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BEFORE THE
I LLI NOI S COMMERCE COMM SSI ON

IN THE MATTER OF:

NORTH SHORE GAS COMPANY,
No. 07-0241
Proposed general increase in
nat ural gas rates.

THE PEOPLES GAS, LI GHT & COKE
COMPANY,

N N N N N N N

)

)

) No. 07-0242

Proposed general increase in )

natural gas rates. )
Chi cago, Illinois

Sept enber 12, 2007
Met pursuant to notice at 9:00 a. m

BEFORE:
DAVI D Gl LBERT and EVE MORAN
Adm ni strative Law Judges.

APPEARANCES:

FOLEY & LARDNER, LLP, by
MR. JOHN P. RATNASVWAMY
MR. CHRI STOPHER W ZI| BART
321 North Clark Street

Chi cago, Illinois 60610
(312) 832-4911
-and-

GONZALEZ, SAGGI O & HARLAN, LLC, by
MR. EMM TT C. HOUSE

MR. TI MOTHY WRI GHT, 1|11

MR. JEROVE NMROWCA

35 East Wacker Drive, Suite 500
Chi cago, Illinois 60601

(312) 236-0475

Appearing for North Shore Gas Conmpany and

The Peoples Gas, Light and Coke Conpany;
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APPEARANCES:  ( CONT' D)

FOLEY & LARDER, LLP, by
MR. BRADLEY D. JACKSON
150 East G | man Street

Madi son, W sconsin
(608) 258-4262
Appearing for

53589

North Shore Gas Company and
The Peoples Gas, Light and Coke Conpany;

MAYER, BROWN, ROWE & MAW by
MS. ANGELA D. O BRI EN

71 South Wacker Drive
Chicago, Illinois 60606

-and-
MR. KOBY BAI LEY

2019 Corporate Lane, Suite 159
Naperville, Illinois 60535

(630) 718-2744
Appearing for

Ni cor Advanced Energy;

MR. JOHN C. FEELEY, MR. CARMEN FOSCO
MR. ARSHI A JAVAHERI AN

160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601

Appearing for

MS. JULI E SODERNA

Staff of the | CC;

208 South LaSalle Street, Suite 1760
Chicago, Illinois 60602

(312) 263-4282
Appearing for

the Citizens Utility Board,;

MR. RI CHARD C. BALOUGH
53 West Jackson Boul evard, Suite 936
Chicago, Illinois 60602

(312) 834-0400
Appearing for

MS. FAITH E. BUGEL

Mul tiut Corp;

35 East Wacker Drive

Chi cago, Illinois
(312) 795-5708
Appearing for

the ELPC;
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APPEARANCES:  ( CONT' D)

LUEDERS, ROBERTSON & KONZEN, by
MR. ERI C ROBERTSON
P.O. Box 735
1939 Del mar
Granite City, Illinois 62040
(618) 876-8500

Appearing for the I1EC

SPI EGEL & McDI ARM D, by
MR. SCOTT H. STRAUSS
MR. RUBEN D. GOMEZ
1333 New Hanmpshire Avenue, NW
Washi ngton, D.C. 20036
(202) 879-4000
Appearing for Local Union 18007;

BRACEWELL & Gl ULI ANI, by
MR. RANDALL S. RICH
2000 K Street NW Suite 500
Washi ngton, D.C. 20006
(202) 828-5879
Appearing for Constellation New Energy;

ROWLAND & MOORE, by
MR. STEPHEN J. MOORE
200 West Superior Street, Suite 400
Chicago, Illinois 60610
(312) 803-1000
Appearing for Retail Gas Suppliers;

RONALD D. JOLLY
J. MARK POWELL
30 North LaSalle Street, Suite 900
Chicago, Illinois 60602
-and-
MR. CONRAD R. REDDI CK
1015 Crest Street
Wheaton, Illinois 60187
Appearing for the City of Chicago.

SULLI VAN REPORTI NG COMPANY, by
Bar bara A. Perkovich, CSR
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Re- Re- By
W t nesses: Direct Cross direct cross Exam ner
JOHN ORONI
771
774 785
786 790
JAMES GENNETT
791 797 798
819 829
EUGUENE S. TAKLE
835 850 853
860 863
BRI AN MAROZAS
866 869
885 930
933
934 937
938
VALERI E H. GRACE
939 943
953
957
968 989
1001 1002
1004
JAMES L. CRIST
1007 1011 1021
PAUL MOUL
1028 1033 1056
1079
CHRI STOPHER C. THOMPSON
1084 1085 1106
1115
DI ANNA HATHHORN
1120 1124
1130 1134
DANI EL KAHLE
1136 1138
1170 1178
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I n Evidence

EXHILBLTS
Nunmber For ldentification
CNE
#1.0,2.0 771
NS/ PGL
#2 776
#3 779
#1.0,2.0 & 3.0 839
UWA
#1.0,2.0 790
NS/ PGL
#1.0,2.0 & 3.0 943
#6 1124
| CC
#4 944
#1.0 & 13.0
#3.0, 3. 0- CORRECTED 1138
15.0 1138
AG GRACE
#4 987
RGS
#1 & 2 1010
CI TY CROSS MOUL
#6,7 & 8 1041
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784
784
869

796

943/ 1032

956
1121
1138
1138

1002

1042
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JUDGE MORAN: Pursuant to the direction of the
I1l1inois Commerce Conmm ssion, | call Docket
No. 07-0241 and 07-0242, consolidated. This is
North Shore Gas Conpany and the Peoples Gas Light
and Coke Conpany, it is a proposed general increase
in rates for gas service.

May we have the appearances for the
record, please.

MR. JAVAHERI AN: Appearing on behalf of staff
wi t nesses of the Illinois Conmerce Conm SsSion
Arshia Javaherian, Carmen Fosco and John Feel ey,
160 North LaSalle, Suite C-800, Chicago,

I11inois 60601.

MR. RICH: On behalf of Constellation New Energy
Gas Division, LLC, I'"'m Randall S. Rich of the Law
Firm of Bracewell and G uliani, LLP, 2000 K Street,
Nort hwest, Washi ngton, DC 20006.

MR. HOUSE: On behalf of the Peoples Gas Light
and Coke Company and North Shore Gas Company
Erm tt House, Tinmothy W Wight, the Third, Jerone
M owca of the law firm of Gonzal ez, Saggi o and

Har |l an, 35 East Wacker, Suite 500, Chicago 60601.
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MR. STRAUSS: On behal f of UWAU, Local 18007, ny
name i s Scott Strauss of the Law Firm of Spiegel
and McDi arm d, 1333 New Hampshire Avenue
Nort hwest, Washington, DC and |I'm joined this
morni ng by my col | eague Ruben Gomez of the sanme
firm

MR. ZI BART: Also on behalf of the Peoples Gas
Li ght and Coke Conpany and North Shore Gas,

Chri stopher Zi bart, John Ratnaswamy and Bradl ey
Jackson, Foley and Lardner, LLP, 321 North Clark
Street, Chicago, Illinois.

MR. BALOUGH: Good nmorning, your Honor
Appearing on behalf of the Multuit Corporation,

Ri chard C. Bal ough, 53 WEST Jackson Boul evard,
Suite 936, Chicago, Illinois 60604

MR. POWELL: Good morning. For the City of
Chi cago, Ronald Jolly and Mark Powell|l. Our address
is 30 North LaSalle, Suite 900, Chicago
I[1linois 60602. Also for the City, Conrad Reddick
1015 Crest Street, Wheaton, Illinois 60187.

MR. ROBERTSON: Eric Robertson, Lueders,

Robertson and Konzen, PO Box 735, 1939 Del Mar,
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Granite City, Illinois 62040 on behalf of the
I1linois Industrial Energy Consumers.

MR. MOORE: On behalf of the Retail Gas
Suppliers, Stephen Moore of the law firm of Row and
and Moore, 200 West Superior Street, Suite 400,

Chi cago, Illinois 60610.

MS. BUGEL: Appearing on behalf of Environmental
Law and Policy Center, Faith Bugel, 35 East Wacker
Drive, Suite 1300, Chicago, Illinois 60601.

MS. LUSSON. On behalf of the People of the State
of Illinois, Karen Lusson, 100 West Randol ph, 11th
Fl oor, Chicago Illinois 60601.

JUDGE MORAN: Are there any other appearances in
the room? Hearing none, those are all of the
appear ances.

We will informthe parties at this point
that at 10:30 the Conmmi ssion will start its
proceedi ngs and both Judge G | bert and | have a
matter pending that will be before the Comm ssion,
so we may be taking a break at about maybe 10: 20.

Are there any prelimnary matters to

addr ess?

767



1 MR. JAVAHERI AN: Your Honor, | just wanted to

2 note for the record, that regarding staff witness

3 Bonnie Pearce, who is scheduled to testify on

4 Friday, Septenber 14th, both CUB and the attorney

5 general's office have noted that they are waiving

6 cross examnation. And | also understand that your
7 Honors do not have any questions for Ms. Pearce; is

8 that correct?

9 JUDGE MORAN: Yes.
10 MR. JAVAHERI AN: | want to make note of that for
11 the record, so her testimony will be filed via

12 affidavit.

13 MR. HOUSE: Your Honor, during M. Zack's

14 testimony, there were two matters that he accepted
15 subject to check under cross exam nation by

16 M. Rich. And the company -- M. Zack accepts both
17 of those figures that Mr. Rich put forth.

18 And in addition to that, M. Rich also
19 made an on-the-record data request and the Conpany
200 will be responding to that today electronically as
21 a data response.

22 MR. RICH: It was the staff.
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MR. HOUSE: '"m sorry, M. Moore. That wll be
responded to el ectronically.

MR. BALOUGH: Your Honor, one other prelimnary
matter. There was some discussion off the record
yest erday whether any Multuit's witnesses will be
called. No one had cross exam nation for them we
were waiting to find out if the exam ners had any
questions for them If not, we would submt their
testi nony by affidavit.

JUDGE MORAN: | don't.

JUDGE GILBERT: I'Il talk to you about that
| ater.

MR. MOORE: If | m ght raise one prelimnary
matter. |1've talked to CUB about this and the
conpany also, that Mr. Crist would |like to get up a
little earlier, if he could switch with M. Thonmas,
if any party has no objection, he's got to get out
of town earlier this evening.

JUDGE MORAN: So you're asking to move Mr. Cri st
into M. Thomas' slot and there is no objection?
That will be all owed.

MR. JACKSON: Your Honor, | would |ike to comment
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on that. Peoples would have no problemw th that
as long as we can get Mr. Thomas up and down yet
t oday, because if he were moved to Friday,
M. Moul, my rate of return expert, is not
avai |l able on Friday and | prefer to have him here
during my cross exam nati on.

JUDGE MORAN: Is there a problemwith keeping
M. Thomas as |l ong as he needs to stay?

JUDGE Gl LBERT: Well, are they switching or are
we sinmply moving Mr. Crist up ahead of M. Thomas?

MR. MOORE: Whichever people prefer.

JUDGE Gl LBERT: If you are just moving Crist up

into what would be the 19th position on our |ist,
It means M. Thomas will still be number 20.

MR. JACKSON: That's fine. | just wanted to make
sure people understood that I would Iike M. Thomas

to go today.

JUDGE MORAN: And is there any problemwith any
of other witnesses staying |ate? Hearing none that
that will resolve your issue.

(W tnesses sworn.)

770



10

11

12

13

14

15

16

17

18

19

20

21

22

(Wher eupon, CNE

Exhibits Nos. 1.0 and 2.0 were
mar ked for identification

as of this date.)

