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OF
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CASE NO. GR-2009-0355

Q. Please state your name.

A. My name is David Murray.

Q. Are you the same David Murray who earlier filed rebuttal and surrebuttal
testimony in this proceeding on behalf of the Staff of the Missouri Public Service
Commission (Staff) and, in addition, was responsible for the section of the Staff’s Cost of
Service Report (COS Report) filed August 21, 2009 concerning cost of capital issues?

A. Yes, I am.

Q. In the COS Report, did you recommend a fair and reasonable rate of return
(ROR) for the Missouri jurisdictional natural gas utility rate base for Missouri Gas Energy, a
Division of Southern Union Company (MGE)?

A. Yes, I did.

Q. What is the purpose of your true-up direct testimony?

A. The purpose of my true-up testimony is to update my recommended capital
structure and embedded costs of long-term debt and short-term debt for MGE based on the
most recent financial information available for Staff’s proxy group through Securities and
Exchange Commission (“SEC™) Form 10-Q and 10-K filings. I will provide an updated

overall ROR recommendation based on this recent financial information.
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Q. Considering that your recommended capital structure and resulting ROR in this
case is based on that of an average of your proxy group, why is it necessary to true-up your
ROR recommendation?

A. Because capital costs and capital structures continually change due to changes
in the capital markets. It is especially important to true-up ROR in this case due to the impact
that the low cost of short-term debt is having on the appropriate ROR in this case. It is
important to determine if the proxy companies are still incurring low costs of short-term debt.

Q. Did all of your comparable companies have financial data available through
the true-up period of September 30, 2009?

A No. Four of the seven comparable companies had financial data available
through the true-up date; one of the seven companies had financial data through July 31,
2009, due to its use of a unique fiscal quarter; and the remaining two companies had not
reported data through September 30, 2009 because this period coincides with their fiscal
years, which is not reported as quickly as quarterly filings.

Q. In any event, to your knowledge did you use the most recent financial
information available for your proxy group in estimating an appropriate ROR
recommendation for true-up?

A. Yes. For purposes of my true-up ROR recommendation in this case, I used
more recent data if it was available for my proxy group. For the two companies in my proxy
group that did not have more recent information available, I still included the data that was
available for purposes of my original ROR recommendation. Therefore, my true-up
recommendation is based on a simple average of financial information for the entire proxy

group.
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Q. What is your true-up ROR recommendation?

A. I recommend a ROR of 7.34 percent, which is the mid-point of my
recommended ROR range of 7.22 percent to 7.47 percent. This compares to the revised
recommended ROR I provided in rebuttal testimony of 7.33 percent, which was based on the

mid-point of my recommended ROR range of 7.20 percent to 7.46 percent.

CAPITAL STRUCTURE
Q. What is your updated recommended ratemaking capital structure for MGE?
A My updated recommended capital structure is as follows: 50.49 percent

common stock equity, 42.07 percent long-term debt and 7.44 percent short-term debt

(see Schedule 1).

Q. Is this capital structure reasonable for purposes of estimating MGE’s ROR in
this proceeding?

A. Yes. This capital structure contains slightly less equity than the capital
structure Staff recommended in its direct filing (the COS Report). While the overall amount
of debt has only changed slightly, there has been a more significant change in the components
of debt. The long-term debt balance increased by over 150 basis points compared to the
Staff’s capital structure recommendation in its direct filing; whereas the amount of short-term

debt decreased by slightly more than 100 basis peints.

EMBEDDED COST OF LONG-TERM DEBT

Q. What is the true-up embedded cost of long-term debt for the proxy group?
A, The embedded cost of long-term debt for the proxy group was 5.89 percent

compared to the embedded cost of long-term debt of 5.92 percent for the proxy group in

Staff’s original recommended ROR.
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COST OF SHORT-TERM DEBT

Q. What was the average cost of short-term debt for the two comparable
companies (New Jersey Resources Corporation and Piedmont Natural Gas Company, Inc.)
you used in your direct case and you are using in the true-up to estimate a reasonable proxy
cost of short-term debt for the proxy group?

A. The true-up weighted average cost of short-term debt is now 0.94 percent,
compared to the weighted average cost of short-term debt of 1.00 percent Staff provided in its
rebuttal testimony.

Q. Is this based on an updated cost of short-term debt for both companies?

A No. Updated information (through July 31, 2009) was only available for
Piedmont Natural Gas Company, Inc. (“Piedmont”). New Jersey Resources Corporation
(“New Jersey™) had yet to file its SEC Form 10-K Filing for the period ending September 30,
2009, when Staff prepared this true-up direct testimony.

Q. How much did Piedmont’s weighted average cost of short-term debt decrease
from its previous SEC Form 10-Q Filing?

A It declined by 10 basis points from 1.05 percent to 0.95 percent.

