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Q. Please state your name and business address.

A. Mark L. Oligschlaeger, P.O. Box 360, Jefferson City, MO 65102.

Q. Please describe your educational background and work experience.

A.
I attended Rockhurst College in Kansas City, MO, and received a Bachelor of Science degree in Business Administration with a major in Accounting in 1981.  I have been employed by the Missouri Public Service Commission (Commission) as a Regulatory Auditor since September 1981 within the Accounting Department.  In November 1981, I passed the Uniform Certified Public Accountant (CPA) examination and, since February 1989, I have been licensed in the state of Missouri as a CPA.

Q.
Have you previously filed testimony before this Commission?

A.
Yes, numerous times.  A listing of the cases in which I have previously filed testimony before this Commission is given in Schedule 1, which is attached to this rebuttal testimony.

Q.
With reference to Case No. GA-2002-429, have you examined the books and records of Laclede Gas Company (Laclede or Company)?

A.
Yes, with the assistance of other members of the Commission Staff (Staff).

Q.
What is the purpose of your rebuttal testimony?

A.
The purpose of my testimony in this proceeding is to respond to Laclede’s Application to this Commission for an Accounting Authority Order (AAO) concerning the financial impact of a warmer than normal winter in 2001-2002.  I will respond specifically to the direct testimony filed by Laclede witness Michael R. Spotanski in support of the Company’s AAO Application.

Q.
Are other Staff witnesses filing rebuttal testimony in this proceeding?

A.
Yes.  Staff witness James M. Russo and Staff witness James A. Gray, both of the Energy Department, will be filing rebuttal testimony in this proceeding as well.
BACKGROUND ON AAOS

Q. What are AAOs?

A.
AAOs are applications by a utility to account for an item in a way that differs from the Commission’s prescribed Uniform System of Accounts in some manner.  Most often, AAOs are used to “defer” on the utility’s balance sheet a cost that would otherwise be charged to expense currently on the utility’s income statement.  This treatment allows a utility to seek rate recovery of the deferred item in a subsequent rate case, even if the cost in question was not incurred within the test year ordered for that rate proceeding.  The Commission has usually reserved deferral treatment of expenses for “extraordinary items.” 

Q.
Once costs are deferred pursuant to the Commission granting an AAO, are the deferred costs subsequently allowed recovery in rates?

A.
Yes, but only if the Commission finds rate recovery to be appropriate.  As a standard practice, the Commission has reserved all ratemaking questions concerning costs deferred through AAO applications to subsequent rate proceedings.  If the Commission does approve recovery of deferred costs, that recovery generally takes the form of an expense amortization, over periods that have ranged from five to twenty years.  The Commission’s current policy is not to grant rate base treatment to the unamortized balance of an AAO deferral.

Q.
What is an “extraordinary item?”

A.
The Federal Energy Regulatory Commission (FERC) Natural Gas Uniform System of Accounts (USOA) defines “extraordinary items” in the following manner:

Extraordinary Items.  It is the intent that net income should reflect all items of profit or loss during the period….

Those items related to the effects of events and transactions which have occurred during the current period and which are of unusual nature and infrequent occurrence shall be considered extraordinary items.  Accordingly, they will be events and transactions of significant effect which are abnormal and significantly different from the ordinary and typical activities of the company, and which would not reasonably be expected to recur in the foreseeable future…
To be considered as extraordinary under the above guidelines, an item should be more than approximately 5 percent of income, computed before extraordinary items.  Commission approval must be obtained to treat an item of less than 5 percent, as extraordinary…  

(General Instruction No. 7.) (Emphasis added.)

The Commission has adopted the FERC Natural Gas USOA by rule 4 CSR 240‑40.040. 

Q. Why should an item or event have to be considered extraordinary before it can be eligible for AAO treatment?


A.
The ratemaking process is premised upon normality and regularity as the basis for setting rates.  Accounting and ratemaking rules and conventions are presumed to be capable of adequately reflecting the ongoing and normal changes in revenues, expenses and rate base which a utility will experience over time.  Only infrequently do extraordinary events occur which justify changes to normal utility accounting and ratemaking practices and procedures.  Only truly extraordinary items and events justify extraordinary accounting and ratemaking treatment, such as the deferral and amortization of items that would normally be charged to expense when they are incurred.