MR. RICH: Your Honor, on behalf of Constellation
New Energy Gas Division, LLC, | would like to cal
to the stand Lisa A Rozum al ski and John Orion.

LI SA A, ROZUM ALSKI and JOHN ORONI ,
called as a witnesses herein, having been first
duly sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY
MR. RI CH:
Q Li sa, would you pronounce your name for the
court and spell it, please?

W TNESS ROZUM ALSKI: Sure. Li sa Rozum al ski ,
R-o-z-u-mi-a-|-s-k-i.

Q And M. Oroni, would be do the sane,
pl ease?

W TNESS ORONI: John Oroni, Or-o0-n-i.

Q And Ms. Rozum al ski, we'll start with you.

Are you the same Lisa Rozum al ski that, along with
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M. Oroni, submtted direct testinony in these
proceedi ngs on or about June 29th, 20077

W TNESS ROZUM ALSKI: Yes, | am

Q And M. Oroni, you as well participated in
this joint direct testinmony on or about June 29th,
2007.

W TNESS ORONI: Yes, | did.

Q And that testimny consisted of 34 pages
and 9 exhibits. And it's been marked CNE Gas
Exhi bit 1.0.

And Ms. Rozum al ski, did you also submt
rebuttal testinmony of Constellation New Energy Gas
Di vi si on on or about August 21st, 2007 in these
proceedi ngs?

W TNESS ROZUM ALSKI: Yes, | did.

Q And M. Oroni?

W TNESS ORONI: Yes, | did.

Q And that testimny consists of 36 pages,
there are no exhibits appended. It is marked CNE
Gas Exhibit 2.0.

Ms. Rozumi alski, if |I were to ask you

today the questions that were asked to you in your
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direct and rebuttal testimny, would your answers
be the same?

W TNESS ROZUM ALSKI: Yes, they woul d.

Q And M. Oroni, if | were to ask you today
gquestions in your direct and rebuttal testimony
woul d your answers be the same?

W TNESS ORONI: Yes, they woul d.

Q And neither of you have any changes or
typographical errors to the testimny as submtted?

W TNESS ROZUM ALSKI: No, | do not.

W TNESS ORONI: No, | do not.

MR. RICH: Your Honor, with that | would move the
testinony into evidence and tender the witnesses
for cross exam nation.

JUDGE Gl LBERT: Okay, are there any objections?
CNE 1.0 and 1.8 through 1.9 and 2.0 are all
adm tted.

(Wher eupon, CNE

Exhibits Nos. 1.0 and 2.0 were
admtted into evidence as

of this date.)

MR. RICH: We tender the witnesses for cross
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exam nati on.

JUDGE MORAN: We understand the Conpany has
Cross.

MR. MROWCA: We have short cross, your Honor. I
have four cross exam nation exhibits, unfortunately
we don't know what the | ast nunber was | ast night.
We don't know how to number them

JUDGE MORAN: Then start with Company's cross
Oroni / Rozum al ski 1, I'Il allow you that

JUDGE Gl LBERT: M. Mowca, | don't know that the
Conpany's presented any cross exhibits thus far, at
| east | don't have any nmentioned in my notes.

Woul d you know, M. House?

MR. HOUSE: | know we certainly haven't. Should
we start with 1 or 27?

JUDGE Gl LBERT: 2.

CROSS EXAM NATI ON

BY
MR. MROWCA:
Q Good morning. 1'll start by addressing ny
first question to M. Oroni. M. Oroni, in NI Gas'

recent rate case, you recomended that the
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Comm ssion require Nicor Gas to establish intraday
nom nations cycles; is that correct?

W TNESS ORONI : Yes.

Q And in this case you are recommendi ng that
Peopl es Gas and North Shore be required to do the
same; is that correct?

W TNESS ORONI: That's correct.

Q I n your direct testinmony in these cases at
Lines 236 to 253, you list a nunber of |ocal gas
di stri bution compani es that accept intraday
nom nations; is that correct?

W TNESS ORONI: Can you repeat the lines, please?

Q 236 to 253.

W TNESS ORONI: Yes, that's correct.

Q And Peopl es Gas and North Shore are not on
that list, are they?

W TNESS ORONI: No, that's correct, they are not.

Q I n your rebuttal testinmony in NI Gas' recent
rate case, did you testify that Peoples Gas all owed
I ntraday nom nations?

W TNESS ORONI: | do not recall.

Q | will hand you Peoples Gas North Shore
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Cross Exhibit No. 2
(Wher eupon, NS/ PGL
Oroni / Rozum al i ski Cross
Exhi bit No. 2 was
mar ked for identification
as of this date.)

JUDGE MORAN: Do you want to describe what that
exhibit is?
BY MR. MROWCA

Q It's Page 14 from your rebuttal testinony
in Nicor Gas' recent rate case. And |I'I| direct
your particular attention to Lines 280 to 282.

W TNESS ORONI: Can you repeat the question,
pl ease?

Q Okay. In your rebuttal testimony in Nicor
Gas' recent rate case, did you testify that Peoples
Gas all owed intraday nom nations?

MR. RICH: The question has been asked and
answered, but |I'm going to object to this exhibit,
because it's inconplete. Unl ess M. M owca wants
to represent that Page 15 of the exhibit -- Page 15

of the testimony doesn't |ist additional LDC s or
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utilities that aren't listed here, on Line 290,
it's cut off in the mddle of the sentence.

We woul d be glad to take counsel’s
representation or if counsel wants to amend the
exhi bit and provide the second page, Page 15,
ei ther one would be acceptable.

MR. MROWCA: What was the first one again, the
first option? | could provide the second page.

MR. RICH: You can either provide the second page
or if you represent that there are no other
utilities listed on the next page in the
continuation of the sentence

MR. MROWCA: 1'IlIl provide the next page.

MR. RICH: Okay, thank you.
BY MR. MROWCA

Q Are you in a position to respond to ny
guestion?

W TNESS ORONI: The answer i s yes.

Q So your testinmony in Nl Gas' recent rate
case was incorrect on this point?

W TNESS ORONI: It appears that it was. And ny

only additional comment would be that | don't see
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the full context of these questions and the
precedi ng question, so but just fromwhat |I'm
recalling and seeing in front of ne, yes.

Q So it's possible that some of the other

| ocal distribution companies |listed on your current

list of conpanies allow ng intraday nom nations
don't really do so either? Is it just a
possibility?

W TNESS ORONI: Well, | believe that's why we
even note that we're most famliar with the
practices located -- the conpanies in our area.
These are some others that we believe accept
i ntraday nom nations.

Q Is it also possible that some of those
ot her local distribution companies all owi ng
I ntraday nom nations don't provide storage and
bal anci ng services to transporters?

W TNESS ORONI: | guess that's a possibility.

Q In fact, in your response -- |let me pass

t hese out, first.
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(Wher eupon, NS/ PGL
Oroni / Rozum al i ski Cross
Exhi bit No. 3 was

mar ked for identification
as of this date.)

JUDGE MORAN: And you may want to have identified
what you mar ked as No. 3.

MR. MROWCA: | have marked as Peoples North Shore
Gas Cross Exhibit No. 3 the CNE Gas data request
response to the Company's request No. 2.18.

BY MR. MROWCA

Q And that data request indicates that you do
recogni ze that all of the utilities listed do not
provi de storage and bal ancing services for
transporters?

W TNESS ORONI: That's correct.

JUDGE MORAN: | have a question. This is a
response to sonme data request provided by CNE Gas?

MR. MROWCA: No, |I'm sorry, these were North
Shore Peoples Gas' data requests to CNE Gas.

JUDGE MORAN: And this is the response of CNE

Gas. Is it the response in this docket? | do not
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see a docket number in the head note of this
response.

MR. RICH: Your Honor, we'll represent that this
I's our response in this docket.

JUDGE MORAN: Okay.

BY MR. MROWCA

Q One of the conpanies on your |ist of
compani es allowi ng intraday nom nations is
W sconsin Public Service Corporation; is that
correct?

W TNESS ORONI: That's correct.

Q But that conpany only allows intraday
nom nati on changes on a best efforts only, doesn't
it?

MR. MROWCA: And | am proposing as a cross
exam nation Exhibit No. 4, CNE Gas' --

MR. RICH: Mr. Mowca, Ms. Rozum al ski does know
the answers to these questions. You are addressing
your questions to M. Oroni, but our other witness
is really the one who knows the answers.

W TNESS ROZUM ALSKI: Could you repeat the

guestion, please?
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BY MR. MROWCA

Q Sure. WPSR only allows intraday nom nation
changes on a best efforts only basis?

W TNESS ROZUM ALSKI: Yes.

Q And WPSR doesn't allow storage service to
Its transportation customers, does it?

W TNESS ROZUM ALSKI: No, they do not.

Q Does Ni cor Gas offer intraday nom nations
currently?

W TNESS ROZUM ALSKI: No, they do not.

Q Does the tariff of Ameren/ClIPs provide for
I ntraday nom nations?

W TNESS ROZUM ALSKI: | cannot recall.

Q Did either of you have an opinion as to
whet her i ntraday nom nation rights for transporters
could affect the gas costs of the LDC offering
t hose rights?

W TNESS ORONI: Can you repeat the question?

Q Coul d intraday nom nation rights for
transporters affect the gas costs of the LDC
offering those rights to transporters?

W TNESS ORONI : Yes.
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Q And a transporter exercising the intraday
nom nation rights that CNE favors, could exercise
themin the direction opposite from how the
downstream customers actual consunmption is expected
to change; is that correct?

W TNESS ORONI: | would say unlikely, but it
could be possible.

Q And this would make it nore difficult for
the LDC to adjust its own nom nations to respond to
the transporter's exercise of those rights,
woul dn't it?

W TNESS ORONI: | guess, again, | would say
unl i kely, but if that was the case, yes, it woul d.

Q Certainly depending on the volunme and the
timng. Okay. The maxi mum pool size for Nicor Gas
currently is 150 accounts; is that correct?

W TNESS ROZUM ALSKI: Correct.

Q And that was an increase fromthe 50
account limt that Nicor had previously to --
before its past rate case?

W TNESS ROZUM ALSKI: Correct.

Q And here Peoples Gas and North Shore,

782



10

11

12

13

14

15

16

17

18

19

20

21

22

t hemsel ves, voluntarily, proposed to increase their
pool size Iimt from the existing 150 to 200
accounts; is that correct?

W TNESS ROZUM ALSKI: That is correct.

Q So you would agree with me, that while
Peopl es and North Shore haven't been as responsive
on pool size limts as you would have |iked, they
have responded to your concerns on this issue to
some extent?

W TNESS ROZUM ALSKI: To some extent, yes.

MR. MROWCA: No further questions, your Honor.

JUDGE MORAN: And these cross exhibits?

MR. MROWCA: | nove that the cross exam nation
exhibits be admtted.

JUDGE Gl LBERT: Let me ask you about that. On
No. 4, since you got the answer you were | ooking
for, do you really need to offer 47

MR. MROWCA: That's correct, just 2 and 3 are the
only ones we need to nove into evidence.

JUDGE Gl LBERT: Any objection to the adm ssion of
Cross Exhibits 2 and 3?

MR. RICH: |'m sorry, excuse me.
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JUDGE Gl LBERT: Any objection to the adm ssion.
MR. RICH: No, your Honor, no objection.
JUDGE Gl LBERT: NS/ PGL Cross Exhibits
Oroni / Rozum al ski are adm tted.
(Wher eupon, NS/ PGL
Oroni / Rozum al ski Cross
Exhibits Nos. 2 and 3 were
admtted into evidence as
of this date.)
MR. MROWCA: Your Honor, to clarify one point, |

did agree to provide a second page on one of those

two exhibits, which I will do over lunch time and
bring back. And | guess we'll just sort that out
this afternoon, but there will be a second page.

