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BEFORE THE

I LLI NO S COMMERCE COMM SSI ON

I LLI NO S POWER COMPANY
DOCKET NO.
04-0476

in natural gas rates.

(Tariffs filed on June 25,
2004)

)
)
_ )
Proposed general increase )
)
)
)
January 20, 2005
Springfield, Illinois
Met, pursuant to notice, at 9:30 a.m
BEFORE:
MR. M CHAEL WALLACE, Adm nistrative Law Judge
APPEARANCES:
MR. OWEN MacBRI DE
6600 Sears Tower
Chicago, Illinois 60606

(Appearing on behalf of Illinois
Power Conpany)

MS. JANI'S VON QUALEN
527 East Capitol Avenue
Springfield, Illinois 62701

(Appearing on behalf of Staff of the
1 1inois Commerce Comm ssion)

SULLI VAN REPORTI NG CO., by
Carl a Boehl, Reporter, CSR #084-002710
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MR. ERI C ROBERTSON
LUEDERS, ROBERTSON & KONZEN
1939 Del mar
Granite City, Illinois 62040
(Appearing on behalf of Illinois

I ndustrial Energy Consumers)

MR. EDWARD FI TZHENRY

MR. THOMAS BYRNE

1901 Chout eau Avenue

St. Louis, Mssouri 63103

(Appearing on behalf of Central
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Amer enClI PS and Central Illinois Light
Conpany d/ b/a AmerenCl LCO)

MR. JOSEPH L. LAKSHMANAN
2828 North Monroe
Decatur, Illinois 62526

(Appearing on behalf of Dynegy, Inc.)
MR. RI CHARD BALOUGH
53 West Jackson Boul evard, Suite 956
Chicago, Illinois 60604

(Appearing on behalf of the Citizens
Utility Board)
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AG/ CuB 1.0, 1.1, 1.3, 1.4 e- Docket 132
PROCEEDI NGS

JUDGE WALLACE: Pursuant to the direction of
the Il linois Commerce Conmm ssion | now call Docket
04-0476. This is the matter of Illinois Power
Conpany seeking a general increase in gas rates.

May | have appearances for the record
pl ease, starting with the Company?

MR. MacBRI DE: Appearing on behalf of Illinois
Power Company, Owen MacBri de, 6600 Sears Tower,

Chi cago, Illinois 60606.

MR. BYRNE: Al so appearing on behalf of
Illinois Power Conmpany, Thomas M. Byrne, 1901
Chout eau Avenue, St. Louis, M ssouri 63103.

JUDGE WALLACE: Staff?

MS. VON QUALEN: Janis Von Qual en on behal f of
the Staff of the Illinois Commerce Comm ssion, 527
East Capitol Avenue, Springfield, Illinois 62701.

MR. ROBERTSON: Eric Robertson, Lueders,
Robertson and Konzen, P.O. Box 735, 1939 Del mar,
Granite City, Illinois 62040, appearing on behal f of

the Illinois Industrial Energy Consumers.
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MR. BALOUGH: Ri chard Bal ough, B-A-L-O U-G H,
53 West Jackson Boul evard, Suite 956, Chicago 60604,
appearing on behalf of the Citizens Utility Board

MR. LAKSHMANAN: Joseph L. Lakshmanan, 2828
North Monroe, Decatur, Illinois 62526 appearing on
behal f of Dynegy, |nc.

JUDGE WALLACE: Any other appearances? All
right. Let the record reflect there are no other
appearances at today's hearing.

| want the record to note that we had a
t el ephone conference call |ast week wherein a nunber

of issues were discussed. To the extent possible

all parties were notified and given a call-in
number . | don't believe everyone did call in. So
to the extent that that conference call is an ex
parte communi cation, | am putting it on the record.

And we discussed certain settlement issues that were
fl oating about and the waiver of cross of many
wit nesses. That's generally a basic summary.

Also | had a telephone call with Janice
Dale fromthe Attorney General's office. | did not

set up a telephone contact for today's hearing.
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This is an evidentiary hearing. If people have an

interest, they are supposed to attend. I n any

event, Ms. Dale indicated to me that she woul d be

filing a response to the stipulation stating no

obj ection. | am not
going to say it, but

conversati on.

27

trying to paraphrase how she is

that's the gist of the

| also had a conversation with M. Moore.

M. Moore, | guess cross had been waived for his

witness, Ms. Smth.

am going to waive that

had reserved some time but

al so. So M. Morris wasn't

going to come down here. He did say that he had

reached an agreenent
cross exhibit.
MR. MacBRI DE:

JUDGE WALLACE

with M. MacBride to put in a

Yes.

And he finally did e-mail

copy. | guess he was having e-mail problens

yesterday. Someone three-hole punched it for me.

W will mark that, |

guess, as BEAR Cross Exhibit

And has everyone seen that?

MS. VON QUALEN:

MR. MacBRI DE:

|t

have not .

was a Company response to a

me a

1
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data request, right?

JUDGE WALLACE: Right, it was Conmpany's,
I[l1linois Power's, response to BEAR Data Request 3-2.
That's how it came through. Do you have a better
copy? Wbuld you rather get a better copy? Can you
hand it to Ms. Von Qual en?

MR. MacBRIDE: We had had a discussion with
M. Moore about the fact that the copy he originally
sent us had sone colums m ssing, but this one
appears to be conpl ete. So if you would prefer,
which is probably a good idea, the Conpany can
supply a copy of that that has | arger type.

JUDGE WALLACE: That would be good.

MR. MacBRI DE: It would probably be tonorrow
bef ore we coul d get that.

JUDGE WALLACE: All right. Well, I will hold
off on that until tomorrow.

I think that's the three or four things
that | have to bring up at this point. Let's go off
the record.

(Wher eupon there was

t hen had an
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off-the-record
di scussion.)
JUDGE WALLACE: All right. Let's go back on
the record.

| have been rem nded that a petition for
| eave to intervene by Dynegy has not been acted
upon. Is there any objection to that? All right.
That petition is granted.

And there may be -- this is rather | oose
and sl oppy, but if there are other petitions for
| eave to intervene filed on behalf of members of
I I EC that haven't been acted upon, are there any
obj ections to those, assum ng they are out there?
Al'l right. Those are granted and we will double
check to see if some have come in.

All right. There are a few witnesses this
nmorni ng. Wuld M. Struck, Anderson, M. Blackburn,
M. Jones and M. Lazare, if you are present, please
st and.

(Wher eupon the five
wi t nesses were duly

sworn by Judge
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Wal | ace.)

JUDGE WALLACE: And if | called you
M. Anderson, | amsorry. | just got wrapped up.

MS. ANDERSON: That's all right.

JUDGE WALLACE: | meant to say Ms. Anderson.

Ms. Von Qual en, do you want to go?

MS. VON QUALEN: Certainly. Il will call Scott

Struck.
SCOTT A. STRUCK

called as a Wtness on behalf of Staff of the

30

[11inois Comrmerce Comm ssion, having been first duly

sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON

BY MS. VON QUALEN:

Q Good morning, M. Struck. Pl ease state
your name for the record.

A. My nanme is Scott A. Struck.

Q \Who is your enployer and what is your
busi ness address?

A | am currently enployed as a supervisor in
t he Accounting Departnment of the Financial Analysis

Division of the Illinois Conmmerce Conm ssion. Wy
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busi ness address is 527 East Capitol Avenue
Springfield, Illinois 62701.

Q M. Struck, did you prepare written
exhi bits and schedules for submttal in this
proceedi ng?

A Yes, | did.

Q Do you have before you a document which has
been marked for identification as Staff Exhibit 1.0R
whi ch consists of nine typewritten pages and
Schedul es 1.01 through 1.07?

A, Yes, | did.

Q Did you prepare those documents for
presentation in this matter?

A.  Yes, | did.

MS. VON QUALEN: Judge Wallace, we filed this
revision on the 18th of January. Wuld you |ike
M. Struck to go through the changes that he nmade on
that, or we enumerated themin the cover letter to
the Clerk, is that sufficient?

JUDGE WALLACE: Wbuld you please go through
t hent?

MS. VON QUALEN: Certainly.
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Q M. Struck, could you tell the Court what
changes were made in ICC Staff Exhibit 1.0R?

A. On page 1 of Schedule 1.01 in the heading
on Colum E, the text "DLH 1. 02" has been repl aced
with the reference to "DLH 1.03."

Al so on page 1 of Schedule 1.01 on |line 26,
the text "K" has been replaced with the text "J".

Then al so on page 1 of Schedule 1.01 on
line 27, the text "I" has been replaced with the
text "J"

And then on line 28 of Schedule 1.01, page
1, the text "1" has been replaced with "J".

Those are all the changes to the revised
testimony.

Q Do you al so have before you a docunent
whi ch has been marked for identification as |CC
Staf f Exhibit 10.0R, the revised rebuttal testinony
of Scott Struck consisting of seven typewritten
pages and Schedul es 10.01 through 10.08?

A.  Yes, | do.

Q Did you prepare those docunments for

presentation in this matter?
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A.  Yes, | did.

Q Simlarly, the revised rebuttal testinony
was filed on January 18. M. Struck, would you go
t hrough the changes that were made on the revised
rebuttal testinony, please?

A. On page 1 of Schedule 10.01 on line 27 the
text "and including"” was replaced with the text
"excl udi ng".

On page 1 of Schedule 10.01 on line 27 the
text "1" has been replaced with the text "J"

On page 1 of Schedule 10.01 the information
on line 28 was renmoved.

On page 1 of Schedule 10.02 in Colum H the
-$177, 000 amount was noved fromline 14 to line 13.

And then on Schedules 10.01 through 10. 04
various cal cul ated amounts have been revised to
reflect the effects of the change just identified
above.

And then finally on page 2 of Schedul e
10.02 in the heading of Columm M, the text "Schedul e
12. 08" was replaced with "Schedule 10.08".

Those are all the changes to the rebuttal
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testimony.

Q M. Struck, is the information contained in
| CC Exhibits 1. 0R and 10.0R with attached schedul es
true and correct to the best of your know edge?

A.  Yes, it is.

Q If I were to ask you the same questions as
those set forth in that testimony, would your
answers be the sane today?

A. Yes, they woul d.

MS. VON QUALEN: Judge, | move for adm ssion
into evidence of ICC Staff Exhibits 1.0R with
attached schedul es and 10.0R with attached
schedul es.

JUDGE WALLACE: Are there any objections to
t hose exhibits?

MR. MacBRI DE: No, sir.

JUDGE WALLACE: Those two exhibits are

adm tted.

(Wher eupon | CC Staff
Exhi bits 1.0R and 10.0R
were admtted into

evi dence.)
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JUDGE WALLACE: M. Struck, those changes are
just changes that you picked up after review ng your
testinony and are not changes in relation to the
stipulation?

MR. STRUCK: That is correct.

MS. VON QUALEN: M. Struck is avail able for
Cross exam nati on.

EXAM NATI ON

BY JUDGE WALLACE:

Q Ckay. M. Struck, you have prepared the
schedul e that's attached to the stipulation?

A. Yes.

Q Looki ng at Appendix A, this Schedule 1 of
Appendi x A, does that supercede Schedule 1.01 that's
attached to your --

A Based upon the stipulation that would be
correct, yes.

JUDGE WALLACE: Let's go off the record.

(Wher eupon there was
t hen had an
of f-the-record

di scussi on.)
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JUDGE WALLACE: Let's go back on the record.

Q All right. Your new Schedule A also takes
into account all the recomended adjustments by
Staff ?

A In the stipulation?

Q Are there outstanding adjustments that have
ei ther not been agreed to or have not been
stipul ated to?

A.  There are two.

Q Ot her than the Hillsboro?

A. Ot her than the Hillsboro adjustments |I am
not aware of any other adjustments reflected in
ei ther Appendi x A or Appendix B to the stipulation
that are still outstanding. | believe there are
still some rate design issues that may still be
out st andi ng.

Q WII those rate design issues affect your
Schedul e A?