Q.
Has the Commission accepted this position in past orders?

A.
Yes, on numerous occasions.  The Commission, in Case No. WR‑2000‑281, Missouri-American Water Company, in its Order Concerning Non-Unanimous Stipulation and Agreement, Denying Motion to Modify, stated on page 8:

The items deferred are booked as an asset rather than as an expense, thus improving the financial picture of the utility in question during the deferral period.  Id.  AAOs should be used sparingly because they permit ratemaking consideration of items from outside the test year.

The deferral of cost from one period to another period for the development of a revenue requirement violates the traditional method of setting rates.  Rates are usually established based upon a historical test year which focuses on four factors: (1) the rate of return the utility has the opportunity to earn; (2) the rate base upon which a return may be earned; (3) the depreciation costs of plant and equipment; and (4) allowable operating expenses.  State ex. Rel. Union Electric Company vs. PSC, 765 S.W. 2d 618, 622 (Mo. App. 1988).  

Q.
Please describe the Commission’s standards for granting utility requests for AAOs.

A.
The Commission expressed its general view on, and its standards for, deferral of costs incurred outside a rate case test year in its Report And Order in consolidated Case Nos. EO-91-358 and EO-91-360, both filed by Missouri Public Service, a division of UtiliCorp United Inc. (now Aquila Inc.).  In this Report And Order, the Commission expressed its view that costs incurred outside of a rate case test year should be allowed only on a limited basis.  The Commission stated, at pages 6-7:

The deferral of costs from one period to another period for the development of a revenue requirement violates the traditional method of setting rates…

…Under historical test year ratemaking, costs are rarely considered from earlier than the test year to determine what is a reasonable revenue requirement for the future.  Deferral of costs from one period to a subsequent rate case causes this consideration and should be allowed only on a limited basis.

This limited basis is when events occur during a period which are extraordinary, unusual and unique, and not recurring…(Emphasis added).
Since issuing its Report And Order in Case Nos. EO-91-358 and EO-91-360, the Commission has consistently referred to this Report And Order as the basis for its decisions on granting or rejecting AAO applications.

SUMMARY OF LACLEDE REQUEST

Q.
What actions is Laclede requesting that the Commission take in respect to this AAO Application?

A.
Laclede is requesting that the Commission grant it approval to defer to Account 182.3, Other Regulatory Assets, certain costs that Laclede was allegedly unable to recover due to warmer than normal temperatures during the winter of 2001-2002.

Q.
Why would warmer than normal temperatures last winter affect Laclede’s financial results?

A.
This topic is addressed in the rebuttal testimony of Staff witness Gray. 

Q. What is the basis for Laclede’s request for an AAO in this proceeding?

A.
In its Application and supporting testimony, Laclede asserts that the warmer than normal weather in the winter of 2001-2002 was extraordinary in nature.  Consequently, in Laclede’s view, an AAO is justified to allow the Company the opportunity to recover in future rates its shortfall in earnings due to the alleged extraordinary weather last winter.  This shortfall in earnings has allegedly caused an inability by Laclede to recover certain costs included in its cost of service.

Q.
Are there aspects of Laclede’s AAO request that present issues of first impression to the Commission?

A.
Yes, there are several.  First, this is the first AAO request that asks the Commission to find that temperature levels can be extraordinary.  Second, while Laclede’s Application refers to its desire to defer costs it asserts went unrecovered due to weather impacts, in reality Laclede is seeking to defer revenues it did not earn during the winter of 2001-2002 due to abnormally warm temperatures.  In turn, these “foregone” revenues caused Laclede to experience a lower return on equity (ROE) than it otherwise would have.  No utility in this jurisdiction has ever sought authority to defer “lost” revenues and “lost” ROE in the past from this Commission.

Q.
Is it even accurate to describe Laclede’s Application as a request to “defer” costs?

A.
No.  The concept of deferral involves actual incurred costs, normally charged to expense, that instead are booked to an asset account on the balance sheet.  What Laclede is seeking here is the authority to book certain hypothetical revenue amounts, reflecting sales it did not bill during the past winter, to an asset account on the balance sheet.  This is not a “deferral” of costs; rather, if approved, this AAO will result in the “imputation” of hypothetical revenues into Laclede’s financial records.

