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SUPPORTING LOGIC BEHIND THE. ECONOMIC ANALYSIS 

. .  
supply Contneti 

. . .  
UDa (month) Tout PUIChn* (Sa) ' MN 

EPEM Twnkiine CJW Gate Service (98,99) 
EPEM MOT Clly Qate Punhase. 
Mldcon 50 day 

. , 

10.0 
10.0 

24 
24 
36 
24 
12 
5 

_I_ 

City Gate 
Clly Qate 
Clly Qate 
Clly Gate 
Field 
Storage Spreads 
Demand Charge 
Clly Qate 

Dally Indices vs. FOM lndless 
Allocstbn of percent(su0h as 50%/50% or 75%/25%) Is not applicable in dalemlnlng If this contract beneflts the consumer. 
Historical measurement of these splits tells one thing, differences in FOM to Dally are volatile and cannot and WILL no1 be predicted. 

Historical vs Foward 
The logic of a foMlard looking analysis is not skewed by applylng petcenlages to an unpredlctabie relatlonshlp between FOM and Daily indices. 
The important lhlng to look 01 Is what IS the VALUE the of commodity in relatlon IO its location. For example If gas In Texas Is the same as gas in Chicago, 
Indicate8 there Is no value In holding Stx capacliy for that month. The fact that I have flnn gas at 75% F0MQS.k Dally does NOT make a bupr go Out and punhase STX Caps 

SUMMARY 
THE IMPORTANT FACTOR WE MUST ACCEPT (OR NOT) IS WHAT THE SPREADS ARE FROM PGUNSQ CONTRACTED FIELD LOCATION TO CHICAGO. 
THE QUESTION WEMUST ASK OURSELVES IS THE NET SPREADS THAT ENRON IS PROVlDlNQ TODAY GOOD FOR THE CONSUMER IN YEARS 2.57 

WHATMI@ mALysi.s mLs:us is WE ARE TAKIMG THE VWE OF CAPACITYTODAY AND *HEDGINO* IT AGAINST 
WHAT THE PIPELINE VALUE MAY EE TOMORROW TO SECURE INDEX MINUS PRICINO. 
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. .  The Peoples GasLight and Coke Company 
Summay,'of Baseload Percent of Annual Total Pui ihrser~ 

Flscal 2001 ! J Flscal ZOO0 

Baseload Volumes (Dth) 
Summer Incremental Baseload Volumes (0th) 
Dally (Short Imbalance) Purchase Valumes (Dth) 0- 

Total Volumes (Dth) 

Total Baseload Percent 
Dally Purchase Percent 

Daily (Long Imbalance) Forced Sales Volumes (Dth) \- -0 - 
- r  

Customer Owned Gas 

Flscal 1998 Actual 
Flscal 1999: I D  month actual + 2 months estimated 

Forecast used In above analysls 0 --- - - - 0 - 
Average Baseload Percent 
Average Dally Purchase Percent 
Weighted Average Baseload Percent 111 
Weighted Average Dally Purchase Percent 
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Peoples Energy: Corporatbn , ;.,:'. . .  

. . . .  . . .  

. I .  . < .  
Booked'and Index Variable Cost Of Purchases COmP . .  . . .  . . . .  

. . .  All Off-System Sales Reveriued'Removed. . '  '. . .  ' ' . . . . . . . .  . .  . .  

Compclnv 
PGLC 
PGLC 
PGLC 
PGLC 
PGLC (1) 

Totals 

Booked Booked 
Fiscal Year se Dth purchase Pumha 

1995 104,932,148 $179,316,196 
1996 172,336,795 $428,162,837 
I997 153,294,213 $41 6.885.253 
1998 118,527,254 $294,967,738 
1999 101,115,793 $226,831,836 

650,206,203 $1,544,183,860 
Avg. Cost Difference 
Avg. Cost Percent of Index Difference 

Booked Index 
w v a  $1 dt& purchasd 

$168,914,975 
$490,220.669 
$431,667,469 
S298.910.224 
$209;103,070 w $1,599,016,405 

Index 
Yithmsm 

.risss? 
$0.0844 
3.43% 

$32,533,729 
$78,118,120 
$75,851,836 
$54,052,522 
$42,280,016 

$282,836,023 

20,293,678 $34,928,818 
$63,966,14 1 27,990,575. 
$71,855,827 

21,836.157 $53,042,921 
'$45,420,176 20,537,908 

$269,213,684 

. .  , , .  