A. No, they will not affect my Schedule A or
Schedul e B.

Q | guess | should have asked nmy question a

little better. Bet ween the rounds of testinmony
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there were certain agreements or certain concessions
to certain adjustnments and those have been taken
into account in Schedul e A?

A. Yes.

Q And then did you do both an Appendi x A and
Appendi x B?

A. Yes.

Q And the difference being as explained in
one of the paragraphs is the inclusion and excl usion
of the Hillsboro storage field issues?

A Correct, and those issues are mentioned in
Items 15 and 16 of the stipulation.

JUDGE WALLACE: Okay. Thank you, M. Struck.
Have all the parties received a copy of the
stipulation?

MR. LAKSHMANAN: No, Your Honor. |If someone
has an extra copy, we woul d appreciate it.

MR. LAKSHMANAN: I now have one, Your Honor.

JUDGE WALLACE: Were you going to object to it?

MR. LAKSHMANAN: No.

JUDGE WALLACE: For the record, are there any

parties that object to the stipulation? AlIl right.
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I will accept the stipulation prepared by
M. MacBride and Ms. Von Qualen and make this part
of the record. Also in line with that I wll grant
the revised motion to submt supplenmental testinony
that was filed Decenmber 28, assum ng there is no
objection to that notion for the record? All right.
That revised notion is also granted.
I's there anything el se anyone wants to put
in on the stipulation? All right.
Thank you, M. Struck. You can step down.
(Wtness excused.)
JUDGE WALLACE: According to our schedul e,
Ms. Anderson i s our next witness. Go ahead
DOTTI E R. ANDERSON
called as a Wtness on behalf of Illinois Power
Conpany, having been first duly sworn, was exam ned
and testified as follows:
DI RECT EXAM NATI ON
BY MR. BYRNE:
Q Ms. Anderson, could you please state your
name.

A. Dottie R. Anderson.
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Q And by whom are you empl oyed, Ms. Anderson?

A Amer en.

Q And are you the same Dottie R. Anderson
that caused to be filed in this proceeding on
Novenber 30, 2004, a prepared rebuttal testinmony
that's been marked I P Exhibit 16. 17

A Yes, | am

Q And | believe it also has an exhibit
attached to it with your qualifications that's been
mar ked Exhibit 16.2, is that correct?

A.  Yes, that's correct.

Q Do you have any corrections to either IP
Exhi bit Number 16.1 or 16.2?

A No, | do not.

Q And are you also the sanme Dottie Anderson

who caused to be filed in this proceeding on January

7, 2005, prepared surrebuttal testinony that has
been marked | P Exhibit Nunmber 16. 3?

A Yes, | am

Q And do you have any corrections to that
prefiled testinmny?

A. No, | do not.
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Q And is the informati on provided in al
t hese exhibits, I P Exhibit Nunmber 16.1, 16.2 and
16. 3, true and correct to the best of your know edge
and belief?

A.  Yes, it is.

Q And if | was to ask you the questions
contained in your prefiled testinony here today when
you are under oath, would your answers be the same?

A. Yes.

MR. BYRNE: Okay, Your Honor, | would offer IP
Exhibit 16.1, 16.2 and 16.3 and tender Ms. Anderson
for cross exam nation.

JUDGE WALLACE: 16.1, 16.2 and what was the
ot her one?

MR. BYRNE: 16. 3.

JUDGE WALLACE: Any objection?

IP 16.1, 16.2 and 16.3 are admtted.
(Whereupon | P Exhibits
16.1, 16.2 and 16.3
were admtted into
evi dence.)

JUDGE WALLACE: Does anyone have cross of
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Ms. Anderson? M. Robertson

MR. ROBERTSON: Thank you.

CROSS EXAM NATI ON
BY MR. ROBERTSON

Q Good morning, Ms. Anderson. My name is

Eri c Robertson. | represent the Illinois Industrial
Energy Consunmers. | am sorry to drag you up here
for this today, but. You hold the position of gas

unbundl ed services supervisor for Ameren Service
Conpany, is that correct?

A. Yes.

Q What do the duties of that office entail?

A I manage all the large gas transportation
customers for UE, CIPS and CILCO and now I P as well.

Q And in reference to the advanced metering
and comuni cation equi pment that you discuss at page
2 of your surrebuttal testimony in 16.3, at what
point in time will a customer or a marketer be given
access to the customer-specific usage information
generated by this equipment?

A. They will be given access when they, you
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know, ask to be put on the same transportation rate
and we install the telemetry. Then they can -- they
just conplete an access agreenment and we give them a
password and a user ID, and then they can go in via
the internet and view that data on a daily basis.

Q Al'l right. Now, once they sign up for this
service and have the equipment installed, will the
i nformati on be available to them on the day of the
usage or the day after?

A It will be about four to six hours after
t he previous gas day. W post it to our -- the
application that you can see via the website every
day around 10: 30.

Q Now, | am going to display my ignorance a
little bit, but when you say previous gas day, does
a gas day consi st of a 24-hour period?

A. Yes, it goes from 9:00 to 9:00.

Q So it will be four hours after the end if
t he gas day was for the 24 hours on January 1, the
data woul d be available 4 hours after the end of
t hat gas day?

A. Yes, on January 2, yes, that is correct.
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Q Now, woul d you agree or disagree that
Amer enCl LCO and AnmerenClI PS do not require daily
bal ancing for transportation customers?

A. AmerenCl LCO is nonthly bal anced.
AmerenCIPS is daily bal anced.

Q Is that a critical day or every day of the
year?

A. For AmerenCl PS they are bal anced every day

of the year.

MR. ROBERTSON: I have no ot her questions.
Thank you.

MR. BALOUGH: Your Honor, | have just a couple
gquestions, if | may.

JUDGE WALLACE: Okay, go ahead.

MR. BALOUGH: Thank you.

CROSS EXAM NATI ON

BY MR. BALOUGH:

Q Good mor ni ng. My name is Richard Bal ough
and | represent the Citizens Utility Board and we
generally represent residential customers, and ny
focus is on that. You had nmentioned in your

testinony and in your cross about the bal ancing and

43
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you mentioned a daily balancing and a nonthly

bal anci ng. Whether a daily balancing or a monthly
bal ancing i s adopted, will that affect at all any
PGA revenues?

A. No, it does not affect PGA.

Q So it would have no effect on residential
customers no matter which way the Conm ssion deci des
this case?

A. That is correct.

MR. BALOUGH: Thank you.

JUDGE WALLACE: Any redirect?

MR. BYRNE: No, Your Honor.

JUDGE WALLACE: All right. Thank you,

Ms. Anderson.
(W tness excused.)
JUDGE WALLACE: Next witness.
MR. MacBRI DE: Next witness is M. Bl ackburn.

JUDGE WALLACE: Go ahead.
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BRI AN W BLACKBURN
called as a Wtness on behalf of Illinois Power
Company, having been first duly sworn, was exam ned
and testified as foll ows:

DI RECT EXAM NATI ON

BY MR. MacBRI DE:

Q Pl ease state your nane and busi ness address
for the record.

A.  Brian W Blackburn, 500 South 27th Street,
Decatur, I1llinois 62521.

Q \Who is your enployer, M. Blackburn?

A Amer enl P.

Q M. Bl ackburn, have you prepared certain
testi nony and exhibits you wish to offer in this
proceedi ng?

A Yes.

Q Do you have before you a document that's
been marked for identification as IP Exhibit 8.1

which is captioned Prepared Direct Testimony of
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Brian W Bl ackburn?

A Yes.

Q Does that document consist of 21 pages of
questions and answers in written fornf

A. Yes.

Q Is IP Exhibit 8.1 the testimny you wi sh,
the direct testinmony you wish, to offer in this
case?

A. Yes.

Q Do you al so have before you copies of
documents that are marked for identification as IP
Exhi bits 8.2, 8.3, 8.4 and 8.57?

A Yes.

Q And are those the exhibits to your direct
testi nony?

A. Yes.

Q Are they identified and described in your
direct testimny?

A Yes.

Q And were they prepared under your
supervi sion and direction?

A. Yes.
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Q Do you have any correction or changes to
any of I P Exhibits 8.1 through 8.5?

A. No.

Q You al so have before you a docunent that's

been marked for identification as |IP Exhibit 8.6
whi ch is captioned Prepared Rebuttal Testimony of
Brian W Bl ackburn?

A. Yes.

Q Does that document consi st of 31 pages of
questions and answers in written fornf

A. Yes.

Q I's Exhibit 8.6 the rebuttal testimony you
wi sh to offer in this case?

A. Yes.

Q And with that do you also have docunents
t hat have been marked for identification as IP
Exhi bits 8.7 through and including 8.13?

A. Yes.

Q Are those the exhibits to your rebuttal
testimony?

A Yes.

Q I's each of those exhibits identified and

47
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descri bed within your rebuttal testinmny?

A. Yes, they are.

Q Were your rebuttal testimony exhibits
prepared under your supervision and direction?

A. Yes.

Q And are there any corrections or changes to
any of your rebuttal testinmny or exhibits?

A. No .

Q Finally, do you have before you a docunment
t hat has been marked for identification as IP
Exhi bit 8.14 captioned Surrebuttal Testimony of
Brian Bl ackburn?

A. Yes.

Q Does that document consist of ten pages of
guestions and answers in written forn®

A. Yes.

Q And is I P Exhibit 8.14 the surrebuttal
testinony you wish to offer in this docket?

A. Yes, it is.

Q Do you have any corrections or changes to
make to that exhibit?

A. No.
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Q If I were to ask you the questions that are
shown on your three pieces of witten testinony that
you have identified at this hearing today, would you

give the sanme answers that are shown in those three

10

11

12

13

14

15

16

17

18

19

20

21

22

pi eces of testinony?

A Yes.

MR. MacBRIDE: We offer M. Blackburn's
exhibits, I P Exhibits 8.1 through 8.14, into
evidence and tender M. Blackburn for cross
exam nation.

JUDGE WALLACE: I's there any objection?
Exhi bits 8.1 through and including 8.14 are
adm tted.

(Whereupon | P Exhibits

8.1 through 8.14 were

admtted into

evi dence.)
JUDGE WALLACE: M. Robertson, any cross?
MR. ROBERTSON: Yes, sir, thank you.

CROSS EXAM NATI ON

BY MR. ROBERTSON:

Q Good morning, M. Blackburn.
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A Good nmorni ng.

Q Could you turn to page 21 of your rebuttal
testimony which is I P Exhibit 8. 6? Do you have
t hat?

A.  Yes, | do.

Q At the lines 458 to 463 you respond to a
gquestion to Dr. Rosenberg which says Dr. Rosenberg
states actually having customer-owned gas is an
advantage to | P because it means they have to buy
| ess of their own gas to fill storage fields. And
you reply to Dr. Rosenberg's proposition below, is
that correct?

A. Yes.

Q Now, in your testimony at |ine 458 you say
that Dr. Rosenberg's statement incorrectly inmplies
that AnmerenlP fills its fields only because it has

to, is that correct?

A. Yes.
Q Is it your understanding that storage
fields do have to be filled?

A. Storage fields do not have to be filled,

no.



10

11

12

13

14

15

16

17

18

19

20

21

22

51

Q In order to operate the storage field do
t hey have to be fill ed?

A. There has to be gas in storage fields to
operate them

Q And so IP in order to operate its system
must fill its storage fields?

A. It must have some anopunt of gas in storage
to operate them

Q Now, the capability of a storage field --
or could the capability of a storage field
deteriorate if it is not filled and emptied on a
regul ar basis?

A. | am sorry, could you repeat the question?

Q Coul d the capability of a storage field
deteriorate if it is not filled and emptied on a
regul ar basis?

A. That is nmy understandi ng, yes.

Q Now, woul d you agree that the nmpore gas that
is in a storage field, the nmore pressure the storage
field is under, and so all else equal, the nore gas
t hat can be withdrawn on a given day?

