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INTRODUCTION  1 

Q. Please state your name and business address. 2 

A. My name is Charles R. Hyneman.  My business address is PO Box 2230, Jefferson City, 3 

Missouri 65102. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed by the Missouri Office of the Public Counsel (“OPC” or “Public Counsel”) 6 

as Chief Public Utility Accountant.  7 

Q. What is the role of the Public Counsel? 8 

A. Public Counsel represents and protects the interests of the public in any proceeding before or 9 

on appeal from the Missouri Public Service Commission (“Commission”).  10 

Q. Please describe your educational background. 11 

A. I was awarded a Master of Business Administration degree from the University of Missouri 12 

at Columbia; Bachelor of Science degrees in Accounting and Business Administration from 13 

Indiana State University at Terre Haute; and an Associate degree in Applied Science 14 

(“AAS”) in Contracts Management from the Community College of the Air Force, Wright-15 

Patterson Air Force Base. 16 

17 
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Q. Are you a Certified Public Accountant (“CPA”) licensed in the state of Missouri? 1 

A. Yes.  I hold a CPA license in the state of Missouri. I am also a member of the American 2 

Institute of Certified Public Accountants (“AICPA”).  The AICPA in an organization that 3 

represents the CPA profession nationally regarding rule-making and standard-setting. The 4 

AICPA established accountancy as a profession and developed its educational requirements, 5 

professional standards, code of professional ethics, licensing status, and its commitment to 6 

serve the public interest. 7 

Q. Please summarize your professional experience in the field of utility regulation. 8 

A. My professional experience in accounting and auditing began in 1993 when I was employed 9 

as a regulatory auditor by the Missouri Public Service Commission as part of the audit 10 

division of the Commission Staff’s (“Staff”) Accounting Department.  As a member of the 11 

Staff from 1993 to 2015, I participated in rate cases and other regulatory proceedings 12 

involving all major electric and natural gas utilities operating in the state of Missouri. While 13 

employed by the Staff I held various positions including manager of the Commission’s 14 

Kansas City Auditing Office.  I left the Staff in December 2015, holding the position of 15 

Regulatory Auditor V.  16 

Q. Do you have significant experience performing and supervising audits of utility 17 

Infrastructure System Replacement Surcharge (“ISRS”) petitions? 18 

A. Yes.  As a member of Staff, I was involved in the development and implementation of 19 

Staff’s policies and audit procedures on ISRS petitions beginning with the Commission’s 20 

implementation of the ISRS in 2004.  From 2004 to 2016, I have performed and supervised 21 

several natural gas ISRS audits of Laclede Gas and MGE as well as water utility ISRS 22 

audits of Missouri American Water Company. 23 

24 
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 Q. Are you presenting an analysis of the regulatory principles, policies, and practices 1 

addressed by the ISRS statute and ISRS rule? 2 

A. Yes.  I am basing my opinions on my education and significant experience with regulatory 3 

concepts, principles, and policies and with past Commission ISRS cases and rate cases.  I 4 

have supervised and performed general rate case audits since 1993 and ISRS audits since 5 

2004.  While with the Staff, I was also one of only a few Staff members who developed 6 

Staff’s ISRS policies and procedures which were at that time based on the ISRS statutes and 7 

ISRS rule. 8 

Q. What is the purpose of your direct testimony? 9 

A. My testimony provides an overview of ISRS policy followed by evidence that Laclede Gas 10 

Company’s (“Laclede Gas”) and Missouri Gas Energy’s (“MGE”) (collectively “Laclede”) 11 

September 30, 2016 ISRS petitions (“Laclede ISRS Applications”) include a significant 12 

amount of ineligible costs that cannot be recovered through an ISRS.  13 

POLICY  14 

Q. What is an ISRS? 15 

A. In 2003, the Legislature enacted Sections 393.1009, 393.1012, and 393.1015 of the Revised 16 

Missouri Statutes ("ISRS statutes").  The ISRS is a surcharge added to a ratepayer’s monthly 17 

utility bill by Missouri gas utilities for the limited purpose of recovering costs incurred 18 

performing mandated infrastructure replacements and repairs required by law, as well as 19 