1995 
1996 
j997 ; 27,226,347 . 
1998 
I999 

NSG 
NSG 
NSG 
NSQ 
NSG (1) 

Totals 
AVQ. Cost Difference 

szm2 . .  
$0.1156 

4.82% 

u2az 117X185.265 

. .  
~ v g :  cost percent of Index Difference 

. .  

. . .  

Note:' 1. F I S ~  1999 contalns booked results.thr0Ugh the end Of JUlY. . .  
. .  
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' ' PGUNSG BRWK EVEN ANALYSIS 
BASED ON THE ENRON SALES REQUIREMENT , .  

Jilt* 

, .  Additional herload 
Pnmium requirod to 

CHICAGO INDEX 
" CONSUMER 

.$ . . .  

. .  FISCAL Y u r R  01 
FISCAL YEAR 01 

. .  . .  
. .  

FINAL DISCOUNTED ON CONRACT PRICE : s (0.0SZL 

ASSUMPTIONS 

1) Asrumod UU rnlnlmum exp.aed sa10 volume ECT will guannm a1 
2) WTD avg. dellvend sort was uiculated using 5 yr. produalon ana bar1 
3) s year quoret wen taken fmm tvro markeren on AUOIUI 18.1809, mire  guotat WM b hkan prior to Ott  1,1999. N ~ E X  price in yearn 4 and s wws etmiatd using at 1.3% WEFA pmwth faaorr 
3) h i  IO mnruwr waa mkhamd u fol(0m: 

us NYMEX plus lhe applicable piplina variable cost. 

[(Normai yoor ' WtD evg. plpallm Mul)(lndox -*-!Index llaf .(Ncmral S n h  -&isehdJ] 
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3 f o r  e n o v a t e ?  

4 A The re  were no e m p l o y e e s  of  e n o v a t e .  

5 Q S o  d i d  you  h a v e  t o  e v e r  k e e p  t r a c k  o f  t h e  

6 time t h a t  you s p e n t  w o r k i n g  o n  e n o v a t e  r e l a t e d  

7 f u n c t i o n s  a s  opposed  t o  P E R C  r e l a t e d  f u n c t i o n s ?  

8 A I d o n ' t  r e c a l l .  

9 Q F o r  your  c u r r e n t  j o b ,  d o  you k e e p  a t i m e  

1 0  shee t  t r a c k i n g  y o u r  h o u r s ?  

11 A No. 

12 I Q  Can you e x p l a i n  y o u r  u n d e r s t a n d i n g  o f  w h a t  

13 t h e  b u s i n e s s  g o a l  o f  e n o v a t e  was? 

1 4  MR. MULROY: S e a n  -- 

l5 MS. KLYASHEFF:  O b j e c t i o n  t o  t h e  q u e s t i o n s  a b o u t  I 
1 6  t h e  s u b s t a n c e  of what  e n o v a t e  d i d .  Your p r e v i o u s  

1 7  q u e s t i o n s  wen t  more  t o w a r d s  h i s  d u t i e s  and 

18 r e s p o n s i b i l i t i e s .  B u t  t h e  s u b s t a n c e  o f  w h a t  

1 9  e n o v a t e  was d o i n g ,  i t s  b u s i n e s s  p u r p o s e ,  a l l  t h a t  

20 w e  b e l i e v e  i s  o u t s i d e  t h e  s c o p e  o f  t h e  p r o c e e d i n g .  

2 1  MR. BRADY: Were you  g o i n g  t o  s a y  s o m e t h i n g ?  

22  MR. MULROY: R e r e a d  y o u r  q u e s t i o n .  



I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

A My u n d e r s t a n d i n g  i s  t h e  Hub i s  s t o r a g e  and  

t r a n s m i s s i o n  a s s e t s  t h a t  a r e  n o t  n e e d e d  by t h e  

r a t e p a y e r s ,  e x c e s s  c a p a b i l i t i e s  i f  it w e r e .  

Q By whose r a t e p a y e r s ?  

A P e o p l e s  Gas L i g h t .  

Q And y o u ' r e  a w a r e  t h a t  P e o p l e s  G a s  

s t o r e s  i t s  g a s  i n  Manlove F i e l d ,  c o r r e c t ?  

L i g h t  

A Yes .  

Q What was P E R C ' s  r o l e  i n  t h e  o p e r a t i o n  o f  

101 t h e  Hub? 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A 

Q 

P E R C  d i d  n o t  o p e r a t e  t h e  Hub. 

What was P E R C ' s  i n t e r a c t i o n  t h e n  w i t h  H u b  

a c t i v i t i e s ?  