A. In general, yes.
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Q Does | P use gas from storage fields on
occasion to supplenment the amount of gas that they
woul d otherwi se take frominterstate pipelines?

A. Yes.

Q Can you suppl enment the gas from an
interstate pipeline with storage gas if there is no
gas in the field?

A. No .

Q Are you famliar with the term "working
gas" or "top gas"?

A. Yes.

Q Are they the same in the vernacul ar?

A. That is nmy understandi ng, yes.

Q I's working gas or top gas part of the
utility's rate base?

A. No .

Q I's the amount of working gas stored in a

field finite?

A. Yes.

Q If you offered a storage service to
transportati on custonmers, would you agree that part

of the gas, the working gas, would be gas provided
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by transportation customers, all else equal?

A. Yes.

Q So if part of the gas is furnished and paid
for by transportation customers, that would inply
| ess wor king gas that would be owned or furnished by
IP, is that correct?

A. That's correct.

Q Are you aware of any stated Illinois
Comerce Comm ssion policy or philosophy that states
t hat an LDC- owned storage field must be used only

for PGA customers?

A No .
Q In fact, is it not true that there are
LDC's in northern Illinois that do all ow

transportation customers to select and pay for
unbundl ed service service from an LDC?

A. | can't speak for the company's tariffs.

Q Would you accept subject to check that
Northern Illinois Gas Company does?

A. Yes.

Q Are you aware that the Staff in this case

Is arguing for an adjustment to rate base on the
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grounds that the Hillsboro storage field is not
fully used and useful ?

A. Yes.

Q And it is my understanding that for several
years at |east the Hillsboro field was not operating
at its full capability, is that correct?

A.  That's my understandi ng, yes.

Q Nevert hel ess, I P has been able to serve the
firm sales customers' requirements fromthat field,
Is that correct?

A. They have been able to fulfill their
requirements to the firmcustomers, not necessarily
fromthat field.

Q But that field is part of the overal
operating systemof IP, is that correct?

A. That's true.

Q And so even with the reduced | evel of
storage capability in the field, I P has been able to
meet its systemrequirements?

A. Yes.

Q Now, is it true that the total sendout on

the P systemis declining?
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A | believe that's the general trend.

Q Is it true that Mr. Starbody testified in
this case that it had declined by 13 percent since
the md-1990's?

A.  Subject to check I would agree with that.

Q Now, is it also -- it is also ny
under standi ng that | P has presented evidence in this
case to suggest that it is in fact increasing the
capacity of the Hillsboro field in response to the
Staff's used and useful adjustment, is that correct?

A. It is my understanding that the rated
capacity is increasing, yes.

Q Now, have you presented any studies that
purport to demonstrate that | P would not be able to
adequately and reliably serve its firm sales
customers if I P offered a limted optional storage
service to its transportation custonmers?

A. No .

Q Now, could you please turn to page 23 of
your rebuttal testinmony, and | want to talk to you
about your exanple, the exanmple you give in response

to Dr. Rosenberg s recomendation for |imted
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storage service here. You show there -- | amsorry,
do you show here at your testinony that a
hypot hetical transportation customer who has a peak
day usage of 10,000 thernms would be able to | ower
its MDQ to 7,000 by selecting a BMQ of 4,000 thernms?

A. Yes.

Q Now, did Dr. Rosenberg specifically
recommend allowing a customer to elect an MDQ | ower
than its actual peak day usage?

A. No .

Q In your surrebuttal testimony, |P Exhibit
8.14, | believe, at page 10 you state, "I do not
believe Dr. Rosenberg's proposal as originally
presented precludes the behavior | described."” |Is
that correct?

A. Yes, that's correct.

Q And the behavior you have described is the
behavi or in your hypothetical exanple here?

A. Yes.

Q And in your rebuttal testinony at page 23,
is that correct?

A. Correct.
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Q Now, so by behavior you mean that the
customer would artificially lower its MDQ?

A. | believe that is a possibility, yes.

Q Now, woul d you agree that |IP is not
required to deliver gas in excess of a customer's
MDQ?

A. Under Rate 76, that's true.

Q And woul d you agree that the Conmpany has --
again, Rate 76 has an excess MDQ charge?

A. Yes.

Q So that if a customer were to set his MDQ
at an artificially low |level, he would have to pay
-- and bel ow that of his peak usage, he woul d have
to pay an excess charge, would he not, if he
delivered nore than the MDQ?

AL Wth the addition of Dr. Rosenberg's
optional storage service, no, | do not believe that
was what was presented.

Q So you believe that Dr. Rosenberg's storage
service would have his BMQ replace a portion of the
MDQ?

A. Yes.
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Q And if that were not in fact what Dr.
Rosenberg recomended, then would your exanple here
apply?

A No.

Q Now, if the BMQ was not a replacement for
the MDQ, would you agree there would be no | ost
revenue problem as suggested in your rebuttal
testinmony as a result of Dr. Rosenberg's proposal?

A.  There would not be | ost revenue from SC 76.

Q On page 25 of your rebuttal testinony, IP
Exhi bit 8.6, you state that when Dr. Rosenberg
derived the 22 percent of BMQ injection figure, he
divided IP's injection capability by the peak day
al l ocator of 649,976 Mcf which excludes SC 76 and SC
90 revenues, is that your testinony?

A.  Yes, it is.

Q Now, on page 26 of your rebuttal you offer
the same criticismwi th respect to the cal cul ation
of the withdrawal entitlement. That is that Dr.
Rosenberg excluded SC 76 and SC 90 volumes in his
denom nator, is that correct?

A. That is correct.
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Q Am 1 correct that when Dr. Rosenberg
derived his recomended charge for the storage
service, he also excluded SC 76 and SC 90 vol umes?

A. That's my understanding, yes.

Q You did not raise an objection to his
exclusion of the SC 76 and SC 90 volumes fromthe
denom nator in the calculation of the storage charge
In your rebuttal or surrebuttal testimny, is that
correct?

A. That's correct.

Q Did Dr. Rosenberg propose a storage service
of any kind for SC 907

A No.

Q Currently is an SC 76 customer permtted to
pl ace gas in storage today and withdraw it in April?

A. No.

Q Is an SC 76 customer permtted to withdraw
storage today, withdraw from storage today to meet
his system peak day demand?

A He is not specifically granted the right to
wi t hdraw from storage, but he can create an

i mbal ance on the system which may effectively do so.
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Q | understand your position is that the
customer may be using storage for bal ancing, is that
correct?

A The SC 76 customer.

Q Transportation customer?

A. Yes.

Q But the other two functions of storage,
peaki ng and price diversity, as | understand in your
direct testimony are primarily related to bundl ed
service PGA custonmers, isn't that correct?

A. That's correct.

Q Now, if you take a | ook at page 27 of your
rebuttal testinony, |IP Exhibit 8.6, the first
gquestion and answer that appears on that page, would
you agree that Dr. Rosenberg specifically put a
condition in his proposal that would require the
customer on his storage service to mnimze its gas
inventory in storage by October 31 of each year?

A. If you mean reducing it to five times the
BMQ, if that means m nim zing, then yes.

Q | guess that's what | mean since that's

what he said. And in your rebuttal testimny you
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appear to suggest that this provision may prevent a
nom nating entity from building an inventory prior
to October 31 and withdrawing it in a subsequent
wi nter season, is that correct?

A. Yes.

Q Now, woul d you agree or disagree that by
requiring a m nimum storage on October 31, a
customer on this proposed service would be incented
to build inventory in the winter months, November 1
to March 31?

A.  Wuld you please repeat the question? |
didn't follow it.

Q I will try it a different way. G ven the
m ni mum st orage requirement on October 31 that we
just discussed, wouldn't the customer on Dr.
Rosenberg's proposed storage service be incented to
build inventory in the winter months and draw it --
| am sorry, build inventory between November --
stri ke that, between November 1 and March 31 and
draw it down in the non-wi nter mont hs?

A. | don't understand why they would be

incented to do that, no.
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Q Would you agree that LDCs in cold weather
areas such as the state of Illinois normally operate
their storage fields by maxim zing their gas storage
on October 31 and drawing it down in the winter
mont hs?

A. Approxi mately October 31, yes.

Q On page 27 in IP Exhibit 8.6 you equate Dr.
Rosenberg's recomended charge per BMQ of five cents
per thermto be about 1.6 cents per nonth, is that
correct?

A. Per MVBt u per month, yes.

Q | am sorry, | didn't hear his answer.

Could you read it back for me, please?

A. The five cents per therm BMQ charge,
believe, would be equivalent to 1.6 cents per MVBtu
per mont h of actual gas, yes.

Q Now, did you obtain or derive that charge
by dividing the nonthly charge by 30 days?

A Yes.

Q And so is that only the rate at one hundred
percent | oad factor?

A. Yes.
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Q If we |ook at the gas prices that you
i ncluded on page 27 of your rebuttal testimony, you
note that in seven of the eleven nmonths with
subsequent nonths |isted, the subsequent nonths' gas
price is more than 1.6 cents per MVBtu greater than
the preceding, is that your testinony?

A. Yes.

Q Is it correct to say that your point here
is that the customer could possibly benefit from
storage service?

A. Specifically in an arbitrage manner, yes.

Q That would give the customer access to one
of the three features of the storage service you
describe in your direct testimony, is that correct?

A. Yes.

Q Is it your position that I P should not be
required to offer a cost-based service that benefits
customers?

A. | P provides cost-based services that
provi des storage to customers already.

Q It doesn't provide storage service

currently to SC 76 custonmers, is that correct?



10

11

12

13

14

15

16

17

18

19

20

21

22

64

A. SC 76 is conpletely optional. All
customers on SC 76 have the option to take a bundl ed
rate that includes storage costs as well.

Q Then | take it, it is not your position, in
fact you would favor a cost-based service that
benefits customers?

A. | favor the cost-based services that we
have proposed.

Q Well, | take it you believe your services
benefit customers?

A. Yes, they do.

Q And, therefore, you would agree that it is
appropriate to offer cost-based services that
benefit customers?

A. Yes.

Q Would you agree that IP is a regul ated
monopoly in Illinois?

A. Yes.

Q Would you agree that the policy of the
[11inois Commerce Comm ssion is to base IP's rates
on cost of service?

A. Yes.



10

11

12

13

14

15

16

17

18

19

20

21

22

65

Q And if IP's industrial customers who were
to take Dr. Rosenberg's storage service were able to
benefit fromit, wouldn't that nmake these
I ndustrials nore conpetitive versus other
i ndustrials |located el sewhere, all else equal?

A. | don't believe I could speak to the
conpetitiveness of individual custoners.

Q If a service to be offered by Illinois
Power were in fact cost-based and did provide a
benefit to custonmers, would that necessarily be a
bad result?

A. Not necessarily, no.

Q Do you know whet her industrial |oad on the
| P gas system is declining?

A. | don't have specific figures in front of
me that would indicate one way or the other.

Q In preparing your testinony in this
proceedi ng, did you review the Conm ssion's | ast
rate order for IP in a gas case, Docket 93-0183?

A | believe | did, yes.

Q Did you review any of the testimny from

t hat case?
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A. No .

Q Does | P necessarily have to neet the
i mbal ances of transportation customers or any ot her
customers from storage?

A. Not necessarily, no.

Q It could meet it fromthe diversity of the
systenf?

A. That is a possibility under certain
circunstances for certain customers on certain
pi pelines.

Q It could meet it through the pipeline
t ol erances that I P has, could it not?

A. That is a possibility, yes.

Q Would you accept subject to check that
M. Gudeman, the IP witness on this issue in Docket
93-0183 and I P Exhibit 9.4 at page 7 testified that
he was opposed to proposals by the Citizens Utility
Board to allocate storage costs to transportation
custonmers because he believed that the inbal ances of
t hose customers could be met fromsystem diversity
or pipeline tolerances?