infrastructure relocations mandated by a governing entity.  A typical replacement cost 20 

eligible for the ISRS would be a cost incurred replacing an aging and corroded cast iron 21 

main as required by a Commission-ordered cast iron replacement program.  22 

 Q. Does the ISRS surcharge calculation consider a utility’s need for a rate increase? 23 
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A. No. An ISRS surcharge only includes the cost associated with certain plant projects and 1 

does not consider increases in revenues or decreases in other costs that would offset a need 2 

for an increase in utility rates imposed by an ISRS surcharge. 3 

Q. Does the ISRS statute allow Laclede to raise rates on its customers regardless of its 4 

current profit levels? 5 

A. Yes.  Laclede has the authority, subject to limited Commission oversight, to increase its 6 

profit levels through this ISRS surcharge even during periods of excessive over-earnings. 7 

Q. Describe the Laclede Gas ISRS Petition in this case. 8 

A. On September 30, 2016, Laclede Gas filed a petition with the Commission to increase its 9 

current ISRS surcharge by $4.9 million to a total current ISRS surcharge of $29.9 million. 10 

Laclede’s current ISRS update is for ISRS plant placed in service during the periods March 11 

2016 through August 2016.  In its September 30, 2016 ISRS Application filing, Laclede also 12 

included estimated unknown future ISRS costs for the months of September and October 13 

2016.    14 

Q. Describe the MGE’s ISRS Petition in this case. 15 

A. MGE also filed for an increase in its current ISRS on September 30, 2016.  MGE proposed 16 

an ISRS increase of $3.4 million for a total current ISRS of $13.7 million.  MGE’s current 17 

ISRS update is for ISRS plant placed in service during the periods March 2016 through 18 

August 2016.  In its September 30, 2016 ISRS Application filing, MGE also included 19 

unknown future ISRS estimates for the months of September and October 2016. 20 

Q. Is it the obligation and responsibility of the Commission to put in place restrictions on 21 

a monopoly utility’s power to raise prices? 22 

A. Yes.  In a prior rate cases, the Commission stated that its guiding purpose in setting rates is 23 

to protect the public against the natural monopoly power of the utility.  The dominant 24 
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thought and purpose of the public utility law administered by the Commission is to protect 1 

the public.  While the Commission must give the monopoly utility a reasonable opportunity 2 

to earn a fair return on its investment, that concern is merely incidental to protecting the 3 

public.  4 

Q. Please summarize the remainder of your direct testimony. 5 

A. OPC made the following findings in its review of Laclede’s current ISRS Applications:  6 

 1.  Plastic replacements that are not worn out or deteriorated 7 

are ineligible to be included in an ISRS but have been 8 

included in Laclede’s current ISRS.  9 

 10 

 2. Hydro-testing a main does not qualify for ISRS eligibility 11 

because it is not a qualifying “gas utility plant project” for 12 

ISRS, but such costs have been included in Laclede’s current 13 

ISRS.  14 

 15 

 3. Laclede continues to supplement its ISRS petitions with 16 

estimated or budgeted future ISRS plant in direct 17 

contradiction to the ISRS Statutes and Commission ISRS 18 

Rule. 19 

 20 

 4.  The Commission assigns earnings-based and stock-based 21 

incentive-compensation to shareholders, not ratepayers.  22 

Laclede has included these expenses in ISRS work orders 23 

included in this case in an attempt to circumvent Commission 24 

policy and charge this compensation to ratepayers. 25 

 26 

Ineligible Plastic Replacements 27 

Q. OPC identified ineligible plastic replacement costs as an issue in this case.  Please 28 

explain how this issue developed and OPC’s basis for raising this issue. 29 
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A. OPC noticed during its review of Laclede’s petitions that many of Laclede’s work order 1 

authorization sheets (“face sheets”) include a substantial amount of plastic main and 2 

plastic service line replacements.   3 

ISRS petitions typically include costs incurred replacing cast iron, bare steel, or copper 4 

mains, and service lines according to each natural gas company’s pipeline replacement 5 

program(s).  These natural gas company replacement programs are designed to eliminate 6 

corrosive metal infrastructure.  The presence of a significant amount of plastic 7 

replacements, typically associated with newer replacements, raised concerns that Laclede 8 

is including costs of replacing infrastructure that was neither worn out nor in a 9 

deteriorated condition. 10 

Q. Why is OPC concerned that Laclede’s ISRS includes replacement costs for plastic 11 

mains and plastic service lines that are not worn out or in deteriorated condition? 12 

