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DIRECT TESTIMONY 1 

OF 2 

DAVID M. SOMMERER 3 

SPIRE MISSOURI, INC. 4 

CASE NO. GR-2021-0127 5 

Q. Please state your name and business address. 6 

A. David M. Sommerer, 200 Madison Street, Jefferson City, MO. 65101. 7 

Q. By whom are you employed and in what capacity?  8 

A. I am employed by the Missouri Public Service Commission (“Commission”) as the 9 

Manager of the Procurement Analysis Department. 10 

Q. Have you provided your educational background and work experience in this file? 11 

A. Yes. My education background and work experience is included as 12 

Schedule DMS-d1. 13 

EXECUTIVE SUMMARY 14 

Q. What is the purpose of your direct testimony? 15 

A. My direct testimony will address Spire Missouri, Inc.’s (“Spire Missouri or 16 

Company”) decision to contract with Spire STL Pipeline in the context of the Company’s 17 

Purchased Gas Adjustment (“PGA”) and Actual Cost Adjustment (“ACA”) process. I will also be 18 

sponsoring the Staff ACA memorandum that was filed on May 27, 2022 in this case. This 19 

memorandum is attached as Schedule DSM-d2 to this testimony.  Staff witness Dennis Schumaker 20 

will be sponsoring the Report of the Prudency Review of Spire STL Pipeline for the Missouri 21 

Public Service Commission (“Schumaker Report”) that was also filed on May 27, 2022 as an 22 

attachment to the Staff ACA Recommendation for Case No. GR-2021-0127. 23 
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PGA/ACA BACKGROUND  1 

Q. Please provide an overview of the PGA/ACA process. 2 

A. The PGA process is described in the Company’s tariffs. In summary, the Company 3 

is authorized to develop an estimate of its natural gas costs for the purposes of recovering the 4 

prudently incurred actual gas costs.  There is no mark-up or profit on the Company’s gas costs, but 5 

the Company’s purchasing decisions is subject to an annual prudence review.  The ACA part of 6 

the PGA process is designed to compare the actual gas costs incurred versus the revenues billed to 7 

the Company’s customers for those gas costs.   This reconciliation results in either an over or under 8 

recovery of gas costs that is typically returned or charged over a subsequent year.  In this particular 9 

case, the 12 month time period under review is for 2019-2020 ACA period or the 12 months ending 10 

September 2020.   11 

Q. What was one of the most significant issues in the 2019-2020 ACA review?   12 

A. This ACA period contained the first costs incurred for service to the Company 13 

under the affiliated Spire STL Pipeline contract.  Service started and gas started flowing to 14 

Spire Missouri in November of 2019.  The significance of this service is illustrated by the 15 

large change the contract had on the traditional gas portfolio of the Company coupled with the 16 

heightened scrutiny necessary due to the affiliate nature of the contract.  Since this was an 17 

affiliate transaction, it brought with it necessary reviews of this transaction with regard to the 18 

Company’s cost allocation manual (CAM) and the Commission’s affiliate transaction rule (ATR). 19 

Given these complexities, the Staff obtained the assistance of Schumaker & Company, Inc. 20 

for this review.  Staff consultant Dennis Schumaker is filing Direct Testimony sponsoring 21 

the Schumaker Report that was filed as part of Staff’s ACA Recommendation on May 27, 2022 22 

in this case. 23 
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SPIRE STL PIPELINE TIMELINE AND BACKGROUND 1 

Q. Can you provide an abbreviated timeline on key dates impacting the Spire STL 2 

Pipeline decisions? 3 

A. Yes, I will replicate the short summary that was provided on page 4 of the 4 

Staff ACA Memorandum, updated for certain key subsequent events for further context:  5 

January 2017  Precedent Agreement Signed  6 

January 2017  Application of Spire STL Pipeline LLC for Certificate of 7 

Convenience and Necessity under CP17-40 8 

August 2018  Received Federal Regulatory Energy Commission (FERC) 7C 9 

Certificate 10 

November 2018 FERC notice to proceed 11 

January 2019   Construction start 12 

November 2019 Pipeline in service 13 

June 2021 D.C. Circuit decision granting Environmental Defense Fund (EDF) 14 

petition, vacating FERC Certificate, remanding case 15 

September 2021 FERC issues 90-day temporary certificate 16 

December 2021 FERC issues temporary certificate to remain in effect until remand 17 

order 18 

December 2022 FERC issues Order on remand and reissues certificate 19 

Q. Please provide a short overview of the firm transportation service agreement 20 

between the Company and Spire STL Pipeline. 21 

A. This agreement is filed on Spire STL Pipeline’s informational postings 22 

website.  It states that the Primary Term of the agreement is twenty (20) years, that the Maximum 23 

Daily Transportation Quantity (MDTQ) is 350,000 Dth/day, and that the negotiated 24 
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reservation rate is $0.2500 per Dth per Day.  The maximum FERC tariffed reservation rate related 1 

to this service, when converted to a unit rate, is $0.3570 per Dth per Day. 2 

Q. Please continue. 3 

A. The contract with Spire STL Pipeline was the result of a strategic review process 4 

that had begun several years before the initial 2016 notices were being filed at FERC.  The primary 5 

outcome of the strategic planning conducted prior to 2016 was a recognition that new gas supplies 6 

from the Marcellus Shale could displace traditional Midcontinent and Gulf Coast supplies.  The 7 

goals of supply diversity, reliability, price diversification were supported by the changes 8 

happening in the natural gas markets in the 2011 to 2015 timeframe.   9 

Q. Please summarize the Staff’s conclusion with regard to the Company’s decision to 10 

contract with its affiliate, Spire STL Pipeline. 11 

A. On page 5 of the Staff Memorandum, it is noted, “As a result of an extensive review 12 

of the decision of Spire Missouri to contract for capacity with Spire STL Pipeline, Staff found 13 

that the key customer benefit from the agreement was Spire Missouri’s decision to cap the 14 

transportation rate of 25 cents per MMBtu over the 20-year term of the agreement.” Note that the 15 

rate is $0.2500 per Dth per Day.  Dth is the same unit as MMBtu. The importance of the protection 16 

built into the contract to cap the prices over the entire primary term of the agreement cannot be 17 

overstated.  In my experience, I do not recall seeing this significant of a price protection, for such 18 

an extended period of time, built into a long-term FERC-regulated transportation agreement. 19 

Further benefits, though not necessarily due to the affiliated nature of the agreement, include the 20 

placement of a new interconnect with MoGas Pipeline1 to help supply the western part of the 21 

Company’s distribution system and the accessing of a liquid supply point south of Chicago.  That 22 