MR. MacBRI DE: Excuse nme, | object to the
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question, Judge. This testinony is not part of the
record. The witness testified he didn't review it
in preparing his testimny. W don't know the
context of the portion that M. Robertson is
paraphrasing. | think it is inappropriate at this
stage of the proceeding to ask the witness to accept
this subject to check with no obvious opportunity to
come back and discuss the context or anything else.

MR. ROBERTSON: Well, based on your review -- |
amsorry, | will wait til he rules on the objection.

JUDGE WALLACE: Do you wish to respond?

MR. ROBERTSON: Well, the witness has said he
has revi ewed t he order. Let me try to lay a better
foundation for it.

JUDGE WALLACE: Okay.

BY MR. ROBERTSON:

Q You testified in your direct and rebuttal
and I think other IP witnesses have testified that
there are no storage costs assigned to SC 76
customers at this time, is that correct?

A. That's correct.

Q And I think it was you but it may have been
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anot her witness who testified that that decision to
not assign storage costs to transportation customers
was made in Docket Number 93-0183, is that your
under st andi ng?

A | understand that that is consistent with
t hat proceeding as well, yes.

Q Do you know -- do you know what |IP' s
position was with regard to the allocation of
storage costs to transportation customers in 93-0183
based on your review of the order?

A. I know t hat no storage costs were allocated
to Rate 76.

Q But the rationale of the conpany or the
Comm ssion is not something that you are fam/liar
wi t h?

A. No .

Q Would you accept subject to check that in
response to a question that IP witness Gudeman in |IP
Exhibit 9.4, page 6 and page 7, in response to a
question from CUB which was "Dr. Blackman has
also" -- | am sorry, in response to a question by a

CUB wi tness which was, "Dr. Blackmn has al so



10

11

12

13

14

15

16

17

18

19

20

21

22

69
I ncluded ten percent of winter transportation
deliveries in calculating his storage cost
al l ocations. Do you agree that some storage costs
shoul d be allocated to customer-owned gas?"”

In response to that question would you
agree subject to check that M. Gudeman testified,
"No, | do not agree. Dr. Blackman stated in his
direct testimny that transportation customers
depend on the Company's storage for daily bal ancing
needs. He further states that the conpany can offer
this service, however, only because it has the
operational flexibility afforded by gas storage
facilities.”

"However, the daily bal ancing can al so be
accompl i shed through system diversity in the
Conpany's own pipeline tolerance. Since the Conpany
is not offering transportati on customers access to
storage, they should not be allocated any storage
costs."

MR. MacBRI DE: | object again, Judge. First of
all, this is not M. Blackburn's prior testinmony.

Second, it is ny recollection that a number of the
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transportation and industrial rate design issues in
the last Illinois Power rate case were settled

bet ween Illinois Power and the I EC, so | can't even
tell you if the testinony that's being quoted even
represented the Company's final position in the
case.

JUDGE WALLACE: Do you care to respond?

MR. ROBERTSON: Well, | believe that this
didn't relate to I EC' s position. This related to
CUB's position. They didn't reach a settlement with
CuB. And | am giving the question and the answer in
the context it was given. This was the position of
t he Conpany in the 93-0183 case. And | think it is
proper to cross-exam ne the witness on the Conpany's
prior inconsistent position taken by the Conpany.

MR. MacBRI DE: | don't think any inconsistency
has been shown, number one. Again, it is not this
wi tness's testinony. It is 12 years old. And |
just -- it is not either proper inpeachment or
proper cross exam nation generally to simply ask did
this witness say this in a case 12 years ago.

JUDGE WALLACE: The objection is sustained.



10

11

12

13

14

15

16

17

18

19

20

21

22

71
Why don't we take a quick five m nute break at this
poi nt .
(Whereupon the hearing was in a short
recess.)
JUDGE WALLACE: Back on the record.
M . Robertson.

BY MR. ROBERTSON:

Q M. Bl ackburn, et me suggest, | ask you to
take or I think I may have asked you to accept
subject to check that Mr. Starbody had testified
t hat sendout had declined by 13 percent by the
m d-1990s, and | am now informed that based on

revi sions sent out yesterday that figure is 9

percent. Wbuld you accept that subject to check?
A Yes, | will.
MR. ROBERTSON: Thank you. | have no further

gquestions.
JUDGE WALLACE: Any redirect?
MR. BALOUGH: Your Honor, if | may?
JUDGE WALLACE: Yes.
MR. BALOUGH: Thank you.

CROSS EXAM NATI ON
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BY MR. BALOUGH:
Q Good nmor ni ng. Ri chard Bal ough on behal f of
the Citizens Utility Board. | wanted to ask you
some questions about the storage. Am | correct that
your testinony --
JUDGE WALLACE: Just a m nute. You did not

i ndi cate that you had any cross for this w tness.

MR. BALOUGH: | understand, Your Honor, but I
think I have a total of 40 m nutes all ocated for al
the witnesses. I am not going to use that 40

m nutes on a |lot of them

JUDGE WALLACE: Do you have a | ot of questions?
Il will allow you a few questions, but | don't really
-- you know, the whole point of setting a schedule
is so we can set a schedul e.

MR. BALOUGH: | wunder st and. | don't have very
many questions.

JUDGE WALLACE: All right. Go ahead.

BY MR. BALOUGH:

Q Again, let me ask, currently is the storage
facilities, are they allocated to PGA custoners?

A. The base storage rates are allocated to PGA
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under Ri der OT.

Q M. Robertson indicated -- questioned you
concerning being able to use option -- or Rate 76 to
be able to use optional storage, is that correct?

A. Yes.

Q If optional storage were to be used, would
there be a need then to re-allocate storage costs?

A. Yes.

Q Am | correct that the purpose of IP
providing storage is both for, first of all, price
that generally you try to fill storage in summer
when prices are |Ilower and withdraw it in the winter
when prices are higher, is that one purpose?

A. | don't think that | would necessarily
agree that prices are typically lower in the summer
or higher in the winter, but it does serve a
diversification function with pricing.

Q And it also serves a deliverability
function, is that correct?

A. Correct.

Q And there are Iimts on a daily basis as to
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how much can be withdrawn from storage, is that
correct?

A. Correct.

Q And the limtations would be based on
physi cal constraints at the storage facility as
well, is that correct?

A. Correct.

Q So if a transportation Rate 76 custonmer
wanted to withdraw storage, say, on a critical day,
woul d that have an inmpact on the PGA customers?

A. Yes, it potentially would.

Q Wuld that be a positive impact or a
negative inpact?

A | don't know that that can be said with
conplete certainty, but I would think that it would
be generally negative.

JUDGE WALLACE: It would be what?

A It would generally be a negative inpact on
a PGA customer.

Q How woul d -- have you done any studies to
determ ne how I P would make the PGA customers whol e

for this, for any inpact of optional storage service
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A No.

MR. BALOUGH: That's all | have, Your Honor.
Thank you.

JUDGE WALLACE: Any redirect?

MR. MacBRIDE: Yes, sir.

REDI RECT EXAM NATI ON

BY MR. MacBRI DE:

Q M. Bl ackburn, M. Robertson asked you if
it is necessary for the Conmpany to make injections
of gas into its storage field and then subsequently

make wi thdrawals in order to operate the storage

fields properly. Do you recall those questions?
A. Yes.
Q Does Illinois Power plan its own injection

and wi t hdrawal schedul e each year for each of its
storage fields?

A.  Yes, it does.

Q Is its overall gas acquisition plan
devel oped with those injection requirenments and
storage withdrawal requirements in m nd?

A. Yes.

75
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Q And does Illinois Power need to use or rely

on customer-supplied gas in order to support its
i njection and withdrawal plan?

A. No.

Q Do you think the receipt of
customer -supplied gas into storage would be hel pful
or not helpful in enabling Illinois Power to carry
out its storage field injection and w thdrawal ?

A. | would think it would be generally
unhel pful .

Q You indicated to M. Robertson that
[11inois Power was able to nmeet its system
requi rements even during the period when the

Hi Il sboro storage field was operating below its

designed |l evels. MVhat did Illinois Power do to nmeet

Its system requirements during that period of time?
A. My understanding is that Illinois Power
contracted for additional pipeline capacity and
reserved gas supply.
Q I think you indicated in response to
M. Robertson that the Hillsboro storage field

capacity is being increased. Do you recall that?
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A. Yes.

Q Wuld it be nore correct to say that the
Hi Il sboro storage field capacity is being restored
to its original design parameters?

A. | think that's a better characterization,
yes.

Q Referring to page 23 of your rebuttal, you
have an exanple in your answer to 49 which you
di scussed with M. Robertson and my question to you
I's, does the fact that M. Rosenberg did not
recommend all owi ng the transportation customer to
reduce its MDQ below its actual peak day usage
change your exanpl e?

A. No .

Q In response to one of M. Robertson's
gquestions you indicated that if in fact under Dr.
Rosenberg's proposal the transportation customer was
not allowed to reduce its MDQ, there would not be a
revenue | oss -- strike that. You indicated that if
under Dr. Rosenberg' s proposal the customer was not
all owed to reduce its MDQ in connection with

specifying a BMQ, there would not be a revenue | oss
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from Service Classification 76. Do you recall that
answer ?

A. Yes.

Q Coul d there potentially be a revenue | oss
also to the Conpany from any other source for that
proposal ?

A. | believe there could. If a certain amount
of storage capacity had to be set aside for use by
the SC 76 customers under an optional bal ancing
service, there m ght be an issue with recovering
t hose storage costs el sewhere.

Q You indicated in response to one of
M. Robertson's questions that Illinois Power is a
regul ated monopoly in Illinois. Is Illinois Power a
nonopoly in the provision of storage services to
transportation custonmers?

A. No, my understanding is that storage
services are available frominterstate pipelines and
other third parties.

Q And those services are available to retail
i ndustrial users?

A. Yes, they are.
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Q Do you believe Dr. Rosenberg' s storage
proposal as presented in his testinony is cost
based?

A No, | don't.

Q Now, M. Robertson as well as M. Bal ough
was asking you some questions about inpacts of these
proposals on the PGA customers, the supply
custonmers. Under Illinois Power's proposal in this
case there is a cash-out of monthly and potentially
daily imbal ances by transportation custonmers,
correct?

A. Correct.

Q And are there any inpacts of that cash-out
on the PGA customers?

A. Yes, any excess revenues from those
cash-outs are credited back to the PGA with the
potential of |owering the PGA cost.

Q And what's the theory of that credit back?

A. The theory is that it is reimbursing those
service classifications that are paying for the ful
cost of storage to recoup some of those costs.

Q And that's because when the industrial
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customer, the transportation customers creates
i mbal ances, it effectively is using the Conpany's
storage, correct?

A. Correct.

Q Can a transportation customer today
effectively use Illinois Power's storage for the
peaki ng and price diversity function by creating a
daily i mbal ance?

A. Yes, they can.

MR. MacBRI DE: No further questions.

JUDGE WALLACE: Any recross, M. Robertson?

RECROSS EXAM NATI ON

BY MR. ROBERTSON:

Q M. Bl ackburn, could you repeat for nme your
answer to Mr. MacBride's question about the other
revenue source loss or |oss of revenue, the other
source of loss of revenue?

A | believe it is storage -- if an anount of
storage capacity has to be carved out and set aside
for the use of SC 76 customers under an opti onal
bal anci ng service, it would be unlikely that we

could recover the full cost of storage fromthe
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bundl ed customers going forward

Q You are recovering it now, right?

A. Yes.

Q And your position is transportation
customers are using storage now, is that right?

A. They have the potential to.

Q So if we merely formalize what you say the
transportation customers are already doi ng, how does
t hat inpact the Conpany adversely? 1In fact, the
Conpany will receive a cost-based charge for that
wouldn't it or couldn't it?

A Pl ease clarify the |ast part of the
gquestion.

Q Well, I mean, the Conpany woul d be
conpensated for the use of the storage that it would
be carving out, would it not?

A. Not as | understand Dr. Rosenberg's
proposal .

Q No, | mean, assum ng that we had a cost,
know you think his is not cost-based, but assum ng
we had a cost-based proposal?