A. OPC’s concerns were explained in its Motion to Deny Proposed Rate Increases that 13 

explained ISRS surcharge increases for infrastructure replacements are limited to 14 

replacing existing infrastructure that is “worn out or in deteriorated condition” per 15 

Section 393.1009(5)(a) RSMo.  OPC’s discovery of fairly new infrastructure being 16 

replaced with newer infrastructure raised concerns that Laclede’s petitions do not comply 17 

with the law. 18 

Q. What is the average estimated life of a plastic main and plastic service line? 19 

A. Laclede’s two local distribution companies operate under two separate sets of 20 

depreciation rates. Laclede Gas depreciation rates indicate the life of a plastic main is 21 

estimated at 70 years and the life of a plastic service line is estimated at 44 years. (See 22 

Schedule CRH-D-1). MGE’s depreciation rates do not distinguish a “plastic” main or 23 

service line from other types of mains or service lines such as bare steel, and include the 24 

more general depreciation rates of 50 years for mains and 40 years for service lines.  25 
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Q. Was OPC able to verify that Laclede’s ISRS petitions included the replacement of 1 

plastic mains and plastic service lines that were not worn out or in deteriorated 2 

condition? 3 

A. Yes.  OPC issued a number of data requests to Laclede that requested more details on the 4 

plastic replacements.  Laclede provided OPC with a breakdown showing the number of 5 

feet of plastic pipe being replaced and the year the plastic pipe was initially put into 6 

service (See Schedule CRH-D-2).  This data shows Laclede is routinely replacing a 7 

substantial amount of plastic mains and service lines not beyond their estimated average 8 

life, and in many cases, were installed only a few years before Laclede made the decision 9 

to replace them again.   10 

The following table provides examples of work orders included in Laclede’s ISRS 11 

petition where a large portion of the mains and service lines being replaced are made of 12 

plastic, were installed relatively recently, and are not worn out or deteriorated: 13 

Sample of Ineligible Plastic Service Line  

and Main Replacement Costs Included in this ISRS 

Work 

Order 

No. 

Replaced 

Plastic 

Installed 

as 

Recently 

as year… 

Total 

Feet of 

Replaced 

Plastic 

Approx Total 

Project Cost 

Portion of 

Ineligible 

Plastic 

Replacements 

900836 2012 5,168’ $830,000  39% plastic 

900546 2015 3,041’ $336,000  51% plastic 

900547 2014 7,217’ $418,000  43% plastic 

900983 2013 3,472’ $490,000  34% plastic 

900882 2016 1,642’ $735,000  33% plastic 

900609 2013 2,871’ $231,000  34% plastic 

900747 2015 2,537’ $469,000  18% plastic 

901163 2012 1,549’ $191,000  38% plastic 

901090 2015 1,162’ $828,000  21% plastic 

7
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Note the age of the pipe being replaced is nowhere near the end of a main or service line's 1 

estimated life. These nine work orders alone include 28,659 feet of plastic service lines 2 

and mains installed between 1973 and 2016.  This number excludes the few plastic mains 3 

and service lines replacements where the replaced pipe had reached the end of its 4 

estimated life per Laclede’s depreciation schedules. 5 

Q. The above table includes only Laclede Gas work orders.  Did MGE also include 6 

similar plastic main and service line replacements for pipe that had not reached the 7 

end of its useful service life? 8 

A. Yes.  MGE also replaced polyethylene/plastic in a large number of work orders, 9 

including but not limited to the following: #009224 (1,918 feet), #800083 (2,301 feet), 10 

#800084 (1,680 feet), #009225 (908 feet), #005456 (625 feet), #009230 (1,362 feet), 11 

#800072 (657 feet), #800178 (650 feet), #800085 (472 feet), #800145 (494 feet), 12 

#800045 (360 feet), #800086 (321 feet), #800543 (383 feet), and #800254 (391 feet). 13 

