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Charles R. Hyneman, of lawful age and being first duly sworn, deposes and states:

1. My name is Charles R. Hyneman. I am the Chief Public Utility Accountant
for the Office of the Public Counsel.

2. Attached hereto and made a part hereof for all purposes is my direct testimony.

3. I hereby swear and affirm that my statements contained in the attached
testimony are true and correct to the best of my knowledge and belief.
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Charles R. Hyneman, C.P.A.
Chief Public Utility Accountant
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DIRECT TESTIMONY
OF

CHARLES R. HYNEMAN
LACLEDE GAS COMPANY and MGE

CASE NO. G0-2016-0196 and GO-2016-0197

INTRODUCTION

Please state your name and business address.
Charles R. Hyneman, PO Box 2230, Jefferson Giigsouri 65102.
By whom are you employed and in what capacity?

| am employed by the Missouri Office of the RalCounsel (“OPC”) as the Chief Public
Utility Accountant.

Please describe your educational background.

| earned an MBA from the University of Missour€Columbia, and a BS in Accounting from

Indiana State University at Terre Haute, Indiana.
Please describe your professional work experieac

| was a member of the Missouri Public Service Cagsion Staff (“Staff”) from April 1993
to December 2015. As a member of the Staff, | kattbus positions including Manager of
the Public Service Commission’s (“Commission”) KamsCity Office. | left the Staff
holding the position of Regulatory Auditor V, a s@revel professional and supervisory
position where | performed, supervised, and coatdhregulatory auditing work.

Are you a Certified Public Accountant (“CPA”) li censed in the state of Missouri?

Yes. | am also a member of the American Ingtitof Certified Public Accountants
(“AICPA").
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Case No. GO-2016-0196 and GO-2016-0197

Q.

Do you have significant experience performing ah supervising audits of utility

Infrastructure System Replacement Surcharge (“ISRS) petitions?

Yes. As a member of Staff, | was involved ire tlevelopment and implementation of
Staff's policies and audit procedures on ISRS ipastbeginning in 2004 and, since then, |
have performed and supervised several ISRS aufliMdissouri Gas Energy (“MGE"),

Laclede Gas Company (“Laclede Gas”), and MissoureAcan Water Company.
What is an ISRS?

In 2003, the Legislature enacted Sections 39®8,1893.1012, and 393.1015 of the Revised
Missouri Statutes ("ISRS statutes"). Those stataliesv for the use of a single-issue rate
mechanism, outside of a formal rate case, for acggsoration to recover the cost of utility
plant projects via a petition to establish or cleaag ISRS. The ISRS only includes the cost
increases of the plant projects and does not censidreases in revenues or decreases in
other costs that would offset the increased ISR&tpiosts. The specific costs recovered
through an ISRS include capital costs (interesergp and profit), depreciation expense,

and property taxes.
Describe the Laclede Gas and MGE ISRS Petitionis this case.

On February 1, 2016, Laclede Gas filedvigsified Application and Petition of Laclede Gas
Company to Change Its Infrastructure System Replané Surcharge in Its Laclede Gas
Service Territory and Request for Waiver of ComiomsdRule 4.020(2 (“Petition”).
Laclede Gas avers the petition was filed pursuatitd ISRS statutes and Commission Rule
4 CSR 240-3.2651 (“ISRS rule”).

MGE, a separate operating division of Laclededfits ISRS petition on the same day. In
this testimony, when | use the term “Laclede’stjeti, | am referring to the ISRS petitions
filed by both Laclede Gas and MGE.
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OPC does not believe Laclede’s petition was firoisuant to the ISRS statutes as it
contains estimated future gas plant in service Wed not plant in service or used and
useful at the date of the February 1, 2016 filiagedor Laclede’s petitions. The petition
also includes depreciation expense, interest egpgmefit, and property taxes on a non-
ISRS plant and does not qualify for treatment utldelSRS statutes.

What is the purpose of your direct testimony?