A PERC p r o v i d e d  some o f  t h e  m a r k e t i n g  of  the 

H u b  s e r v i c e s  and  some o f  t h e  a d m i n i s t r a t i v e  

f u n c t i o n s .  

Q Can you e x p l a i n  a l i t t l e  b i t  on t h a t  a n d  

d e s c r i b e  wha t  t h e  m a r k e t i n g  f u n c t i o n s  and t h e  

a d m i n i s t r a t i v e  f u n c t i o n s  a r e ?  

A M a r k e t i n g  f u n c t i o n s  would  be  s e l l i n g  s o m e  

of t h e  Hub s e r v i c e s ;  a n d  a d m i n i s t r a t i v e  f u n c t i o n s  

would be  p r o v i d i n g  r e p o r t i n g ,  some customer 

18 



1 s e r v i c e ,  t h i n g s  l i k e  t h a t .  

2 Q You s a i d  m a r k e t i n g  invo lved  s e l l i n g  

3 s e r v i c e s .  

4 What k i n d s  of  s e r v i c e s  were you s e l l i n g ?  

5 A I wasn ' t  s e l l l n g  a l o t  o f  them. 

6 Can you be  a l i t t l e  more s p e c i f i c  t h e r e .  

I Q I ' m  s o r r y .  When I meant you, I meant  y o u r  

8 s t a f f .  You're  -- a s  a manager ,  y o u ' r e  a manager o f  

9 a d e p a r t m e n t ,  would t h a t  be t h e  c o r r e c t  -- Y O U  W e r e  

10 d i r e c t o r  of midstream s e r v i c e s  a t  t h a t  p o i n t ,  so 

11 when y o u  were a d i r e c t o r  of  a -- what a r e  you a 

1 2  d i r e c t o r  Of? 

13 A D i r e c t o r  o f  rn lds t ream s e r v i c e s .  I had a n  

1 4  employee  t h a t  worked f o r  me t h a t  among o t h e r  d u t i e s  

15 s o l d  Hub s e r v i c e s .  

1 6  Q Okay. So can  you  e x p l a i n  what t h o s e  H u b  

1 7  s e r v i c e s  t h a t  was -- t h a t  h e  was s e l l i n g ?  

1 8  A Very g e n e r a l l y  s p e a k i n g ,  s t o r a g e  and  

1 9  t r a n s p o r t a t i o n  s e r v i c e s .  

2 0  Q Which employee w a s  do ing  t h a t ?  

2 1  A S t e v e  Richman. 

2 2  Q Do you know t h e  -- Mr. Richman i n  s e l l i n g  



D 

Q 

0 

' I  
1 evaluating the benefits of the GPAA? 

2 MR. MULROY: I guess I have to object to the f o r m  

3 of the question. 

4 You can answer it if you understand it. 

5 BY MR. BRADY: 

6 Q .  Do you want me to - -  

I A. If you could clarify that a bit . . .  
8 Q. How did the team from Peoples go about 

9 evaluating the GPAA prior to entering into the 

10 agreement? 

11 A. This wasn't a direct response to a specific 

12 RFP that outlined a number of terms that were maybe 

13 suitable for economic evaluation. This was a 

14 negotiated contract based on a number of contracts 

15 that we had done in the past. 

16 I think this is something covered pretty 

1 7  extensively by Mr. Ware in his testimony and answers 

1 8  to data requests. 

19 I He was one of the major parties 
. .  

2 0  

21 

22 

participating on our team and certainly had the 

responsibility for the area that would subsequently 

manage under this particular deal. 
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Q -  Thank you. 

A. It might be more suitable for him. 

Q -  In the course of this - -  of the negotiating 

the GPAA, how did the Peoples team or how did - -  

actually, 1,et's just say - -  let's speak from just 

your perspective. 

How did you know that this was a good 

deal or agreement? 

A. My staff who I trust who negotiated the deal 

certainly told me that they felt this was the best 

aggregation of a number of components that they were 

seeking. 

Q. Do you recall more specifically what those 

components were? 

A. Well, I mean the deal itself has any number 

of components, from term to no supply or firm 

reservation charges, opportunity to put gas back to 

them. 

There is dozens of provisions of the 

agreement and the summation of all those 

satisfactory to our team and what they felt was a 

good competitive agreement. 

were 
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Q. MY mis t ake .  I though t  you had meant  o t h e r  

c o m p o n e n t s  t h a t  would have been o u t s i d e  t h e  t e r m s  

t h a t  were i n  t h e  ag reemen t .  

A. N o .  N o .  I t  a l l  would have b e e n  w i t h i n  t h e  

a g r e e m e n t .  