STAFF POSITION ON LACLEDE AAO REQUEST

Q. What is the Staff’s position concerning Laclede’s request for an AAO in this proceeding?

A.
The Staff recommends that the Commission reject this Application for an AAO for the following reasons:

1)
Differences in actual weather patterns from normal levels used in setting rates should not be considered extraordinary;

2)
Assuming that some level of difference between actual and normal temperature levels could be considered extraordinary, Laclede has not proposed any standard for making that judgment;

3)
The rate process currently takes into account the risk that gas utility earnings will be affected by abnormal weather;

4)
The AAO process should not be used to guarantee ROE levels to the utility; 

5)
Using the AAO process to impute hypothetical revenues not earned in a past period is suggestive of retroactive ratemaking; and

6)
Laclede’s AAO request meets neither the Commission’s past standard for granting of AAOs nor the Staff’s current suggested criteria for issuance of AAOs.

Each of these points will be discussed in this rebuttal testimony.

Q.
In the Staff’s opinion, can warmer or colder temperatures than normal ever be considered extraordinary in nature?

A.
No.  If there are few certainties in life, one certainty is that the weather patterns in any period will never exactly match the weather “normals” used in setting rates.  In other words, whether the difference is large or small, weather for a winter season, summer season, or annual period will always be warmer or cooler than “normal.”  

Q. 
But couldn’t weather in a particular period be considered so much warmer or so much cooler than normal levels that it could be considered extraordinary?

A.
The Staff disagrees with that premise.  The records show that the winter of 2001-2002 was warmer than most, but how does that make it extraordinary in nature?  However, assuming for the sake of argument that some abstract level of warmer or cooler temperatures could be considered extraordinary in nature, Laclede’s Application is totally silent as to how that determination could be reasonably made.

Q.
What evidence has Laclede produced that the warmer than normal temperatures in the winter of 2001-2002 should be considered extraordinary?

A.
In Mr. Spotanski’s direct testimony, he makes the following assertions:

1)
The weather from November 2001 through January 2002 was the warmest ever for the contiguous United States since records have been kept (1895), and global weather temperatures for January 2002 were the warmest since records have been kept (123 years);

2)
In Laclede’s service territory, October 2001 – March 2002 temperatures were 17% warmer than normal.  The number of heating degree days (HDD) during the past winter season were 735 below normal levels.  (HDD are defined in Staff witness Gray’s rebuttal testimony.)  The Company asserts that the past winter heating season in its service territory was the fifth warmest ever experienced in the more than 100 years records have been kept.

Q.
What relevance do national or global weather patterns have to the question of whether Laclede should receive an AAO?

A.
None.

Q.
Do Laclede’s citations to the relative ranking of this winter’s weather compared to past winters in its service territory, and the difference in HDDs experienced this winter compared to normal levels, establish reasonable criteria for establishing the alleged extraordinary weather this past winter?

A.
Certainly not, in and of themselves.  These references to comparative data beg the question: what is extraordinary?  If the fifth warmest winter in 100 years is to be considered extraordinary, is it only the five warmest winters in a 100-year period?  What about the ten warmest winters?  The 50 warmest winters?  Do experiencing 735 fewer than normal HDDs in a winter constitute the dividing line between extraordinary and non-extraordinary?  If not, what is that dividing line?  Are 500 fewer HDD in a heating season extraordinary?  What about one HDD less than normal?

As will be discussed further in this testimony, the logical conclusion of Laclede’s AAO request in this case is that any difference in actual weather in a period compared to normal levels could be considered extraordinary.

Q.
If, for the sake of argument, one assumes that some level of warmer than normal or cooler than normal weather should be considered extraordinary, does that mean that the impact of all warmer than normal or cooler than normal weather is extraordinary?

A.
No.  AAOs, when they are used properly, are only intended to remove the impact of extraordinary items from a utility’s income statement.  In theory, then, Laclede should be seeking to remove only the impact of “extraordinary” warmer than normal weather from its earnings, not “normal” warmer than normal weather.  Through this Application, however, Laclede is seeking to impute all lost revenues associated with warmer than normal temperatures in the winter of 2001-2002.  In short, Laclede wants its earnings restated for that winter as if no deviation from normal temperatures at all had occurred.  This constitutes a totally inappropriate use of an AAO.