The purpose of this testimony is to explain ke Commission why Laclede and MGE
should not include estimated future plant costsexmnses in an ISRS petition nor should
it be allowed to use rate case true-up procedurbis testimony will explain why a petition
that includes estimated future plant and expense®i permitted by ISRS statutes and
ISRS rule and why allowing ISRS petitions to in@dudstimate future plant and plant
expenses is bad policy that eliminates one of éeratepayer protections included in the
ISRS statutes and the ISRS rule.

In your testimony, do you reach any legal conchions or make any legal

interpretations of the ISRS statute or ISRS rule?

No. My testimony is based on the language in 8RS statute and ISRS rule that address
rate regulation, ratemaking principles, regulat@gncepts, and rate case and ISRS

regulatory audits. This testimony contains no legaiclusions.

Then are you presenting an analysis of the regatory principles, policies and practices
addressed by the ISRS statute and ISRS rule?

Yes. | am basing my opinions on my education agwifecant experience with regulatory
concepts, principles, and policies and with pash@dssion ISRS cases and rate cases. |
have supervised and performed general rate cases autte 1993 and ISRS audits since
2004. | was also one of only a few Staff membel® wleveloped its policies and

procedures based on the ISRS statutes and ISRS rule
3
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Q. What is the OPC requesting the Commission do ithis case?

A. OPC requests the Commission order its Staff tdaelede Laclede’s ISRS by excluding alll
estimated, projected, pro formalSRS plant and plant costs included in Lacledetgipn.

I. ISRS STATUTE DOES NOT ALLOW FOR A TRUE-UP

Q. What period of actual ISRS plant investment isavered in Laclede’s Petition?

A. In its February 1, 2016 filing, Laclede and M@ juested recovery of ISRS costs for plant
placed in service from September 1, 2015 througteBer 31, 2015.

Q. Did Laclede’s petitions include estimates of fuire ISRS costs?

A. Yes. The petitions included estimated futuenpbnd ISRS costs for the months of January
and February 2016.

Q. By including estimated future plant and plant csts that were not ISRS plant or ISRS
costs until after the petition was filed, is Lacled Gas attempting to “true-up” its
petition in a manner not addressed in the ISRS states and ISRS rule?

A. Yes. The ISRS statutes include the followingatiption of what is to be filed and when:

At the time that a gas corporation files a patitwith the commission
seeking to establish or change an ISRS, it shhlnguproposed ISRS rate
schedules and its supporting documentation regattiie calculation of the

proposed ISRSvith the petition, and shall serve the office of the public

counsel with a copy of its petition, its proposederschedules, and its
supporting documentation.
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This language includes no mention of allowingreated future plant and expenses in
petitions nor does it make mention of a true-ugcedoire. Rather, it requires the proposed

rate schedules and supporting documentation taleited with the petition.

What is the basis of your assertion that Laclede petitions are not in accordance with

the language of the ISRS statutes and rule?

First, Laclede's petitions did not include supmgrtlocumentation for the ISRS costs now
claimed for January and February 2016. Lacledkridied supporting documentation for
costs incurred through December 2015 but Laclede ndit include any supporting
documentation for the January and February 2016.cdhose costs had not been incurred

and could not be included with the petition becdbsg were merely estimates.

In additionthe estimates in Laclede's petitions were for glargstments not in service and
not being used nor were they useful in providingise to customers when the petition was
filed.

According to Section 393.1009.3(b) RSMo, to beileligfor ISRS treatment, the plant must
be “in service” and “used and useful’. Laclede&igpn includes millions of dollars of

estimated future plant additions; plant additidmet tvere not ISRS-eligible plant when the
Laclede petitions were filed. These estimates ianplg budgeted future plant investments

not addressed anywhere in the ISRS statutes ar&l ig&
Are you making a legal conclusion as the basisrfthis statement?

No. My conclusion is based on the regulatotgmaaking understanding that estimated

future plant investments and costs are not “inisehand are not “used and useful”.
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ISRS STATUTE AND RULE ALLOW FOR A VERY LIMITED  AND

ACCELERATED AUDIT PERIOD

Do the ISRS statutes and ISRS rule contain langge addressing audit periods and

audit reports related to ISRS costs?
Yes. Section 393.1015.2(2) RSMo. states:

The staff of the commission may examine informatidrthe gas
corporation to confirm that the underlying coste ar accordance
with the provisions of sections 393.1009 to 39351@hd to confirm
proper calculation of the proposed charge, and soéwnit a report
regarding its examination to the commission narl#tan sixty days
after the petition is filed.