JUDGE Gl LBERT: And actually, what you passed out

to us as No. 4 was never actually offered for

identification. So use No. 4 for your next
exhibit, we'll just pretend that this was never
of fer ed.

JUDGE Gl LBERT: Who i s next for cross?
MR. RICH: | didn't think there was anybody el se.

There is nobody else |isted.
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JUDGE Gl LBERT: Oh, where is our list? Okay.
EXAM NATI ON
BY
JUDGE Gl LBERT:

Q To what extent has M. Zack's surrebuttal
testi nony resolve any of your concerns?

W TNESS ROZUM ALSKI: It definitely hel ps resolve
the concern of the elim nation of the FST rate.

Al t hough we have nobre concerns now on the SST rate.
| think that was the main.

Q Let me ask it this way, M. Oroni, | do
want to hear from you, but on Pages 35 and 36 of
your rebuttal, you have seven reconmendati ons, sone
of which have had -- some of which do have
subparts. And maybe the question | should have
initially asked would be, to what extent has
M . Zack's surrebuttal resolved or at |east in part
has responded to your recommendati ons on Pages 35
and 367

W TNESS ORONI: | believe, for the record, that
in M. Zack's surrebuttal that not elimnating

Ri der FST is probably the nost positive progress
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we' ve made, without reviewi ng the surrebuttal in
front of us right now. | think that's the one that
we are nmost favorable on right now because that
gives the avenue of keeping custonmers choices
greater, rather than reducing choices, so that's
positive.

Q So you would not say, at |east at the
moment, that any of the other recommendati ons that
you propose on Pages 35 and 36 have in fact been
enbraced by M. Zack?

W TNESS ORONI: Yeah, | believe that's correct.

JUDGE Gl LBERT: That's all | have.

REDI RECT EXAM NATI ON

BY
MR. RI CH:
Q Just sone brief redirect. M. M owca asked

you a question about intraday nom nations by
shi ppers affecting the costs of |ocal distribution
conpanies. Could that affect be both a positive or
negative affect on LDC costs?

W TNESS ORONI: Yes, that could affect the

utility positively or negatively.
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Q Let me direct your attention, again, to
PGL/ NS Cross Oroni/Rozum al ski Exhibit No. 3. Do
some of the utilities Iisted at Pages 11 through
12, Lines 238 through 253 of your testinony,
provi de storage and bal ancing services for

transporters?

W TNESS ROZUM ALSKI: Yes, | believe so.
Q The adm nistrative |aw judge asked you
about M. Oroni's -- | apologize, M. Zack's

surrebuttal and how it affected our position. Did
M . Zack's proposal in his surrebuttal with respect
to Rider SST have a positive or negative inpact on
that rider, conpared to the current Rider SST?

W TNESS ROZUM ALSKI: A negative inpact.

Q Coul d you explain why?

W TNESS ROZUM ALSKI: Currently the customer has
daily delivery allowances up to their MDQ. Wth
the revised rider, the customer is -- can only
deliver their usage for the day and a bank
I njection that is .67 percent of their allowable
bank.

Wth that limtation, it greatly
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decreases the ampunt that we can deliver to the
customer in a given day. And for certain
custonmers, if you follow the industry norm of
delivering the same anount during each day of the
weekend, it would be very difficult for some Monday
t hrough Friday process users to actually inject as
much gas as is required.

JUDGE Gl LBERT: Can you explain how that's
different from the current SST that's in place
right now?

W TNESS ROZUM ALSKI: Sure, the current SST, the
customer can deliver up to their MDQ on any given
day. So they are -- their only restriction on how
much gas they can deliver into their storage is as
full as their bank is.

So they could -- with the new
limtations, they have a very small percentage
.67 percent of their allowable bank that they can
inject on any given day for a custonmer who is |ike
a process customer, their usage can swing nore than
t hat amount .

And then for any additional gas, ny
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under st andi ng of the proposal, that any additional
gas that the customer woul d have wanted to inject
into their allowable bank would go into their

I mbal ance account and there would be a 10 cents per
t herm charge on that gas.

JUDGE Gl LBERT: What is a process customer.

W TNESS ROZUM ALSKI: | used a customer who is
using gas primarily on a Monday through Friday and
nostly for maybe manufacturing and then i s using
|l ess on a weekend, because they m ght not be
running shifts, kind of to conpare themto a
customer who is nore of a heat |oaded customer and
so their swings are not just down -- is not
consistent to the weekends.

MR. RICH: We have no further questions, your
Honor .

JUDGE Gl LBERT: Recross?

MR. MROWCA: May we have a mnute to decide?
Thank you.

One or two very brief questions.
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RECROSS EXAM NATI ON

BY
MR. MROWCA: .
Q You just testified about your perception of

t he negative affects of M. Zack's SST proposals
reflected in his surrebuttal; is that correct?

W TNESS ROZUM ALSKI: Correct.

Q But that wasn't a relative imrovement that

M . Zack's proposal as previously proposed by the

Company; is that correct?

W TNESS ROZUM ALSKI: | would need to refresh ny

menmory on the proposal before that one, before |
coul d answer.
MR. MROWCA: Okay, no further questions.
JUDGE Gl LBERT: Thank you very much.
(W tnesses excused.)
(Wher eupon, UWA
Exhi bits Nos. 1.0 and 2.0 were
mar ked for identification
as of this date.)

(Wtness sworn.)
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JAMES GENNETT,

called as a witness herein, having been first duly

sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. GOMEZ
Q Good morni ng, your Honor. Good,

M. Gennett. M. Gennett, could you state your
full name and spell your |ast name for the record,
pl ease?

A James Gennett, G-e-n-n-e-t-t.

Q What is your business address, M. [/ TKPWE
net ?

A 300 South Ashland, Suite 307, Chicago,

[1linois 60607.
Q And can you tell us your enployer and your
job title?

A My empl oyer is Peoples Gas Light and Coke,
my job title is a gas mechanic 10.

Q And what is your position within
Local 180077

A | am the president of the |ocal.
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Q M. Gennett, do you have in front of you a
docunent marked as UWA 1.0 titled Direct Testimony
of Janmes Gennett, on behalf of Local Union 18007,
Utilities Worker Union of America AFL-Cl O?

A Yes.

Q And do you see attached to that document
UWA Exhibits 1.01 through 1.057?

A Yes.

Q And do you also have in front of you a
document marked as UWA Exhibit 2.0 titled Rebuttal
Testi nony of James Gennett, on behalf of Local

Union No. 18007, Utilities Wrker Union of Anmerica

AFL-Cl O?
A Yes.
Q And do you see attached to that document

Exhi bits 2.01 through 2.09?

A Yes.

Q And were these documents filed on your
behalf in this proceeding?

A Yes, they were.

Q And were these documents prepared by you or

under your supervision?
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A Yes, they were.

Q M. Gennett, do you have any changes to
ei ther your direct or rebuttal testinmony?

A | have no changes to the text of ny
testinony, but | would like the opportunity to
clarify a few issues that came up on Monday about
one for one proposal that was testified to.

MR. RATNASWAMY: Your Honor, may | reserve any
objections to the clarification if it proves to be
more the nature of surrebuttal rather than
clarification?

JUDGE Gl LBERT: Yeah, | think that's fair.

BY MR. GOMEZ:

Q Pl ease conti nue.

A On Monday our one for one proposal was
testified to and I think there was some
m sunder st andi ngs about what the proposal was.

Our proposal is not to hire new people
off the street, our proposal was to pronmote people
into senior skilled safety sensitive positions to
do the work. It was testified to, | believe,

that -- or the assumption was that it was to bring
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people into the company through new hires, which is
not the case.

If I can give you an example, if | may,
if you have five people doing a job on a Monday,
one person retires at the end of that day, on
Tuesday there is four people doing the same work of
five. We would be |Iooking for a backfill, a
promotion into that senior position, skilled
position, in order to offset the workload. | t
woul d be good -- we believe it would be beneficial,
to the Company, because the work would be done and
we believe it would provide good public safety for
the customer and to keep the customer up and going.

| also testified in my testimony that
the one for one proposal, we acknow edge the fact
that we are not trying to force the Company or | ook
for the Company to pronpte due to any technol ogi cal
or infrastructure changes. We recognize that, we
have recogni zed that in the past.

Also it's a no cost itemto the
customer, it's a no cost itemto the company. W

bel i eve by just backfilling that senior position
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you woul d be just nmoving one person up the rung to
provi de good customer service and provide public
safety at its highest level.

Q M. Gennett, is that the extent of your
clarifications?

A Yes.

Q A final question for you M. Gennett, with
respect to the answers in your direct testinony, as
wel | as your rebuttal testimony, would you offer
the same testinmony today if given the opportunity
to do so?

A Yes, | woul d.

MR. GOMEZ: Your Honors, | would request to nove
all of the UWA's exhibits into evidence at this
time.

JUDGE Gl LBERT: All right, objection?

MR. RATNASWAMY: No objections from us.

JUDGE Gl LBERT: 1.0 and attachments -- |I'm sorry,
| don't have the attachments in front of me, could
you give ne the numbering?

MR. GOMEZ: The direct testimony is UWA

Exhibit 1.0 with attached Exhibits 1.01 through
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1. 05.

JUDGE Gl LBERT: And then there are no attachments
to 2.720.

MR. GOMEZ: There are. The rebuttal testinony is
Exhibit 2.0 with Attachments 2.01 through 2.009.

JUDGE Gl LBERT: All of those are adm tted.

(Wher eupon, UWA

Exhibits Nos. 1.0 and 2.0 were
admtted into evidence as

of this date.)

JUDGE Gl LBERT: M. Ratnaswamy, we can do this
one of two ways, as | see it. You did not reserve
any cross tinme, but given there has been sonme new
oral testimony, | think it would be fair for you to
cross with respect to that oral direct, if you want
to. Or you can nmove now for another written
filing. | would prefer you take the first road,
but that's up to you. Or you can do nothing. So |
guess there is a third opportunity as well.

MR. RATNASWAMY: | don't know if you're prepared
to answer, were you planning to ask questions?

JUDGE Gl LBERT: Oh, yes, | am
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MR. RATNASWAMY: But you would prefer, as to the
clarification, for me to go now, is that right?

JUDGE Gl LBERT: You can wait, if you I|ike. Wel |,

you know what, actually as | say that, in sonme sort
of m sguided effort to be nice, |I'"m probably making
a m stake, because it will be very difficult to

unt angle his responses to ny questions, which are
not going to go to his clarification, to any
guestions you nmay have with respect to the
clarification itself.
So let's go off the record for a nmonment.
(Di scussion off the record.)
CROSS EXAM NATI ON
BY
MR. RATNASWAMY:
Q Good morning, M. Gennett, |'m John
Rat naswamy, |'m one of the attorneys for Peoples
Gas and North Shore. The point you made in
clarification about costs, would you agree that
when someone noves from one position to another, it
could be any of the permutations, union to union,

nonuni on and so on, that it m ght affect how much
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conpensation the person earns?
A Yes, that is true.
MR. RATNASWAMY: Okay, thank you.
EXAM NATI ON
BY

JUDGE Gl LBERT:

Q | have a few, which is the reason why you
had to come in today. "Il preface this by saying
that |'m just going to refer to your entity as the

|l ocal , so | don't have to keep repeating the
number .
| want to get a context with respect to

whom t he | ocal represents and under what terms.

A Sur e.

Q You have a collective bargaining agreement,
| assume, with Peoples and with North Shore?

A Just Peopl es.