(See Schedule CRH-D-3). 14 

Q. Did Laclede provide OPC with an explanation of why it considers the replacement 15 

of plastic mains and service lines that are not worn out or in deteriorated condition 16 

to be eligible for the ISRS? 17 

A. Yes.  Laclede explained in response to an OPC data request that it included the costs to 18 

replace the plastic mains and service lines because “[t]he plastic portion of the main was 19 

no longer usable because the cast iron and bare steel main that it was connected to was 20 

being replaced.”  Laclede further explained that it did not separate out the ineligible 21 

portion of the replacements because “it is not economically or practically feasible to 22 

separate those parts from the entire length of the line.” (See Schedule CRH-D-4). 23 

Q. Does OPC concur with Laclede’s conclusion that plastic main replacements are 24 

eligible for the ISRS so long as they are “no longer usable” according to Laclede?   25 
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A. No.  Usability is not a qualifying criterion for ISRS eligibility. 1 

Q. Does OPC concur with Laclede’s conclusion that plastic main replacements are 2 

eligible if it is not economically or practically feasible to Laclede to separate out the 3 

eligible from the non-eligible replacements? 4 

A. No.  Economic or practical feasibility is not a qualifying criterion for ISRS eligibility. 5 

Q. Is OPC recommending any changes to the way Laclede operationally accomplishes 6 

its plant projects? 7 

A. Not at all.  This is not an operational issue but simply a cost allocation issue.  The only 8 

thing OPC requests is that only costs that are ISRS qualifying are charged to ratepayers in 9 

an ISRS petition and costs that are not ISRS qualifying (interpreted narrowly as directed 10 

by the Supreme Court) are not included in Laclede’s periodic ISRS petitions.  OPC’s 11 

recommendations will have no impact on Laclede’s work crews but only on Laclede’s 12 

regulatory personnel who calculate and submit ISRS requests. 13 

Q. Is this issue similar to any prior ISRS eligibility issues before the Commission? 14 

A. Yes.  In two prior ISRS petitions the Commission addressed the issue of whether 15 

replaced infrastructure met the requirement that it be “worn out or in deteriorated 16 

condition.” In the first petition, the Commission allowed Liberty Utilities’ ISRS to 17 

include costs incurred replacing infrastructure damaged by human conduct.  In reversing 18 

the Commission’s order, the Supreme Court concluded: 19 

The PSC’s interpretation conflicts with the clear legislative intent 20 

as demonstrated by the plain language of the statute. The PSC 21 

erred in relying upon its presumption that any change to a gas 22 

utility plant project qualifies for an ISRS surcharge. Only 23 

infrastructure which is in a worn out or deteriorated condition, as 24 
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stated herein, is eligible for an ISRS surcharge. Hence, the PSC’s 1 

order is not lawful because it is contrary to the plain language of 2 

the statute, which limits projects that qualify for an ISRS 3 

surcharge. 4 

 5 

Q. Has the Commission complied with the Supreme Court’s Opinion? 6 

A. Yes.  In File Nos. GO-2015-0341 and GO-2015-0343, the Commission followed the 7 

Supreme Court’s direction and rejected Laclede’s attempt to include costs incurred 8 

replacing telemetry infrastructure that was not worn out or in deteriorated condition.  In 9 

its Report and Order, the Commission referenced the above Supreme Court opinion and 10 

concluded the telemetry equipment was ineligible because there were no signs of 11 

corrosion and because Laclede replaced the telemetry equipment due to the efficiency of 12 

replacing it at the same time it replaced eligible regulator stations. The Commission held: 13 

The court’s decision makes clear that the Commission should 14 

evaluate the eligibility of gas utility plant projects narrowly in 15 

order to ensure compliance with the legislature’s intent.  When 16 

evaluating the telemetry equipment Laclede replaced, which are 17 

pipeline system components installed to comply with state or 18 

federal safety requirements, the evidence shows that the specific 19 

units at issue in work orders 604180 and 604190 were still 20 

operable at the time of the replacements.  There were no signs of 21 

deterioration, such as corrosion.   22 

 23 

While it is clear that telemetry equipment plays a vital role in 24 

monitoring and ensuring the safe distribution of gas, Laclede failed 25 

to show the specific parts replaced were in an impaired 26 

condition… Since the telemetry equipment replacement occurred 27 

at the same time as regulator station upgrades, it appears the timing 28 

of the replacement was more likely motivated by the efficiency of 29 

changing both at the same time than the age of the equipment or 30 

any actual impairment. 31 

 32 

Q. What does OPC recommend the Commission do to address this issue? 33 

A. OPC recommends the Commission order Laclede to identify and remove all costs 34 

included in these ISRS petitions incurred replacing infrastructure that was not worn out 35 