As a professional auditor and CPA, how do you terpret the regulatory, revenue
requirement, ratemaking, and auditing issues contaied in the ISRS statute and ISRS

rule?

Auditors are to confirm the underlying costsluaed in the ISRS petition is in accordance
with ISRS statutes and ISRS rule. For examplef &talitors are to confirm the plant
included in the petition meets the definition ofile ISRS plant in Section 393.1009(3)(b)
RSMo. This audit scope includes a review of allsobstantially all, of the plant work
orders included in the petition to review detailssunding plant projects and to ensure they
meet all of the ISRS statute and rule requirements.

The second part of the ISRS audit scope is tarooriie proper calculation of the financial

return on the plant (interest expense and sharehgrbfit), determine the appropriate

depreciation rates, determine eligibility for bondspreciation, calculate depreciation
expense, calculate the depreciation reserve, detetime appropriate tax depreciation rates,
calculate deferred income taxes, determine pldinemeents, and calculate property tax on
the ISRS plant.
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The final audit work scope is to draft an audpa to the Commission addressing the
findings and conclusion of the ISRS audit. The $SRatute only allows for a very short
period for Staff to conduct the full audit scopel am draft and file an audit report. From the
date the ISRS petition is filed, Staff is alloweadyosixty calendar days to review all of the
proposed ISRS work orders to ensure the plant gisojeeet the ISRS requirements and to
obtain all the relevant financial information aneHprm all of the calculations necessary to

verify the proper calculation of the proposed ISRS.

Is a sixty calendar day audit period mandated bythe ISRS statute sufficient time to
adequately perform an ISRS audit and draft and fileand ISRS report?

No. This time period is not sufficient to adetgha perform an audit if the petition is
allowed to be updated during the very limited IS®R&lit period. If experienced auditors
were available to focus a significant portion ofrkvdme on the ISRS audit and no additions
to the petition were allowed by the Commissionnthe adequate audit may be able to be

completed in sixty calendar days.

If a utility is allowed to update its petition with actual plant investments and plant
expenses after the start of the sixty day audit perd, does that allow an auditor to
perform an adequate audit of the ISRS petition?

No. Laclede's petitions include a very largember of pipe and pipe component
replacements, repairs, and relocations. A thoraegiew of an ISRS petition involves
multiple determinations to ensure each project sneath eligibility standard. Adding plant
investments and expenses into the sixty day peedtly reduces the ability of the Staff
and OPC to review the costs. This concern is nfiagnivhen Laclede Gas and MGE, the
two largest gas systems in Missouri, file their E5petitions on the same day. This concern
is additionally magnified because Laclede Gas aEMave significantly increased their

infrastructure replacements and, in turn, theirSfaims.
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V. ISRS STATUTE AND RULE PROHIBIT TRUE UPS
Q. Is there language in the ISRS statute that corders an ISRS true-up?
A.

Not that | can see. A true-up is used by the @sgion in a general rate case to develop a
revenue requirement based on a time period as twose effective date of new rates as
reasonably possible. A true-up is a “revenue requent issue” and “ratemaking issue”
designed to maintain the integrity of the revenequirement matching principle while
bringing the test year revenue requirement comgeriera date past the rate case test year

ordered by the Commission.

For example, when there is a demonstrated needl fiare-up to capture a significant cost
increase or decrease, the Commission will ordergsatio true-up the dates of the test year
to capture the results of the significant costease or decrease and maintain the rate base —
revenue — expense relationship that forms the bagiee Commission’s rate case matching

principle.

