
but is open to a moderately higher level of fundsiguld the Commission deem that to be
appropriate ¥4 There is no mention of any contribution from shatders to help the Companies

“most vulnerable customers” through this program.

13(Tr. Vol. 15 696:15)
114 Gpire Initial Brief at 122.
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OFFICE OF THE PUBLIC COUNSEL'S

TRUE UP BRIEF

l.  AMR Devices

The Office of the Public Counsel (“OPC” or “PubliCounsel’) recommends the
Commission set a depreciation rate for Lacledevery of the AMR meters it recently
purchased from Landis and Gyr. Contrary to Lackdand Staff's position OPC'’s
recommendation for a depreciation rate is the gppmte method of recovery because this
approach is the only way to account for the reptear@ devices and the new AMR devices Laclede
will install for new customers.

When asked what depreciation rate Laclede wagyusinthe AMR devices, Company
witness Mr. Lobser responded: “We are using anripadion rate of 13.3 percent. | think we had
originally proposed seven year. Staff had propasaaen and a half. And we adjusted from our
testimony in our true-up to that seven and a hedfry**> When asked if the Commission had
ordered that rate Mr. Lobser responded that itgsoposal only1°

When Public Counsel asked Staff withess KeenatelBan how newly installed AMR
devices would be accounted for under the amortinathethod Staff is recommending, Mr.
Patterson responded that: “[i]t would nét”

Mr. Robinett explains it is important for Lacletdebegin accounting for new AMR or AMI
devices in an account with a Commission orderededggtion rate because this is the method by
which the Company recovers its return on its investt. From a customer standpoint, when the

Company is both replacing and installing new utiits Staff and company position does not

115Tr. Vol. 22, 2612:12-20.
116 Id. at 20.
1171d. at 2647:4-7.
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include any accounting approach going past the twation period:'® so it is unclear what
depreciation reserve, which is an offset to Lackdate base, would be included in rates. The
Company and Staff proposal oddly, “doesn’t tracktaimg that would be replaced*®

The Commission should order a depreciation rate¢his account so that new AMR or
AMI devices are properly accounted for with a Cossion approved depreciation rate with a 20
year life.

Il. Treatment of the Forest Park gain

Public Counsel’'s Recommendation is the Commissiedit the entirety of Laclede’s gain
on the sale of the Forest Park property to deptieci@aeserve. At the time of the sale, the Forest
Park property was used and useful for the provisicserviced to Laclede’s customéfs.

The Forest Park facility was used and useful atithe Laclede sold the property. As a
result of the sale Laclede needed to build a repent facility which it did at the Manchester
location. As an alternative to crediting the enijain to depreciation, Public Counsel strongly
recommends the Commission order Laclede to pust#@ million in depreciation reserves.

In its Initial Brief, Staff compares this transactwith the sale of a vehicle. “An extremely
common transaction for most utilities is the sdl@ @ehicle, where the proceeds of the sale are
used as salvage to offset depreciation reservas mbans the proceeds of those sales benefit
ratepayers. ¥ If the Commission chooses not to adopt OPC’'®menendation customers
should receive the entire gain, OPC recommend8oinemission make an appropriate adjustment

to depreciation reserve.

118 |d. p. 2650:7-24.
1191d. p 2652:15- 2653:4
120 Staff Initial Brief at 14
121 |d

35



CONCLUSION
WHEREFORE, based on the recommendations ab&elic Counsel recommends that

the Commission issue its findings of fact and cosicins of law, determining just and
reasonable rates and charges, lawful tariffs angrams for Laclede Gas Company’s and
Missouri Gas Energy’s customers as above recomnddmg®ublic Counsel; and granting such
other and further relief as is just in the circuansies.

Respectfully submitted,
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