Q I n your bargaining agreement or by some
ot her mechanism are there certain job titles that
are inherently represented by the local within the
Peopl es structure?

A Yes, there are.
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Q Is that a long list of job titles?

A We have several departments, so yes, it
would be a long list of different job titles.

Q And is it what's called union shop?

A Yes, it is.

Q Which, as | understand it, means t hat

someone either joins the union and pays dues, or

pays dues, but they don't necessarily have to be a

uni on menber in order to be in the shop?

A That's incorrect. At our | ocations we have

a uni on body work force as well as a nonunion
manageri al body work force, such as technicians,

supervisors, they are not in the union.

In order to be a part of our union there

is an initiation process, financially, as well as

mont hly dues that are paid to the union.

Q Okay. There are certain jobs that are
filled by union members, correct?

A Correct, yes.

Q May those jobs also be filled by nonunion

personnel ?

A No, they may not.
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Q Al'l right, so, let's go back to my earlier
gquestion. There are certain jobs that are
always -- I'"msorry, |I'mnot phrasing this very
well. The persons holding those jobs will always
be uni on members?

A Correct, it's a negotiated item the union
member will be designated to do a certain task or a
j ob, correct.

Q So with respect to the one on one proposal,
you're asking that a |local nmember be pronoted into
a vacant senior position and | eave out, for the
moment, whether the reason that position is vacant
is technol ogi cal change or any other issues, senior
position comes open, you are asking that an already

empl oyed union menber be pronoted into that

position?
A Through progression of seniority, correct.
Q Now, the Conmpany, while not unequivocally
opposi ng that proposal is, | think, unequivocally

saying they are not going to inmplement it by its
terns. It may be that they will, in fact, promote

someone who is a union nmenber into a seni or
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position. But they are not, | think, commtting to
i mpl ementing the one on one proposal that you have
made, on its terns.

| "' m not understandi ng how t he Conpany,
under the terms of your bargaining agreement, could
promote a nonuni on worker into that senior position
if, in fact, under your agreenment, that position
must be held by a union worker. So have |
m sunder st ood you?

A As an example, if | can give one, we have a
seni or service specialist number one, who is the
top tier pay in our service departnment. He' s
progressed his way through the ranks of the union,
starting off as the low end of the scale in the
department as a hel per, let's say, working his way
to the nmost senior position.

Hi storically, in the past, they have
never, ever, put a nonunion person randomy into a
senior skilled position. It has al ways been
t hrough the |line of progression in the union, via
seniority and where you are in the pecking order of

that seniority list. So if I was to retire
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tomorrow as the senior person and you were a
nonuni on person, you would more than |ikely not get
that job, it would go to the next person who is

| east senior to you for an upgrade to that
position.

Q Woul d I not get that job because | would be
prohi bited from having that job under the terms of
your CBA?

A Qur collective bargaining agreenment
strictly has no |language in it saying that nonuni on

enmpl oyees can bid or progress into positions as

such.

Q It does not have that | anguage?

A There is no | anguage that says that
correct.

Q So a nonunion empl oyee could be pronoted

into that position without violating your CBA?

A | guess technically they could be, but I
have never seen that happen in the history of the
local. And | would definitely oppose that, because
there is a seniority process that is followed, a

hi storic practice that is followed, for pronotion
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i nto senior positions and we have never had any
nonuni on person noved into a position. A union
position, when it's vacated, is not posted as
nonuni on positions are in the company, for a bid
process to get into.

Q Okay, then, if this has never occurred, why
are you offering the one on one proposal?

A The reason we're offering the one on one
proposal , because we have subsequently, over the
past decade or so, have seen our numbers dwi ndl e,
customer service has been affected by it, obviously
the Comm ssion saw it that way, too by inposing
fines for conmpliance work not getting done. That's
due to a lack of, |I think M. Doerk called it,
resources. And the resources | believe he was
speaking of was the human el enment.

Peopl e are not there, there is a brain
drain, as they call it, at the top of of the
skilled |l evel position. Peopl e would retire and
t hey would just do wi thout and that would,
subsequently, increase the workload, subsequently

i ncrease customer conplaints because there is
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1 nobody com ng out to performthe job. That's the

2 basis for our one for one proposal is to keep a

3 skilled level, top tiered enpl oyee in place where

4 he or she is capable of going out and perform ng a
5 public service to provide public safety and to get
6 the product done.

7 Q Al right. | probably didn't ask the

8 question artfully enough to point you the direction

9 in the way that would be nore helpful to me, so I'm
10 going to try it again. | genuinely think it was ny
11 fault.

12 On Page 10 of your direct testimny, the

13 paragraph that begins on Line 3, you refer to two
14 job titles, or | assune these are job titles,

15 because they are capitalized. On Line 3 you have
16 crew |l eader, on Line 7 you have senior service

17 specialist number one.

18 A That is correct. Those are two separate

19 classifications, correct.

20 Q And those are formal job titles at Peoples?
21 A Yes, they are. Two separate titles.
22 Q Under your one for one program or your
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proposal, | should say, if a crew | eader retires,
you woul d expect a senior service specialist number
one to be promoted into that position, would that

be correct?

A No, that is not correct.
Q Okay.
A To distinguish it, we have two departnments,

a service department which is where the service
speci ali st number one would work in and the crew
| eader would work in what we call the distribution
department. So if a crew | eader was to retire, our
proposal would bring the next senior person who is
eligible for promotion into that title of crew
| eader . It's two separate entities.

Q Okay. And that m ght be a senior service

speci ali st number one and it m ght be someone else?

A For the crew | eader position?
Q Yes.
A No. The service department is strictly

original to the service departnment. For example,
know it's kind of hard, | work in the distribution

department, | cannot work in the service departnment
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and be promoted in the service departnment. My |ine

of progression would go through strictly the
di stribution side of the house.
Q Okay. On the distribution side of the
house there are no crew | eaders?
A There are crew | eaders, yes, there are.
Q And are there senior service specialists

number one?

A On the distribution side?
Q Yes.
A No, there are not.
Q On the service side, are there crew
| eaders?
A There are no crew | eaders on the service
si de.
Q What is the highest union classification on

the service side?

A Service specialist number one.

Q Service specialist nunber one on the
service side retires?

A Correct.

Q Under your one for one proposal, whom woul d
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you expect to take that job?

A A service specialist nunber two.

Q Must the senior service specialist nunber
one on the service side be a |ocal menber?

A Hi storically, yes.

Q Well, historically they have, but nust they

be under the CBA?

A Yes, they are because they are dues paying
members in the |ine of progression.
Q So you are telling nme they must be a union

member or they nmust pay dues?

A They must be a union member, card caring
uni on menmber.

Q So if the Company is unwilling to be pinned
down to pronoting a union member into that

position, is that a violation of the CBA?

A | f they are unwilling to promote, no, it's
not. The Conpany has management rights cl ause
where they can promote at will as they see fit, as

was testified for technol ogical issues,
infrastructure issues, when they see fit, if they

need to backfill that position, the Company has the
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ri ght
fit.
Q

maybe

to do that or not to do that, if

l'"ve only muddi ed things up,

Really all | was trying to do

under st and whet her either

t hrough the one for
is declining to do with

program woul d vi ol ate your

event

put in the position of

understand it,

one program or

respect

t hey see

here and

was to

what you were requesting

CBA. And i

what

to the one for

n either

was wondering why the Comm ssion m ght be

requiring that

But | guess what you're tel

I's that your

vi ol ati on.

ling me, if

CBA does not preclude

the Conmpany fromfilling that senior service

speci ali st number one position, under

depart ment

A

Q

Correct.

And in the distribution departnent,

have crew | eaders?

A

Q

Yes, we do.

with a nonuni on menmber?

And the same would apply, your

the service

CBA woul d

t he Company

one

you do

not preclude the Conpany from pronoting a nonuni on

menmber

to the crew | eader

position?
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A Correct.

Q Take a | ook at Page 9, if you woul d.

A Still in the direct testinmny?

Q Yes. In fact, | think everything | have is
on your direct. Look at the | ast question and

answer on that page, running fromLine 16 down to
21.

A Okay.

Q And as | understand you there, you are
poi nting out that very experienced personnel, as
you say there, will be lost to retirement, correct?

A Correct.

Q Now, you say it definitively, they will be
|l ost to retirement. |Is that because there is a
mandat ory retirement age or are you sinmply

predicting that within 10 years those persons wil|

retire?
A There is no mandatory retirement age, we
are predicting that they will retire, based on

hi story, that once people reach retirement age they
are going, they don't stay at the Conpany.

Q They can stay but your experience is they
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don't?

A They don't stay, correct. They can, but
t hey don't.

Q Al right. On Page 10, if you take a | ook
at your question and answer beginning on Line 13
running to Line 19?

A Okay.

Q And | want you to | ook at that clause on
Line 16 which you refer to a greater risk to public
safety. Now, assune with me for the nmoment t hat
any work that needs to be done is going to be done,
at sonme point. It may be done today, it may be
done a year fromnow, but it's going to be done.
And if it's done appropriately, | assume that would
be sufficient for public safety. So what is it,

t hen, that creates the greater risk to public
safety?

A What | believe creates or what we believe,
as a local believe, what creates a greater risk, as
it was testified to on Monday, about this tenporary
repair items that M. Doerk was testifying to on

Monday.
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Ri ght now, obviously tenporary repairs
are used and they pose a public safety risk because
there is just no bodies, physical bodies, to get
out there and repair these tenmporary | eaks. You
need skilled people to go out there and repair any
type of gas leak. You just can't send an entry
| evel person in who is hired 6 nmonths or a year
with the Company to go do a proper job or a
qualified job from what a person who has been doi ng
it for 30 years can do

The public safety risk is, we believe,
Is that you have people out there that are
retiring, they are not being replaced, so your
experience i s wal king out the door. And that poses
a greater risk to public safety, because the work
m ght not be getting done in a timely fashion,
temporary | eaks are made to be left for extended
period of time, w thout being fixed pronptly.

Q Well, if a tenmporary repair is performed
and it temporarily repairs the problem it has done
what it was intended to do, has it not?

A Not in all cases. Because if the tenporary
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repair is made and is left for 24,

somebody normally would come out.

temporary repairs left for 2 nonths.

48 hours,

But

we' ve had

And t he

material that is used for those tenporary repairs

deteriorates with the weather, the conditions, the
gas | eaking from whatever was tenmporarily repaired
and then that creates a | eak and that poses a
public safety aspect of it.

Q I s there a manual, a handbook, anything
written that defines a temporary repair and
di stingui shes that from something that, in your
view, is nmore than a tenporary repair?

A | think there is. W submtted it for an
exhibit, I do believe, with what the manual refers
to as a tenporary repair.

Q And does that also contain an interval by

which a tenporary repair needs to be converted to a

per manent repair?

A | believe our manual speaks to 5 days, |

believe. It is part of an exhibit,

| don't know

what exhibit it was, but | do believe our manual

refers to as a 5-day wi ndow to get

t hat

tenporary
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repair fixed.

JUDGE Gl LBERT: Counsel would you know? We
didn't get that handbook itself.

THE W TNESS: Excuse nme, that's not our rules,
that's just our collective bargaining agreenment .

JUDGE Gl LBERT: What did we get as an exhibit?

MR. STRAUSS: You have as an exhibit, your Honor,
a section from the Company's field service manual
That's in Exhibit 2.05 to M. Gennett's rebuttal
and it speaks to the use and timng on tenporary
repairs.

BY JUDGE GI LBERT:

Q And that's the one you are referring to,
the field service?

A Yes, sir.