A. Yes.
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Q And that would nerely be formalizing what
you say is already going on, isn't that true?

A. Potentially.

Q And the Company is able to operate the
system very well right now?

A. The Conpany is able to operate the system,
yes.

MR. ROBERTSON: I have no further questions.

JUDGE WALLACE: M. Bal ough, any recross?

MR. BALOUGH: No, Your Honor. Thank you.

EXAM NATI ON

BY JUDGE WALLACE:

Q M. Bl ackburn, what is the Conpany's
definition of a thernm?

A. The definition of a thermin the standard
terms and conditions is defined -- would you like me
to read that to you?

Q Yes.

A. "Therm means the volume of gas occupyi ng
100 cubic feet at an absolute pressure of 14.73
pounds per square inch, and at a tenmperature of 60

degrees Fahrenheit. Where gas is measured under a
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pressure greater than 12 inches of water colum, the
vol ume of gas registered by the nmeter shall be
corrected to an equivalent volume of 14.73 pounds
per square inch by the application of a pressure
correction factor and an adjustment for
super-conpressibility. All therms shall be
measur ed, conputed and rounded to the nearest
therm "

Q Now, M. Mallinckrodt makes the statenent
that this is not a traditional definition of therm
Do you agree with that?

A. No .

Q You do not agree with that?

A | do not agree with M. Mallinckrodt's
statement, no.

Q You believe that IP's definition of a therm
is a traditional definition?

A IP's definition of a thermis a
| ongst andi ng definition of a therm and therefore
certainly traditional for Anmerenl P, any other
operating compani es that use a simlar definition of

t her m.
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Q So it is just traditional for IP; it is not

traditional in the gas industry?

A. | P and ot her operating companies.

Q No, let's just talk about IP right now.
A. Okay.

Q You are saying it is traditional for |IP?
A | am saying it is traditional for IP. It

may not be the dictionary definition of a therm but
it is the traditional definition for IP.

Q Do you have knowl edge of whether this
definition has been used by IP for 25 years?

A It has been the definition since | have
been at Illinois Power which is about 15 years.

Q M. Mallinckrodt makes a statement that the
Chicago City Gate price is in Mrbtu's as opposed to
therms?

A Correct.

Q Do you agree with that?

A Yes, | do.

Q And you have agreed to do a conversion, is
t hat correct?

A. Correct.
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Q The gas delivered to I P by pipeline
conpanies, is that measured by the IP definition of
a thermor is some other definition used?

A. Typically, gas is delivered frominterstate
pi pelines using an MMBtu measurement.

Q So then when it is delivered to I P, IP does
a conversion to its volumetric therm?

A.  Yes, it does.

Q Do you know why | P uses a volumetric therm
as opposed to an MVBt u?

A. | would speculate that it is because nmost
meters measure volumetrically. They do not measure
t he heat of the gas flowi ng through them

Q And then in response to a question from
M. MacBride you mentioned that there are
third-party suppliers that provide storage service?

A. That's my understandi ng, yes.

Q Someone ot her than an interstate or
intrastate pipeline?

A. Yes.

Q Or an LDC?

A. Yes.
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JUDGE WALLACE: All right. Thank you,
M. Bl ackburn. You may step down.

(Wtness excused.)

MR. MacBRIDE: The next witness is M. Jones.

JUDGE WALLACE: You may proceed.

MR. MacBRI DE: Judge, just so we are not
confused here or everyone else, you may recall back
earlier in the case M. Jones had filed direct
testinony and then there was suppl enmental testinmony
was filed to correct an error and basically that

suppl enmental testinony with exhibits were intended

86

to conpletely replace the direct testinony which was

filed at the start of the case. So the original
direct testimony in the case, Exhibits 7.1 through
7.9, will not be offered and identified. So we are
starting M. Jones' sequence with the suppl emental
testinony which is effectively his testinony.

JUDGE WALLACE: And that canme in about
Sept ember ?

MR. MacBRIDE: Yes, |ate August or Septenber.
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called as a Wtness on behalf of Illinois Power
Conpany, having been first duly sworn, was exam ned
and testified as foll ows:
DI RECT EXAM NATI ON

BY MR. MacBRI DE:

Q Would you please state your name and
busi ness address for the record.

A Leonard M Jones, 500 South 27th Street,
Decatur, Illinois 62521.

Q \Who is your enployer, M. Jones?

A. Amer enl P.

Q Do you have before you a document that has
been marked for identification as IP Exhibit 7.10
which is captioned Prepared Supplemental Direct
Testi nony of Leonard M Jones?

A Yes.

Q Does that document consi st of 25 pages of

87
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guestions and answers in written forn®

A.
Q
prepar ed
A
Q
A
Q.
exhi bits
Exhibits
A.
Q
offer in
A
Q
supervi si
A.

Q

Yes.

Is IP Exhibit 7.1 the direct testimny you
for this proceeding?

7.10.

7.107

Yes.

And with that testimny you have additional
bef ore you that have been identified as IP
7.11 through 7.18?

Yes.

Are those the exhibits you prepared to
connection with your direct testimony?
Yes.

Were those exhibits prepared under your

on and direction?

Yes.

Are each of those exhibits identified and

descri bed in your prepared supplemental direct

testinony, I P Exhibit 7.107?

A

Q

Yes.

Do you have any corrections or changes to

88
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make to any of I P Exhibits 7.10 through 7.18?

A No.

Q And now do you al so have before you a
docunment that has been marked for identification as
I P Exhibit 7.19 which is captioned Prepared Rebuttal
Testi nony of Leonard M Jones?

A. Yes.

Q Does that document consist of 30 pages of
gquestions and answers?

A. Yes.

Q Is IP Exhibit 7.19 the rebuttal testimony
you have prepared to offer in this case?

A Yes.

Q And with that rebuttal testinmony do you
al so have additional exhibits that have been marked
for identification as |IP Exhibits 7.20 through and
including 7.297

A. Yes.

Q Are Exhibits 7.20 through 7.29 the exhibits
you have prepared in connection with your rebuttal
testi nony?

A. Yes.
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Q And were they prepared under your
supervi sion and direction?

A. Yes.

Q And are those exhibits identified and
descri bed in your prepared rebuttal testinmony?

A Yes.

Q Do you have any changes or corrections to
make to any of your rebuttal testinony or exhibits?

A. No.

Q And finally do you have before you a
document that's been marked for identification as IP
Exhibit 7.30 which is captioned Prepared Surrebuttal
Testi nony of Leonard M Jones?

A. Yes.

Q Does that document consist of 16 pages of
gquestions and answers?

A Yes.

Q Is IP Exhibit 7.30 the surrebuttal
testi mony which you have prepared for this case?

A. Yes.

Q Do you al so have with that testinony

docunents that have been marked as | P Exhibits 7.31
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and 7. 327

A Yes.

Q Were those exhibits prepared under your
supervi sion and direction?

A. Yes.

Q Are those two exhibits identified and
descri bed in your prepared surrebuttal testimony?

A. Yes.

Q And do you have any corrections or changes
to make to any of your surrebuttal exhibits?

A. No.

Q If I were to ask you the questions shown in
| P Exhibits 7.10, 7.19 and 7.30 today, those would
be your three pieces of prepared testinmny, would
you give the same answers that are shown in those
document s?

A Yes.

MR. MacBRIDE: We offer M. Jones identified
exhibits, I P Exhibits 7.10 through 7.32 in evidence
and tender M. Jones for cross exam nation.

JUDGE WALLACE: Are there any objections? |IP

Exhi bits 7.10 through and including IP 7.32 are
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adm tted.

(Whereupon I P Exhibits 7.10 through
7.32 were admtted into
evi dence.)

JUDGE WALLACE: And, M. Robertson, do you have
any cross?
MR. ROBERTSON: Yes, sir.
CROSS EXAM NATI ON
BY MR. ROBERTSON
Q | would like to talk to you about IP

Exhibit 7.11, page 82, M. Jones. That's attached

to your rebuttal testinony. Now, | am show ng you,

M. Jones, a Staff-corrected supplemental response

to Il EC Data Request 1-2 and | want to talk to you

about the | ast paragraph. This was provided by

M. Lazare, and ask you whether you agree with

M. Lazare's position that if he were to cal cul ate

recommended cl ass revenues based on the Conpany's

cost of service study, he would reconmend that the
revenues for SC 65 be based solely on the cost of
serving that individual class and the revenues for

SC 76 only reflect the cost for that individual
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class. Do you see that in the |ast paragraph of the
response?

A.  Yes, | see that response.

Q Do you agree with M. Lazare's phil osophy
on that point?

A No, | do not.

Q And in fact the IP didn't propose -- they
conmbi ned the revenues for SC 65 and SC 76, did they
not ?

A. Correct.

MR. ROBERTSON: No further questions.

JUDGE WALLACE: M. Bal ough?

MR. BALOUGH: No questions, Your Honor.

EXAM NATI ON

BY JUDGE WALLACE:

Q M. Jones, do the schedul es that you
attached to your testimny indicate that | P expects
each custonmer class to pay its cost of service?

A Correct.

Q Would you agree that that is the sane
approach that M. Lazare is taking in his schedul es

t hat he has attached?
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A M. Lazare has taken a cost of service
approach as well.
Q What do you think the significant
di fference between you and M. Lazare are?
AL Wth respect to this data request, the

Conpany has proposed to --

Q Actually, I amsorry, | didn't mean to
limt you to this data request. | just meant, you
know, overall. Both of you are saying that the

customer class is expected to pay its cost of
service?

A. Correct.

Q Under the rates, either your rate, IP
rates, or Staff rates?

A. Correct.

Q And then my other question is, what do you
perceive as the major difference between your
proposal and Staff's approval ?

A.  The Conpany's proposal has rates that are
linked to its cost of service study that can give
finally-tuned basic signals by rate conponents such

as the high pressure and | ow pressure demand charges



10

11

12

13

14

15

16

17

18

19

20

21

22

95
and the various facilities charges.

Q In any of your schedules can | find the
i nformation on the percentage cost of service under
your proposed rates by customer cl ass?

A Exhibit 7.11.

Q Unfortunately, | don't seemto have that
handy. Okay, 7.117

A. And actually a nore current version is
shown in Exhibit 7.20. Page 1 will show the percent
of total delivery service or bundled service.

MR. MacBRI DE: Do you have that one, Judge?

A Page 1 shows the total base rate revenue
requi rement by cl ass. Page 2 will show the percent
I ncrease, including the cost of gas, that we are
targeting.

JUDGE WALLACE: Okay. Thank you.

M. MacBride, any redirect?
MR. MacBRI DE: No, sir.
(W tness excused.)
JUDGE WALLACE: Okay, M. Lazare
MR. MacBRI DE: Judge, could we go off the

record for a m nute?
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JUDGE WALLACE: Let's go off the record.
(Wher eupon there was
t hen had an
off-the-record

di scussi on.)

JUDGE WALLACE: Let's go back on the record.

Ms. Von Qual en.

MS. VON QUALEN: Staff calls Pete Lazare.

PETER LAZARE
called as a Wtness on behalf of Staff of the
I11inois Comrerce Conm ssion, having been first
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON

BY MS. VON QUALEN:

Q Good mor ni ng. Pl ease state your nanme
the record.

A Peter Lazare.

Q \Who is your enployer and what is your
busi ness address?

A I1'1inois Commerce Comm ssion, address
527 East Capitol Avenue, Springfield, Illinois

62701.

96
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for
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Q What is your position at the Conmm ssion?

A. | am a senior rate analyst.

Q M. Lazare, did you prepare written
exhi bits and schedules for submttal in this
proceedi ng?

A Yes, | did.

Q Do you have before you a document which has
been marked for identification as |ICC Staff Exhibit
6. OR, Revised Direct Testimony of Peter Lazare,
consisting of 27 typewritten pages and Schedul es
6. 01 through 6.09?

A. Yes.

Q Was that piece of testinony and schedul es
prepared by you?

