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SURREBUTTAL TESTIMONY OF TIMOTHY S. LYONS 1 

Q. PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS 2 

ADDRESS. 3 

A. My name is Timothy S. Lyons.  I am a Partner at ScottMadden, Inc.  My business 4 

address is 1900 West Park Drive, Suite 250, Westborough, Massachusetts 01581. 5 

 6 

Q. ARE YOU THE SAME TIMOTHY S. LYONS WHO PREVIOUSLY 7 

SPONSORED DIRECT TESTIMONY AND REBUTTAL TESTIMONY IN 8 

THIS PROCEEDING? 9 

A. Yes, I am.  I provided direct testimony (“Direct Testimony”), and rebuttal testimony 10 

(“Rebuttal Testimony”) in this proceeding before the Missouri Public Service 11 

Commission (the “Commission”) on behalf of Laclede Gas (“LAC”) and Missouri 12 

Gas Energy (“MGE”), operating units of Laclede Gas Company (“Laclede” or 13 

“Company”).  14 

 15 

I. PURPOSE OF TESTIMONY 16 

Q. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY? 17 

A. The purpose of this surrebuttal testimony (“Surrebuttal Testimony”) is to address 18 

concerns raised in rebuttal testimony by other parties related to LAC and MGE’s 19 

proposed residential and general service rate design. These include: 20 

 Concerns by Office of Public Council (“OPC”) witness Geoff Marke 21 

related to LAC and MGE’s proposed Revenue Stabilization Mechanism 22 

(“RSM”);  23 
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 Concerns by the Missouri Department of Economic Development - 1 

Division of Energy (“DE”) witness Martin R. Hyman related to bill 2 

increases for high-use residential customers, particularly in the winter 3 

months. 4 

 Concerns relating to the potential customer impacts of any cross subsidies 5 

between the SGS and LGS classes and measures that could be used to 6 

address them.  7 

 8 

Q. HAVE YOU PREPARED SCHEDULES SUPPORTING YOUR REBUTTAL 9 

TESTIMONY? 10 

A. Yes.  Schedules TSL-SR1, TSL-SR2 and TSL-SR3 support this Surrebuttal 11 

Testimony.  The Schedules were prepared by me or under my direction and are 12 

incorporated herein by reference. 13 

  14 

II. REVENUE STABILIZATION MECHANISM 15 

 16 
Q. WHAT IS OPC’S RECOMMENDATION REGARDING LAC AND MGE’S 17 

PROPOSED REVENUE STABILIZATION MECHANISM? 18 

A. OPC has recommended that the Commission reject the proposed RSM.1  Dr. Marke 19 

states, “The harm to captive ratepayers outweighs any alleged benefits.”2 20 

 21 

Q. DO LAC AND MGE AGREE WITH OPC’S RECOMMENDATION? 22 

                                                           
1 Rebuttal Testimony of Geoff Marke, pg. 10 
2 Ibid. 
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A. No, LAC and MGE do not agree with OPC’s recommendation.  LAC and MGE 1 

believe that the proposed RSM provides substantial benefits to the Company and 2 

its customers.  These include, among other benefits, greater flexibility in designing 3 

rates that enables LAC and MGE to better achieve important rate design objectives, 4 

such as moderating customer bill impacts on low-use customers, helping to further 5 

support customers’ efforts to reduce energy usage, and adopting a simpler rate 6 

design that relies less upon fixed charges. 7 

 8 

Q. WHAT ARE THE BENEFITS OF THE PROPOSED RSM? 9 

A. The proposed RSM would provide a variety of benefits.  Specifically, it would: 10 

1. Stabilize customer bills by providing credits when bills are higher than 11 

normal due to colder weather (and likely higher natural gas prices), and 12 

surcharges when bills are lower than normal due to warmer weather (and 13 

likely lower natural gas prices); 14 

2. Provide LAC and MGE with a more stable stream of revenues, and 15 

prevent over-collection and under-collection of fixed costs as actual sales 16 

vary from test year sales due to weather and/ or conservation through 17 

energy efficiency and other measures; 18 

3. Eliminate LAC and MGE’s financial disincentive to aggressively promote 19 

conservation through energy efficiency initiatives and programs; 20 

4. Reduce utility earnings’ dependence on factors beyond its reasonable 21 

control – namely weather; and 22 
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5. Provide greater flexibility in rate design so that other objectives – such as 1 