To state it another way, assume that the Commission would order that a band of 500 HDDs, either above or below the normal HDD level for a winter period, would constitute a reasonable band of “normal weather.”  If, under that policy, a gas utility like Laclede had a winter in which it experienced 735 HDD less than normal, an appropriate AAO would only allow that utility to defer the financial impact of 235 HDD (the difference between the actual HDD experienced and the closest value within the “normal” HDD band).  

Q.
Are you suggesting that the Commission establish a normal weather HDD “band” in this proceeding?

A.
Not at all.  The Staff does not believe that hotter or colder weather than normal should ever be considered extraordinary.  By making this argument, the Staff is only pointing out a logical flaw in Laclede’s proposed use of the AAO mechanism.  The Company’s proposed quantification of the amount of revenues to be imputed into its financial statements is premised upon an implicit belief than any deviation from normal temperatures in a given period is “extraordinary.”

Q.
By what standard does the Company propose to measure the difference between actual temperatures in the winter of 2001-2002 and “normal” weather?

A.
If this AAO is approved, Laclede proposes to measure the amount to be deferred by calculating the difference between actual HDDs experienced in the winter of 2001-2002 and the level of “normal” HDDs allegedly reflected in rates in Laclede’s last rate case, No. GR-2001-629.  The Staff’s concerns with this approach are discussed in the rebuttal testimony of Mr. Gray. 

Q.
Has Laclede proposed other regulatory mechanisms in other forums that are also intended to totally eliminate the impact of abnormal weather on its earnings?

A.
Yes.  In its current rate increase proceeding, Case No. GR-2002-356, as well as past rate cases, Laclede has proposed adoption of a “weather mitigation clause” (WMC).  A WMC would allow use of automatic rate adjustments to remove the impact of abnormal weather from Laclede’s earnings, either positive or negative. 

It is clear that Laclede intends its instant AAO Application to operate in the same manner as its proposed WMC; i.e., to remove the impact of abnormal weather completely from earnings.  One major difference between the two mechanisms is that the WMG would in theory insulate both Laclede and its customers from weather impacts, while the AAO would only benefit Laclede. 

Q.
Should any proposal to insulate Laclede’s earnings from the risk of abnormal temperatures be based upon deviations from weather normals in both directions?

A.
Yes.  If gas utilities such as Laclede are to be protected from the adverse earnings impacts of warmer than normal winter temperatures, then gas customers should be likewise protected against adverse rate impacts caused by colder than normal winter temperatures.  As is discussed in Staff witness Russo’s direct testimony in the current Laclede rate case, the Staff opposes the WMC in the form proposed by Laclede.  However, the WMC is superior to Laclede’s request for an AAO in this respect, at least: it is a regulatory tool that can potentially operate fairly in relation to both the utility and ratepayers.

Q.
Has Laclede recently experienced a colder than normal winter? 

A.
Yes.  According to the response to Staff Data Request No. 11, the winter of 2000-2001 was unusually cold, and in fact was the ninth coldest winter in over 100 years of data.  Laclede did not seek an AAO at that time to pass on to its customers the higher level of revenues it received as a result of the abnormally cold weather.

Q.
In his direct testimony, Laclede witness Spotanski cites other factors as worsening the Company’s financial plight due to the alleged “extraordinary” weather of last winter.  Please comment on these statements.

A.
Yes.  At page 12 of his direct testimony, Mr. Spotanski states that, “The financial effects of four and a half years of under-earnings, the loss of the GSIP, and a rising tide of bad debts from the Company’s efforts to maintain service to its most vulnerable customers, have significantly eroded Laclede’s ability to withstand the kind of extraordinary impact occasioned by this winter’s exceptionally warm weather.”  