A true-up is a general rate case ratemaking isstigorovided for in the ISRS statutes.
Section 393.1015.2(2) RSMo states:

The staff of the commission may examine informatidrthe gas
corporation to confirm that the underlying coste ar accordance
with the provisions of sections 393.1009 to 39351@hd to confirm
proper calculation of the proposed charge, and soéwnit a report
regarding its examination to the commission narlttan sixty days
after the petition is filed. No_other revenue requirement or
ratemaking issues _may be examined in_considerationf the
petition or associated proposed rate schedules filgpursuant to
the provisions of sections 393.1009 to 393.101®mphasis added).

A true-up is a separate and distinct revenue rexqant and ratemaking issue addressed in a
separate true-up hearing and with separate trdestimony. From an auditor's perspective,
a true-up is another revenue requirement and r&iaméssue as those terms are used in
Section 393.1015.2(2) RSMo.
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Unlike a rate case where a true-up is designecerntsure the employment of the
Commission’s rate case matching principle, thereothing to match it in an ISRS case. An
ISRS is a single-issue ratemaking mechanism so atohing of revenues, expenses, and

investment is allowed to occur.

Do the ISRS statutes and the Commission's ISR8le proscribe additional limits and
restrictions to what Staff “may examine” in its ISRS audit relevant to Laclede Gas's

practices in this case?

Yes. Eligible infrastructure system replacersare further limited statutorily by definition
to plant that is "in service and used and usefin'other words, the costs claimed in the
petition must be used and useful in providing gmgise to customers. The January and
February costs now claimed by Laclede were not aeddiseful when the petitions were
filed.

Is there additional language in the statute, b&sl on your experience in utility

regulation and ratemaking, suggesting a true-up isot allowed in an ISRS case?

Yes. Section 393.1015.7 RSMo. states “(a) gagaration's filing of a petition or change to
an ISRS pursuant to the provisions of sections18@® to 393.1015 shall not be considered
a request for a general increase in the gas caip@sabase rates and charges.” This further
proves that true-ups, which are a rate case iasai@ot allowed in an ISRS case because the

statute clearly distinguishes ISRS petition cas®ms jeneral rate cases.

Are there limitations the Commission applies tdhe use of a rate case test year true-up,

so that even if a true-up was allowed, it would ndbe appropriate in an ISRS petition?

Yes. For example, in MGE rate case GR-2006-082if's Response to MGE’s Response
to Staff Pleading Recommendations Regarding Test S&aff took the position the
Commission should not allow a true-up in the raiseaunless the parties determined there

was an actual need for a true-up. The positioartdly Staff in that case was consistent
9
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with the Commission’s decision in MGE's rate c&SR-2004-0209. On December 9, 2003,
the Commission issued @rder Regarding Test Year and True-that, at p. 2, stated:

... The Commission will not establish a true-up peabthis time but
will consider that possibility if a party is able éstablish the need for
such a true-up later in this proceeding.

The Commission’s standard of a true-up in a rate gathat a “need” must be shown. Even
if the Commission applied the same rate case statisa true-up to this petition, Laclede

must demonstrate a “need” for a true-up.
Can a “need” for a true-up be shown to exist iran ISRS case?

No. A utility may file for an ISRS two times pgear. If the ISRS plant that is not
completed and in service in time for inclusion MRS petition, the utility may include
the plant in the next ISRS petition to be filed @pgmately 6 months later. Because a
utility is allowed to file two ISRS petitions eaghar, it is improbable a “need” for a true-up

could ever been shown.

Did the Commission appear to accept the argumerthat, since a true-up is allowed in a

rate case, it should also be allowed in an ISRS &5

Yes. At page 19 of its Report and Order in GO-20381 (Laclede Gas) and GO-2015-
0343 (MGE) the Commission appeared to rely on figeafi a true-up in a rate case to

support a true-up in an ISRS case.

The statutory language requiring companies submit
“supporting documentation” with their proposed ISRe
schedules does not prohibit the use of budgetednnaition.
Similar to a true-up in a general rate case, Lackt MGE
replaced the budgeted calculations with informatioractual
COsts.

