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TRUE-UP REBUTTAL TESTIMONY
OF
KEITH D. FOSTER

MISSOURI GAS ENERGY,
a Division of Southern Union Company

CASE NO. GR-2009-0355

Q. Please state your name and business address.

A. Keith D. Foster, 200 Madison Street, Suite 440, Jefferson City, Missouri
65101.

Q. Are you the same Keith D. Foster who participated in the preparation of the
Staff’s Cost of Service Report, filed August 21, 2009; rebuttal testimony, filed September 28,
2009; and surrebuttal testimony, filed October 14, 2009, for this case?

A Yes.

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

A My true-up rebuttal testimony addresses the true-up direct testimonies of
Missouri Gas Energy (MGE or Company) witness Michael R. Noack regarding Prepaid

Pension Asset, and Office of the Public Counsel (OPC) witness Ted Robertson regarding Rate

Case Expense.

PREPAID PENSION ASSET

Q. What is MGE’s recommended rate base level of Prepaid Pension Asset (PPA)
for true-up in this case?
A, MGE is recommending $18,430,238 be included in the Rate Base to account

for its computed value of the PPA, per True-Up Schedule MRN-2 attached to Mr. Noack’s

true-up direct testimony.
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Q. Does Staff agree this is the correct amount to be included in Rate Base for

MGE’s PPA?

A. No. The Staff’s true-up valuation of the PPA is $14,008,810 per the Staff’s
True-up Accounting Schedule 2, Rate Base.

Q. Why are the Staff’s and the Company’s recommendations different for this
item?

A. Based upon discussions with MGE, one reason is that, in this case, the
Company believes the amortization of the PPA balances previously established in MGE’s
previous GR-2004-0209 and GR-2006-0422 cases should be assumed to begin after the
effective date of the order for each respective case.

Q. When does Staff believe the amortization should begin?

A The month after the established PPA balance was “frozen.” For example, the
PPA balance from Case No. GR-2004-0209 represented an accumulation of the amount of
MGE’s pension fund contributions in excess of its pension expense rate recoveries that ended
at April 30, 2004, the end of the true-up period for that case. Given that this asset
balance was frozen at April 30, 2004, Staff believes the monthly amortization of this balance
should begin in May 2004. Similarly, a new PPA/regulatory asset tracker was
established in Case No. GR-2004-0209 to receive rate treatment in MGE’s next rate case,
Case No. GR-2006-0422. The new PPA/regulatory asset tracker balance established in that
case was frozen at June 30, 2006. Staff believes the monthly amortization of this balance

should begin in July 2006.

Q. Has the Staff taken this approach consistently since amortization of PPAs

began in MGE’s 2004 rate case?
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A. Yes, it has.

Q. When does MGE assume the start of the amortization of these two PPA
balances for this case?

A. For Case No. GR-2004-0209, the effective date of the order was October 2,
2004, so the Company proposes to begin the amortization with October 2004. For Case No.
GR-2006-0422, the effective date of the order was March 30, 2007, so the Company proposes
to begin the amortization with April 2007.

Q. Is MGE’s current proposal for treatment of amortization consistent with the
Company’s position in past rate case filings?

A. No. That is what is puzzling about MGE’s current position on this issue. Case
No. GR-2006-0422 was the first time the PPA established in GR-2004-0209 was amortized in
a rate case. Case No. GR-2004-0209 established a PPA balance of $7,975,171 to be
amortized over seven (7) years, or 84 months, at a rate of $94,942.51 per month.

Q. Did MGE assume that the amortization of the GR-2004-0209 PPA started in
October 2004 in its rate filing in Case No. GR-2006-0422?

A. No, it did not. MGE’s 2006 rate case filing included a PPA balance in rate
base that assumed the amortization of the 2004 PPA balance started in May 2004, consistent
with Staff’s approach in this case. Schedule E-5, Prepaid Pension, attached to the
November 21, 2006 Rebuttal Testimony of Michael R. Noack, line 3, shows an “amortization
since GR-2004-0209” of $2,468,508 deducted from a balance at 4/30/04 of $7,974,181 in
computing a new balance at June 30, 2006. The $2,468,508 amount is equal to 26 months of
amortization. The period from May 1, 2004 to June 30, 2006 represents exactly 26 months.