Quite simply, all of these non-weather factors are totally irrelevant to the question of whether the temperatures from last winter are extraordinary or not.  If they are not otherwise extraordinary, then Commission decisions in other dockets and fluctuations in other expenses cannot somehow convert last winter’s weather to extraordinary status.  It would also violate the conventions of normal financial and regulatory accounting to combine the impacts of several discrete non-extraordinary events, and attempt to claim the results of all the events in combination was extraordinary in nature. 

Q.
Are potential variations in actual weather from normal levels an element of risk for gas utilities?

A.
Yes.  The Staff believes that the existence of a risk of abnormal weather patterns affecting gas utilities’ earnings is commonly understood both by the utilities and by their actual and potential investors.  The Staff further asserts that the risk to earnings caused by weather impacts, like other material risks to the utility affecting its ability to actually earn the authorized rate of return set by the Commission, is reflected in the price an investor is willing to pay for a particular company’s stock.  As such, all risks to which a utility is exposed are taken into account in setting a reasonable ROE for gas utilities such as Laclede.  Simply stated, Laclede is already compensated in rates for the risk associated with abnormal weather that may cause earnings shortfalls within a given period. 

Q.
If AAOs such as the one proposed by Laclede are approved by the Commission, should that have any effect on the ROE levels granted by the Commission?

A.
Yes.  Approval of AAOs of this nature would serve to significantly reduce the risk faced by investors of the gas utilities receiving the benefit of the AAOs.  Such reduction of risk will again impact the price an investor is willing to pay for a particular company’s stock.  As a result, the authorized ROE for gas utilities should decline, as the required return for the investor has declined.

Q.
On pages 14-15 of his direct testimony, Mr. Spotanski states that granting this AAO will not serve to guarantee Laclede a particular return, because the AAO does not cover all cost increases that the Company may have incurred since its last rate proceeding.  Is this a valid point?

A. 
No.  The Commission has made it clear in past orders that it does not view AAOs as a tool to guarantee utilities the ability to earn a reasonable rate of return.  (Report And Order, Case Nos. EO-91-358 and EO-91-360, page 10.)  Rather, the purpose of the ratemaking process is to allow utilities an opportunity to earn a reasonable rate of return.  By seeking this AAO to hold itself harmless from a significant factor affecting gas utilities’ returns (variations in weather), Laclede is seeking the ability to guarantee its return against the possibility of the negative impact of weather.  Even if this AAO request were not all encompassing to cover all factors that might damage Laclede’s return, approval of this request would still violate the policy of the Commission.

Q.
Exactly what costs does Laclede seek to defer through this AAO request?

A.
Laclede’s testimony is misleading on this point.  At page 4 of his direct testimony, Laclede witness Spotanski indicates that the Company is seeking to defer “costs” that it has no opportunity to recover because of the warm weather last winter.  In reality, however, Laclede is actually seeking to book the earnings impact of sales not made due to actual weather conditions, that might have occurred if the weather had been “normal.”  Laclede is not seeking to defer expenses, or “costs” in the normal use of the term, at all.

Q. Please explain.

A.
Mr. Spotanski’s testimony seems to confuse the relationship between revenues and costs/expenses.  Because of how the ratemaking process operates (basing utility rates on cost of service), it is reasonable to assume that each dollar of revenue represents certain levels of costs.  For example, one dollar of revenue might represent 30 cents of payroll costs, 20 cents of depreciation on plant in service, 25 cents of return on equity, etc.  Therefore, if abnormal weather caused a gas utility to receive a dollar less of revenue than it would have under normal weather, it may seem reasonable to assume that the utility would then not recover 30 cents of payroll costs, 25 cents of depreciation, 25 cents of return on equity, and so on.  But that assumption would be incorrect.

Q.
Why?

A.
Because financial and regulatory reporting conventions assume that the marginal dollar of revenue, whether it’s an extra dollar or a lost dollar of revenue, affects return on equity only.  In other words, if a utility loses one dollar of revenue due to weather, the utility in fact loses a dollar of return on equity.

Q.
Why do marginal dollars of revenue only affect return on equity?

A.
Financial and regulatory reporting systems require this convention because common equity investors are last in line for payment of their return.  It is only after all employees have been paid, all vendors paid, all bondholders paid interest, etc., that common equity investors are allowed to receive their return.  It is precisely because equity investors are “last in line” that they are granted a higher return than bondholders and preferred stockholders through the rate process; they face more risk than bondholders and preferred stockholders.