Q Al'l right, if you take a | ook at Page 11,
first I would Iike you to | ook at the | ast sentence
of your first answer and that would begin on Line 7
and run through Line 10.

A Okay.

Q And mainly I'minterested in what you're

referring to on Line 9 when you tal k about the
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system in the context of saying it doesn't take
much to throw the system of f bal ance. | don't know
what the systemis?

A | believe the system what | was referring
to, explains to the way work is schedul ed, the way
wor k needs to get done, dated appointnments. If you
don't have the personnel to successfully get there
when they are supposed to be there, that throws off
everything in the daily routine of doing the job.
So | amreferring to the systemthat is work
schedul i ng, repairs.

Q | genuinely didn't know how |large a system
you were tal king about, whether you you were saying
that the gas distribution systemitself would be
t hrown of f bal ance.

A No, |I'm not tal king about the system as a
whol e, no, |'m not.

Q Al'l right. Same page, if you take a | ook
at your question and answer that begin on Line 11
and on Line 18.

A Okay.

Q In the third sentence, beginning on Line

814



10

11

12

13

14

15

16

17

18

19

20

21

22

14, you tal k about sensitive assignments and those
can only be performed by or in the presence of a
crew | eader or a senior service specialist number
one. And I'mtrying to relate that to your one for
one proposal.

Now, whether that's a local member or a
nonl ocal menber, a person who is in fact a crew
| eader or senior service specialist, will have to
have had, have to have net, |I'msorry, the skil
requirements for those positions?

A Correct.

Q Wul dn't that be correct?

A Correct, yes.

Q | "m sorry, you were already saying yes and
| was -- it's my fault. So the problem as | read
it, is not that a position will be filled by an

unqual i fied person, the crew | eader is going to be
a qualified crew | eader?

A The crew | eader would be federally mandated
by the Department of Transportation to be operator
qualified every 3 years, along with everyone that

handl es natural gas.
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Q And same for the senior service specialist
number one and whatever requirements are associ ated
with that job?

A Wth that position, correct.

Q So i s your point here, that that -- the
person perform ng those sensitive assignments, whom
you have said or | think agree with me will meet
the qualifications for their position, will have
too many jobs assigned to themor is it something
el se?

A There is nore jobs than people. I n those
positions it's not the fact that there is too many
j obs assigned to them there is just nore work than
bodi es.

Q How, and by whom 1is it decided what jobs
need to be done today versus tomorrow or a week
from now?

A That's a managerial deci sion.

Q Okay. Last question, | think, or group of
gquesti ons, Page 20.

A Okay.

Q And |I'"m | ooking at Line 4 and the sentence
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that runs from Lines 4 to 5.

A 4 through 5, I"msorry?

Q Yes.

A Okay.

Q And to ne it's a particularly interesting

| ine and you may have chosen the word flexibility
quite intentionally there. The Conmpany's objection
to the one for one, when it's boiled down, and it
doesn't need to be boiled down that much because
it's fairly general, is that it's inflexible. And
you are saying exactly the opposite, that your one
for one program apparently provides even nore
flexibility than current circunstances?

A Correct.

Q So in a sense, that is the heart of the
case, with respect to the Local versus Peoples Gas.
What is the flexibility you are talking about?

A | believe what |'m speaking about, when it
comes to flexibility is in response to the
inflexibility as put on it by the Conpany.

The flexibility, |I feel, is that when

you have a senior person, let's use an SS nunber
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one, as they call it, service specialist number
one, they are capable of doing, setting certain
types of meters and regul ators, say for a building
li ke this. That wouldn't be given to an entry
| evel position. But when that person retires, the
person that would work on this building, you are
down one | ess body.

By the flexibility, meaning by pronmoting
t he next person into that position, you don't |ose
any step in the action, you keep going. You are
still capable of flexibly getting the work done,
not | osing the experience and you keep a fresh body
in there that's capable of doing the job. It would
be able to allow the Company, also, to be flexible
how t hey schedul e the work, because the nmore senior

peopl e you have, the nore skilled work you can get

done.
Q The one for one proposal, just to make sure
| understand it, is about promotion, it's about a

person moving fromone job to another?
A Correct.

Q And under your program the person making
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t hat nove or receiving that pronotion will be
defi ned, exclusively, by their position in the
seniority order, correct?

A Correct.

JUDGE GI LBERT: All right, I'm done.

MR. RATNASWAMY: Now | do have some questions,
and gratuitously, they are just on the |ast few
questions there.

RECROSS EXAM NATI ON
BY

MR. RATNASWAMY:

Q | hope this basically clarifies. Wuld you

agree the original -- I"msorry, let me backup.
Ri ght now, does management have the discretion,

when a position, one of these senior positions,

becomes empty, to decide whether to fill it at all?

A Yes, they do.

Q Woul d you agree that under the version of

the one for one proposal as presented in your

direct testimony, management woul d not have that

di scretion and they would sinmply have to fill every

one of these positions as it became enmpty?
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A | believe that we acknow edge the fact that
due to technol ogical changes and infrastructure
changes, we do realize and acknow edge that there
m ght not be a need to promote into those
positions.

Q So -- and you are referring to Page 16 of
your rebuttal there, Lines 7 through 117

A | "m sorry, what page again? |'msorry

Q Page 16.

A Yes.

Q So is it your proposal that the Comm ssion,
in its order, would issue a mandate to managenent,
that it must fill one of these positions if it
becomes empty, unless managenent says it does not
want to fill the position due to technol ogi cal
I nnovations or infrastructure upgrades?

A That woul d be our consideration, yes.

Q So woul d you agree that would then require
defining those terns?

A The terms of the one for one, is that what
you're speaking of?

Q Can | call these exceptions, would you be
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confortable?

A Sure, however you would like.

Q | f the Comm ssion were going to i nmpose sone
version of the one for one proposal, wth
exceptions, then those would have to be defined?

A Yes.

Q And management woul d have, once those
exceptions are defined, management woul d have | ess
flexibility, because it could only decline to fill

a position if one of those exceptions applied?

A Yes.
Q And if there was a di spute about whet her
one of those exceptions applied, and management, in

its judgnent, concluded that it did, then it would
be part of your proposal that the union could
di spute management's decision in some form whether
before the 1CC or otherw se?

A Yes.

Q So again, in that respect, management woul d
have |l ess flexibility in terms of making a decision
in its discretion about whether to not fill a

position?
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A No. It's always been managenment's
di scretion to pronote based on technol ogi ca
advant ages or infrastructures or workload peaks and
val | eys. So there has always been a di screpancy
there. And we haven't always agreed with some of
their choices, but we do acknow edge sone of their
choi ces al so.

Q And what woul d change, now, though, is
under your proposal, if you disagreed there would
actually be a Comm ssion order that would speak to
t hat di sagreement. And if it couldn't be resolved,
then there would be proceedings before the
Comm ssi on and managenent could be told to fill a
position, even if it didn't want to?

A | believe we have an avenue to do that now
wi t hout going to the Comm ssion, the grievance
process that's in your CBA. | believe we can
exhaust avenues that way, yes.

Q But this would be another mechanismfor the
union to di spute a managenment decision not to fil
a position?

A Yes.

822



10

11

12

13

14

15

16

17

18

19

20

21

22

MR. RATNASWAMY: Can

No further

JUDGE Gl LBERT: Redi

M. Gomez?

| have one moment, please?

guesti ons.

rect, M.

Strauss and

MR. STRAUSS: Can we have a m nute?

JUDGE MORAN: Sure.

(Change of

reporter)
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BY MR. GOMEZ
Q M. Gennett, do you recall being asked a
bunch of questions about management's flexibility

with respect to the one-for-one proposal ?

A Yes.
Q And why is the one-for-one proposal needed?
A The one-for-one proposal's needed because

we have had skilled positions gone in the Service
Specialist No. 1 over the course of several years,
and the Company has not nmoved or pronoted into that
position in nine years.

So we've had a | oss of skilled positions

wi t hout any backfill until the merger came about
and then they replaced, | believe, eight people
into that position. But subsequent to that, it was

nine years before there was any type of movenment
into that position?

Q And just to be clear, when you say
"position," you nmean to which position?

A Service Specialist No. 1.

Q Okay. And when you say that there was no

novement in nine years, you meant there was no
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nmovement in nine years outside of the merger; is
t hat - -

A Correct --

Q -- fair?
A -- into that position.
Q You recall being asked some questions about

temporary repairs? |I'msorry. You recall -- in
t he context of management's flexibility, do you
recall temporary repairs com ng up?

A Yes.

Q And why are tenporary repairs an issue if
there's a manual ?

MR. RATNASWAMY': Excuse ne. | will object if
it'"s within the scope of redirect as to Judge
G | bert's questions, that's fine. But | didn't ask
anyt hing about --

MR. GOMEZ: It is. | apol ogi ze

It is within the scope of the questions

about the temporary repair manual that were being
asked before.

JUDGE Gl LBERT: Yeah, | think just the way you

phrased it may be the same sense that
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M . Ratnaswamy had that you were attributing that
to him

MR. GOMEZ: MW m stake. | apologize for that.
BY MR. GOMEZ:

Q But do you recall the questions about
temporary repairs that your Honor presented
earlier?

A Yes.

Q And why is a tenmporary repair an issue if
there's a conpany manual ?

A | feel that there's an i ssue with the

temporary repairs. Our manual speaks to a five-day

wi ndow. It's been our experience over the course
of years that that wi ndow well exceeds what the
manual calls for.

Q And that means that -- what is the reason

for the delay behind that?

A The reason for the delay behind the time is

due to the fact that there's just not enough
avail abl e bodies to get the work done.
Q And when you say "avail able bodies," you

wer e tal king again about --
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A Service Specialist No. 1. Specialty field,
skilled positions.

Q And to be clear, why is it an issue if a
No. 1 is not present?

A A No. 1 is qualified to work on |live gas.
It's within his scope of training, based on
experience in the field and so forth.

Q How does the absence of a No. 1 in the
field affect the remai ning members of the work
force?

A The absence of a No. 1 would hanper the
work force as well as customer service because the
person or schedul ed work, say, a temporary repair,
woul d not get fixed in a timely fashion because the
unavail ability of a qualified person to do that
wor K.

Q So to be clear, the nenbers -- the nenbers
of the work force that are not No. 1s cannot
performcertain job functions?

A Correct.

MR. GOMEZ: May | have just one m nute?

JUDGE Gl LBERT: ( Noddi ng.)
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(Pause.)

BY MR. GOMEZ:

Q And one nmore question for you, M. Gennett,
one nore issue for you.

Can the Company fill one of these union

positions with a nonunion person?

A No, they cannot because we are the sole
coll ective bargaining agent for the Conpany.

Q So, as far as filling the No. 1 position
you were describing, Senior Service

Specialist No. 1, where do those bodies conme fronf

A They come fromthe rank and file of our
member shi p.
Q And do you have any say -- does the |ocal

have any say in whether those rank and file people
are going to nmove into a No. 1 position?

A No, we do not have any say if they're going
to be noved.

MR. GOMEZ: That's all, your Honors.

JUDGE Gl LBERT: Okay. Based on the | ast
guestion you asked, now I'm confused and | thought

that we settled this.
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EXAM NATI ON
BY
JUDGE Gl LBERT:

Q | thought, Mr. Gennett, you had said that
the Service Specialist 1 could be a nonloca
member ?

A | -- | was confused by the question. It is
promoted through the rank and file system, through
progressive seniority froma | ower classification.

Q Okay. So it takes nme back to kind of the
fundamental concern that | began with, which is if
one for one would require the pronmotion of the next
seni or person under the ternms of your CBA into the
next avail able position, nore senior position --

A Hm hmm.