                                                   
1 See Staff’s Investigation Report Case No. GO-2022-0022, page 3. 
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liquid supply point was accessed without the necessity of carrying significant amounts of upstream 1 

capacity on the Rockies Express Pipeline (REX) system. 2 

Q. Did the Company use a competitive bid process with regard to its plan to obtain 3 

new transportation capacity as part of its strategic review process? 4 

A.  Although the Company did have a bid process that obtained information from 5 

several interstate pipelines in the area, Staff expressed concern about the availability of 6 

contemporaneous documentation regarding the bid process, and transparency of the evaluation 7 

process.  These concerns are described on pages 4 and 5 of the Staff ACA Memorandum.  8 

Ultimately the Staff concluded that enough supporting documentation had been provided regarding 9 

the bid process to help explain and clarify the decision-making process of the Company. 10 

Q. Were there other concerns noted in the Staff review? 11 

A. A key discussion is contained on page 4 of the Staff ACA Memorandum that notes 12 

the risk taken by Spire STL Pipeline with regard to proceeding with construction while all 13 

appellate reviews had not been exhausted.  Though the risk may have seemed low at the time, the 14 

fact that there was only one affiliated precedent supporting the market need for the 15 

pipeline subjected the FERC decision to extra scrutiny.  Ultimately the FERC certificate was 16 

overturned by the DC Circuit Court.  This in turn resulted in the issuance of a temporary certificate 17 

by FERC that expired in December 2021.  During the months leading to the expiration of that 18 

temporary certificate, there was great consternation, concern and frustration expressed in the 19 

Company’s service area2 regarding the possibility for termination of service to Spire’s customers 20 

from the Spire STL Pipeline.  It became apparent that the Company had effectively placed nearly 21 

all its eggs in one basket, placing a heavy reliance on the full availability of Spire STL Pipeline.  22 

                                                   
2 See Case No. GO-2022-0022. 
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Staff continues to hold that key risks remain for Spire regarding the finality of the FERC decision 1 

and ultimate court review process and those risks should be borne by Spire in future Commission 2 

proceedings. 3 

FULLY DISTRIBUTED COST (FDC) AND FAIR MARKET PRICE (FMP) 4 

Q. What was Staff’s conclusion with regard to Spire Missouri’s compliance with the 5 

Commission’s ATR in regard to entering into the contract with Spire STL Pipeline? 6 

A. Staff’s main area of inquiry regarding the ATR was the question of compliance 7 

with the ATR’s “asymmetric pricing” provisions that require a utility receiving a good or 8 

service from an affiliated entity to pay the lesser for the FDC or FMP for the good or service.  The 9 

discussion of FDC and FMP in relation to the Spire STL Pipeline contract occurs on pages 6 and 10 

7 of the Staff’s ACA Memorandum.  The Staff viewed the FERC ratemaking process itself as 11 

setting a type of fair market price due to the fact that, generally speaking, rates for interstate 12 

pipeline service are not set by the competitive unregulated market.  The FERC rate-setting 13 

process is traditionally cost of service based, with maximum rates developed in a manner that is 14 

similar to the long-standing process before the Missouri Public Service Commission.  Thus the 15 

FERC-regulated rates would be available to market participants in a regulated cost-of-service 16 

process.   As previously mentioned, the FERC maximum rate ordered for the Spire STL Pipeline 17 

is $0.3570 per Dth per Day.  From a fully distributed cost standpoint, the Staff discussed a concept 18 

that if the Company were to build and own an intrastate pipeline itself, the internal construction 19 

costs would represent a type of fully distributed cost.   Those construction costs were calculated 20 

to result in a rate of $0.52 per Dth per Day, which is above FERC’s maximum rate for the Spire 21 

STL Pipeline.  The Staff concluded that the Company had met its burden of showing that the FDC 22 

for a comparable pipeline built and owned by Spire Missouri would likely be greater than the 23 
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market rate relevant to the FERC transportation agreement for Spire STL Pipeline.  In addition, 1 

both the FDC and FMP values assumed by Staff are greater than the actual contractual rate for 2 

Spire STL Pipeline’s service to Spire Missouri.   3 

Q. Has there been any partial settlement of issues raised by Staff in the May 27, 2022 4 

ACA Memorandum? 5 

A. Yes, a Partial Stipulation and Agreement was filed on January 6, 2023 with regard 6 

to the affiliated asset management agreement issue noted on pages 7 and 8 of the Staff ACA 7 

Memorandum. This was approved by the Commission on January 25, 2023. 8 

Q. Does this conclude your Direct Testimony? 9 

A. Yes, it does. 10 





  

   

 

David M. Sommerer 
 

Educational Background and Work Experience 
 

In May 1983, I received a Bachelor of Science degree in Business and Administration with a major in 

Accounting from Southern Illinois University at Carbondale, Illinois. In May 1984, I received a Master of 

Accountancy degree from the same university. Also, in May 1984, I sat for and passed the Uniform Certified 

Public Accountants examination. I am currently a licensed CPA in Missouri. Upon graduation, I accepted 

employment with the Commission. 

From 1984 to 1990 I assisted with audits and examinations of the books and records of public utilities 

operating within the state of Missouri. In 1988, the responsibility for conducting the Actual Cost Adjustment 

(ACA) audits of natural gas utilities was given to the Accounting Department. I assumed responsibility for 

planning and implementing these audits and trained available Staff on the requirements and conduct of the audits. 

I participated in most of the ACA audits from early 1988 to early 1990. On November 1, 1990, I transferred to 

the Commission’s Energy Department. Until November of 1993, my duties consisted of reviews of various tariff 

proposals by electric and gas utilities, Purchased Gas Adjustment (PGA) reviews, and tariff reviews as part of a 

rate case. In November of 1993, I assumed my present duties of managing a newly created department called the 

Procurement Analysis Department. This Department was created to more fully address the emerging changes in 

the gas industry especially as they impacted the utilities’ recovery of gas costs. My duties have included managing 

the Procurement Analysis staff, reviewing ACA audits and recommendations, participating in the gas integrated 

resource planning project, serving on the gas project team, serving  on  the natural  gas  commodity price  task  

force,  and  participating in matters relating to natural gas service in the state of Missouri. In July of 2006, the 

Federal Issues/Policy Analysis Section was transferred to the Procurement Analysis Department. That group 

analyzes filings made before the Federal Energy Regulatory Commission (FERC). During the reorganization in 

August 2011, the Federal Issues/Policy Analysis Section was transferred to the Secretary/ General Counsel 

Division. In 2015, I assumed the responsibility for the rate design aspects of the Gas Infrastructure System 

Replacement Surcharge (ISRS) process. The Gas ISRS allows for a more expedited process of including eligible 

pipeline replacements in rates prior to general rate cases. In April of 2021, I participated in the development of 

Staff’s Report in the Cold Weather Event Investigation Case No. AO-2021-0264. 
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CASES WHERE TESTIMONY 