Q -  Okay. Do you r e c a l l  t h e  r ev iew of any  

e c o n o m i c  s t u d i e s  by  t h e  Peop les  team? 

A. N o .  I d o n ' t  r e c a l l  any .  

Q .  Was t h e r e  a r e a s o n  why an e c o n o m i c  s t u d y  - -  
do y o u  know i f  an economic s t u d y  wa6 - -  

r e p h r a s e  t h a t .  

l e t  me 

Did t h e  P e o p l e s  team ask  f o r  an  e c o n o m i c  

s t u d y  t o  be per formed?  

A. Did t h e  P e o p l e s  team a s k ?  O r  d i d  you a s k  

d i d  t h e  Peop les  team p e r f o r m ?  I ' m  n o t  s u r e  what you 

mean. 

Q. Did t h e  P e o p l e s  team a s k  f o r  s o m e o n e  w i t h i n  

t h e  P e o p l e s  o r g a n i z a t i o n  t o  p e r f o r m  an  e c o n o m i c  

a n a l y s i s ?  

A. I would n o t  - -  n o t  t o  my k n o w l e d g e .  T h e  

p e o p l e s  team n e g o t i a t i n g  was t h e  g a s  s u p p l y  g r o u p ,  

and  if t h e y  f e l t  t h a t  a n  e v a l u a t i o n  was a p p r o p r i a t e ,  

45 
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taken your total capacities and calculating that 

back in and coming up with what is a fair index 

minus number. 

Q. Were there any - -  do you know if there w e r e  

any discussions about - -  in relation to the finding 

here in this document? 

MR.  MULROY: Object to the form of the question. 

Discussions. 

BY MR. BRADY: 

Q .  If you understand my question - -  I can 

restate it. 

A. Well, just be a little more specific on the 

quest ion. 

Q. Do you know if there were - -  or were you 

involved in - -  aftes this document - -  after you 

finished this document, were you involved in any 

discussions about your findings? 

A. Yes. 

Q. Did any of those discussions talk about 

the - -  whether the - -  whether this would be a 

prudent hedge? 

A. There’s that word prudent, and as you 

76 
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state - -  as it relates to - -  - -  the word prudent, I 

don't - -  what do you mean by the word - -  
Q -  Well, let me - -  we'll take out the prudent 

and say, did you have any discussions about the 

hedging? 

A. As it relates to - -  

As it was - -  Q -  

A. - -  capacity value stated? Per m y  last 

statement, right? 

9 -  Correct. 

A. I mean, that's what you're - -  you're trying 

get to, the summary - -  

Q. Correct. 

A. - -  specifically? 
There were discussions on the - -  kind of 

the assumptions on the capacity, things like that. 

We didn't come to a - -  any kind of agreement, you 

know, across - -  you know, within the group. A l l  I 

was doing was saying here's another way o f  looking 

at this deal. Do with it as you may. 

p.  Do you recall who was involved with those 

discussions? 

77 
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should go forward with the gas purchase, the GPAA? 

A. You know, I don't know what they were 

thinking. So I don't know what - -  you know, I 

wasn't in the department. 

And what discussions they had 

afterwards, I was not involved - -  you know, I was 

not involved. You know, whether they said, I agree 

with Roy's agreements (sic) or, you know, I think 

Roy doesn't know what he's doing, I don't know w h a t  

they said. You know. He's an idiot. No, don't 

type that. 

But at that time, I mean, I think they 

were having an idea that they were - -  if you 

notice, this was done, you know, mid-September. I 

think they were already, you know, planning on 

And so this was just another piece of 

information just to use to, you know, to analyze 

whether it was a good deal or not. 

- 

- 

Q. Who asked you to perform the 

Aruba Analysis? 

A. Actually, I kind of took it upon myself in 

79 
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Questions P O L  16.13 through POL 16.26 relate to the documents attachedtothe 
Company’s response to POL 15.17 (”enovate audit documents7. 

POL 16.15 With respect to Finding # I  on page 2 of 7 of the August 24,2001 
departmental correspondence with a subject line “Review of enovate (5740)”, 
provide the following: 

a) a detailed description of the transactions between PEC and Enron that 
were the subject of Finding #I , including, but not limited to any types of 
purchases or sales of gas or exchanges or any hub services; 

b) 
by the PEC senior management identified in POL 16.13; 

C) mol and the amount of revenue that was allocated to each party from the 
revenue sharing agreement for each of those years; 

d) 
FYOlfor the revenue transfers from enovate that were referred to in the  audit 
response by PERCIenovate; 

e) 
transfers from enovate that were referred to in the audit response; 

9 
revenue transfers referred to in Finding # I  to PERC or an affiliate and  to Enmn 
MW or an affiliate; 

g) the details of any revenue transfers occurring subsequent to N O 1  not 
indicated in C) through 9; 

h) the information requested in b) through 9 for P(02 and FY03, if any 
revenue transfers were made in FY02 or FY03; 

i) list the follow up actions that Peoples Gas has taken to date with respect 
to Finding #I; 

j) revenue sharing agreements between PEC and Enron that have been 
reduced to writing. 