Q -- is the resistance to your one-for-one
program then a violation of your CBA?

A No, it's not, because managenent has
management's right clause makes the decision
whet her or not that body is needed to be noved up
to the higher classification.

Q Okay. Now, that's where | thought we had

829



10

11

12

13

14

15

16

17

18

19

20

21

22

left it which told me that the sole issue here was
who was going to make this call, whether it be made
pursuant to the one-for-one program or whether it
woul d be a call left entirely to managenment

di scretion. I thought that's where we were.

Then | was confused when you said that,
no, a Senior Service Specialist -- I"msorry. Tel
me what's the name of that position again. The
Service Specialist No. 1 position --

A Correct.

Q -- would have to be union member, but now
" m hearing that it does not have to be a union
menber .

A No, it does have to be a union menber. |
m sspoke the first time because | was confused by
t he questi on. It has to be a union menber.

Q But managenment can override that? They
have the discretion to override that process and
put a nonunion member in that position?

A No, they do not. No, they do not.

Q Okay. Now, |'m hopel essly confused?

MR. STRAUSS: We can try it again.
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JUDGE Gl LBERT: Let me go to counsel here for a

moment .
Can you help ne with this?
MR. STRAUSS: | think I can help you. Let me
make a statement. Let me see if M. Gennett agrees

with the statement.

JUDGE Gl LBERT: Okay.

MR. STRAUSS: As | understand it, management can
deci de whether or not to prompote sonmeone to the
Seni or Service Specialist No. 1 position. I f they
choose to do so, it nust be a union member, but
t hey don't have to so.

What Mr. Gennett, | believe, has been
raising in his testinony is the concern that under
the existing system people are not being pronoted
and that's causing the cascading problem safety
probl ems, and ot her problens that he testifies to.

| believe that's correct, M. Gennett?

THE W TNESS: It is correct.

MR. STRAUSS: | s that correct?

THE W TNESS: Yes, sir.

JUDGE Gl LBERT: So the essence of the programis
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not who will be promoted, but whether a pronotion
will occur at all?

MR. STRAUSS: Exactly.

JUDGE Gl LBERT: Al'l right.

MR. STRAUSS: Exactly. That is the essence

JUDGE Gl LBERT: All right. Did you have any
recross?

MR. RATNASWAMY': Not now.

JUDGE Gl LBERT: Okay. Thanks.

THE W TNESS: Thank you.

MR. ZI BART: So are we taking this advertised
break or are we going to push on?

JUDGE Gl LBERT: Well, we've got -- next witness
Is Ms. -- I'"msorry. Dr. Takl e?

MR. ZI| BART: Dr. Takle, right.

JUDGE Gl LBERT: Who is present, | hope?

MR. ZI| BART: He is.

JUDGE Gl LBERT: OCkay. And we have an
out standing motion with respect to some of his
testimny and some of M. Schott's testinony.

MR. ZI BART: That's true.

JUDGE Gl LBERT: All right. The next schedul ed
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witness is Dr. Takle, T-a-k-l-e, who is appearing
on behalf of the petitioners.

There's now an outstanding nmotion from
the Attorney General to strike a portion of
Dr. Takle's rebuttal -- |I'msorry, surrebutta
testinmony, which is North Shore/ Peopl es Gas
Exhi bit EST-3.0.

| "m sorry. | was just thinking about
whet her to have the witness offer it and then
entertain the notion or to do it now. | mean,
since it was filed prior to the actual offering of
the witness and his testinony for the record, |'1]
treat it as such and deal with it now

Read the motion and the response from
t he Conpani es and the reply.

Let me ask counsel for the conpanies.
You said in your response that the contents of the
unpubl i shed article which are quoted at Lines 49
t hrough 53 are not being offered to establish the
truth of the matter asserted in that excerpt from
the article and that is your position, | take it?

MR. ZI BART: That is our position.
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JUDGE Gl LBERT: All right. So that, as the
initial decision-mkers, the ALJs and then the
Comm ssion do not need to take as true, for
exanple, the sentence beginning at Line 49:
30-year normals are no |onger generally useful for
t he design planning and deci sion-maki ng purposes
t hey were intended.

We need not take that as true?

MR. Z| BART: That's correct, your Honor.

JUDGE Gl LBERT: All right. So the sol e purpose
of the testimony then would be to establish that
there -- there is an opinion among or held by, |
shoul d say, certain persons enployed by NOAA that
gquestions the use of the 30-year normal in the
rat e- maki ng process.

MR. ZI BART: That's correct, your Honor.

JUDGE Gl LBERT: Okay . Al'l right.

Wth the understanding that that is the
sole use of this testinony, the notion is denied.
Okay. Okay.
MR. ZIBART: We will proceed. I don't believe

he's been sworn in.
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JUDGE Gl LBERT: Ri ght. And you know what, |

don't have all of his testinmony in front of me.

So.
Let ne go get it.
(Pause.)
JUDGE Gl LBERT: All right. I have -- | have the

testinonies in front of ne.

And | just want to enmphasize that the
ruling I made on the nmotions is exactly as | said
it. | don't want |ater to be obligated to | ook at
yet another notion about use of that testinony
beyond the scope that | established in that ruling.

Al'l right. Go ahead.

(Wtness sworn.)
EUGENE S. TAKLE,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. ZI| BART:
Q Woul d you state and spell your nanme for the

record.
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A My name is Eugene S. Takle, T-a-k-I-e.

And, Professor Takle, by whom are you
enmpl oyed?
A Empl oyed by lowa State University.
Q And what's your position there?
A | "'m professor of atmospheric science,
professor of agricultural meteorol ogy.

Q Prof essor Takle, has witten direct

testi nony been prepared by you for subm ssion in

Comm ssi on Docket 07-0241 and 07-02427?

A Yes.

Q And do you have in front of you a docunent

that's been marked for identification North Shore

Exhi bit EST-1.07

A Yes.

Q And attached to that are six attachments

| abel ed NS Exhi bits EST-1.1 through 1.67

A Yes.

Q And do you also have a docunent marked

Peopl es Gas Exhibit EST-1.0 with Attachments EST

1.1 through 1.67?

A Yes.
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Q And

copy of your

docket s?
A Yes.
Q Has
prepared by
A Yes.
Q And

that's been

Nort h Shore/ Peopl es Exhi bit

A Yes.
Q Has
prepared by
A Yes.
Q And

that's been

are those documents a true and correct

written direct testimony in these two

written rebuttal testimony also been

you for subm ssion in these dockets?

do you have in front of you a document

mar ked for identification

EST-2.07

written surrebuttal testinony also been

you for subm ssion in these dockets?

do you have in front of you a docunent

mar ked for identification

North Shore/ Peopl es Exhibit EST-3.07?
A Yes.
Q Do you have any changes or corrections that

need to be made to your

testi nony before it's

entered into evidence?

A No.
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Q So if I were to ask you the questions set
forth in these docunments marked Peopl es Exhibit EST
1.0, 2.0 and 3.0, would you give the answers set

forth in those documents?

A Yes.

Q And you intend that these four documents
will comprise your sworn testinmony in this docket?

A Yes.

MR. ZI BART: Your Honor, | have no further

guestions on direct and, subject to
cross-exam nation, would move the adm ssion of the
North Shore and Peoples Exhibits EST 1.0 through
1.6, North Shore and Peoples Exhibit EST 2.0 and
EST 3. 0.

JUDGE Gl LBERT: Objections?

MS. LUSSON:. Subject to cross-exam nation, |
have no objection at this point.

JUDGE Gl LBERT: Al'l right. 1.0 through 1.6, 2.0

and 3.0 are all admtted.
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(Wher eupon, NS/ PGL

Exhi bit Nos. 1.

were adm tted
of this date.)
JUDGE Gl LBERT: Crossing firs
MS. LUSSON: Yes.
JUDGE Gl LBERT: Okay.
CROSS- EXAM NATI ON
BY
MS. LUSSON:
Good morning, Dr. Takle.
Good norning.
And it's Takle, correct?

Yes. Thank you.

o >» O > O

Thank you.

I f you could | ook at
of your direct testinony.

A Li nes 5?

Q On Page 1 there.

A Yes.

Q You state you're again e

State University as a professor

0, 2.0 and 3.0

into evidence as

t?

Lines 5 through 9

npl oyed by | owa

with a joint
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appointment in the department of geol ogical and

at nospheric sciences and in the department of the

agronomy (phonetic); is that correct?
A That's correct.
Q And you state also that you're a faculty

member and teach online and face-to-face cl asses,
conduct research relating to climte change and
present talks on climate change to other

professional groups and the general public; is that

true?
A That's correct.
Q And | think you state also in your

testinony that you consider yourself a
met eor ol ogi st based on your experience and
education; is that right?

A That's correct.

Q Now, you -- have you ever been a natura
gas delivery conpany enpl oyee?

A No.

Q And have you, yourself, ever conducted your
own HDD forecast for purposes of predicting test

year revenues in a natural gas conmpany rate case?
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A No.

Q And so your job at lowa State does not
i nvol ve forecasting normal heating degree days for
nat ural gas conpani es or for purposes of

forecasting revenues in the test year; is that

right?
A Yes.
Q | f you could turn to Page 31 of your direct

testinony. Up at beginning at Line 672, you

di scuss -- and also the page prior to that, you
di scuss the Easterling (phonetic) study; is that
ri ght?

A Yes.

Q And now that study was performed in 1990;
is that correct?

A It was reported in 1990, yes.

Q And now, that -- now, the purpose of that
study was not to predict HDDs one year into the
future, was it, for purposes --

A No. No.

Q -- for purposes of setting rates in a gas

case?
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A No.

Q Now, at Lines -- back to Line 672 through

678, you state at Line 674 that the study has not

been updated since 1990; is that correct?

A That's correct.

Q And you also state that you spoke with two

of the three authors.

And ny question is, was that a tel ephone

conversation with each of those two individual s?

A Yes.

Q And with respect to that tel ephone
di scussion, did you send those individuals any
materials from M. Marozas's heating degree day
forecast in this case?

A No.

Q Turning to your rebuttal testinony.

Again, you reference that Easterling

study down at the bottom page and you state --

MR. ZI| BART: |"msorry, Counsel
What page?
MS. LUSSON: ' msorry. Page 5 of M. -- or

Dr. Takle's rebuttal.
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BY MS5. LUSSON:

Q And you note that the Easterling study is
the type of study on which you've relied upon in
form ng your opinion in this case; is that true?

A That's true.

Q And then you reference that the study
concluded -- made conclusions about predictions for
one year out. And is that an attenpt or a
reference to an exam nati on of heating degree
forecasts in a future year?

A Coul d you repeat the question, please?

Q Sure.

You reference at the bottom of Page 5
that the study made concl usions with respect for

predi cti ons one year out.

A That's correct.

Q Was t hat one year into the future
prediction of -- HDDs one year into the future?

A The study focused on tenperature as opposed
to HDDs.

Q Okay. And you also -- | think if you turn
to page -- and at the bottom of the page, you note
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that it also included conclusions for five years

out. And that's five years into the future, not
consecutive years; is that correct?
A | "m sorry. \What page are you speaking?

Agai n, the sane page.
Oh, the sane page
Page 5, and then it goes into Page 6.

Okay.

o > O F

So is that for a data point five years into
the future or was that for a consecutive five-year
peri od?

A That would be for a point five years in the
future.

Q Okay. Turning to your surrebuttal
testinony. Back to the article at the heart of the
nmoti on controversy.