reducing the impact of high fixed charges on low use customers – can be 2 

addressed. 3 

 4 

Q. IN WHAT WAYS DOES THE RSM PROVIDE FLEXIBILITY IN RATE 5 

DESIGN? 6 

A. Presently, both MGE and LAC’s rate designs are largely based on the objective of 7 

stabilizing the impact of weather on customer bills and utility revenues, with 8 

somewhat less emphasis on other rate design objectives, such as bill continuity and 9 

simplicity.  MGE’s current rate design seeks to achieve this objective by imposing 10 

higher fixed monthly charges that recover a greater share of fixed costs.  LAC’s 11 

Weather-Mitigated Rate Design (“WMRD”) also seeks to achieve this objective by 12 

a combination of higher fixed monthly charges and recovery of the remaining fixed 13 

costs in the first block of its distribution charges, the impact of which on low use 14 

customers is partially offset by a reduction in the corresponding block of its PGA 15 

charges.   With adoption of the RSM, such customer charge levels and complicated 16 

block rate structure are not necessary to mitigate the impact of weather, enabling 17 

LAC and MGE to adopt a more simplified rate design.   18 

 19 

Q. ABSENT ADOPTION OF THE PROPOSED RSM, WHAT IS LAC’S 20 

PROPOSED RATE DESIGN?  21 

A. Absent adoption of the proposed RSM, LAC proposes to continue its WMRD 22 

largely based on the objective of stabilizing the impact of weather on customer bills 23 
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and utility revenues.  The WMRD would result in higher residential customer 1 

charges and a more complex rate design than that proposed by LAC with the RSM. 2 

 3 

Q. ABSENT ADOPTION OF THE PROPOSED RSM, WHAT IS MGE’S 4 

PROPOSED RATE DESIGN?  5 

A. Absent adoption of the proposed RSM, MGE proposes to adopt a WMRD similar 6 

to LAC’s, largely based on the same objective of stabilizing the impact of weather 7 

on customer bills and utility revenues.  A WMRD would result in higher customer 8 

charges and a more complex rate design than that proposed by MGE with RSM. 9 

 10 

Q. GIVEN OPPOSITION IN CERTAIN REBUTTAL TESTIMONY TO THE 11 

RSM, PLEASE DESCRIBE WHAT A WMRD RATE DESIGN FOR MGE 12 

WOULD LOOK LIKE IF THE RSM WAS NOT APPROVED BY THE 13 

COMMISSION.  14 

A. An illustrative rate design and bill impact analysis that demonstrates the impact of 15 

a WMRD on MGE’s customers is included in Schedule TSL-SR1.3  The Schedule 16 

shows that similar to LAC, a WMRD would be based on a higher customer charge 17 

of $25.50 (as compared to MGE’s proposed customer charge of $20.00 with the 18 

RSM) and two-block, winter distribution rates.  Consumption at or below 20 therms 19 

per month would be billed at $0.72635 per therm; and all other consumption during 20 

the month would be billed at no additional distribution charge.  In addition, a 21 

WMRD would reflect two-step, winter PGA rates.  Consumption at or below 20 22 

                                                           
3 The illustrative rate design is based on actual bill frequency data, which would need to be normalized for 

weather if used in development of the final rate design. 
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therms would be billed at $0.30039 per therm; and all other consumption during 1 

the month would be billed at $0.54500 per therm.   2 

The Schedule also shows that low-use customer bills would be substantially 3 

higher under a WMRD than MGE’s proposed rate design.  For example, under a 4 

WMRD, customers who use on average 327 therms per year would experience an 5 

increase of $61.00 per year, or 13.0 percent on their total bill.  Under MGE’s 6 

proposed rate design, such customers would experience a decrease of $7.00 per 7 

year, or 1.0 percent on their total bill. 8 

 9 

Q. WOULD IMPLEMENTATION OF A WMRD FOR MGE HAVE A MORE 10 

FAVORABLE IMPACT ON LOW USE CUSTOMERS THAN A STRAIGHT-11 

FIXED VARIABLE APPROACH WHICH RECOVERED ALL FIXED 12 

CHARGES IN THE CUSTOMER CHARGE? 13 

A. Yes, a WMRD would have a more favorable impact on low-use customers than a 14 

straight fixed variable rate design; however, a WMRD would not be as favorable 15 

as the proposed RSM principally due to the lower customer charge the latter 16 

enables. 17 

 18 

Q. WOULD IMPLEMENTATION OF A WMRD FOR MGE HELP MITIGATE 19 

THE IMPACT OF WEATHER ON CUSTOMER BILLS AND UTILITY 20 

REVENUES? 21 

A. Yes, a WMRD would help mitigate the impact of weather on customer bills and 22 

utility revenues, as shown in Figure 1; however, a WMRD would not mitigate the 23 
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impact of weather on customer bills and utility revenues as much as the proposed 1 