WAS FILED 

DAVID M. SOMMERER 

 

COMPANY CASE NO. ISSUES 

Summit Natural Gas of Missouri GR-2022-0122 ACA carrying costs 

Summit Natural Gas of Missouri GC-2022-0158 Ozark Healthcare Complaint 

Spire East/West GR-2021-0108 PGA/ACA Consolidation, Seasonal 

PGA 

Spire East GO-2019-0356 ISRS rates 

Spire West GO-2019-0357 ISRS rates 

Spire East GO-2019-0115 ISRS rates 

Spire West GO-2019-0116 ISRS rates 

Spire East GO-2018-0309 ISRS rates 

Spire West GO-2018-0310 ISRS rates 

Missouri Gas Energy GO-2017-0201 ISRS rates 

Laclede Gas Company GO-2017-0202 ISRS rates 

Missouri Gas Energy GR-2017-0216 Gas Inventory Carrying Cost 

and Service Agreements 

Laclede Gas Company GR-2017-0215 Gas Inventory Carrying Cost 

and Service Agreements 

Laclede Gas Company GO-2016-0333 ISRS rates 

Missouri Gas Energy GO-2016-0332 ISRS rates 

Laclede Gas Company (MGE) GO-2016-0197 ISRS rates 

Laclede Gas Company GO-2016-0196 ISRS rates 
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COMPANY CASE NO. ISSUES 

Liberty Utilities 

(Midstates Natural Gas) Corp., 

d/b/a Liberty Utilities 

GR-2014-0152 Special Contact Customers Gas 

Contract 

Missouri Gas Energy GR-2014-0007 Gas Supply Incentive Plan 

Property Tax PGA Recovery 

Laclede Gas Company GR-2010-0171 Bad Debt in PGA, CAM 

Atmos Energy Corporation GR-2009-0417 Affiliated Transactions 

Atmos Energy Corporation GR-2008-0364 Affiliated Transactions 

Missouri Gas Energy GR-2009-0355 PGA tariff 

Laclede Gas Company GT-2009-0026 Tariff Proposal, ACA Process 

Missouri Gas Utility GR-2008-0060 Carrying Costs 

Laclede Gas Company GR-2007-0208 Gas Supply Incentive Plan, 

Off-system Sales, Capacity Release 

Laclede Gas Company GR-2005-0284 Off-System Sales/GSIP 

Laclede Gas Company GR-2004-0273 Demand Charges 

AmerenUE EO-2004-0108 Transfer of Gas Services 

Aquila, Inc. EF-2003-0465 PGA Process, Deferred Gas Cost 

Missouri Gas Energy GM-2003-0238 Pipeline Discounts, Gas Supply 

Laclede Gas Company GT-2003-0117 Low-Income Program 

Laclede Gas Company GR-2002-356 Inventory, Off-System Sales 

Laclede Gas Company GR-2001-629 Inventory, Off-System Sales 

Laclede Gas Company GR-2001-387 ACA Price Stabilization 

Missouri Gas Energy GR-2001-382 ACA Hedging/Capacity Release 

Laclede Gas Company GT-2001-329 Incentive Plan 

Laclede Gas Company GO-2000-394 Price Stabilization 

Laclede Gas Company GT-99-303 Incentive Plan 

Laclede Gas Company GC-99-121 Complaint PGA 
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COMPANY CASE NO. ISSUES 

Laclede Gas Company GR-98-297 ACA Gas Cost 

Laclede Gas Company GO-98-484 Price Stabilization 

Laclede Gas Company GR-98-374 PGA Clause 

Missouri Gas Energy GC-98-335 Complaint Gas Costs 

United Cities Gas Company GO-97-410 PGA Clause 

Missouri Gas Energy GO-97-409 PGA Clause 

Missouri Gas Energy GR-96-450 ACA Gas Costs 

Missouri Public Service GA-95-216 Cost of Gas 

Missouri Gas Energy GO-94-318 Incentive Plan 

Western Resources Inc. GR-93-240 PGA tariff, Billing Adjustments 

Union Electric Company GR-93-106 ACA Gas Costs 

United Cities Gas Company GR-93-47 PGA tariff, Billing Adjustments 

Laclede Gas Company GR-92-165 PGA tariff 

United Cities Gas Company GR-91-249 PGA tariff 

United Cities Gas Company GR-90-233 PGA tariff 

Associated Natural Gas Company GR-90-152 Payroll 

KPL Gas Service Company GR-90-50 Service Line Replacement 

KPL Gas Service Company GR-90-16 ACA Gas Costs 

KPL Gas Service Company GR-89-48 ACA Gas Costs 

Great River Gas Company GM-87-65 Lease Application 

Grand River Mutual Tel. Company TR-87-25 Plant, Revenues 

Empire District Electric Company WR-86-151 Revenues 

Associated Natural Gas Company GR-86-86 Revenues, Gas Cost 

Grand River Mutual Telephone TR-85-242 Cash Working Capital 

Great River Gas Company GR-85-136 Payroll, Working Capital 

Missouri-American Water Company WR-85-16 Payroll 
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MEMORANDUM 
 

TO: Missouri Public Service Commission Official Case File, 
 Case No. GR-2021-0127, Spire Missouri, Inc., d/b/a Spire 
 
FROM: Anne M. Crowe, Lead Senior Utility Regulatory Auditor - Procurement Analysis 
 Keenan B. Patterson, PE, Senior Professional Engineer - Procurement Analysis 
 Kwang Y. Choe, PhD, Economics Analyst - Procurement Analysis 
 
    /s/ David M. Sommerer   5/27/22    /s/ Jamie S. Myers    5/27/22 
  Project Coordinator / Date  Staff Counsel / Date 
 
SUBJECT: Staff’s Recommendation for Case No. GR-2021-0127, Spire Missouri, Inc., 

d/b/a Spire 2019-2020 Actual Cost Adjustment Filing 
 
DATE: May 27, 2022 
 
I. EXECUTIVE SUMMARY 
 
On October 30, 2020, Spire Missouri, Inc., d/b/a Spire (“Company” or “Spire East”) filed its Actual 

Cost Adjustment (ACA) for the 2019-2020 ACA period.  This filing revises the ACA rates based 

upon the Company’s calculation of the ACA balances. 

 
Spire East serves approximately 650,000 residential, commercial, and industrial customers in the 

St. Louis metropolitan area and surrounding counties. 

 
The Commission’s Procurement Analysis Department (“Staff”) has reviewed the Company’s ACA 

filing.  Staff’s review included an analysis of billed revenues and actual gas costs for the period 

October 1, 2019, through September 30, 2020.  Staff conducted a reliability analysis for Spire East, 

including a review of its estimate of customers’ needs on a peak day (peak day requirements 

and the capacity levels to meet those requirements), peak day reserve margin and its rationale, 

and a review of gas supply plans for various weather conditions.  Staff also reviewed Spire East’s 

gas purchasing practices to determine the prudence of the Company’s purchasing and 

operating decisions. 