A Yes.

Q And the revised testinony was fil ed
el ectronically yesterday, is that correct?

A. Yes.

Q Could you tell us what changes were nmade to
the testimony that was filed on yesterday?

A. The changes consisted of first the renoval

of a sentence on page 8, lines 170 through 173, and
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the sentence said, "Further, because the
contribution of average demand is already included
in the average component of the A&E met hodol ogy, it
is illogical and unreasonable to devel op an excess
conponent that again accounts for average demand, "
and | deleted that sentence.

And then there are a series of changes due
to |l incorrectly titled the schedules in ny
testinony. They did not conformto the numbers, |
should say, to the numbers on the schedul es
themselves. So | had to revised on 10 references, |
had to correct the number for the schedule to match
what was actually the number on the schedule itself.

MS. VON QUALEN: Judge, would you like me to go
t hrough each of those individually or is that
expl anation sufficient?

JUDGE WALLACE: That's fine with me unless
someone el se wants to point it out.

MS. VON QUALEN: Thank you.

Q And, M. Lazare, do you also have before
you a document which has been marked for

identification as ICC Staff Exhibit 16. 0, Rebutt al
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Testi mony of Peter Lazare, consisting of 14
typewritten pages with attached Schedul es 16. 01
t hrough 16. 047

A Yes.

Q Did you prepare that document for
presentation?

A. Yes.

Q Is the information contained in | CC Staff
Exhi bits 6. 0R with attached schedules in |ICC Staff
Exhibit 16.0 with attached schedul es true and
correct to the best of your know edge?

A. Yes.

Q If I were to ask you those same questions
t oday, woul d your answers be the same?

A Yes.

MS. VON QUALEN: Judge, at this time | would
move for admi ssion into evidence of |ICC Staff
Exhibit 6.0R with attached schedules and | CC St aff
Exhibit 16.0 with attached schedul es.

JUDGE WALLACE: Any objection? |ICC Staff
Exhibit 6.0R and I CC Staff Exhibit 16.0 are

adm tted.

99
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(WMhereupon I CC Staff
Exhi bits 6.0R and 16.0
were admtted into
evi dence.)

JUDGE WALLACE: M. Robertson, do you wish to
cross-exam ne M. Lazare?

MR. ROBERTSON: I will be happy to do that.

CROSS EXAM NATI ON

BY MR. ROBERTSON:

Q Good morning, M. Lazare. My name is Eric
Robert son. | represent the Illinois Industrial
Energy Consumers. And a simple question to start
out with, you have conducted a cost of service study
in this case, is that correct?

A Yes.

Q And based on your cost of service study
what is the systemrate of return at current rates?

A, Well, the cost study was performed based
upon proposed rates, so.

Q All right. What is the significance of
t hat?

A It was basically taking the revenue
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requirement that the Conpany had proposed in
rebuttal and devel oping an allocation of costs and
revenues anmong the classes based upon that rebuttal
revenue requirenment.

Q So your study doesn't develop a system rate
of return at current rates other than what the
Company proposed?

A. Ri ght . It doesn't | ook at the current rate
| evel s.

Q And does your study produce a systemrate
of return at proposed rates?

A It takes a systemrate of return and then
based upon that rate of return it devel ops a set of
revenues for each custonmer class. So it doesn't
i ndependently develop a systemrate of return.

Q Does it independently develop a class rate
of return by customer class?

A. Yes.

Q And what is the rate of return devel oped in
your study for SC 76 at current rates or as you did
it?

A. It is after tax is 9.08 percent.
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Q All right. And what's the source of that
number in your testimony?

A. It is based upon my Schedule 16. 01.

Q Al'l right. And what is the -- would you
accept subject to check -- | think this is correct
or let me ask it this way. MWhat is the rate of
return that the Staff is recommending in this case?

A. | don't know specifically.

Q | don't know if this has been updated or
not, but my notes show that Staff Exhibit 14.0,

Schedul e 14. 01, showed a recommended rate of return

at 8. 25 percent. Do you accept that subject to
check?
A Yes.

Q Now, your cost of service study is based on
t he average and peak method instead of the average
and excess method for allocation of maintenance, is
that correct?

A. Yes.

Q Would you agree that mpost | P customer
cl asses, setting aside grain drying or asphalt

pavi ng cl asses, would incur their peak usage when
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t he weat her is col d?

A Yes.

Q Would you agree that the coincident peak
met hod for all -- strike that. Wuld you agree that
the coincident peak for all I P customer classes
except the grain bin drying and the asphalt paving
cl asses should be approximately the same or very

close to the non-coincident peak?

A Non- coi nci dent or coincident?
Q Non-coi nci dent .

A Oh, for the individual classes?
Q Yes.

A. Yes.

Q Wuld you agree that the grain drying and
asphalt paving custonmers formonly a small fraction
of the total usage on the IP system?

A Yes.

Q Would you agree that the average and peak
met hod will allocate more costs to a high | oad
factor class than the average and excess demand
met hod, all else being equal?

A.  Assuming that their peak is a simlar time
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as system peak, yes.

Q Would you agree that in general industri al
customers exhibit higher |Ioad factors than the
system average | oad factor for |P?

A. Yes.

Q It is my understanding that you have not
prepared an estimte of how your proposed increases
in transportation rates will inpact IP's ability to
attract and retain industrial load, is that correct?

A. Yes.

Q Has the Comm ssion to your know edge ever
accepted the average and peak method for Illinois
Power Conpany?

A. No .

Q The Conmm ssion has previously accepted the
average and excess demand method for IP, is that
correct?

A. Yes.

Q Would you agree or disagree that if a
customer uses nore gas in the non-wi nter mont hs but
does nothing to increase its peak day usage, the

average and peak method will allocate more costs to
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t hat custonmer, all else equal ?

A. Yes.

Q Now, is it your opinion that the revenue
requi rement of each class should be set based on a
cost of serving that individual class?

A. Yes.

Q And why -- and in your proposal and revenue
al l ocation study you separated the SC 65 and SC 76
revenues, do you not?

A. Yes.

Q And it is my understanding that you believe
that is appropriate in this case because it reflects
costs?

A. To the extent that classes can be separate,
i dentified separately, and they have a specific cost
of being served, then the rates should to the extent
possi ble reflect those specific costs.

Q And you will -- in your study you were able
to separate the 65 from 76 and establish an
I ndi vi dual cost for each class, is that correct?

A. Yes.

MR. ROBERTSON: | have no further questions.



10

11

12

13

14

15

16

17

18

19

20

21

22

106

JUDGE WALLACE: M. Bal ough?

MR. BALOUGH: Yes, thank you.

CROSS EXAM NATI ON

BY MR. BALOUGH:

Q Good nor ni ng. My name is Richard Bal ough
and | represent the Citizens Utility Board. | just
had a few questions for you. Do you agree with IP
for the residential custonmers to go to a flat usage
rate, is that correct?

A. Yes.

Q And that was based upon the fact that the
facilities charge is now fully recovered?

A. | would just as a general rule, | would
favor a flat charge. Now, the issue did not come
up, you know, if there are any other reasons why the
flat charge was proposed. But if, for exanple, the
Company did not fully recover customer costs through
the customer charge, | would still support a flat
char ge.

Q So as a general philosophy you support fl at
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charges for residential customers?

A. Yes.

Q Have you conducted any studies to see what
the i mpact woul d be on customers by going to the
flat charge, residential customers?

A. No.

Q You al so have testimony concerning plastic
pi pe versus steel pipe, and | believe in your
testinony you said that by the Conpany's use of
pl astic pipe versus steel pipe, the cost to
resi dential customers was higher. Did | summari ze
your testimony correctly?

A. In the proposed allocator that they
presented in their initial filing, yes, that was the
case.

Q And you proposed instead that the pipe be
al |l ocated, not based upon plastic versus steel, but
upon the size of the pipe and the cost based upon
size, is that correct?

A. Yes.

Q Can you tell me did you conduct -- what is

the difference in dollar terms between those two
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different methods to the residential class?

A, Well, actually now there are three methods
out there because the Conmpany has presented a
revised analysis, and | think it is in its rebuttal
testinony. So what we have out there is our two
versions that distinguish between plastic and steel
desi gned by the Conpany that come up with quite
different results vis-a-vis the residential class,
and m ne actually falls somewhere in between. The
Company' s original proposal allocated significantly
nore to the residential class. My proposal
all ocated |l ess, and now the Conpany's revised
proposal allocates even less to the residenti al
cl ass.

Q Less than your proposal ?

A. Yes.

Q Do you know in dollar terms what that is or

where | could find those three compari sons?

A. | think that's in Karen Althoff's rebuttal
testimony. | don't know exactly what page it is on.
But she gives, | think, percentage differences, so

she may not give the difference in dollar terms but
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she will give the difference in terns of the
percent age of services allocated to, for exanple,
the residential class.

Q At this point are you still standing by
your met hod or are you going -- are you adopting the
Company's revised steel pipe allocation
differential?

A. | am standing by my method.

Q And why is that?

A. Because | don't feel that the numbers in
support the Conpany has provided that distinguish
the cost between steel and plastic are well
support ed. | have questions about the basis on
whi ch those nunmbers were derived. So | don't feel
confortable supporting an allocator that makes these
kind of distinctions between the cost of plastic and
st eel .

MR. BALOUGH: That's all the questions | have,
Your Honor.

JUDGE WALLACE: All right. M. MacBride had
requested that we take a break for lunch so he could

review Mr. Fitzhenry's notes.
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MR. FlI TZHENRY:

JUDGE WALLACE

Your Honor

Let's go of

f the record.

(Wher eupon there was

t hen had an

of f-the-record

di scussion.)

JUDGE WALLACE
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Why don't we go ahead and break

| unch and come back at 1:007?

(Wher eupon the hearing

was in recess for

unt il

1:00 p.m)

| unch
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(Wher eupon the proceedi ngs are
now bei ng
stenographically
reported by Laurel A.

Pat kes.)

JUDGE WALLACE: Just for conmpl eteness, | had

rai sed an i ssue off the record before we went to

| unch concerning M. Fitzhenry and M. Byrne's

appearance here today, and | will accept

M .

MacBri de's argument that there is no inherent

conflict, and M. Byrne and the absent M.

can appear here today.
MR. MacBRI DE: Thank you
JUDGE WALLACE: We were crossing M.
t hi nk.
M. MacBride?
MR. MacBRIDE: Yes. Good afternoon,

M. Lazare.

111

Fitzhenry

Lazare
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THE W TNESS: Good afternoon.
MR. MacBRI DE: | have just a few gquestions here

for you.

CROSS- EXAM NATI ON
BY MR. MacBRI DE:

Q First of all, going back to something from
this nmorning, you were discussing with M. Robertson
your cal cul ation of the systemrate of return and
the class rate of return that you cal cul ated based
on Illinois Power's proposed revenue requirement as
It submtted in its rebuttal case, correct?

A. Yes.

Q Al right. Now, | take it you haven't
cal cul ated or redone your study to calcul ate rates
of return based on the |levels of revenue increase
t hat woul d be indicated by the stipulation entered
into by the company and staff, is that correct?

A. Yes.

Q And would you agree or accept subject to
check that Illinois Power's rebuttal rate increase

proposal was roughly two tinmes the rate increase
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A. Yes.

Q Now, woul d you | ook at Schedule 6.02 of
your direct testimony, please, and this exhibit
relates to the issue of the use of the steel and
pl astic services in developing the services
all ocated for that, correct?

A. Yes.

Q All right. And on this exhibit you've
cal cul ated for each of the various service pipe
di ameter sizes a ratio of the steel cost and the
pl astic cost for that diameter size, correct?

A. Yes.

113

Q Al right. And first of all, what are the

units for the colums | abel ed steel and plastic?

A. The steel is | think in dollars per |linear

f oot .
Q Okay. Of the length of the service?
A.  And plastic, yes.
Q Per linear foot of the |length of the
service?