Q.
What does the point you have made have to do with abnormal weather and Laclede’s recovery of its costs?

A.
As long as Laclede is earning a positive return on equity, then it must be assumed to be recovering all of its other costs in entirety, including interest to pay bondholders.

Q.
Taking into account the winter of 2001-2002, is Laclede earning a positive ROE?

A.
Yes.  Laclede’s direct testimony in this proceeding nowhere claims that Laclede is suffering from a negative ROE. Laclede’s press releases concerning its current earnings levels, as quoted by Staff witness Russo in his rebuttal testimony in this case, also indicate the existence of positive earnings.  

Q.
What cost of service component, then, does Laclede’s AAO Application seek permission to defer?

A.
The impact of booking hypothetical revenues is to preserve for future recovery ROE levels that Laclede did not earn last winter due to warm weather, and possibly other factors, and give the Company the opportunity to make up those earnings in future rate proceedings.  Therefore, through this AAO, Laclede is seeking to impute foregone profits (ROE) into its balance sheet.

Q.
On page 5 of his direct testimony, Mr. Spotanski states, “…the Company experienced a cost of service recovery shortfall of $10,849,000 solely due to the warm weather experienced over that period.”  Is it your testimony that in reality this shortfall is entirely in the estimated ROE that would otherwise be earned by Laclede assuming normal weather had occurred last winter?

A.
Yes.

Q.
Has any utility sought to preserve foregone earnings through an AAO application with this Commission?

A.
No, this request is unprecedented.  All AAO applications that I am aware of have, in contrast, sought to defer costs that the utility termed “extraordinary,” and that the utility asserted were not included in its current rates.

Q.
Has any utility ever sought to use the AAO process to book “lost” revenues?”

A.
No.  It is conceivable that a utility facing a major service outage due to an “act of God” might seek recovery of any lost revenues caused by the service outage, but no utility that has experienced major service outages in Missouri have ever made that claim.  Instead, those utilities have only sought to defer incremental expenses they had to incur to restore service after the “act of God” occurred.

Q.
Is it good policy to allow utilities AAO treatment of revenues not earned, for whatever reason?


A.
No.  This is because, as previously discussed, this step would have the effect of allowing utilities a guaranteed return on some aspect of their cost of service.

Q.
Mr. Spotanski asserts at pages 9 and 15 of his direct testimony that Laclede’s AAO request in this proceeding is similar to other weather-related AAO requests.  Is this accurate?

A.
No.  The Commission has granted, on occasion, AAOs related to such events as ice storms, wind storms and floods.  But there was a crucial distinction in those cases.  In each AAO request, the utility sought deferral of incremental expenses associated with repairing damage to their systems, protecting the utility from further damage and restoring service to customers.  As previously discussed, none of the impacted utilities have ever requested AAO treatment of “lost” revenues.  In recommending approval of these AAO requests, the Staff acted under the assumptions that: 1) there were no costs reflected in rates associated with the impact of “acts of God”; and, 2) it was a matter of vital public interest that utilities act quickly and expend whatever was necessary to restore service to customers.  Neither of these assumptions have any validity in relation to Laclede’s AAO request in this case. 

Q.
Is warmer than normal weather an “act of God?”

A.
It is certainly a natural phenomenon.  However, since warmer than normal weather can be expected to occur 50% of the time, it cannot be seriously argued that warm temperatures are somehow comparable to extremely rare and severe occurrences such as the Flood of 1993, and the ice storms that hit the Kansas City area early this year.

Q.
You earlier referenced that the Commission’s traditional test for granting of AAOs requires that the costs for which deferral is sought must be extraordinary in nature, unusual and unique, and not recurring.  Does Laclede’s AAO Application in this case meet that test?

A.
For the reasons discussed, no.

Q.
In recent cases, has the Staff proposed other specific criteria for the Commission to consider in its decisions on whether to grant AAOs?

A.
Yes, in several recent cases.  It should be noted that the Commission has yet to rule on the applicability of these four criteria.

