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TRUE-UP DIRECT TESTIMONY

OF

DAVID MURRAY

MISSOURI GAS ENERGY

CASE NO. GR-2004-0209

Q.

	

Please state your name.

A.

	

Myname is David Murray .

Q.

	

Are you the same David Murray who filed direct, rebuttal and surrebuttal

testimony in this proceeding on behalf of the Staff of the Missouri Public Service

Commission (Staff)?

A.

	

Yes, I am.

Q.

	

In your direct testimony, did you recommend a fair and reasonable rate of

return for the Missouri jurisdictional natural gas utility rate base for Missouri Gas Energy

(MGE)?

A.

	

Yes, I did.

Q.

	

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

A.

	

The purpose of this true-up testimony is to update my recommended capital

structure for MGE and provide a revised overall rate of return recommendation as of

April 30, 2004 .

	

1 will also update the embedded costs of long-term debt and preferred stock

to reflect the actual costs as ofApril 30, 2004.
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Capital Structure

Q.

	

Did you perform an analysis of Southern Union's capital structure as of

April 30, 2004, the end of the true-up period for this proceeding?

A.

	

Yes, I did.

Q.

	

What was the result ofyour analysis?

A.

	

As of April 30, 2004, Southern Union's capital structure was as follows:

29.99% common stock equity, 6.40% preferred stock and 63 .61% long-term debt

(see Schedule 1) .

Q.

	

How does this compare to the capital structure you recommended for rate-

making purposes in your direct testimony?

A.

	

Southern Union's capital structure as of April 30, 2004, is different from that

used for the period ending December 31, 2003, which was as follows :

	

25.91% common

stock equity, 6.13% preferred stock, 60.66% long-term debt and 7.30% short-term debt . The

major difference in the capital structure from December 31, 2003, and April 30, 2004, was

Southern Union's elimination of short-term debt .

Embedded Cost of Lona-term Debt

What was the embedded cost of long-term debt for Southern Union on

April 30,2004?

The embedded cost of long-term debt for Southern Union was 6.151% on

April 30, 2004, (see Schedule 2) . 1 arrived at this cost by calculating the consolidated

embedded cost of long-term debt for all of Southern Union's operations, which includes

Panhandle . I relied on the embedded cost of long-term debt, including Panhandle, provided

in Southern Union's response to StaffData Request No. 0374.

Q.

A.
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Q.

	

How does this compare with the embedded cost of long-term debt

recommended for the period ending December 31, 2003?

A.

	

Southern Union's embedded cost of long-term debt is 23 basis points lower

than the embedded cost of long-term debt recommended for the period ending December 31,

2003 . This is due to the debt refinancing that occurred at the Panhandle level between the

update period and the true-up date .

	

This lower cost of debt was slightly offset by an

approximate $50 million reduction in the lower-cost term loan held at the Southern Union

operating company level .

Embedded Cost of Preferred Stock

Q.

	

What was the embedded cost of preferred stock for Southern Union on

April 30,2004?

A.

	

The embedded cost of preferred stock for Southern Union was 7.76% on

April 30, 2004 (see Schedule 3) . 1 relied on the embedded cost of preferred stock provided

by Southern Union in response to Staff Data Request No. 0374 . There has been no change in

the embedded cost ofpreferred stock from the update period to the true-up date .

Overall Rate of Return

Q.

	

How have the changes to capital structure and embedded costs affected the

overall rate of return for MGE?

A.

	

MGE's overall rate of return as of April 30, 2004, has increased slightly.

Staff recommends the following overall rates of return based on a return on equity range of

8.52% to 9.52% with a midpoint of 9.02% (see Schedule 4) :
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Q. For comparison purposes, what was the overall rate of return recommended

for the period ending December 31, 2003?

A.

	

Staffs recommended overall rates of return for MGE for the period ending

December 31, 2003, based on the above-referenced range for return on equity, were as

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

A.

	

Yes, it does .

follows :

Return on Equity 8.52% 9.02% 9.52%
Common Stock Equity 2.21% 2.34% 2.47%
Preferred Stock .48% .48% .48%
Long-term Debt 3.87% 3 .87% 3.87%
Short-term Debt .14% .14% .14%
Overall Rate ofReturn 6.70% 6.83% 6.96%

True-Up Direct Testimony of
David Murray

Return on Equity 8.52% 9.02% 9.52%
Common Stock Equity 2.55% 2.70% 2.85%
Preferred Stock .50% .50% .50%
Long-term Debt 3.91% 3.91% 3.91%
Short-term Debt .00% .00% .00%
Overall Rate of Return 6.96% 7.11% 7.26%



Capital Structure as of April 30, 2004

for Southern Union Company

Gas Distribution Financial Ratio Benchmarks
Total Debt / Total Capital - Including Preferred Stock

Standard & Poor's Corporation's

	

Lower Quartile

	

Median

	

Upper Quartile
Utility Rating Service,

	

BBB

	

BBB

	

BBB
Financial Statistics as of July 7, 2000

	

52%

	

56%

	

61%

Note :

	

*See Schedule 2 for the amount of Long-Term Debt at April 30, 2004 .
**Short-term debt balance was $0 as of April 30, 2004

Source :

	

Southern Union Company's response to Staffs Data Request No. 0374 .

Schedule 1

Capital Component -
Amount
in Dollars

Percentage
of Capital

Common Stock Equity $1,048,146,000 29.99%
Preferred Stock 223,828,509 6.40%
Long-Term Debt 2,223,356,723 * 63.61%
Short-Term Debt 0 *' 0.00%

Total Capitalization $3,495,331,232 100.00%
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Annualized
Cost to

Issuance

	

Original

	

Outstanding as of

	

Annual Interest

	

Unamortized Issuance

	

Company
Preferred Stock-	Date

	

Issue

	

4/30/2004

	

Rate

	

Cost

	

(1-2)

7.55% Preferred Securities

	

10/1/03

	

230,000,000

	

$230,000,000

	

7.55%

	

(6,171,490.72)

	

$17,365,000

Notes :

Source: Southern Union Company's response to Staffs Data Request 0374

Embedded Cost of Preferred Stock as of April 30, 2004
for Southern Union Company

$230,000,000

	

$17,365,000

Embedded Cost of Preferred Stock

	

=
$17,365,000

- $223,828,509 _

7.76%

Schedule 3



Weighted Cost of Capital as of April 30, 2004
for Missouri Gas Energy

Notes

See Schedule t for the Capital Structure Ratios .

See Schedule 2 for the Embedded Cost of Long-Term Debt .

See Schedule 3 for the Embedded Cost of Preferred Stock .

Schedule 4

Weighted Cost of Capital Using
Common Equity Return of:

Percentage Embedded
Capital Component- of Cap ital Cost 8.52%, 9.02% 9.52%

Common Stock Equity 29.99% - 2.55% 2.70% 2.85%
Preferred Stock 6.40% 7.76% 0.50% 0.50% 0.50%
Long-Term Debt 63.61% 6.15% 3.91% 3.91% 3.91%
Short-Term Debt 0.00% - 0.00°16 0.00616 0.00%

100.00% 6.96%6 7.11"h 7.26%