10
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It appears the Commission’s standard is, if tiRSStatutes did not specifically “prohibit”
the use of a true up, then Laclede Gas can trues-UpRS. Regardless, the ISRS statute
and ISRS rules prohibit the use of budgeted inftionan an ISRS petition. The ISRS
statute states an ISRS petition is not a ratearageother than what is expressly included in
the ISRS statute, no other revenue requiremerg mstatemaking issue can be considered
in an ISRS audit

Have other utilities advised the Commission thaif a statute creating a single-issue
ratemaking mechanism does not expressly include avenue requirement or

ratemaking issue, then the Commission cannot imputgeuch an issue?

Yes. In the Commission’s September 21, 2Bi@l Order of Rulemakingh Case No. EX-
2006-0472, at page 14 the Commission summarizethemns of our State’s Attorney
General as well as AmerenUE as it relates to imetudn earnings test in a fuel adjustment
clause. AmerenUE took the position that SB 179 ad contemplate, and in fact prohibits

an earnings test”:

COMMENT: In its comments, the Attorney General seglg a
RAM Threshold Test: "Prior to gaining the ability titilize any of
the RAM mechanisms authorized by Section 386.2@&6eflectric
utility shall be required to demonstrate to the @Gussion and the
Commission must find after hearing that withoutabéity to use the
RAM mechanisms authorized by Section 386.266 thetrit utility
would be unable to have an opportunity to achiév€€Commission
authorized rate of return.” Section 386.266(4)(tga that any RAM
authorized by the Commission must be "reasonab$igded to
provide the utility with a sufficient opportunitp tearn a fair return
on equity." If an electric utility already has dfgient opportunity to
earn a fair return on equity, it does not need a&RAmerenUE
counters that SB179 does not contemplate, and indiaprohibits,
an_earnings test. An earnings test means the utility would
effectively never be able to utilize a RAM whenlfaests are rising,
unless the utility established, up to four times pear, that it is
"under-earning ." Implementation would require #-hlown rate
review for each adjustment to the RAM. It would radtow the
"periodic rate adjustments, outside of general pteeedings, to
11




Direct Testimony of
Charles R. Hyneman
Case No. GO-2016-0196 and GO-2016-0197

1 reflect increases and decreases in prudently edufuel and

2 purchased power costs" contemplated by SB179.

3

4 RESPONSE: The Commission finds that an earningssliotd for

5 eligibility to use a RAM is contrary to the intesitthe legislature, as

6 articulated in SB179. Therefore, no such eligwitititeria will be

7 included in the rule.

8

9 Was AmerenUE successful in its efforts to prohibthe Commission from applying an
10 earnings test to FACs?
11 Yes.
12 Did either the Staff or the Commission supporthe inclusion of an “earnings test” in
13 the Commission’s FAC rule?
14 No. In AmerenUE's comments filed in Case No, EX-20082)4t noted "(w)isely, the
15 proposed rules do not include what in effect wdaddmpractical and disabling provisions
16 relating to a so-called earnings test, and the Cissiom’s Staff has properly recognized that
17 SB 179 does not contemplate an earnings test."
18 Would you characterize Staff's position as suppting the use of a true-up mechanism
19 in an ISRS when the ISRS statutes “do not contemptiel’ a true-up, when it did not
20 support the use of an earnings test because SB 1i8 not “contemplate” an earnings
21 test, to be quite inconsistent?
22 Yes. Staff failed to “impute” a ratepayer praten in the FAC rule where no expressed
23 language existed in SB 179, but Staff is suppottiegmputation of a true-up provision in
24 the ISRS statutes where one does not exist.

12
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V.

PUBLIC DETRIMENTS CAUSED BY ALLOWING ESTIMATED

FUTURE PLANT ADDITONS AND COSTS IN ISRS PETITIONS

What is the public detriment of allowing Lacledeto include estimated plant

investments and related estimated ISRS costs in iSRS petition?

The effect and the detriment is that Laclede &asMGE ratepayers will be charged higher
rates than is necessary and higher rates tharwetsagpecifically contemplated by the ISRS
statute and ISRS rule. If the Commission allowslé@e Gas and MGE to include plant and
related expenses for plant not in service at tie afethe petition, the Commission may be
forcing ratepayers to pay a higher ISRS than akbweder the law. This is a detriment

caused by allowing Laclede to continue to include ups in its ISRS petitions.