 
It is important to note that although Storm Uri was a very significant event, it occurred in 

February 2021, and will not be part of this 2019-2020 ACA review. It will be reviewed in the 

context of the 2020-2021 ACA review due to be filed December 15, 2022.  
 
Staff has proposed one adjustment to Spire East’s September 30, 2020, ACA account balances as 

as discussed in the Affiliated Asset Management Agreement section and as shown in the table in 

the Recommendations section of this Memorandum. The following Table of Contents provides a 

Schedule DSM-d2
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Page 2 of 16 
 
guide to Staff’s comments and recommendations contained in Sections I through VIII of this 

Memorandum: 

 
Section No. Topic Page 

I Executive Summary 1 
II Billed Revenue and Actual Gas Costs 2 
III Spire STL Pipeline 3 
IV Affiliated Asset Management Agreement 7 
V Storage Release to Affiliate 8 
VI Reliability and Gas Supply Analysis 9 
VII Hedging 14 
VIII Recommendations 15 

 
STAFF’S TECHNICAL DISCUSSION AND ANALYSIS 

 
II. BILLED REVENUE AND ACTUAL GAS COSTS 
 
Staff performed a review and evaluation of the Company’s actual gas costs and billed revenue.  

Other than the Staff proposed adjustment to reduce gas costs as a result of Spire East’s asset 

management agreement (AMA) with Spire Marketing (see the Affiliated Asset Management 

Agreement section IV), Staff has no adjustments to the September 30, 2020 ACA balance. Staff’s 

other comments and recommendations are discussed in the rest of section II. 

 
 
ACA Balance Error 
 
Staff discovered an error in one of the ending ACA account balances it recommended in the prior 

ACA period (2018-2019).  Staff’s Memorandum in Case No. GR-2020-01211 recommended the 

ending balance for the Firm Sales LVTSS of $ 294,691.  This balance should have been stated as 

$294,892.  ACA account balances are cumulative such that the ending account balance of the prior 

ACA period is the beginning balance of the current ACA period.   

 
The Company filed the correct beginning balance for the Firm Sales LVTSS ACA account in this 

case.  Therefore, there is no rate impact and no adjustment is required to correct this error.  The 

Staff notes this for transparency purposes and accuracy of records. 

 

                                                 
1 Missouri Public Service Commission, “Order Establishing Ending ACA Balance,” Case No. GR-2020-0121 

(issued February 24, 2021, effective March 26, 2021) pg. 2. 
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Natural Gas Supply Request For Proposal (RFP) Evaluations and Supply Award Process 
 
Spire East utilizes an RFP process to solicit bids for monthly firm baseload2 natural gas supply 

as a part of creating its gas supply portfolio. The Company’s contemporaneous documentation of 

the supply contracts awarded through this RFP process during the period was neither transparent 

nor did it explain why the Company chose a particular gas supply price.  For example in 

December 2019, Spire Marketing responded to the Spire East’s RFP with an offer to sell gas supply 

at a price of either IFERC TETCO M23 plus $.125 or NYMEX4 minus $.28.  Spire selected an 

award price of NYMEX minus $.28 versus the alternative of IFERC TETCO M2 plus $.125.  

Spire’s RFP award documentation provided did not provide pricing data analyses or specify why 

the Company chose the particular pricing index that it selected.  In this instance the price selected 

turned out to be higher than the alternative price offered.  

 

Staff recommends Spire’s RFP evaluation and award documentation include an explanation for 

the location and gas supply price awarded. 

 

III. SPIRE STL PIPELINE 
 
Background 
 
Given the sheer size and scope of the decision to enter into a contract with Spire STL Pipeline, and 

the fact that it is an affiliated transaction, the Staff sought assistance from an outside consultant to 

review the prudence and affiliated aspects of the contract between Spire Missouri Inc. and Spire 

STL Pipeline. Staff obtained the assistance of Schumaker & Company, Inc. for this review.  The 

Schumaker Report is attached as part of the Staff ACA recommendation.   

 
Natural gas started flowing in November of 2019 of the Spire STL Pipeline. Therefore, the 

appropriate ACA period to review the prudence of the contract is this 12-month ACA period 

ending September 2020. It is helpful to provide a timeline of significant events to give some 

background: 

 

                                                 
2 Baseload supply requires the same volume of supply to flow each day of the month during the term of the 

agreement. 
3 The FOM index is a gas price developed and published by Platt's in its trade publication, Inside FERC's Gas Market 

Report (IFERC).  The index price is generally based on a volume-weighted average of fixed price gas supply 

transactions occurring during the last five business days of the month at a specific location.  It is common for LDCs 

to use index pricing to set the price of gas it buys from its suppliers.  Once the FOM index is set at the beginning of 

the month, it does not change throughout the month.  TETCO M2 is a pricing location on Texas Eastern Transmission 

(TETCO) pipeline. 
4 The New York Mercantile Exchange (NYMEX) sets a price for natural gas for a specific delivery month. 
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January 2017 Precedent Agreement signed  

January 2017 Application of Spire STL Pipeline LLC for Certificates of Public 

Convenience and Necessity under CP17-40 

August 2018 Received Federal Energy Regulatory Commission (FERC) 7C certificate 

November 2018 FERC notice to proceed 

January 2019 Construction start 

November 2019 Pipeline in service 

As discussed in detail in the Schumaker Report, there is no finding of imprudence with regard to 

the Spire Missouri Inc. decision to enter into a contract with Spire STL Pipeline. However, there 

are concerns about certain aspects of the transaction that Staff will note here. 

 
Concerns Resulting from the Appeal and Vacating of the August 2018 FERC Certificate 
 
First, as documented in a separate investigation proceeding, Case No. GO-2022-0022 (In the 

Matter of Staff's Investigation of Spire STL Pipeline's Application at FERC for a Temporary 

Certificate to Operate), great concern and frustration arose prior to the winter of 2021-2022 

regarding the potential for natural gas outages in the St. Louis area due to potential shutdown of 

the Spire STL Pipeline. Significant to that investigation case was Spire’s planning for the various 

possible outcomes of a June 22, 2021, decision of the U.S. Court of Appeals for the District of 

Columbia Circuit vacating the FERC certificate of convenience and necessity that had been issued 

for the operation of the pipeline. 