Q. Although you based your cost of short-term debt recommendation based on the
two “A” rated companies in the Staff’s proxy group, did you discover any updated
information from your other comparable companies that supports the reasonableness of a low
cost of short-term debt estimate?

A. Yes. I discovered that AGL Resources, Inc. (AGL) had a weighted average
cost of short-term debt of 0.8 percent for the nine months ended September 30, 2009. Staff
has not included this short-term debt cost in its recommended true-up cost of short-term debt

because Staff’s methodology in its direct case for estimating a proxy cost of short-term debt
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was predicated on choosing the companies in its proxy group that had the same credit rating
as the average for the proxy group. If Staff had included AGL's cost of short-term debt in its

true-up ROR computation, this would have resuited in a lower cost of short-term debt

recommendation.
Q. Have short-term interest rates in general continued to remain fairly low?
A Yes. Commercial paper rates have continued to decline since the time of the

Staff’s earlier testimony filings. In its rebuttal testimony, Staff reported that 90-day “AA”
commercial paper rates had averaged 0.31 percent for the first 8 months of 2009. This
average has since declined to 0.28 for the first 10 months of 2009.! Three-month LIBOR
(London interbank offered rate) rates have also continued to remain low. Staff reported in its
rebuttal testimony that 3-month LIBOR rates averaged 0.98 percent for the first eight months
of 2009. This average has also since declined to 0.84 percent for the first 10 months of 2009

Q. If your proxy group had an average S&P long-term credit rating of “A”, why

did you provide historical interest rates for “AA” rated commercial paper?

A. Because this is the only data Staff could locate on the Federal Reserve’s
website.

Q. Does this mean that commercial paper is only available to “AA” rated
companies?

A. No. Atmos Energy Corporation has a long-term credit rating of “BBB+" and
according to its most recent SEC Form 10-K filing for the 12-months ended September 30,
2009, it had approximately $72.6 million outstanding under its commercial paper program.

Because commercial paper typically has maturities of less than 9 months, this demonstrates

" hitp://research.stlouisfed.org/fred2/series’CPN3M?cid=120
2 Copyright 2009 MoneyCafe.com
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current access to commercial paper markets for companies with at least “BBB+” credit
ratings.

Q. Does Staff have any reason to believe that the cost of short-term debt will
increase any time soon?

A. No. As Staff stated in its rebuttal testimony in this case, the last period of low

short-term interest rates in the United States continved for a 3-year period

(2002 through 2004).

SUMMARY AND CONCLUSIONS

Q. Do you have any closing remarks about your true-up testimony?

A. Yes. While I have proposed the use of a hypothetical capital structure and
capital costs in this case, ROR should still be included as a true-up item in any ordered true-
up audit in this proceeding. ROR is as much of a cost to a utility as any other more tangible
costs, such as payroll or maintenance expenses. It is especially important to use the true-up
process in this case to further observe any changes that may have occurred in the short-term
capital markets. As Staff discovered in reviewing more recent financial information in its
true-up analysis, short-term capital costs have actually declined further since Staff last
provided testimony on this matter. Because this results in a lower cost of service for utility
companies, it should be reflected in the rates charged to ratepayers. However, it is important
to note that the lower amount of short-term debt in the true-up capital structure has resulted in
Staff recommending a slightly higher ROR for purposes of the true-up in this case than in its
earlier filings.

Q. Does this conclude your prepared true-up direct testimony?

A. Yes, it does.

Page 6



BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of Missouri Gas Energy and Its )

Tariff Filing to Implement a General Rate ) Case No. GR-2009-0355
Increase for Natural Gas Service )
)

AFFIDAVIT OF DAVID MURRAY

STATE OF MISSOURI )

) SS.
COUNTY OF COLE )

David Murmay, of lawful age, on his oath states: that he has participated in the
preparation of the foregoing True-Up Direct Testimony in question and answer form,
consisting of b pages to be presented in the above case; that the answers in the
foregoing True-Up Direct Testimony were given by him; that he has knowledge of the

matters set forth in such answers; and that such matters are true and correct to the best of his
knowledge and belief.

David Murea§¥

Subscnbed and sworn to before me this o? 5 Y\JL day of November, 2009.

D. SUZIE MANKIN
Notary Public - Notary Seat -
State of Missourl
Commissioned for Cale County
Commission Exires: December 08, 2012
Commission Number: 08412071

Notary Puhiic
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MISSOURI GAS ENERGY
CASE NO. GR-2009-0355

Weighted Cost of Capital
for Missouri Gas Energy

Weighted Cost of Capital Using
Common Equity Retumn of:

Percentage Embedded
Capital Component of Capital Cost 9.25% 9.50% 9.75%
Common Stock Equity 50.49% ——— 4.67% 4.80% 4.92%
Long-Term Debt 42.07% 5.89% 2.48% 2.48% 2.48%
Short-Term Debt 7.44% 0.94% 0.07% 0.07% 0.07%
100.00% 7.22% 7.34% 7.47%
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