RSM.   2 

Figure 1:  Increase in Annual Bills With & Without WMRD 3 

 4 

 5 

  Figure 1 shows increases in winter (November through April) residential 6 

bills resulting from a 10.0 percent increase in winter usage.  The increases are 7 

shown with and without a WMRD.  The Figure shows that residential customers 8 

whose winter usage increases by 84 therms would experience a lower bill increase 9 

of $46.00 under a WMRD than the bill increase of $62.00 under a tradition, non-10 

WMRD.   Conversely, the revenue impacts on the Company without the WMRD 11 

or RSM would equate to millions of dollars in additional recoveries or additional 12 

losses for fixed costs depending on whether to what extent the weather was colder 13 

or warmer than the normal used to set rates.     14 

 15 

Q. WHAT IS LAC AND MGE’S CONCLUSION?  16 
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A. LAC and MGE continue to believe that the proposed RSM provides substantial 1 

benefits that include: (a) flexibility in rate design, which enables them to better 2 

achieve important  rate design objectives, (b) moderating customer bill impacts on 3 

low use customers, (c) bringing greater stability to customers’ bills, (d) protecting 4 

LAC and MGE and their customers from the vagaries of factors that are beyond 5 

their reasonable control, such as weather, (e) further promoting customer efforts to 6 

reduce energy consumption, and (f) adopting a simpler rate design.  As shown on 7 

figure 1, I would note that any proposals to reduce the customer charge without an 8 

RSM would create even more variability for both the customer and the Company. 9 

 10 

III. BILL IMPACT ON HIGH USAGE CUSTOMERS 11 

 12 
Q. PLEASE SUMMARIZE DE’S CONCERNS ON LAC’S PROPOSED 13 

RESIDENTIAL RATES? 14 

A. DE has raised concerns related to bill increases on LAC’s high-use residential 15 

customers during the winter months.4 DE has recommended LAC establish a 16 

temporary winter tail block rate design to apply to LAC’s high usage customers.  17 

As DE witness Hyman states, “While DE supports movement towards flat or 18 

inclining block rates, DE also supports gradual changes in rate design to avoid ‘rate 19 

shock’.”5 20 

 21 

                                                           
4 Rebuttal Testimony of Martin R. Hyman, pgs. 16-17 
5 Id., pg. 16 
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Q. DOES THE COMPANY AGREE THAT A TAIL BLOCK RATE DESIGN 1 

WOULD REDUCE BILL IMPACTS ON HIGH-USE RESIDENTIAL 2 

CUSTOMERS IN THE WINTER MONTHS? 3 

A. Yes, the Company agrees with DE’s conclusion that mathematically a lower tail 4 

block rate design in the winter months would reduce the bill impact on LAC’s high-5 

use residential customers in the winter months. The winter tail block rate design, 6 

however, would also increase the bill impacts on low-use residential customers.   7 

An illustrative rate design and bill impact analysis that demonstrates the 8 

impact of a winter tail block rate design on high-use customers is included in 9 

Schedule TSL-SR2.6  The Schedule shows a winter tail block rate design based on 10 

a customer charge of $17.00 (consistent with the proposed customer charge of 11 

$17.00) and two-block, winter distribution rates.  Consumption at or below 90 12 

therms would be billed at $0.53759 per therm; and all other consumption would be 13 

billed at $0.05000.   14 

The Schedule shows that annual bills for high-use customers are lower 15 

under a winter tail block rate design than LAC’s proposed rate design.  For example, 16 

under a winter tail block rate design, LAC customers who use on average 1,448 17 

therms per year (representing the top 9.1% of usage) would experience an increase 18 

in their annual bill of $97.00, or 8.0 percent (about $8.00/month), as compared to 19 