 
Despite the fact that there was some risk of the appellate courts overturning the FERC 

authorization issued in August 2018, Spire STL Pipeline, at its own risk, decided to proceed with 

construction of the line once the authorization was issued. When viewed in conjunction with the 

fact that Spire East had limited resources to replace the potentially lost Spire STL capacity with 

viable alternatives, the decision to move forward with construction, shortly after the “notice to 

proceed” was issued, is questionable. Key risks remain for Spire regarding the ongoing FERC 

certification process and court review process and those risks should be borne by Spire in future 

Commission proceedings.  

 
Availability of a well-documented Request for Proposal process for the pipeline service 
 
Another Staff concern arises around the general lack of contemporaneous documentation that Spire 

Missouri initially provided regarding the RFP process to obtain additional gas supplies through 

new transportation routes implemented in 2015. After Spire Missouri reported that it could not 

Schedule DSM-d2
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provide such documents due to its agreements to destroy RFP proposals, Staff initially concluded 

that there was no documented RFP process. Staff continued to press for this information, and Spire 

Missouri finally provided some relevant RFP documents in early 2022. Even after receiving 

several key documents, Staff found that Spire Missouri’s evaluation process itself was not very 

transparent as it moved to an ultimate decision in early 2016 to have an affiliated entity, Spire STL 

Pipeline, construct, own, and operate the pipeline. 

 
Staff notes that over the course of this review there was eventual improvement in the access 

to documents relating to the decision to have Spire STL Pipeline construct, own and 

operate the pipeline, along with the Spire Missouri’s availability to explain and clarify the 

decision-making process. 

 

Key elements of the contracting decision and resulting conclusion of prudence 
 
As a result of an extensive review of the decision of Spire Missouri to contract for capacity with 

Spire STL Pipeline, Staff found that the key customer benefit from the agreement was Spire 

Missouri’s decision to cap the transportation rate of 25 cents per MMBtu over the 20-year term of 

the agreement.  This rate compared favorably to initial rates received from non-affiliated vendors 

through the summer of 2015 RFP process.  Those unaffiliated vendor rates varied between 20 cents 

per MMBtu and 25 cents per MMBtu, but were based upon initial construction estimates that were 

not intended to be capped and would ultimately have reflected actual construction costs. The 

lowest rate from the RFP was from **  **. This was the proposal that the 

Company initially decided to pursue.  However, in early 2016, it became apparent to Spire 

Missouri Inc, that, at that time, **  ** was undergoing certain credit issues and 

was no longer considered by Spire Missouri Inc. to be a viable bid. 

 
As a key aspect of the Spire STL Pipeline agreement, the rate cap had the tangible benefit of 

holding Spire STL Pipeline accountable for nearly all cost over-runs related to the construction 

project. The protective nature of the cap and its corresponding benefits for Spire Missouri’s 

customers are critical to accepting the prudence of this agreement. This cap exists in an 

environment of possible inflationary pressures, and ongoing interstate pipeline modernization 

programs for non-affiliated pipelines.   

 
Non-price benefits of the agreement include provision of needed access to the Marcellus Basin, 

and improved operating pressures into the North and West parts of Spire Missouri’s distribution 

system. Another possible ongoing benefit is access to a relatively liquid (actively traded) gas 

supply pricing point South of Chicago, Illinois. To some extent these non-price benefits would 

have been achievable if other entities would have been selected. 
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Perhaps the most significant offset to the benefits of the Spire STL Pipeline transaction is the 

loss of some Enable Mississippi River Transmission (MRT) pipeline no-notice capacity 

(basically 7 Bcf of MRT storage). This took place when the volumes of gas moving from Arkansas 

and Louisiana through the MRT pipeline were displaced by some part of the newly contracted 

flows of gas from Spire STL Pipeline. However, some turn-back of the MRT Mainline capacity 

was likely required in order to allow room in the gas portfolio for the Spire STL Pipeline capacity. 

 

Fully Distributed Cost and Fair Market Price 
 
The Staff along with Schumaker & Company reviewed the Commission’s Affiliated Transaction 

Rule (“Rule”) in light of the Spire STL Pipeline transaction. One of the key aspects of the  Rule is 

the requirement that affiliated goods and services be procured for a regulated utility at the lesser 

of fair market price (FMP) or fully distributed cost (FDC). As the Rule states: 

 
Fully distributed cost (FDC) means a methodology that examines all 
costs of an enterprise in relation to all the goods and services that 
are produced. FDC requires recognition of all costs incurred directly 
or indirectly used to produce a good or service. Costs are assigned 
either through a direct or allocated approach. Costs that cannot be 
directly assigned or indirectly allocated (e.g., general and 
administrative) must also be included in the FDC calculation 
through a general allocation.5  

Additional insight from the Rule comes from a provision that indicates one of the parameters of 

the pricing standard as being “[t]he fully distributed cost to the regulated gas corporation to provide 

the information, assets, goods or services for itself.”6  The Rule does not define fair market price. 

 
The Affiliated Transaction Rule is separate and apart from the Standards of Conduct (SOC) 

applicable to Spire that were filed and approved in 2013 to primarily address concerns about gas 

supply transactions with the regulated utility’s gas marketing affiliate.  The SOC is considered part 

of the Company’s Cost Allocation Manual.  The SOC was essentially a waiver from documentation 

of the fully distributed cost pricing standards of the affiliated transaction rule.  If a transaction is 

subject to the Purchased Gas Adjustment provisions, and is not addressed in the SOC, it would be 

subject to the Company’s Cost Allocation Manual and the Affiliated Transaction Rule. 

 
Spire Missouri provided its position on the FDC and FMP standards applicable to the Spire STL 

Pipeline transaction to Staff.  Since the Spire STL Pipeline transaction pertains to a standalone 

pipeline transportation service and does not involve the procurement of gas supply, the Standards 

                                                 
5 20 CSR 4240-40.015 Affiliate Transactions paragraph 1.F. 
6 20 CSR 4240-40.015 Affiliate Transactions paragraph 2.1.B. 
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of Conduct are not specifically applicable. The Affiliated Transaction Rule requires that Spire 

Missouri Inc. would purchase the service from Spire STL Pipeline at the lesser of FDC or FMP.  

Spire’s position is that FDC in this instance would take into account all the costs used to produce 

the service and are viewed from the perspective as if the regulated gas corporation provided the 

service for itself.  The FDC would thus reflect the local distribution company’s cost of building 

the pipeline. 

 

As stated previously, fair market price is not defined in the rule. One approach would be to consider 

the FERC maximum rate as reflecting a fair market price. The FERC maximum rate is available 

to all market participants and is developed in a traditional FERC cost of service evaluation.  

The maximum FERC rate is 35.70 cents applicable to the Spire STL Pipeline per Dth (MMBtu).  

Spire Missouri Inc. developed an FDC analysis that assumed the regulated utility had built the 

lateral totally within Missouri in order to have the utility maintain ownership of the lateral.  That 

analysis included an assumption of significantly longer route to the Spire East distribution system.  