A. Ri ght .
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Q All right. And is it your understanding
that the figures for steel and for plastic include
both the material and the |abor for installation?

A. Yes.

Q Al right. Now, you've cal cul ated the
ratio in the fourth colum on this exhibit and
that's sinply the value for steel divided by the
val ue of plastic, correct?

A. Yes.

Q Now, in devel oping your services allocator,
do you use this ratio of steel to plastic in your

ot her exhibits?

A. For devel oping my allocator?

Q Yes.

A No.

Q Al right. Now, woul d you now | ook at

Schedul e 6.04, Page 3, and this page or this
schedul e are again part of the devel opnment of your
services allocator, correct?

A. Yes.

Q And in this page, you have taken the unit

steel cost for each of the diameter sizes and the
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unit plastic cost for each of the service diameter
sizes and you' ve sinmply calculated the arithmetic
average of those two numbers, correct?

A. Yes.

Q You haven't weighted the steel or the
plastic in any way in that calculation, correct?

A, Well, in the sense that | weighted it on
50/ 50 by calculating the average.

Q But you didn't weight them for exanple, in
terms of the nunber of steel services versus the
number of plastic services on the systenf?

A. No.

Q Al right. Then in the fourth colum, |I'm
sorry, the fifth colum of Page 3 of Schedule 6.04,
you' ve calculated a size cost weight for each of
t hese averages for the various diameter sizes and
t hat size cost weight or weighting is devel oped
usi ng the one-inch diameter as the baseline,
correct?

A.  Actually, the less than one inch

Q Okay. All right. So the other weightings

are the ratios of the average for the various sizes
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to the average for the |less than one-inch pipe size,
correct?

A. Yes.

Q Then if you nmove to Page 4 of your Schedul e
6. 04, you use the size cost weighting for each
di ameter size in the second colum of this exhibit,
correct?

A. Yes.

Q Now, could you just walk through for us and
expl ain how you devel oped the, starting with the
size cost weighting, how you get to the staff
services allocated as shown on the bottom row of
Page 47

A.  Well, basically for each class you have a
breakdown of services by different diameters, and
for each dianeter | basically applied the
appropriate weighting to get an overall weighting by
Size of services for each class.

And so, for exanple, those classes that
are |l ess than one inch, the weighting of one is

applied, and then as you get let's say up to four

i nches, each linear foot is weighted nultiplied
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times 5.3 to get the weighting for the relative cost
of a larger size, so each of those weighted nunbers
are added up to get a total for each class.

And then when you get a total for each
class, we then multiply it times average |ength
wei ghting to get class totals which will then
provi de the basis for the allocation.

Q The average length is the average | ength of
service pipe for each of these classes, is that
correct?

A. Yes.

Q For exanple, you're indicating here that

t he average | ength of service pipe for the SC 76

custonmers, for example, is 183 feet, is that
correct?
A Yes.

Q Now, woul d you | ook at Schedul e 6.03,
pl ease?
On this schedule you show vari ous data
relating to the plastic distribution pipe and the
steel distribution pipe, correct?

A. Yes.
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Q That includes diameter, |linear feet, gross
pl ant bal ance, correct?

A. Yes.

Q And this is where you use the |inear feet
and the gross plant balance to calculate unit cost
for each diameter, correct?

A. Yes.

Q Did you indicate your source for this
Schedul e 6.03 as the conmpany response to data
request |1 EC 1-33, correct?

A. Yes.

MR. MacBRI DE: Let me ask the reporter to mark
this as IP Cross Exhibit No. 1, please.

(Whereupon I P Cross
Exhi bit 1 was

mar ked for
identification as of
this date.)

Q M. Lazare, the docunent |'ve handed you is
a copy of the conpany's response to Il EC data
request 1-33, is that correct?

A. Yes.
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Q Is this the data request response you used
as your source for Schedule 6.03?

A. Yes.

Q And, in fact, the second page of the
document shows the diameter, the |linear feet, and
the gross plant bal ance information that you have on
your Schedule 6.03, correct?

A. Yes.

Q Now, M. Lazare, do you by chance have a
copy of company witness Althoff's rebuttal with you?
A Yes. I'mnot sure if this is the nost

current version though.

Q | believe there's only one version of her
rebuttal .

Coul d you | ook at Pages 16 and 17 of
her rebuttal, and | ook particularly at her answer to
guestion 29. Do you see that?

A. Yes.

Q Al right. And I think you've touched on
this briefly this morning, but here
Ms. Althoff has presented what she depicts as the

all ocation of the services or the services all ocator



10

11

12

13

14

15

16

17

18

19

20

21

22

120

to the various service classifications based on your
proposal and the revised company proposal, correct?

A. Yes.

Q My question is do you agree with the
numbers that she's reported here?

A. Well, subject to check, "Il agree to it.

Q Now, M. Lazare, in your testimony in this
case, you've raised some issues concerning | guess
what |1'1l call the form of the cost of service nodel
that the conmpany used and supplied in this case, is
that correct?

A. Yes.

Q Al right. And anong other things you were
concerned about the fact that the version that was
originally supplied with the filing had some hidden
formul as or some fornulas that couldn't be exam ned,
is that correct?

A. Yes.

Q I's it your understanding that Code Part 285
governs the standard filing requirements to be made
by a utility in submtting a rate case to this

Comm ssi on?



10

11

12

13

14

15

16

17

18

19

20

21

22

121

A. Yes.

Q And Part 285 addresses, anong nmany ot her
things, requirements with respect to supplying a
cost of service study?

A. Yes.

Q Are you contending that the conpany
vi ol ated any of the specific requirements of Part
285 with respect to the cost of service study
supplied in this case?

A. No.

Q Is it your understanding that the company
uses a cost of service mopdel that is provided by a
conpany call ed MAC?

A. Yes.

Q And are you aware that I1llinois Power also
uses an electric cost of service study model as
supplied by MAC?

A. Yes.

Q And, in fact, the conmpany has used that
nmodel in prior cases, the electric model, correct?

A. Yes.

Q And you've worked with that in prior cases,
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A. Yes.

Q And, in fact, Illinois Power used the MAC
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el ectric cost of service nodel in its last delivery

service case, Docket 01-0432, is that correct?

A. Yes.

Q And in that case, staff signed a
confidentiality agreement to get access to the full
MAC nodel, correct?

A. Yes.

Q And you were staff cost of service wtness

in that case, weren't you?

A Yes.

Q And in your filed testinony in that case,
direct and rebuttal, you didn't raise any concerns
about the access that was provided and the form of
t he model that was provided by the conpany in that
case, did you?

A. Not in my testinony.

Q Now, woul d you agree that subsequent to
I1'linois Power's | ast DST case in Docket 01-0432,

t he Comm ssion engaged in a rul emaki ng which
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resulted in a number of changes to Code Part 285?

A Yes.

Q And, in fact, would you agree or accept
subject to check that the Conmm ssion issued its
second notice order adopting revised Code Part 285
on March 26, 20037

A. Yes.

Q And did you participate in that rul emaking
on behalf of staff?

A. Yes.

Q And that rul emaki ng then gave you the
opportunity to raise any issues or make any
reconmmended changes to Part 285 that you m ght have
had t hat emanated from your use of the MAC cost of
service model in the delivery service case. s that
fair to say?

A Yes.

MR. MacBRIDE: Thank you. That's all the
guestions we have for M. Lazare.

JUDGE WALLACE: Any redirect?

MS. VON QUALEN: l'"d like a few mnutes if |

coul d.
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JUDGE WALLACE: Al right.
(Wher eupon a short
recess was taken
at this tinme.)

JUDGE WALLACE: Back on the record.

Any redirect?

MS. VON QUALEN: Yes, | have a question.

REDI RECT EXAM NATI ON
BY MS. VON QUALEN:

Q M. Lazare, M. MacBride guestioned you
about your concern regarding the transparency of the
cost of service study.

Why are you raising that concern now?

A.  Just as an analyst who exam nes vari ous
conpany studies at different points in time, certain
conclusions don't come to nme all at once and
instantly, and when it comes to the conpany's way of
doing the cost of service, the issues and probl ens
t hat have arisen in the past, at a certain point in
time, they come to the realization that this is not
a good way to go in the future.

And so it was just a realization after
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havi ng nultiple exposures to the company's study
that at a certain point in time you cone to the
conclusion that this is not a good way to go forward
in the future.

So that is why in |ooking at the

company study in this case and exam ning a study
with hidden formulas and realizing I'd have to go
back and request another version of the study and
t hi nki ng that maybe for other parties in the case
who may not have the same opportunity to review
that, this m ght make it nore difficult for them
and | think in the objective of having a transparent
and open regul atory process, it's essential to me to
have the foundation for your ratemaking to be easily
visible and verifiable by all parties in the case.

MS. VON QUALEN: | have no further questions.

JUDGE WALLACE: Recr oss?

MR. MacBRI DE: No.

EXAM NATI ON

BY JUDGE WALLACE:

Q M. Lazare, it's | guess essentially your

Schedul e 16.01, but is this chart supposed to show
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t hat each customer class is expected to pay its cost
of service under the proposed rates?

A.  Actually, it's every class except for the
special contract class which is --

Q Speci al ?

A. Very speci al . I"m receiving gas under
contract with a company that extends before and
after the case so there's no opportunity to reopen
that contract in this proceeding.

Q But for other classes, other rates, you're
showi ng that each class is paying its cost of
service?

A. Yes.

Q And you have a schedule or a chart that
shows the percentage or the portion of cost of
service by customer class?

A. If you go down to after tax rate of return,
you'll see that the overall rate of return for the
conpany is 9.12 percent, and the special contract
actually earns more than its share under its current
contract, so then you can see that all the returns

for each of the other classes are set at 9.08
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percent in order to produce the overall revenue
requi rement.

Q Now, you differ from M. Jones in the
percentage, right, allocated to each cl ass?

A. Yes.

Q And is that accounted for by the differing
uses or your use of the cost of service study that
you devel oped and the one
M. Jones used for Illinois Power?

A. The allocations contained within my cost
study don't match up exactly with the company's
all ocations, so you end up with different revenues
all ocated to each cl ass.

Q Different percentages?

A Well, different actual dollar amounts.

Q Okay. You've allocated it |ooks to ne
li ke, if that's what that 9.08 is, you've allocated
9.08 to each of these classes?

A. No. MWhat |'ve done is |I'm saying based
upon the amount allocated to each class, they each
earn that return.

Now, if you want to see what's
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all ocated to each class, you go to Schedule 16.02,
Page 1 of 2 which shows these are the current
all ocation of base rates. These are nmy proposed in
t he second col um.

And if you go to Page 2 of 2, you can
see the conmparison of what the company is proposing
and what |'m proposing in each cl ass.

Q Al right. Look at Page 1 then of that
schedul e.

The percent increase, that's simply the
percent increase over current rates, right?

A Current base rates.

Q But that doesn't really answer the question
of what percentage cost of service or if you can
find by customer class the percentage cost of
service?

A. Oh, well, to see like the residential, you
woul d have to take the 99,599, divide that by the
total of 144,969 and you'd say the residentials are
responsi ble for just over two-thirds of the overal
revenue requirenment.

Q They would be responsible for two-thirds of
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the overall revenue requirement, but then what's
their -- you're saying that's their portion of the
cost of service?

A. Yes.

Q Okay. M. Jones on his Exhibit 7.20... Do
you have that or are you famliar with that?

A. Okay. What page number?

Q Page 1. Just, for exanple, |ooking out at
the proposed revenue, are your percentages in the
sanme ball park as those?

A. M ne is actually slightly |ess.

Q Your residential would be --

A. $99 mllion, 99.6 mllion. There's is 100.

Q And then your percentage you said, were you
just roughly giving the percentage as 66 percent?

A. Yeah. M ne would be roughly like 68, 67
percent, maybe 68. [t's just a rough estimte, but
| did not performa calculation to get the percent
of the total.

Q Okay. Now, | think M. MacBride asked you

about the stipulation. Wen you take into account
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all the conditions fromthat stipulation, does that

change any of your -- it will change your schedul es,
right?
A. Yes.