LAC’s proposed rate design in which such customers would experience an increase 20 

in their annual bill of $242.00, or 20.0 percent (about $20.00/month).   21 

 22 

                                                           
6 The illustrative rate design is based on actual bill frequency data, which would need to be normalized for 

weather if used in development of the final rate design. 
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Q. WHAT IS THE IMPACT OF A WINTER TAIL BLOCK RATE DESIGN ON 1 

LAC’S LOW-USE RESIDENTIAL CUSTOMERS? 2 

A. Schedule TSL-SR2 further shows the impact of a winter tail block rate design on 3 

LAC’s low-use residential customers.  The Schedule shows that annual bills for 4 

low-use customers are higher under a winter tail block rate design than LAC’s 5 

proposed rate design.  For example, under a winter tail block rate design, LAC’s 6 

customers who use on average 376 therms per year would experience a decrease of 7 

$29.00 per year, or 5.0 percent.  Under LAC’s proposed rate design, such low-use 8 

customers would experience a decrease of $80.0 per year, or 13.0 percent. 9 

 10 

Q. WHAT IS LAC’S CONCLUSION?  11 

A. LAC continues to support the proposed rate design; however, to the extent that the 12 

Commission believes that bill increases on high-use customers should be mitigated, 13 

then DE’s proposed winter tail block rate design could be a reasonable way to 14 

address the concern.  At the same time, however, such an approach would dampen 15 

the price signal for energy efficiency, complicate the rate design and create a need 16 

for further changes to customer rates in the future. 17 

 18 
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IV. MGE’S SGS AND LGS RATE DESIGN 1 

Q. PLEASE EXPLAIN WHY MGE’S LGS CUSTOMERS WOULD RECEIVE 2 

A LOWER BILL UNDER THE PROPOSED LGS RATES FOR THE SAME 3 

USAGE THAN IF SERVED UNDER THE PROPOSED SGS RATES.7 4 

A. As explained in Rebuttal Testimony, there is a cross-subsidy in rates between 5 

MGE’s SGS and LGS rate classes that results in lower bills for the same usage if 6 

LGS customers are billed under the proposed SGS rates as compared to the 7 

proposed LGS rates.  While it would be desirable to eliminate such cross-subsidy 8 

to better reflect the underlying cost of service differences between the SGS and 9 

LGS classes, MGE recognizes that in the interest of bill continuity concerns, such 10 

disparity should be addressed over time as reflected in the proposed rate design. 11 

As explained in Rebuttal Testimony, there are also potential variations to 12 

the proposed rate design that could help reduce the disparity.   13 

 14 

Q. PLEASE DESCRIBE POTENTIAL VARIATIONS IN THE RATE DESIGN 15 

THAT COULD HELP REDUCE THE DISPARITY BETWEEN THE SGS 16 

AND LGS RATES AND UNDERLYING COST OF SERVICE. 17 

A. Potential variations in the rate design that could help reduce the disparity between 18 

the SGS and LGS rates and underling cost of service include: 19 

 Reducing the subsidy to the SGS rate class 20 

 Reducing the customer charge to the SGS rate class 21 

                                                           
7 Staff proposes one General Service class while the Company proposes two General Service classes, Small 

General Service (“SGS”) and Large General Service (“LGS”), as referenced in the Rebuttal Testimony of 

Robin Kliethermes, pg. 10. 
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 Increasing the customer charge to the LGS rate class 1 

 Some combination of the above 2 

 3 

Q. PLEASE DESCRIBE THE ILLUSTRATIVE RATE DESIGN AND BILL 4 

IMPACT ANALYSIS THAT REFLECTS ELIMINATING THE CROSS 5 

SUBSIDY BETWEEN THE SGS AND LGS RATE CLASSES. 6 

A. An illustrative rate design and bill impact analysis that reflects eliminating the 7 

cross-subsidy between the SGS and LGS rate classes is included in Schedule TSL-8 

SR3, page 1.  The illustrative rate design is based on MGE’s proposed customer 9 

charges. The Schedule shows that eliminating the cross-subsidy between the SGS 10 

and LGS rate classes would increase volumetric rates for the SGS class and 11 

decrease volumetric rates for the LGS.   12 

The Schedule also shows that for approximately 50.0 percent of the 13 

consumption in the LGS rate class, the illustrative rate design would result in lower 14 

annual bills for the same usage if LGS customers are billed under the LGS rates as 15 

compared to the SGS rates.  For example, by eliminating the cross-subsidy, LGS 16 

customers who use on average 50,000 therms per year would experience under the 17 