That estimated FDC rate that resulted was 52 cents per MMBtu.  Given the extra mileage involved, 

it is reasonable to assume that the FDC rate for the Spire STL Pipeline would fall between the 

FERC maximum rate of 35.70 cents and the estimated Missouri route estimate of 52 cents per 

MMBtu.  Based upon Staff’s analysis, under both an FDC and FMP assessment the actual Spire 

East rate of 25 cents per MMBtu is lower and therefore compliant with the costing standards of 

the Rule. 

 

IV. AFFILIATED ASSET MANAGEMENT AGREEMENT 
 
An asset management agreement (AMA) involves a release of pipeline capacity by a releasing 

shipper (Spire Missouri Inc.) to a replacement shipper (Spire Marketing). Spire Marketing is the 

unregulated affiliate of Spire Missouri Inc. AMAs typically have a supply obligation associated 

with the agreement.  In this particular AMA, Spire Missouri released its capacity on Enable Gas 

Transmission (EGT) to Spire Marketing with the obligation on Spire Marketing’s part to sell back 

supply when requested by Spire Missouri. This capacity generally has receipt points in the western 

part of EGT’s system and delivery points on the eastern part of its system. Since there is a release 

of pipeline capacity involved, Spire Missouri Inc. is claiming 25 percent of the capacity release 

under its capacity release sharing plan under its current tariff. 

 
It is important to note that AMA arrangements are treated as exempt in the Spire Missouri’s Cost 

Allocation Manual from the Standards of Conduct. That brings those agreements back under the 

more traditional affiliate transaction rule with regard to pricing protections.   

 
This transaction proves somewhat difficult to analyze in terms of customer benefit due to its 

two-part nature as a supply and transportation agreement. Although Spire Missouri’s EGT invoice 
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reflects a credit received from Spire Marketing for the fixed demand part of the capacity, the 

pricing reflects an assumption that the receipt points of the contract are sourcing the gas supply on 

the more expensive eastern part of EGT Enable’s system. However, the receipt points in this 

agreement actually reflects the less expensive western part of EGT Enable’s system. 

 

This leads to a likely low-risk profit scenario for Spire Marketing as it buys cheaper gas and resells 

it back to Spire East. In addition to this attractive pricing spread, an additional premium is added 

to the gas supply costs that Spire East pays. Staff understands that a key rationale Spire Missouri 

uses for this atypical pricing is its claim that it is difficult to nominate or order gas supplies on the 

western part of the EGT system due to the nature in which certain nominations are cut or reduced. 

 
Staff’s concerns with the affiliated AMA are that there does not appear to be a similarly situated 

unaffiliated transaction that was part of an open bidding process for this service. In addition, it is 

not clear that there is substantial benefit to Spire Missouri for releasing this capacity to Spire 

Marketing based on nomination-complexity on the western part of the EGT system. 

 
Staff is repricing this agreement for disallowance purposes using a typical western gas supply 

index rather than the EGT Enable eastern gas supply index used in the contract. The impact of this 

disallowance is $1.2 million. 

 

V. STORAGE RELEASE TO AFFILIATE 
 
During this ACA period, Spire Missouri released some of its MRT storage capacity to Spire 

Marketing. The release of storage is not a typical release transaction based on the history of 

capacity release activity of Spire Missouri. Since release of pipeline capacity is involved, Spire 

East has claimed 25 percent of the release credit under its capacity release sharing plan in its 

current tariff.   

 

This storage capacity release relates to the release of 7,000,000 Mcf of storage capacity of the total 

MRT capacity of 22,000,000 Mcf. Once again, this is not a straightforward agreement, and 

involves several operational facets to understand. The Company has indicated that even though it 

is claiming 25% of the capacity release, the majority (75%) of the capacity release credit is going 

back to reduce the customers’ gas costs via the PGA/ACA. However, this net credit is not enough 

to totally eliminate the fixed storage charges that Spire Missouri Inc. must pay to MRT to acquire 

and hold the storage. 

 
Spire Missouri maintains that when the possible MRT rate impacts are taken into account, there is 

a slight net benefit for the customer. It argues that if it had subscribed to 15,000,000 Mcf 

rather than 22,000,000 Mcf, MRT would have raised its rates for storage based on reduced 
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billing determinants. Spire Missouri further claims that its subscribing for 22,000,000 MCF of 

storage reduced the rates, and the capacity release of the excess 7,000,000 MCF provides 

additional benefit. 

 
The Staff is much more concerned about this release of the storage capacity in the context of the 

2020-2021 ACA period, which includes the Storm Uri impacts. This agreement will be closely 

reviewed in the 2020-2021 ACA period as impacted by Storm Uri.Ulimately the storage capacity 

release was carried over into the 2020-2021 ACA period, where potentially more storage capacity 

would have been available during Storm Uri absent the release to Spire Marketing.  Given the 

extensive price increases in February 2021, this is an important aspect to review in the subsequent 

2020-2021 ACA period. 

 
 
VI. RELIABILITY AND GAS SUPPLY ANALYSIS 
 
As a regulated gas corporation providing natural gas services to Missouri customers, a local 

distribution company (LDC) is responsible for conducting reasonable long-range supply planning 

and the decisions resulting from that planning. A purpose of the ACA process is to review the 

LDC’s planning for gas supply, transportation and storage to meet its customers’ needs. For this 

analysis, Staff reviewed Spire East’s plans and decisions regarding estimated peak day 

requirements and the capacity levels to meet those requirements, peak day reserve margin and the 

rationale for this margin and natural gas plans for various conditions. 

 

Staff has no proposed financial adjustments for the 2019-2020 ACA period related to reliability 

analysis and gas supply planning. Staff’s other comments and recommendations are discussed in 

the rest of this section. 

 

Transportation and Storage Portfolio Changes 
 
In Case No. GR-2020-0121, Staff noted that Spire East began to receive service from the Spire 

STL pipeline, an affiliated interstate pipeline, in November 2019. As a result, Spire East made 

significant changes to its transportation and storage portfolio that came into effect in the 2019-2020 

ACA period. Spire East now has 350,000 Dth/day capacity on Spire STL, a new affiliated pipeline. 

The largest change on other pipelines was on Mississippi River Transmission, on which Spire East 

reduced subscribed capacity by 254,550 Dth/day, of which 179,550 Dth/day was deliverable to 

city gates. It reduced capacity on Enable Gas Transmission pipeline by 75,000 Dth/day, Trunkline 

Gas Company pipeline by 80,000 Dth/day and it allowed 80,000 Dth/day on Panhandle Eastern 

Pipeline to lapse (these three pipelines do not deliver gas directly to Spire East city gates). 