10



Direct Testimony of   
Charles R. Hyneman  
File No. GO-2016-0332 
File No. GO-2016-0333 
 

or in deteriorated condition, which includes all plastic mains and service lines unless 1 

Laclede provides definitive proof that a particular plastic main or service line was worn 2 

out or in deteriorated condition. 3 

Q. Are there methods that could be used to determine what costs to remove? 4 

A. Yes.  There are very simple methods that could be used to separate the eligible ISRS 5 

costs from the ineligible ISRS costs. 6 

Hydro-Testing Mains 7 

Q. OPC identified ineligible hydro-testing costs as an issue in this case.  Please explain 8 

how this issue developed and OPC’s basis for raising this issue. 9 

A. During a review of the work order authorization sheets provided by Laclede, OPC 10 

identified work orders (Work Orders #009253, #009914 and #007935) that included 11 

“hydrotest” costs not tied to any work being performed on the pipe to make it safer.  The 12 

work order authorization for work order 009253 states in part, “MGE intends to hydrotest 13 

the Odessa Lateral 12” pcs transmission main for Pipeline Integrity purposes.” (See 14 

Schedule CRH-D-5).   15 

To better understand these work orders, OPC issued data request 9.b to Laclede that 16 

asked for a “detailed explanation as to how the hydrotest qualifies for ISRS.” Laclede’s 17 

response claimed the hydrotest was eligible under the theory that, because the test 18 

indicated the transmission main was not worn out or deteriorated, it essentially extended 19 

the useful life of the main. 20 

Q. Does OPC agree that the hydrotests are eligible for the ISRS? 21 

A. No.  Section 393.1009(5)(b) RSMo limits eligible projects to “ [m]ain relining projects, 22 

service line insertion projects, joint encapsulation projects, and other similar projects 23 

extending the useful life or enhancing the integrity of pipeline system components 24 
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undertaken to comply with state or federal safety requirements.”   A hydrotest is different 1 

from the listed projects because those require Laclede to make improvements to the pipe; 2 

a hydrotest simply gauges the main’s integrity without making any safety-related 3 

improvements.   4 

Q. What does OPC recommend the Commission do to address this issue? 5 

A. OPC recommends the Commission order Laclede to identify and remove all hydro-6 

testing costs included in these petitions.   7 

Unlawful Supplementing of ISRS Petitions 8 

Q. OPC’s Motion to Deny Proposed Rate Increases raises the issue of Laclede’s petitions 9 

including two months of estimated costs that are ineligible for ISRS recovery 10 

because the supporting documentation was not filed with the petitions.  Did Laclede 11 

include similar unsupported cost estimates in these ISRS petitions? 12 

A. Yes.  Laclede’s petitions included the supporting documentation for the costs incurred 13 

during the period March 1, 2016 through August 31, 2016, but the petitions included only 14 

estimates for the costs incurred in September 2016 and October 2016 without any 15 

supporting documentation. 16 

Q. What details did Laclede include in its petitions for the September 2016 and 17 

October 2016 costs? 18 

A. The following two tables provide the entire extent of what Laclede’s petitions provided 19 

the Commission, the Staff, and OPC for the estimated September 2016 and October 2016 20 

costs:21 
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 1 

  Laclede Description Provided Laclede September 2016 Laclede October 2016 

Main Replacements – Additions $4,125,000.00 $2,600,000.00 
Service Transfer Work Orders $2,600,000.00 $1,200,000.00 
Mains Cast Iron Leak Clamp $75,000.00 $75,000.00 
Service  Renewals $1,500,000.00 $1,700,000.00 
Relocations - $650,000.00 