Response: Respondent objects to these requests to the extent that they seek 
information that is beyond the scope of this proceeding. 

Further objecting, Respondent states that it was not a member of and had no 
interest in enovate, L.L.C. (%novate”). As such, the requested information has 

an explanation of the revenue sharing arrangement, as it was understood 

the amount of revenue that was shared for each of the years F Y O O  and 

the journal entries that Peoples Gas recorded on its books in F Y O O  and 

the journal entries recorded by PERC for FYOO and F Y O l  for the revenue 

the journal entries recorded on enovate’s books in FYOO and F Y O 1  for the 
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no bearing on the issue of gas costs and revenues that are the subjects of this 
litigation. 

As an affiliate of Peoples Gas whose predecessor had an indirect interest in 
enovate, Peoples Energy Resources Company, LLC ("PERC") provides certain 
of the following in response to this data request, which Respondent, without 
waiving the foregoing objections, now forwards. As the parent corporation of 
Respondent and the interest parent of enovate, Peoples Energy Corporation 
("PEG") provides certain of the following in response to this data request, w h i i  
Respondent, without waiving the foregoing objections, now forwards. Subsection 
(i) is directed to Peoples Gas and Peoples Gas provides that response. 

Also, see documents produced in response to previous Staff and intervenor data 
requests, as well as additional documents provided in response to the Citizens 
Utility Board's 13th set of data requests and Staffk POL 16th set of data requests 
for the period January 1, 1999 - September 30,2001. 

a. PEC states that its Internal Audit area reviewed enovate's financial activity 
for the period January 1,2001 through March 31,2001. It interviewed enovate 
management and determined that certain revenue sharing agreements were not 
in writing. As part of Internal Audit's review, the following transactions were 
documented in the workpapers: 

1. The annuity trade that occurred on March 31,2001, transferring quarterly 
earnings from Enron MW, L.L.C. ("EMW") to enovate; and 

2. The October 24,2000, Master Consulting Agreement between PERC and 
EMW. 
b. PERC states that there were two sharing arrangements that were 
discussed with PEC's audit department in response to one of PEC's questions in 
the preparation of the August 2001 audit. These sharing arrangements evolved 
as a function of the partnership struggling to become fully established. 

PERC further states that it was the intent of both parties to the partnership to 
complete the appropriate written agreements; the intent of the oral sharing 
arrangement was to provide a bridge until written documents, acceptable to all 
parties, could be negotiated, executed and approved. 

Senior management's understanding of the sharing arrangements were as 
follows. There were two such arrangements: (1) revenue sharing between 
PERC and EMW calculated with reference to a baseline level of revenue from 
peoples Gas' hub, and (2) revenue sharing related to the activities of EMW. 
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c. 
share of enovate’s equity income and in fiscal 2001 $11,348,272 for its shareof 
enovate’s equity income. Some portion of this was due to the revenue sharing 
arrangement described in the response to subquestion (b). 

d. None. 
e. None. 

f. 
set of data requests and Staffs POL 16th set of data requests for the period 
January 1,1999 - September 30,2001. 

g. PERC states that Peoples MW LLC booked in fiscal 2002 $1,296,721 for 
its share of enovate’s equity income, and some portion of this was attributable to 
the revenue sharing arrangement described in the response to subquestion (b). 
enovate was dissolved at the end of fiscal 2002. 
h. 
1. 
proceeding, states that it took no actions with respect to any element of the 
internal audit of enovate, L.L.C. 

1. See the Limited Liability Company of Midwest Energy Hub, L.L.C., 
provided in the response to Staff data request POL 15.6, for the written revenue 
sharing agreement between the members of enovate. PERC states that, in 
response to the audit, there were no revenue sharing agreements between PEC 
and Enron that were reduced to a written agreement. 

PERC states that Peoples MW, LLC booked in fiscal 2000 $21 6,821 for its 

See documents produced in response to the Citizens Utility Board’s 13th 

See the response to subquestion (9) above. 

The Peoples Gas Light and Coke Company, Respondent in this 
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