It increased capacity on MoGas Pipeline by 42,200 Dth/day in order to bring more supply to the 

west side of the St. Louis area. In addition, Spire East has stated its intention to retire facilities 
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related to propane injection in its general rate case, No. GR-2021-0108. In discussions with Staff, 

Spire East stated that its facilities for injecting propane near the storage cavern were not available 

in the 2019-2020 winter. They indicated that facilities for injecting propane at the Catalan site, 

along with delivering propane to those facilities, were available during that period. Subsequently, 

all capacity to deliver propane to the distribution system has been removed, though some of the 

equipment may still be in place or repurposed for other uses. 

 

Resource Planning 
 
Over the course its review in this case, Staff has developed serious concerns about Spire Missouri’s 

resource planning, the way it presents such planning in ACA cases, and the potential for 

misunderstanding the actual reliability of gas supply. In a stipulation approved by the Commission 

in 2013, Spire agreed to evaluate pipeline and storage capacity to ensure reliability, and specifically 

that it would prepare and submit to Staff a “comprehensive evaluation as deemed necessary by 

them [Spire Missouri] but no less frequency that every three years.”7  Further, Spire Missouri 

agreed that if it “revises the transportation capacity or storage capacity from that identified in the 

Demand/Capacity Analysis, Laclede Gas [Spire Missouri] shall prepare an addendum to the 

Demand/Capacity Analysis within 6-months of making such changes, explaining the changes and 

the rationale for such changes.”8  

 
Prior to this stipulation, Spire Missouri had submitted an annually-revised report on demand and 

resource capacity in response to Staff data requests (DR) in ACA cases. Subsequent to the 

stipulation, Spire Missouri submitted reports in 2016 and belatedly in 2020. 

 
Staff had previously accepted these reports as good-faith representations of Spire Missouri’s 

demand and available resources. However, in this review Staff has become concerned that these 

reports have not represented Spire Missouri’s contemporaneous assessment of its supply, 

transportation and storage resources or their ability to perform fully during periods of peak 

demand. 

 
For instance, ***  

 

 

 
9   

                                                 
7 Stipulation and Agreement, Section 18.a, pg. 29, Case No. GM-2013-0254 (EFIS Item No. 71). 
8 Ibid., Section 18.b, pg. 30. 
9 Spire Missouri response to Staff DR No. 0128, ***  

  *** 
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10 

 
11 

  
12 ***  The team’s 

review of Spire Missouri’s gas demand and resources incorporated the preparation of the 2016 

reliability report.  *** 
 13  

 
14 

 15 ***  Though the 

2016 reliability report identified **  ** of potential 

supply to meet peak demand, it made no mention of concerns Spire Missouri was describing to 

*** . *** 

 
This apparent indifference on the part of Spire Missouri was not limited to its failure to mention 

such concerns in the 2016 reliability report or amendments. As part ACA reviews, Staff asked, 

“For this ACA, has the Company noted any actual or potential problems related to: (1) Laclede 

[Spire Missouri East] propane storage injections or withdrawals, or (2) the operation of the LDC 

system when propane is vaporized and flowed into the Laclede [Spire Missouri East] system?”16  

In May 2016, July 2017 and April 2018, Spire Missouri answered, “No.”17  As long as three years 

after Spire Missouri internally identified issues with its propane system, and a year after it 

identified ending reliance on “problematic” propane facilities as a reason its supported Spire STL 

Pipeline in filings to the Federal Energy Regulatory Commission,18 it did not amend its reliability 

report to reflect the problem or identify it as a problem in response to a question directly touching 

on the issue in ACA cases. 

 
Staff recommends that Spire Missouri refrain from narrowly construing its agreement relating to 

reliability reporting and perfunctory answers to data requests in ACA cases.  

                                                 
10 Ibid., ***  *** 
11 Ibid., ***  *** 
12 Ibid., ***  *** 
13 Ibid., *** 

 *** 
14 Ibid., *** 

 *** 
15 Ibid., ***  *** 
16 Staff DR No. 0068 in Case Nos. GR-2015-0201, GR-2016-0224 and GR-2017-299. 
17 Spire Missouri’s responses to Staff DR No. 0068 in Case Nos. GR-2015-0201, GR-2016-0224 and GR-2017-299. 
18 Motion for Leave to Intervene and Statement in Support of Application, February 27, 2017, FERC Docket No. 

CP17-40. https://elibrary.ferc.gov/eLibrary/filelist?accession_number=20170227-5138. 
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Certain Risks Only Partially Addressed by Spire STL Pipeline 
 
In supporting the Spire STL Pipeline, Spire Missouri raised the issue of earthquake risks 

concerning the Mississippi River Transmission (MRT) Pipeline, which traverses the New Madrid 

Seismic Zone (NMSZ). Staff has two concerns related to this analysis. First, Spire Missouri’s 

analysis the earthquake risk on MRT seems to ignore mitigating factors. Second, having raised the 

threat of gas supply loss resulting from an earthquake in the NMSZ, Spire Missouri’s ACA filings 

do not address mitigation or contingency planning to address the remaining risk following the 

agreement with Spire STL Pipeline. 

 
Spire Missouri formally notified Staff of its transportation portfolio changes related to Spire STL 

Pipeline on August 30, 2019, with follow-up notice addressing justification for the changes on 

December 18, 2019.19  The December notice identified earthquake hazards as a reason for shifting 

transportation capacity to Spire STL Pipeline. Only one of these documents specifically addressed 

risks to Spire Missouri and MRT, and it was not a detailed report. These documents do no address 

matters that might have mitigate concerns about MRT’s performance during an earthquake.  These 

include:  

 
 MRT has parallel pipes through the region. MRT Mainline had three parallel pipes 

running from northeast Louisiana to near Poplar Bluff, Missouri. It has two parallel pipes 

from Poplar Bluff to the St. Louis area. For there to be complete loss of flow on MRT, 

all of the pipes, along with connectors between them, would need to be damaged. Though 

it is not in the area likely to be most impacted by an earthquake in the NMSZ, Spire STL 

is only a single pipeline, and lacks the redundancy of MRT. 

 

 Serious earthquake damage to natural gas transmission pipelines is rare. Staff 

searched a Pipeline and Hazardous Materials Safety Administration database of 

significant natural gas pipeline incidents from 2001 through 2020 for earthquake-related 

incidents.20  For natural gas transmission pipelines in the 12 states that have had notable 

earthquake activity,21 Staff found only one incident attributed to an earthquake of a 

                                                 
19 Spire Missouri agreed to make such notifications in the Stipulation and Agreement (2013 Stipulation) approved 

by Commission order issued on July 17, 2013, Case No. GR-2013-0254 (EFIS Item No. 66). 