At the bottom of Page 2, you state the
NCDC cl i mat ol ogi sts at NOAA have begun questi oning
this application in |light of the changing climte
now bei ng observed.
And, first of all, just to clarify, NOAA

refers to the National Oceanic and Atnmospheric
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Adm nistration; is that correct?
A Yes.

Q And the NCDC is the national Climatic Data

Center?

A That's correct.

Q Now, with respect to that article, in
response to AG Data Request 19.01 -- do you have a

copy of that response?

A Yes.

Q You stated that three of the five authors
of this article are climatol ogists at the NOAA,
correct?

A That's correct.

Q So two of the authors are not enpl oyed by
the NOAA; is that right?

A That's correct.

Q You al so state that you're not
knowl edgeabl e on whet her the three NOAA enpl oyees
| i sted are authorized to speak on behalf of the
NOAA; is that correct?

A That's correct.

Q In response to AG Data Request 19.02 -- do
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you have that there?
You were asked to please provide all

studi es, publications, analyses, work papers,
i nternal memoranda and any and all other evidence
devel oped by yourself independently of
M. Marozas -- and Marozas is spelled
M a-r-o0-z-a-s -- regarding the use of 10-year
weat her data versus 30-year weather data in
proj ecting the annual gas sendout of a regul ated
natural gas utility; is that correct?

MR. ZIBART: Is it correct that he was asked
t hat question?

MS. LUSSON: Yes.

THE W TNESS: Yes, | was asked that question.
BY MS. LUSSON:

Q And your response was that, quote, other

than the testimony prepared for the Nicor Gas case

previously before the Conmm ssion, Docket 04-0779,

and materials already submtted for the current

rate case, | have no other studies, publications,
anal yses, work papers, internal memoranda or other
evi dence that | devel oped i ndependently --
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I ndependently of Mr. Marozas regarding the use
10-year weat her data versus 30-year weather data in
projecting the annual gas sendout of a regul ated
natural gas utility; is that true?

A That's true.

Q And isn't it true that Mr. Marozas, the PGL
empl oyee who did forecast HDDs for this case, did
not rely upon your testinmny for purposes of
selecting the 10-year and 30-year time periods at
I ssue, did he?

A | have -- that's not a question for me. I
have no knowl edge that -- would you restate the
guestion so I'm - -

Q Sure.

lt's true, isn't it, that Mr. Marozas,
t he enpl oyee who forecasts HDDs for this case, did
not rely upon your testimony in this case for
pur poses of selecting the 10-year and 30-year tinme
peri ods at issue?

I n other words, he didn't call you up
and say, Should I | ook at 10 years? Should I 1oo0k

at 30 years?
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A No. That's correct.

Q So his conclusion that a 10-year HDD
average for 6,444 HDDs provi des an appropriate
forecast of normal weather is not based on your
testinony, is it?

A No.

Q Goi ng back to Lines 44 and 45 in your
surrebuttal, it's true, isn't it, that the NOAA has
not officially adopted a specific new generation of
climate normals, has it?

A That's correct.

Q And there's been no official proclamation
that 10 years as a climte normal works better than
30 years; is that right?

A That's right.

Q And is it true that you are not
knowl edgeabl e about the procedures within the NCDC,
NOAA, nor the U.S. Departnment of Commerce that
determ nes official views, policy -- policies and
options with respect to determ ning normal s?

A That's correct.

Q And at Line 46 of your surrebuttal
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testi nony, you state you have read a peer-revi ewed
scholarly article, again, referencing this NOAA --
well, I won't call it an NOAA article --
referencing this scholarly article.

You were not one of the peer reviewers
of the article, were you?

A That's correct.

Q And at Lines 56 and 57 of your surrebuttal,
you state, NOAA has been holding meetings with
state regulators and utilities to inquire as to
whet her the 30-year normal is still useful in
projecting future gas consunpti on.

Isn'"t it correct that you have not
partici pated in any meetings or teleconferences on
this issue; is that also true?

A That's correct.

Q Dr. Takle, earlier this year, the Conpany
sent out a bill insert which | showed to
M . Borgard the other day. It was issued on
February 14th, 2007, and it tal ked about the
weat her that had been experienced to that point in

those two weeks of February as being the col dest
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weat her in 112 years.
You're not saying in your -- within the
context of your testinmony in this docket that the

Peopl es Gas and North Shore Gas service territories

wi Il not ever again experience extreme weather, are
you?

A | "' m not saying that.

Q And, in fact, the -- as a climtol ogi st

sitting here today, you can't predict, say, in
what -- whether or not there will be that kind of
extreme weather in the next three to five years,
can you?
A That's correct.
MS5. LUSSON. Thanks, Dr. Takl e.
JUDGE Gl LBERT: Okay .
CROSS- EXAM NATI ON
BY
MR. JOLLY:

Q Good morning, Dr. Takl e. My nane is

Ron Jolly. | represent the City of Chicago --
A Good mor ni ng.
Q -- in this matter.
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|, too, want to start at Page 1 of your
direct testimony and just briefly understand the
purpose of your testimony in this proceeding.

My under standi ng, | ooking at Lines 12
t hrough 15, is you're presenting your expert
opi ni on on whet her the best avail able scientific
data and understanding of climatic behavior is
consistent with, and you explain why there's

downward trend in heating degrees days experienced

t hroughout the area are inmportant; is that correct?
A That's correct.
Q And going down to your summary of

conclusions at the beginning at Line 19, you also
state that your conclusion is that a statistical
anal ysi s suggests that an average of the last ten
years would be nore predictive of annual heating
degree days over the next several years than nore
t han an average of the last 30 years; is that
right?

A That's right.

Q Okay. How often have you subm tted expert

testimony in any type of proceedi ng?
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A Any type of proceedings? Maybe -- both
oral and written?

Q Sure.

A Maybe 30 ti mes.

Q And with those 30 times, did -- was the
topic of your testinony climte science?

A Most of those.

Q Okay. Well, do you consider yourself an
expert in regulatory matters?

A No.

Q And you don't consider yourself an expert
in the purpose of this case, which is setting rates
for a gas distribution company?

A That's correct.

Q Now, agai n, going back to that concl usion
Identified at the bottom of Page 1 that you're
recommendi ng that an average of the |ast ten years
be used. Because the weather in Northern Illinois
is the same for all utilities providing service
here, do you believe that a 10-year average should
be used for all utilities in setting their rates?

A That questi on goes beyond the scope of ny
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testimony.

Q Okay. | don't know if that's a proper
answer or not. It sounds |ike an objection to me.
Do you think it's -- well, to be

consistent, do you think if the Conm ssion adopts

your proposal in this case -- you use a 10-year
average -- do you think the Comm ssion should use a
10-year average for other utilities?

A | don't know -- 1I'm not know edgeabl e about
t he purpose of the -- of how the Comm ssion works
with regard to individual utilities.

MR. JOLLY: Okay. I have nothing further.

JUDGE Gl LBERT: Thank you, Dr. Takl e.
THE W TNESS: Thank you.
JUDGE Gl LBERT: | guess, since there aren't any
other bids, 1'll just go ahead.
EXAM NATI ON
BY
JUDGE Gl LBERT:
Q | f you take a | ook at your surrebuttal
testinony, | ast page which would be Page 3. And if

you just want to take a | ook at your answer
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which -- 1'msorry, question which begins at
Line 54 through the end of your answer at Line 60

A Yes. Okay.

Q Al right. | "m particularly interested in

the final sentence in your answer when you referred

to -- you referred to an expectation.
First of all, whose expectation?

A | wrote that as nmy expectation; but with
the -- having observed that the climte scientists
are NOAA are intensely discussing this issue, it is
my expectation that there will be some outcome from

t hese di scussions on the basis of their actions.

Sol -- 1| would -- | understand that to

be their expectation, too; that they wll be
devising some alternative to the present normal s.

Q Al'l right. Well, you told me two things
then. You said it's your expectation --

A It's my expectation.

Q Al'l right. When you say "their
expectation,"” to whom are you referring?

A The person who has been charged NOAA with

managing this is Anthony Arguez. And |I'm not sure
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| have the spelling on his name, but he is -- has
organi zed meetings and has distributed surveys to
gas conpanies to solicit ideas for inprovements in
how to i nprove the specifications of official

nor mal s.

Q Al right. You' re suggesting, | think, a
kind of certainty of outconme here. And when | read
t he paragraph beginning at Line 56 in its entirety,
"' m not sure that it's consistent with the
certainty that you seem to be expressing now with
respect to outcone.

Coul d you respond to that?

A | indicated that it was my expectation and
It was my -- | also stated that it was ny
observation that NOAA climate scientists were
Initiating activities consistent with ny
expectation, but | can't speak for their

expectations.

Q You cannot speak for their expectations?

A | cannot speak for their expectations.

Q Al'l right. | f you'd | ook at Page 25 of
your direct. And if you take a | ook at that | ast
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gquestion on the page beginning at Line 55 and the
answer runs over onto the next page.

A Yes.

Q Al'l right. And forgive me because this may
entirely be nmy own failure to understand the
testi mony.

On Line 559, you're referring to U.S.
mean annual tenperatures for the |ast 30 years.
And then at Lines 571 through 574, there's another
reference there to mean annual U.S. tenperatures,
and that reference includes both the [ast 10 and
the | ast 30.

Are you referring to the same thing at
Line 599 (sic) as you are at Lines 573 to 4?

A Li ne 597 refers to the --

Q | don't think you mean 597

A | " m sorry. Didn't you say --

MR. ZI| BART: I think you guys are | ooking at two
different -- he has two direct testinmonies.

THE W TNESS: Oh, |'m sorry. s it the

North Shore or Peopl es?

BY JUDGE Gl LBERT:
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Q | " m | ooking at

A Oh, sorry. Apol ogize.

Q Let me make sure that
And wi thin Peoples,
your -- your
| ast 30 years,
with what's at
reference there to 30 years.
A Yes.
U.S. annual mean tenperatures.
part
only.
Q Okay.
and |''mnot sure even yet
558 says,
total at
t emper at ur es.
A Oh.

Oh, yes.

Q And then on 571 through 74, |

Peopl es, or |

Lines 571 through 574,

In Lines 571 to 574,

And here's probably what
t hat
the correlation of annual

O Hare with conti nent al

think I am

Il am Yes.

" m | ooking at

numbers there on 559 referring to the

and I "mtrying to correl ate that

anot her

that refers to

And t he previous

of 558 and following refers to the O Hare data

threw me
| under st and.
HDD

U.S. mean annual

t hi nk you're

t emperatures?

again referring to mean annual U.S.
A That's correct.
Q But are you doing two different types of
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cal cul ati ons here?

A The -- the first reference was a
clarification -- or a -- | had spoken about gl obal
temperatures and then we had spoken about U. S.
temperatures, and then, finally, we speak about
O Hare tenmperatures and the intent was to show the
context for changes at O Hare.

And so | calculated the U S. tenperature
changes. And then in Line 558 and 9, | indicated
that with this correlation, being a negative --

i ndicating that they're -- that there is a
correlation -- this reports the relationship of the
O Hare data to the U.S. data, and then the | ater
reference i s |ooking specifically at the O Hare

dat a.

Q Well, the later reference that | was
tal ki ng about was 571 through 74, which doesn't
really mention O Hare.

A Oh. Oh, I"'msorry. Yes. Okay.

So that's right. The 571 to 574 is
still discussing the U S. tenperatures.

Q Okay. Let me ask it differently.
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Are the mean tenperatures that you
describe on Lines 571 through 574 the mean
temperatures used to make the statements you make
on Lines 558 through 597

A I n Li nes 558 and 559, what | did was I
| ooked at the individual years and made a
correlation year by year over that -- over the | ast
30 years of U S. average tenperature with heating
degree days at O Hare, whereas in Lines 571 to 574,
we | ooked at the -- | | ooked at the mean annual
U.S. tenperature for the period.

