BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Missouri Gas Energy, )
Inc.’s Filing of Revised Tariffs to Increase Case No. GR-2014-0007
its Annual Revenues for Natural Gas )

REPLY TO LACLEDE’'S REPORT ON THE
OPERATION AND IMPACT OF VARIOUS RATE DESIGNS

COMES NOW the Missouri Office of the Public Counsel (*OPCNdafor its
Reply to Laclede Gas Company’s (“Laclede”) Reparttbe Operation and Impact of
Various Rate Designs states:

1. In Case No. GR-2014-0007, the last general case for Missouri Gas
Energy (“MGE”"), an operating unit of Laclede, therfdmission ordered the parties to
follow the terms of a Stipulation and Agreementeead into between all relevant parties.
One term is that the parties meet on a monthlyshasdiscuss rate design issues and to
collaboratively prepare and complete a rate desigport for submission to the
Commission. On May 4, 2016, MGE filed its Repont the Operation and Impact of
Various Rate Designs (“Report”).

2. Although the parties met on several occasionsr po MGE filing the
Report, the Report was written only by MGE and pesitions and assertions stated
within the Report are not necessarily those of atfmer party. OPC agrees with certain
assertions and positions of the Report but disagneth other assertions and positions
taken by MGE.

3. The “Data Analysis” section of the Report cotiyepoints out low-use

customers are adverse to high customer chargeswewés, OPC disagrees with



Laclede’s method for attempting to determine “tBlationship between customer income
levels and natural gas usage”, which makes usagemgdions on a zip code level
lacking the necessary detail to make any definitwaclusions about the income levels
of low-use consumers. Moreover, Laclede’s studytrealicts data published by the U.S.
Department of Energy, the U.S. Department of Heatlith Human Services, and the U.S.
Bureau of Labor Statistics Consumer Expenditurev&yg demonstrating most low-
income consumers have below-average natural gag.usBhese reputable findings are
better reasoned and more accurate - low incomeuowers tend to live in smaller homes
or apartments, are more likely to be on fixed inespand are more conscientious of their
usage due to affordability concerns. This datdéarsmore detailed and reliable than
Laclede’s exclusive use of zip codes. Accordingbte designs that recovery more
revenue through the customer charge disproporgébndtarm low-income consumers
because they also tend to be low-use consumersspitbeOPC’s disagreement with
Laclede’s methods and conclusions on the incomgéusaationship, OPC concurs with
its ultimate conclusion that “additional analysighis area is merited.”

4, One aspect of rate design Laclede’s Report doesddress is designing
rates in a matter that best reflects a competinagket, which is an important factor
given that monopoly regulation is a substitute dompetition: Designing rates that
mimic a competitive market rate serves the publicppse of bringing the benefits of
competition to the rates charged by a regulatedopaly that does not otherwise face
competitive pressure on rates. This is best exéetpby the rates charged by Summit

Utilities, Inc; a company that faces competitioonfr propane service providers and

Y In the Matter of S. Louis County Water Company for Authority to File Tariffs Reflecting Increased Rates
for Water Service, Case No. WR-2000-844, May 3, 2001, 10 Mo. P.Sd2255.



admittedly must keep its customer charge low toaiencompetitive with the low
customer charge of propane providers. Laclede dotdace that same competitive
pressure on rates and it is the Commission’s ket rates that provide a substitute for
competition.

5. OPC is not aware of any facts justifying a daparfrom the current rate
design approach that includes a customer chargaesbwith a volume-based rate. The
current rate design for gas companies, which Lactddhracterizes as a “more traditional
rate design,” has been in place for decades antdws repeatedly found to be just and
reasonable by the Commission. Laclede correcthtest “under normal weather
conditions the “traditional” rate design would puoé the lowest bill at low usage levels
but the highest bill at higher usage levels.” kdd is incorrect, however, when it states
that the traditional rate design is only “fair”itfis “used in conjunction with a Customer
Usage Adjustment or weather clause.” The currat& design has consistently allowed
Laclede and other Missouri gas companies to sémeie customers with safe and reliable
service while earning a reasonable profit at thmeséime without any such usage or
weather adjustment.

6. Another important aspect of rate design not daghly addressed in
Laclede’s Report is the importance of designinggdhat send the proper price signal to
customers to encourage energy efficiency and ceasen. Rate designs that recover
more revenue through a volumetric rate, as opptsadixed charge, provide customers
with a meaningful incentive to conserve their usagie the same vein, rate designs that
recover more costs through a fixed customer chhage the opposite impact - they tend

to provide customers with a disincentive for impéasrting energy efficiency or



conservation practices. These important consigdeatshould be a part of any serious
discussion about rate design.

7. This reply to Laclede’s Report is not comprelnenss there are many
other aspects of the Report where OPC either agoeedisagrees with Laclede’s
assertions. OPC will not address all of thoseassuere but reserves the right to raise
those issues the next time Laclede’s rates aréireaegeneral rate review.

WHEREFORE, the Office of the Public Counsel resjpdigt offers this reply to

Laclede’s Report.
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