LGS rates (as compared to the SGS rates) a lower annual distribution bill of $1,091, 18 

or 16.2 percent.  Customers who use at least 50,000 therms per year include schools, 19 

hotels, hospitals and industry. 20 

It is important to note that eliminating the cross-subsidy has other 21 

implications on the SGS and LGS rate classes as compared to the proposed rate 22 
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design, including increases in bill impacts on SGS customers and decreases in bill 1 

impacts on LGS customers.  2 

 3 

Q. PLEASE DESCRIBE THE RATE DESIGN AND BILL IMPACT THAT 4 

REFLECTS REDUCING THE SGS CUSTOMER CHARGE. 5 

A. An illustrative rate design and bill impact analysis that reflects reducing the SGS 6 

customer charge is included in Schedule TSL-SR3, page 2.  The illustrative rate 7 

design is based on the proposed revenue targets for the SGS and LGS rate classes. 8 

The Schedule shows that reducing the SGS customer charge to $30.00 would 9 

increase volumetric rates for the SGS class.   10 

The Schedule also shows that for approximately 50.0 percent of the 11 

consumption in the LGS rate class, the illustrative rate design would result in lower 12 

annual bills for the same usage if LGS customers are billed under the LGS rates as 13 

compared to the SGS rates.  For example, by reducing the reducing the SGS 14 

customer charge to $30.00, LGS customers who use on average 50,000 therms per 15 

year would experience a lower annual distribution bill of $1,094, or 13.6 percent, 16 

under the LGS rates as compared to the SGS rates.   17 

Again, it is important to note that reducing the SGS customer charge has 18 

other implications on the SGS rate class as compared to the proposed rate design, 19 

including changes in bill impacts on SGS customers. 20 

 21 
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Q. PLEASE DESCRIBE THE RATE DESIGN AND BILL IMPACT ANALYSIS 1 

THAT REFLECTS REDUCING THE SGS CUSTOMER CHARGE AND 2 

INCREASING THE LGS CUSTOMER CHARGE. 3 

A. An illustrative rate design and bill impact analysis that reflects reducing the SGS 4 

customer charge and increasing the LGS customer charge is included in Schedule 5 

TSL-SR3, page 3.  The illustrative rate design is based on the proposed revenue 6 

targets for the SGS and LGS rate classes. The Schedule shows that reducing the 7 

SGS customer charge to $30.00 and increasing the LGS customer charge to $200.00 8 

would increase volumetric rates for the SGS class and reduce volumetric rates for 9 

the LGS rate class.   10 

The Schedule also shows that for approximately 50.0 percent of the 11 

consumption in the LGS rate class, the illustrative rate design would result in lower 12 

annual bills for the same usage if LGS customers are billed under the LGS rates as 13 

compared to the SGS rates.  For example, by reducing the SGS customer charge to 14 

$30.00 and increasing the LGS customer charge to $200.00, LGS customers who 15 

use on average 50,000 therms per year would experience a lower annual distribution 16 

bill of $2,169, or 31.0 percent, under the LGS rates as compared to the SGS rates.   17 

 18 

Q. WHAT IS MGE’s CONCLUSION?  19 

A. MGE continues to support the proposed rate design, including separate rate classes 20 

for customers who use less than 10,000 therms per year (i.e., SGS rate class) and 21 

those who use at least 10,000 therms per year (i.e., LGS rate class).  This distinction 22 

is important since there are cost of service differences between SGS and LGS 23 



 

15 

customers.  For example, the average cost per meter for a SGS customer is $249.51; 1 

whereas, the average cost per meter for a LGS customer is $1,130.27.   2 

However, to the extent that the Commission believes that disparity between 3 

the SGS and LGS rate design should be addressed, there are several options to 4 

address the concern including reducing subsidy, reducing SGS customer charges, 5 

and increasing LGS customers, or some combination.  It is important to note that 6 

any of the options will have other implications on customers in the SGS and LGS 7 

rate classes.   8 

 9 

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 10 

A. Yes, it does. 11 
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