Even if there is insufficient time to audit ISRS pant work orders and audit other ISRS

expenses, can these issues always be reviewedlatex rate case?

Based on my experience with ISRS audits and este audits over the past twelve years
since ISRS were authorized by statute, | am noteawafany rate case for any utility where
a previous plant work order was reviewed to deteenfiit met all the ISRS statue
requirements for ISRS eligibility. | am also netaae that any of the thousands of plant

work orders included in an ISRS was ever reviewegifudency.

Is the Commission’s Staff aware of any ISRS workrder that was ever reviewed in a

subsequent rate case?

No. Staff responded to an OPC data requesttthasinot and does not include ISRS plant
in its rate case audit scope of work. The manaf8taff's Auditing Department, Mark
Oligschlaeger, is not aware that even one ISRS plark order has ever been reviewed in a

rate case.

13
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In OPC’s Data Request 4, Staff was asked aboutview of ISRS work orders in utility rate
cases. Mr. Oligschlaeger responded that prudeniews of ISRS plant work orders is not

included in Staff's rate case scope of work:

Has Staff ever reviewed an ISRS work order for edelGas Company,
MGE, MAWC or Liberty in a rate case to determinéhié costs were
prudent? If yes, please provide the name of thé@uthe rate case, and
any DR numbers related to this audit work. If ii¢ase provide the
reasons why these ISRS plant work orders are n@wed in a rate
case.

Response : In a general rate proceeding, therbdasand is no separate
work scope associated with prudence reviews of I18IRftble plant
distinct from prudence reviews of plant work ordiergeneral, which
encompass both ISRS eligible and non-ISRS eligitalat additions. For
this reason, no information is available as tovéass in prior general

rate proceedings regarding prudence of ISRS phiditians specifically.
Response provided by Mark Oligschlaeger.

Q. Is Staff's response to OPC Data Request 4 thate8f does not review ISRS plant

work orders in a rate case consistent with your unerstanding?
A. Yes.

Q. Do you consider it reasonable that Staff does htwok at past ISRS plant work orders

and other costs in a general rate case?

A. Yes, if Staff thoroughly audits ISRS petitions. al rate case audit, Staff has to prioritize the
specific audit areas it can adequately address gineeavailable time and available
resources to perform the audit. Given other rase @riorities, | do not believe it would be
prudent for Staff to devote its limited resourceaudit past ISRS plant work orders.

Q. Must ISRS plant work orders and other ISRS costde reviewed for ISRS eligibility
and prudence in the ISRS audit?

14
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A.

Q.

A.

Yes. Any review of ISRS work orders to determifrtaey qualify for special ISRS rate
treatment or include only prudent costs must bedomn ISRS audit or it will not be done

at all.

Today, Missouri ratepayers pay millions of dollaf$SRS charges based on ISRS plant
work orders that have not been sufficiently revigvia ISRS eligibility and for prudence of
the costs. If the Commission continues to allolitias to limit the actual audit period for

ISRS costs to less than the statutorily-mandateg days, this practice will continue.

In Laclede Gas’ and MGE’s previous ISRS cases,ds. GO-2015-0341 and GO-2015-
0342, did Staff indicate that it reviews ISRS worlorders in utility rate cases?

Yes. During the hearing in Case Nos. GO-2015-G8¥LGO-2015-0343, Staff

incorrectly stated that it reviews ISRS work ordersate cases.
Did Staff ever correct this misstatement aboutts ISRS reviews in rate cases?
No, | do not believe it did.

Do you believe the Commission relied on this tastony in its conclusions reached on

the ISRS true-up issue in the previous ISRS cases?
| believe it is likely. Inits Report and OrdengtCommission stated:

Reconciliation is required within twelve monthsaof ISRS being
implemented. After that, in a subsequent rate dcaseCommission
is not bound in the ratemaking treatment to beiagpb the
infrastructure system replacements and will selffprm a
prudence review were it may disallow the recovdrg project
previously included in an ISRS.

Does this conclude your testimony?

Yes.
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