TOTAL $8,300,000.00 $6,225,000.00 
 2 

  MGE Description Provided MGE September 2016 MGE October 2016 

Blanket Work Order Estimates $757,744.15 $757,744.15 
Work order estimates $3,363,921.77 $15,815,306.90 

TOTAL $4,121,665.92 $16,573,051.05 
 3 

These estimates include over $35 million in new ISRS plant without any information 4 

that would enable an auditor to understand or seek discovery on the basis for any of these 5 

costs.   6 

Instead, Laclede provided only vague estimates without identifying any projects.  It 7 

should be noted that for MGE, the majority of the estimates are for October 2016.  MGE 8 

estimated it would incur almost five times the projects in October than it would in 9 

September; a detail suggesting MGE was well aware of the projects it intended to include 10 

for these months but simply chose not to provide any supporting documentation for those 11 

projects with its petition.  Moreover, by including $15 million in new costs for October, 12 

where MGE provides the supporting documentation much later, MGE effectively 13 

eliminated the public’s ability to review the vast majority of the new costs. 14 

Q. When did Laclede provide OPC and the Staff with the supporting documentation 15 

for the September 2016 and October 2016 costs? 16 

13
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A. Laclede provided OPC with the supporting documentation for the October 2016 costs on 1 

November 10, 2016, forty-one days after the petitions were filed, and only nineteen 2 

days before the Staff’s audit was due.  Laclede provided OPC with its supporting 3 

documentation for the September 2016 costs on October 19, 2016 and October 20, 2016, 4 

nineteen and twenty days after the petitions were filed respectively.   5 

Q. Did Laclede’s decision to provide the supporting documentation so late in the 6 

process harm OPC’s ability to effectively audit the ISRS petitions? 7 

A. Yes.  The ISRS statute allows only 60 days to audit tens of millions of dollars of ISRS 8 

plant work orders.  Performing an audit of ISRS work orders requires an investment in a 9 

significant amount of OPC’s resources.  Even with the legally-mandated 60-day audit 10 

period, OPC struggles to complete an audit of an ISRS Application.  Compounding this is 11 

the fact Laclede files two separate and distinct ISRS petitions at the same time and then 12 

supplements the petition with guesses of what level of ISRS costs it will incur in months 13 

subsequent to its Applications.   14 

Q. Did Laclede’s decision to provide the supporting documentation so late in the 15 

process harm Staff’s ability to complete an ISRS audit? 16 

A. No.  Staff does not conduct a substantive ISRS audit. Completing the Staff’s audit scope 17 

for an ISRS audit takes very little time and resources.  Unfortunately, their process 18 

provides little or no benefit to Laclede’s ratepayers. 19 

Laclede includes prohibited compensation costs in its ISRS surcharge 20 

Q. Has the Commission consistently ruled that earnings and equity-based incentive 21 

compensation provides no ratepayer benefit and any utility costs associated with 22 

this type of compensation should be allocated to shareholders? 23 

14
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A.  Yes, in several instances.  For example, in its Report and Order issued in a 1996 MGE 1 

rate case, No. GR-96-285, the Commission stated the following regarding the issue of 2 

incentive compensation plans that used shareholder-oriented financial measures:  3 

The Commission finds that the costs of MGE’s incentive 4 

compensation program should not be included in MGE’s revenue 5 

requirement because the incentive compensation program is driven 6 

at least primarily, if not solely, by the goal of shareholder wealth 7 

maximization, and it is not significantly driven by the interests of 8 

ratepayers. 5 Mo.P.S.C.3d 437,458 (January 22, 1997). 9 

 10 

The Commission reiterated its position in its Report and Order in MGE’s 2004 rate case, 11 