Q But it won't change your percentages?

A. Under my proposal, no. My proposal is to
set the final rates in the sinplest, nmost
transparent manner possible, and to nme, | would just
take nmy rebuttal revenue allocations and rate design
and just prorate them down until they produced the
| evel of revenues matched by the stipulation.

JUDGE WALLACE: Okay. Thanks, M. Lazare.
That's all the questions | have.

(Wtness excused.)

JUDGE WALLACE: M. Bal ough, you have exhibits
you want to nopve?

MR. BALOUGH: Yes, Your Honor.

First of all, we have CUB Exhibit 1.0
which is entitled "Direct Testinony of Christopher
C. Thomas on behalf of the Citizens Utility Board"
whi ch has been prefiled and also CUB Exhibit 2.0

which is titled "The Rebuttal Testimony of
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Chri stopher C. Thomas on behalf of Citizens Utility
Board," and we have filed on e-docket the affidavit.
So | would offer those two, and | would
al so then offer the joint exhibits. You want me to
do them all at once?

JUDGE WALLACE: Yeah, go ahead.

MR. BALOUGH: Okay. Then we also, the Attorney
General for the State of Illinois along with the
Citizens Utility Board filed AG CUB Exhibit 1.0
which is the direct testimny of David J. Effron
(E-f-f-r-0-n), and there is an AG CUB Exhibit 1.1
which is his exhibits to that testinmony and also AG
CUB Exhibit 1.3 which is entitled "The Rebutt al
Testimony of David J. Effron on behalf of the People
of the State of Illinois and the Citizens Utility
Board." Also, AG CUB Exhibit 1.4 which is two pages
of exhibits.

Your Honor, at this time on behalf of
CuB, | would offer CUB Exhibit 1.0 and 2.0, and
jointly on behalf of the Attorney General and CUB,
we would offer 1.0, 1.1, 1.3 and 1.4.

JUDGE WALLACE: All right.
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CUB Exhibits 1.0 and 2.0 are adm tted.
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AG/ CUB Exhibits 1.0, 1.1, 1.3 and 1.4 are adm tted.

(Wher eupon CUB Exhi bits
1.0 and 2.0 and AG CuUB
Exhibits 1.0, 1.1, 1.3
and 1.4 were adm tted
into evidence at this

time.)

JUDGE WALLACE: All right. Ms. Von Qual en, do

you want to run through the staff exhibits?

MS. VON QUALEN: Shall I go through my exhibits

now?

JUDGE WALLACE: Yes, please.

MS. VON QUALEN: Your Honor, | would nove for

the adm ssion of ICC Staff Exhibit 2.0 titled "The

Direct Testinony of Burma C. Jones" with attached

Schedul es 2.01 through 2.03 and also the rebuttal

testimony of Burma C. Jones, |CC Staff Exhibit
wi th Schedules 11.01 through 11.03.
| would also move for the adm ssion of

| CC Staff Exhibit 3.0, the direct testinmny of

11.0
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Bonita Pierce with attached Schedules 3.01 through
3.07 as well as the rebuttal testinony of Bonita A.
Pierce, ICC Staff Exhibit 12.0 with attached
Schedul es 12.01 through 12.07.

| would al so nmove for adm ssion into
evidence the direct testinony of Janis Freetly, |CC
Staff Exhibit 4.0 with attached Schedules 4.01
through 4.11 as well as the rebuttal testimny of
Janis Freetly, ICC Staff Exhibit 14.0 with attached
Schedul es 14. 01 through 14. 05.

And | would move for the adm ssion into
evidence of the direct testinony of M chael MNally,
| CC Staff Exhibit 5.0, and the rebuttal testimony of
M chael McNally, ICC Staff Exhibit 15.0 with
attached Schedules 15.1 through 15. 3.

| move for adm ssion into evidence of
the direct testinony of Eric Lounsberry, |ICC Staff
Exhibit 7.0 with attached Schedules 7.01 through
7.08, and | also nove for adm ssion into evidence
the revised rebuttal testimony of Eric Lounsberry,
| CC Staff Exhibit 17.0 R with attached Schedul es

17.01 R through 17.03 R.
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I move for adm ssion into evidence the

direct testimony of Dianna Hathhorn, | CC Staff
Exhibit 9.0 with attached Schedules 9.01 through
9.03 and the rebuttal testimny of Diana Hat hhorn,
| CC Staff Exhibit 13.0.

JUDGE WALLACE: WAs her direct 9.07

MS. VON QUALEN: Yes, it was.

That's it. | move for adm ssion of all

t hose exhibits.

JUDGE WALLACE: It seenms like we're m ssing
sonebody.

MS. VON QUALEN: There's Charlie lannello who I
t hought we woul d put on tomorrow if we're going to
put himon or I'lIl read it into the record tonmorrow,
and we did Peter Lazare's today.

MR. MacBRIDE: |'m sorry. \When was
M. Lounsberry's revised rebuttal testinony
circulated? | don't seemto have it.

MS. VON QUALEN: That was circulated on -- |
have January 4 on his affidavit.

MR. MacBRI DE: Do you have somet hing that shows

t he changes?



10

11

12

13

14

15

16

17

18

19

20

21

22

135

MS. VON QUALEN: | do, but | don't believe I
have them with nme. The changes would have been on
the cover letter that was sent out with the filing.

MR. MacBRI DE: For whatever reason, | don't
have it, and |I don't have any recollection of ever
seeing it, so this is news to nme.

JUDGE WALLACE: We could, if you want to | ook
at this tomrrow, we could put Eric's on tomorrow.

MS. VON QUALEN: We could hold off on ruling on
that one till tomorrow and | can get you a copy of
it.

MR. MacBRIDE: That would be fine.

JUDGE WALLACE: Actually, | did have one
gquestion about Eric Lounsberry's testinony, Kevin
Shi pp and Hood and Kenppai nen.

There was certain information in there
t hat they were keeping confidential. I's that
i nformation actually confidential and why.

MR. MacBRIDE: Sone is and sonme isn't.

There is various, for exanmple, pricing and contract
information certainly in M. Shipp's testimny and

some of it is also repeated or used in M.
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Lounsberry's testinony that would be confidential.

| think a |large part of what you're
referring to in M. Lounsberry's testinmny, there
are fairly extensive quotes from various reports,
some which were prepared for Illinois Power by third
parties, and then, correspondi ngly, when the
I1linois Power witnesses respond to that and have
occasion to quote the same material, they designate
it as confidential as well.

I think what happened is this. Early
in the case before M. Lounsberry's direct testimny
was filed, he data requested a | ot of these reports
from the company and many of them do contain some
confidential information, either specific data or
they may refer to some proprietary analytic process
used by the company that prepared the report, the
third party consultant.

And rather than take the time and del ay
our response to the data request to go through each
of these reports and actually mark as confidenti al
the specific information that would be deemed

confidential either by Illinois Power or by the
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third party consultant, we provided the reports to
staff with the understanding that they would be
treated as confidential in their entirety.

You know, M. Lounsberry then
appropriately followed up on that but whenever he
quoted from one of the reports, he designated it as
confidential.

So we could, | mean, | think this is
all on the conpany in the sense that everything
ultimately here that's been designated confidenti al
is data that came fromthe conpany. It's not M.
Lounsberry's dat a.

We can go back through M. Lounsberry's
testinony and advise staff of portions that really
don't have to be redacted or treated as proprietary
if you'd Iike to have us do that.

JUDGE WALLACE: | wouldn't m nd because |
wasn't sure that the information that both Eric and
| think Kevin were saying was proprietary.

If it is proprietary, that's fine. It
didn't appear to ne that those particular itens

woul d be, but maybe we could come to something on
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Okay.

Exhi bits 2.0,

11. 0,

Heari ng no objection, |ICC St

3.0, 12.0, 4.0, 14.0, 5.

7.0, 9.0 and 13.0 are adm tted.

(Whereupon I CC Staff

Exhi bi

ts 2.0, 11.0,

3.0, 12.0, 4.0,

5.0,

14. 0,

15. 0,

7.0, 17.0R, 9.0 and

13.0 were admtted into

evi dence at thi

time.)

JUDGE WALLACE:

revi sed rebuttal

And we' |

testi mony of

Charlie lannello tonmorrow.

MR. MacBRI DE:

conpany affidavits?

JUDGE WALLACE

MR. MacBRI DE:

exchange you and |

You want

Yes.

S

| get a copy of

Eric Lounsberr

138

af f

0, 15.0,

the

y and

me to go through the

Judge, pursuant to an e-

had earlier in the week,

mai |

we

haven't filed the company witness affidavits on the

e-docket .

br ought

t hem but

if you prefer,

we can
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reporter here.

JUDGE WALLACE: Do you want to file them on
e-docket ?

MR. MacBRI DE: |"m just doing what you told nme
to do which is bring themto the hearing.

JUDGE WALLACE: Okay. Just hand themto the
court reporter then. | forgot what | told you to
do.

MR. MacBRIDE: These were e-mailed to the
service list and yourself yesterday.

MS. VON QUALEN: It is my understanding that
you're not going to put the revised testinonies in
t oday because staff has not had an opportunity to
review the revisions?

MR. MacBRIDE: Okay. |If you don't want nme to,
that's fine. We can wait till tomorrow. | mean,
there's no point in going through all of these. W
m ght as well do them at all at once.

JUDGE WALLACE: Okay.

(Wher eupon | P Exhibits

1.4, 2.69, 3.23, 4.7,
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12. 11,

14. 6, 15.

140

5, 10.12, 11.4,

13.12, 14.5,

5, 17.7, 18.5,

19. 3 and 20.2 were

mar ked f or

identification as of

this date.)

MR. MacBRI DE: Let me identify the exhibits |

just handed the reporter which are the affidavits of

the foll owi ng conpany wi tnesses who have not been

required to appear for

Affidavit of
mar ked as | P Exhibit

Af fidavit of
Exhi bit 2.69.

Af fidavit of
| P Exhibit 3.23.

Affidavit of
| P Exhibit 4.7.

Af fidavit of
Exhi bit 6.9.

Af fidavit of

Cr oss:

Frank Starbody which is

1.4.

Peggy Carter marked as IP

Dani el Mortl and mar ked as

Kat hl een McShane mar ked as

Ron Pate marked as I P

Patricia Spinner marked as
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Af fidavit

Exhi bit 10.12.

Af fidavit

of

of

M chael Adans marked as | P

Ronal d White marked as I P

Exhibit 11.4, affidavit of Gene Eagle marked as |IP

Exhibit 12.11

Af fi davit

Exhibit 13.12.

Af fidavit

as | P Exhibit 14.5.

Af fidavit

Exhi bit 14.6.

Af fi davit

Exhi bit 15.5.

Af fidavit

Exhibit 17.7.

Af fi davit

| P Exhibit 18.5.

Af fidavit

Exhi bit 19.3, and affidavit of Lee Nickloy marked as

| P Exhi bit 20.2.

JUDGE WALLACE:

of

of

of

of

of

of

of

Kevi n Shipp marked as IP

Curti s Kemppai nen mar ked

Wayne Hood marked as | P

Chris O sen marked as | P

Ti mot hy Hower marked as I|IP

Charl es Manni x mar ked as

Robert Porter marked as I P

Does anybody have anything else
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t oday?
MR. MacBRIDE: Yes. W offer IP
Cross- Exam nation Exhibit No. 1 into evidence.
JUDGE WALLACE: Does anyone have any objection
to P Cross Exhibit 1?
Al'l right. I P Cross Exhibit 1 is
adm tted.
MR. MacBRI DE: Thank you
(Whereupon I P Cross
Exhibit 1 was adm tted
into evidence at this
time.)
JUDGE WALLACE: All right. | f there's nothing
el se today, we'll adjourn until
10 o' cl ock tomorrow.
(Wher eupon the hearing was
continued to January 21, 2004 at

10: 00 a. m)