20 https://www.phmsa.dot.gov/data-and-statistics/pipeline/pipeline-incident-20-year-trends 
21 These were states that had earthquake of magnitude 6.0 or greater in the period since 1811 as identified in the 

Significant Earthquake Database compiled by the National Centers for Environmental Information 

(https://www.ngdc.noaa.gov/hazel/view/hazards/earthquake/search). The states were Missouri, Alaska, 

Arkansas, California, Hawaii, Idaho, Montana, Nevada, Oregon, South Carolina, Utah and Washington. 
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6.0 magnitude. That incident occurred in California, and though the pipeline pressure 

was reduced while repairs were made, it remained in operation. 

 

 A major earthquake in the NMSZ could result in decreased natural gas demand in 

the area. Were an earthquake comparable to the 1811-1812 New Madrid quakes to occur, 

it is likely that widespread structural damage  will result in the full or partial closing of 

facilities that would lead in turn to reduced demand in the affected area. Even the St. Louis 

area may experience some shift in population due to earthquake damage because, as the 

U.S. Geological Survey (USGS) noted “low attenuation of seismic energy in the region 

(seismic energy carries further with less weakening of the signal than in the western U.S.) 

and a substantial number of historic older unreinforced brick and stone buildings make the 

St. Louis area vulnerable to moderate earthquakes at relatively large distances”22 including 

“distant large earthquakes in the New Madrid and Wabash Valley seismic zones.”23  Such 

depopulation would result in a shift of natural gas demand away from affected areas to 

areas where displaced populations are relocated. 

However, the chance of a major, very destructive earthquake in the NMSZ remains. MRT accounts 

for about half of the contracted transportation capacity to Spire Missouri’s city gates. Spire 

Missouri also contracts with MRT for a large quantity of storage, which is located in Louisiana. 

A complete loss of transportation capacity on MRT would be greater than a complete loss of Spire 

STL capacity. Spire Missouri claimed that a loss of Spire STL transportation service during the 

winter could result in a loss of service to 175,000 customers on a peak day, and more after the 

depletion of on-system storage.24  While the impact of a loss of all flows from MRT would likely 

be different from the loss of Spire STL, it would involve a comparable amount of capacity, so a 

similar magnitude of customer loss might be expected. 

 
Staff does not expect Spire Missouri to eliminate all exposure to earthquake risks from the NMSZ, 

especially because it serves customer in and around the area. However, because Spire Missouri 

has made it a significant issue in justifying major gas portfolio changes, and it has a continuing 

                                                 
22 USGS, St. Louis Area Earthquake Hazards Mapping Project,  

https://earthquake.usgs.gov/hazards/urban/st_louis.php. 
23 Ibid. 
24 Application of Spire STL Pipeline LLC for a Temporary Emergency Certificate, or, In the Alternative, Limited 

Term Certificate, July 26, 2021, Exhibit Z-1: Affidavit of Scott Carter, President of Spire Missouri, Inc. FERC 

Docket No. CP17-40. 

https://elibrary.ferc.gov/eLibrary/filelist?accession_number=20210726-5164&optimized=false 

Spire Missouri Inc.’s Initial Comments in Support of the Application of Spire STL Pipeline LLC for a Temporary 

Emergency Certificate, or, In the Alterative, Limited-Term Certificate, September 7, 2021, FERC Docket No. 

CP17-40. https://elibrary.ferc.gov/eLibrary/filelist?accession_number=20210907-5192&optimized=false. 
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significant exposure to this hazard, Staff recommends that Spire Missouri make the understanding 

and mitigation of earthquake risk an ongoing part if its gas planning process. Staff intends to make 

additional inquiries into Spire Missouri’s evaluation of earthquake hazards, mitigation, planning 

and contingencies as part of the 2020-2021 ACA review. 

 

Reserve Margin 
 
Though there were significant changes to the transportation and storage portfolio as well as 

changes to the peak day demand estimate in the Spire East Resource Plan compared to recent ACA 

reviews, during this period Spire East’s reserve margin remained in a range generally considered 

acceptable by Staff. The reserve margin was **  **; it was **  ** in the 

2018-2019 ACA period. 

 

 

VII. HEDGING 
 
One of the purposes of hedging is to reduce upward gas price volatility. Staff reviewed the 

Company’s Risk Management Strategy, Gas Supply Risk Management Policy and its financial 

hedging transactions for the 2019-2020 ACA period. The Company implemented its financial 

hedging transactions based on the risk management strategy.  Staff also reviewed monthly hedged 

coverage for the winter period of November 2019 through March 2020. Spire East uses financial 

instruments and storage withdrawals for its hedge coverage.  

 

Staff has the following comments on Spire East’s hedging practice: 

 

A. **  

 

 

 

  

 

 

   

 **  
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B. Evaluation of Hedge Program 

Staff reviews the prudence of a Company’s decision-making based on what the Company 

knew or reasonably could have known at the time it made its hedging decisions. 

The Company’s hedging planning should be flexible enough to incorporate changing 

market circumstances.  The Company should evaluate its hedging strategy in response 

to changing market dynamics as to how much the existing hedging strategy actually 

benefits its customers while balancing market price risk.  For example, Spire East should 

routinely review and evaluate the adequacy of its hedge coverage regarding the 

appropriate volumes of financial instruments as well as the possible use of more 

cost-effective financial instruments to assess exposure to market prices under the current 

market where the market prices have become relatively less volatile. 

 

Staff recommends the Company analyze the benefits/costs based on the outcomes from 

its hedging strategy, and evaluate any potential improvements on the future hedging plan 

and its implementation to achieve a cost effective hedging outcome as the Company 

reviews and develops its hedging program each year in the Company’s Risk 

Management Strategy.25  For example, the Company should continue to evaluate the 

performance of its hedge program in terms of the various types of financial instruments 

used, whether some level of over-the-counter instruments might help control margin 

calls as the Company’s policy is to utilize various derivatives, and whether the existing 

program should be modified under the current market. 

 

Additionally, as Spire East incorporates the lower of First Of Month (FOM) Index or 

Daily Index pricing for swing supply as a type of insurance against daily price spikes 

within a month into the Company’s Risk Management Strategy, the Company should 

continue to evaluate the costs/benefits of these instruments in conjunction with other 

parts of the Company’s hedge program. 

 

VIII. RECOMMENDATIONS 
 

1. Staff recommends the Commission issue an order directing the Company to 
establish the ACA account balance as shown in the table below to reflect the under 
or (over)-recovery balance as of September 30, 2020. 

 
An (over)-recovery is the amount owed to the customers by the Company and is 
shown in the table as a negative number (in parentheses).  An under-recovery is an 

                                                 
25 The Company’s Risk Management Strategy dated July 2015 was the most recent on available for the 2019-2020 

ACA period. Staff notes that the Company indicated during recent updates that it would evaluate and consider a 

longer term hedging.  Staff will continue to monitor the change in the Company’s hedging strategy. 
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