No. GR-2004-0209: 12 

The Commission agrees with Staff and Public Counsel that the 13 

financial incentive portions of the incentive compensation plan 14 

should not be recovered in rates. Those financial incentives seek to 15 

reward the company’s employees for making their best efforts to 16 

improve the company’s bottom line. Improvements to the 17 

company’s bottom line chiefly benefit the company’s shareholders, 18 

not its ratepayers. Indeed, some actions that might benefit a 19 

company’s bottom line, such as a large rate increase, or the 20 

elimination of customer service personnel, might have an adverse 21 

effect on ratepayers. If the company wants to have an incentive 22 

compensation plan that rewards its employees for achieving 23 

financial goals that chiefly benefit shareholders, it is welcome to 24 

do so. However, the shareholders that benefit from that plan should 25 

pay the costs of that plan. The portion of the incentive 26 

compensation plan relating to the company’s financial goals will 27 

be excluded from the company’s cost of service revenue 28 

requirement. 29 

The Commission also addressed this issue in its Report and Order in the Empire District 30 

Electric Company’s rate case, Case No. ER-2006-0315: 31 

Finding: The Commission finds that the Staff reasonably applied 32 

objective criteria for exclusion of certain incentive compensation. 33 
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The Staff disallowed compensation related to charitable activities 1 

and activities related to the provision of services other than retail 2 

electric service. The Staff disallowed the Lighting Bolts incentive 3 

compensation, as they did not relate to the provision of electric 4 

service and there were no performance criteria for receipt of the 5 

awards; they were given solely at the Company management’s 6 

discretion. 7 

Conclusion: We conclude that incentive compensation for meeting 8 

earnings goals, charitable activities, activities unrelated to the 9 

provision of retail electric service, discretionary awards, and stock 10 

options should not be recoverable in rates. 11 

In its Report and Order in Case No. ER-2006-0314, Kansas City Power & Light 12 

Company (“KCPL”) when addressing the issue of earnings-based compensation, the 13 

Commission expressly ordered: 14 

KCPL management is free to offer whatever compensation packages 15 

it wants. Nevertheless, if the method KCPL chooses to compensate 16 

employees shows no tangible benefit to Missouri ratepayers, then 17 

those costs should be borne by shareholders, and not included in cost 18 

of service. 19 

 20 

The Commission also reiterated its position on incentive compensation matters in its 21 

Report and Order in Case No. ER-2007-0291, another KCPL rate case.  22 

Q. Did Laclede deny that it includes earnings-based and equity-based costs in its ISRS 23 

work orders? 24 

A. No.  OPC issued data requests 1002 and 1003 to Laclede requesting the dollar amount of 25 

earnings-based incentive compensation and equity (stock)-based incentive compensation 26 

included in each ISRS work order.  Laclede’s answer stated that Laclede does not keep 27 

this type of information (See Schedule CRH-D-6).  Regardless of the fact that the 28 

Commission expressly prohibits utilities from charging ratepayer for these costs, Laclede 29 

says it has no “business reason” for tracking these costs in its work orders. 30 
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Q. How would you characterize Laclede’s response to OPC data request Nos. 1002 and 1 

1003? 2 

A. It is very concerning and raises many questions.  One question is why does Laclede not 3 

track the specific types of compensation it charges to its books and records, including its 4 

plant records?  Another question is why did Laclede recently acquire highly sophisticated 5 

and very expensive financial system software if it is not using this software to track the 6 

types of costs it is recording in its books and records?  Laclede’s response raises 7 

additional question regarding Laclede’s compliance with the Commission’s Rule 8 

requiring that it keeps its books and records in accordance with the FERC’s Uniform 9 

System of Accounts.   10 

Q. Do you believe Laclede does not track the types of compensation it records to its 11 

books and records? 12 

A. No.  If Laclede did not do so, it would be highly imprudent. I am not convinced that 13 

Laclede does not actually track these costs.  Further investigation is required. 14 

Q. Should the fact that Laclede said it has no business reason to track earnings and 15 

stock-based compensation in its books and records be of a concern to the 16 

Commission? 17 

A. Yes.  If Laclede is not tracking these costs and removing these costs it is in open defiance 18 

of a Commission directive.  It also raises questions about other costs that could be 19 

unjustly and unreasonably charged to Laclede customers simply because Laclede is not 20 

performing its obligation to do a detailed accounting of every cost charged to its 21 

customers.  22 

Q. Should the Commission order Laclede to remove all earnings and equity-based 23 

incentive compensation costs from the work orders included in this ISRS (including 24 

the original and all updates)? 25 

17
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A. Yes. 1 

Q. Does this conclude your direct testimony?   2 

A. Yes.  3 
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