Q.
What are the four criteria for AAO approval suggested by the Staff?

A.
They are:

1)
The triggering event for the costs in question must be extraordinary, as well as the associated costs;

2)
The costs must be material (at least 5% of the utility’s regulated Missouri net income);

3)
The utility’s current rates must be inadequate to cover the costs of the extraordinary event; and

4)
There must be a sufficient reason why the utility could not file a rate case to cover the costs of the event.

Q.
Covering each of these four criteria, is Laclede’s request for an AAO in this Application triggered by a true extraordinary event?

A.
No, the warm weather last winter cannot be considered extraordinary by any reasonable standard.

Q.
Are the costs associated with Laclede’s alleged extraordinary event material?

A.
No, because the earnings impact of abnormal weather on gas utilities is an ordinary and inherent part of the gas utility business.  Even in the event that the Commission were to determine that the weather in the winter of 2000-2001 was extraordinary in some manner, it is absurd to suggest that the entire difference between Laclede’s actual financial results and what it might have earned assuming normal weather could be considered extraordinary.  This point was addressed earlier in this testimony.

Q.
Are Laclede’s current rates adequate to cover the financial impact of the alleged extraordinary event?

A.
Again, this criterion is not relevant because no extraordinary event occurred.  However, the Staff is not alleging that Laclede is currently experiencing excess earnings.

Q.
Does Laclede’s AAO Application meet the Staff’s fourth suggested criterion?

A.
This criterion is not applicable, in that Laclede currently has a rate increase request pending before the Commission.  In fact, the Company’s current rate case 
(No. GR-2002-356) should have made the instant AAO Application unnecessary. 

Q.
Why is that?

A.
AAOs are normally intended as tools to bridge the gap between rate cases; i.e., a way to preserve certain costs on the utility’s books until its next rate proceeding.  Therefore, if a utility has a rate case pending, it should not need to file for an AAO under normal circumstances because it can simply seek the rate treatment for the particular costs in question in the rate case itself.  This is true for Laclede as well; if it wanted recovery in rates of any foregone revenues and ROE from last winter, it was free to support such recovery in its testimony in Case No. GR-2002-356, without going through the AAO process at all.

Q.
Why didn’t Laclede take that course of action?

A.
The Staff doesn’t know.  It is possible that it was simply an oversight to omit this requested treatment of revenues from the rate case.  It is also possible that Laclede made a choice to file an AAO instead of sponsoring this position in the rate case because seeking recovery of revenues not received during the test year in that forum would be suggestive of “retroactive ratemaking.”

Q.
What is retroactive ratemaking?

A.
Retroactive ratemaking, which is prohibited in Missouri, constitutes the setting of rates in order for a utility to recover the past costs of specific events incurred by the utility so as to make the utility’s shareholders “whole,” in contrast to setting rates to allow a utility to recover a normal ongoing level of cost of service.

Q.
Is Laclede’s alternative course of action of seeking an AAO to defer the earnings impacts associated with last winter’s weather, so that the financial impact can be recovered in a subsequent rate case, any less suggestive of retroactive ratemaking?

A.
No.  While Laclede has not proposed that rate determinations be made in this AAO Application, if the sole purpose of this Application is to enable the Company to collect past losses in future rate proceedings, then retroactive ratemaking is still implicated herein.

Q.
If this AAO is granted, is Laclede seeking to recover an amortization of the deferred amount in its current rate proceeding, Case No. GR-2002-356?

A.
Yes, according to Company witness Spotanski’s direct testimony at page 3.

SUMMARY/CONCLUSIONS


Q.
Please summarize the Staff’s recommendations concerning Laclede’s Application for an AAO in this case.


A.
The Commission should summarily reject Laclede’s Application for an AAO, for a number of reasons.  This AAO request does not meet the Commission’s traditional standard for granting the extraordinary mechanisms of AAOs, and does not meet any reasonable criteria for AAO issuances.  The “event” triggering the alleged need for relief (warmer than normal weather last winter) cannot be considered extraordinary in any way.  The effect of this AAO, if granted, would be to allow Laclede the opportunity to protect in a one-sided manner its authorized ROE against certain fundamental risks that most utilities in this state face.  This is an inappropriate use of AAOs.

Q. Does this conclude your rebuttal testimony?

A.
Yes, it does.
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