Q. Why does it matter when the PPA amortization period starts?
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Al Amortization of the PPA has the effect of reducing the rate base value of the
PPA. Therefore, the later it is assumed that the amortization period starts, the higher the
amount of the Prepaid Pension Asset to include in rate base.

Q. What is Staff’s position on when amortization of the PPA should begin?

A. Once the Company has stopped accumulating an asset subject to amortization,
and has “frozen” the balance, the amortization should take effect immediately in most cases.
The Company should not attempt to “time” the recognition of its expenses so as to maximize
its rate recovery in a rate proceeding. It is inappropriate to attempt to synchronize the starting
point of expense amortizations with the start of a rate recovery period, when it is highly
doubtful that the expiration of the amortization expense will coincide with a new rate
recovery period in which the decrease in revenue requirement could be immediately passed on
to customers in rates. This situation, if allowed, could lead to guaranteed over-recovery of the
amortization expenses in rates by the utility.

Q. Besides using Staff’s approach to quantification of the Prepaid Pension Asset
in Case No. GR-2006-0422, has the Company submitted any other evidence that supports the
Staff’s PPA amortization approach?

Al Yes, it has. The Company submitted workpapers in support of its initial filing
for this case. As part of its pension workpapers, the Company provided a New Pension
Numbers 2009.xls file, a copy of which I have attached to this testimony. The “Sheet2” tab in
this workpaper contains a month-by-month amortization of both the $7,975,171 prepaid
pension asset established in the GR-2004-0209 case and the $4,016,500 pension tracker
balance established in the GR-2006-0422 case. Note the first amortization of the balance for

the 2004 Prepaid Asset at April 30, 2004 is shown on this worksheet on May 31, 2004, the
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month after the balance was established in that rate case. Also note the first Amortization for
the 2006 Prepaid Pension Asset at June 30, 2006 on this worksheet is shown at July 31, 2006;
again, the month after the balance was established in that rate case. Neither of these
amortization tables shows the monthly amortization of these assets beginning the month after
the effective date of the order for each respective rate case. So, MGE is advocating a position
on this issue for ratemaking purposes that is inconsistent with what its own workpapers show
on this question.

Q. Does Staff believe that MGE is raising its concerns regarding the Prepaid
Pension Asset on a timely basis?

A. No, the Staff believes that these issues do not belong in the true-up phase of
the case. Please refer to the true-up rebuttal testimony of Staff witness Mark L. Oligschlaeger

of the Auditing Department for a full explanation of this position.

RATE CASE EXPENSE

Q. What is OPC’s position in this case regarding the appropriate level of rate case
expense to include for true-up?
A Based upon the true-up direct testimony of Mr. Robertson, QPC advocated

exclusion of all costs incurred in the true-up period for legal representation and outside

consultants.
0. Does Staff agree with this position?

A. No, for the same reasons previously stated in my rebuttal testimony filed

September 28, 2009.
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Q. What is OPC’s position in this case regarding the allowance of the additional
estimated costs for rate case expense?

A Again, based upon Mr. Robertson’s true-up direct testimony, OPC does not
believe the company should be allowed to recover an estimate of the additional rate case
expenses MGE will incur past the cut-off point for the true-up.

Q. Does Staff agree with this position?

A. No. This position appears to be inconsistent with the terms of the Partial
Stipulation and Agreement (Stipulation) filed November 5, 2009, to which OPC is a signatory
party. The Stipulation states on page 4, item 8.b. that “the following items will be a part of
the true-up in this case in regard to total operating expenses:” “lii. Rate case expense (to be
updated through September 30, 2009 and to include an estimate for remainder of the case).”
(emphasis added)

Q. Does the Staff normally recommend including in rates an allowance for rate
case expense incurred after the cut-off date for a test year, test year update period or true-up?

A. Yes. The Staff has made this recommendation in a number of cases.

Q. Does this conclude your true-up rebuttal testimony in this case?

A. Yes, it does,



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
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)

KEITH D. FOSTER

STATE OF MISSOURI }
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Keith D. Foster, of lawful age, on his oath states: that he has participated in the
preparation of the foregoing True-Up Rebuttal Testimony in question and answer form,
consisting of pages to be presented in the above case; that the answers in the
foregoing True-Up Rebuttal 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.

Keith D. Foster

Subscribed and sworn to before me this 3 day of December, 2009,

Utargm of Mls;m
Commissioned for Cole County

My Commission Expires: December 08, 2012
Commission Number: 08412071

Notary Pub
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