So | didn't | ook year by year, but just

t he average nmean.

Q Okay. Can you now make the sanme
cal cul ation that you make on Lines 558 to 59 for
the last 10 years rather than the |ast 30 years?

A Yes, that could be done.

Q Coul d you do that for me now or --

A Not without some -- |I'd have to find those
data and make that cal cul ati on.

Q Okay. Could -- what 1'd like is for you to

provide that. Let's call it an ALJ Data Request.
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A Okay.

Q ALJ Data Request 1.

And if you could just make the sane
calculation for the last 10 years.

MR. ZIBART: So it'd be the correlation of
annual HDD total at O Hare with continental U.S.
mean and actual tenperatures for the |last 10 years.

JUDGE Gl LBERT: Yes.

BY JUDGE GI LBERT:

Q So the only thing you'd be changing is
substituting 10 for 30 on Line 559.

A Certainly.

JUDGE Gl LBERT: Okay. And with that |I'm done.

Redirect?

REDI RECT EXAM NATI ON

BY
MR. ZI BART:
Q Prof essor Takle, you mentioned a guy naned

Ant hony Arguez.
A Yes.
Q And you said you couldn't recall how to

spell his nane.
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| s there a document | m ght have that

woul d refresh your recollection?

A Yes. He issued a memorandumto the Gas
Utility Association with regard to normals, and he
signed it or he -- that was from his office.

Q And showi ng a document that | believe has

previously been produced to counsel as a work
paper ?

MR. JOLLY: That's fine.

MS. LUSSON: Do you have a copy?
MR. ZI BART: Wbuld you |i ke another copy?
MS. LUSSON: If you're going to use it.
MR. ZI BART: " m not .
BY MR. ZI BART:
Q Does that refresh your recollection?
A Yes.
Q And how does he spell his nane?
A His name is Anthony, and then the | ast name

is A-r-g-u-e-z.
Q And what is his position?
A He i s with NOAA. His -- histitle is

climate scientist.
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Q You were asked a question about your

surrebuttal testinony, | believe it's sonmething

li ke the last line of it on page -- let's see.

Page 3 of your surrebuttal testimny, Line 58 -- or
59. And on that -- in that sentence, it refers to

t he next generation of climte normals?

A Hm hmm.

Q And there's quotation marks around "next
generation. ™

Are you quoting someone or whose words
are those?

A | believe those are from the document that
M. Arguez -- or Dr. Arguez circulated to the
gas -- the conpanies, or the email acconpanying
t hat.

MR. ZI| BART: I have no further questions on
redirect.

JUDGE Gl LBERT: Bef ore we proceed with recross
if there is any, and you're probably going to do
t his anyway, but please distribute what |'ve
pl ayfully entitled ALJ Data Request 1 to all the

parties.
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MR. Z| BART: We will do that.

JUDGE Gl LBERT: Any cross?

M5. LUSSON. | mght. | just want to check a
data request response, if | coul d.

RECROSS- EXAM NATI ON
BY
MS. LUSSON:

Q Dr. Takle, with respect to Lines 56 through
60, when you say that NOAA has been hol di ng
meetings with state regulators and utilities, and
then is it your testimony then that this
Dr. Arguez, A-r-g-u-e-z, contacted you in

association with that neeting?

A No.

Q You're not a state regulator, are you?

A No.

Q And you're not a representative of a
utility?

A No.

JUDGE Gl LBERT: Just to be clear to that
reference, that was to surrebuttal testinmony.

MS. LUSSON: Ri ght .
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THE

Not hi ng further.
Thank you.

W TNESS: Thank you.

JUDGE Gl LBERT: Thank you, Dr. Takl e.

THE

VS.

It --

JUDGE Gl LBERT: There i s. That's it. That' s

MS.

appropr

break?

W TNESS: Thank you.
L USSON: Madam and Mr. Hearing exam ner,

f this is an appropriate time --

L USSON: Your Honors, if this is an

iate time, would it be possible to take a

Certain discovery we received fromthe

Conpany, | think, yesterday and there' s sone

preparati on going on back at the office with

respect

coul d.

to that and | need to grab something, if

JUDGE Gl LBERT: Do you mean break for |[unch?

VS.

MR.

LUSSON: No, no, no. Just a quick --

JOLLY: Ten m nut es.

JUDGE MORAN: A 15-m nute break or --

MS.

LUSSON: | thought you had indicated that

864



10

11

12

13

14

15

16

17

18

19

20

21

22

you're going to

have an - -
JUDGE MORAN:
MS. LUSSON:
JUDGE MORAN:

MS. LUSSON:

JUDGE Gl LBERT:

cross while you'

t hey coul d not?

MR. REDDI CK:

go Comm ssion nmeeting, that 1'd

We al ready did that.

-- ran to the office, so.

We're fast.

It's --

re gone? |Is there a reason why

It would make nore sense if it

proceeded in the other order.

JUDGE MORAN:

MR. REDDI CK:

MS. LUSSON:

Just a m nute.

Oh.
But if we have to, we can.

If I could just have a m nute.

We can proceed.

MR. ZI| BART:

We're ready.

JUDGE Gl LBERT: Yeah.

MR. ZI| BART:

is M. Marozas.

Okay. The Company's next witness

(Wtness sworn.)

Can the City go ahead with their
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BRI AN MAROZAS,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. ZI BART:
Q Coul d you state and spell your name for the

record, please.

A Brian Marozas. That is B-r-i-a-n,
M a-r-o0-z-a-s.

Q And, Mr. Marozas, by whom are you enpl oyed?

A | ' m enpl oyed by Tegris (phonetic) Energy.

Q And, Mr. Marozas, has written direct
testi nony been prepared by you for subm ssion in
Comm ssi on Docket 07-0241 and 07-0242?

A Yes.

Q And do you have in front of you a docunent
that's been marked for identification North Shore
Exhi bit BMM 1. 07

A Yes.

Q You al so have a document that's been marked

Peopl es Gas Exhi bit BMM 1.07?
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A Yes.

Q And are those documents true and correct
copies of your written direct testinmnies in these
two dockets?

A Yes, they are.

Q And has written surrebuttal testimony also

been prepared by you for subm ssion in these

docket s?
A Yes.
Q Do you have in front of you a document

that's been marked for identification
Nort h Shore/ Peoples Gas Exhibit BMM 2.07
A Yes.
Q And has written surrebuttal testinony also

been prepared by you for subm ssion in these

docket s?
A Yes.
Q Do you have in front of you a document

that's been marked for identification
Nort h Shore/ Peoples Gas Exhibit BMM 3.07
A Yes.

Q Do you have any changes or corrections that
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need to be made to your testinony before it is
entered into evidence?

A No.

Q So if I were to ask you the questions set
forth in these four documents, would you give the

same answers as set forth there?

A Yes.

Q And do you intend that these four docunments
will comprise your sworn testinony in this docket?

A Yes.

MR. ZI BART: Your Honor, | have no further
guestions on direct and we nove -- |like to nmove the

adm ssion of the four documents. There are no
attachnments.

JUDGE MORAN: | just want to clarify that NS/ PG
BMM Exhibit 2.0 is your rebuttal, not your
surrebuttal .

MR. ZI| BART: Ri ght . | m sspoke. " m sorry.

THE W TNESS: It is my rebuttal

JUDGE MORAN: All right. Are there any
obj ections to any of these exhibits going into the

record?
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Hearing none, all the testinmonies,
direct in both cases and the rebuttal and
surrebuttal for the consolidated matter are
admtted.

(Wher eupon, NS/ PGL

Exhi bit Nos. BMM 1.0, 2.0 and 3.0

were admtted into evi dence as

of this date.)

MR. ZI BART: And we are tendering the witness --

JUDGE MORAN: And you're tendering the witness

Okay. Thank you.
MR. ZI| BART: -- for cross

CROSS- EXAM NATI ON

BY
MS. LUSSON:
Q Good nmorning, M. Marozas. " m Kar en

Lusson from the Attorney General's office.
A Good norning.

Q Mr. Marozas, would you agree that the

annual revenues that the Compani es can expect to

receive are weat her-dependent ?

A Yes.
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Q And is it correct that the key weat her
statistic reflecting use of gas for space heating
is the heating degree day or HDD?

A Yes.

Q And weat her normalization is a method of
determ ning the expected effect of that key
statistic on a utility's revenues and building it
into the rates?

A Yes.

Q And is it also true that the higher the
number of HDDs, generally, the | ower the revenue

forecast for the test year?

A | don't think that's correct.
Q | mean, the higher -- the higher the number
of HDDs -- HDDs, generally, the -- those billing

determ nants then are placed into the revenue
forecast; is that correct?

A Are you saying -- are you saying that
the -- the colder the weather, the higher the
revenue?

Q Yes. Well, and the greater the number of

HDDs.
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A Ri ght. The greater the nunmber of HDDs, the
greater the revenue. | believe that is true.

Q And is it correct then that the | ower the
nunber of HDDs, generally, the | ower the revenue
for the Conpany?

A Correct.

Q Just so the record is clear, you're not a
climtol ogist; is that correct?

A That is correct.

Q And you're not a meteorol ogist?

A Yes, that's correct.

Q And as | understand forecasting weat her as

descri bed by Dr. Takle, nothing in your job
responsibilities includes forecasting weather; is
that right?

A Correct.

Q So for purposes of this case, you performed

a statistical analysis to predict or forecast

normal HDDs; is that correct?
A Yes. Correct.
Q And was it your intention to forecast,

quote unquote, normal HDDs, which I think you state
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at the beginning of your testinmony?

A The goal of the utility was to forecast

nor mal weat her that is expected to occur.

Q And is that normal weat her expected to

occur for the -- occur for the tine that rates are

in effect?

A Correct.

Q And by "normal," do you mean a typica
| evel for purposes of forecasting revenues?

A Correct.

Q | f we could just go through the forecasting

met hod that you used in this case.
Looki ng at Page 3 of your direct
testinony --
MR. ZI BART.: This would be the Peoples Gas
testimony?
MS. LUSSON: Yes.
BY MS. LUSSON:

Q And just to be clear, the testimony

supplied in North Shore relied upon the same kind

of analysis, didn't it?

A Yes.
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Q The exact same analysis, didn't it?

A Yes.

Q Okay. At Line 46, you state you used the
common forecasting technique of using the average
of historical outcomes to predict future outcones;
Is that correct?

A Yes.

Q And you use the average of historical
annual HDD to predict weather one year into the
future; 1s that right?

A Yes.

Q And you tested two alternative means of
forecasting normal HDDs, a 30-year average of HDD
data ending in 2006 and a 10-year average of HDD
data al so ending in 20067

A Yes.

Q And for purposes of these 10- and 30-year
peri ods, at Line 57, you state that the data series
from O Hare Airport weather station begins in 1960.
So it was possible to calculate both 10-year and
30-year averages for the years ending 1989 through

2006; is that right?
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A Yes.

Q And is it correct that you conpared a
10-year and 30-year historical average for purposes
of predicting weather one year into the future for
the years 1997 through 20067

A 1990 through 2006.

Q Okay. And is it correct that for purposes
of predict HDDs in 1997, you | ooked at the period
of 1967 through 1996 or did you | ook at the NOAA
30-year HDD one?

A | |1 ooked at both.

Q And for the 10-year period preceding 1997,

is it correct that you | ooked at 1987 through 1996

HDD dat a?
A ls it 1986 to --
Q 1987 through 1996.
A For 1997, yes, that sounds correct. Yes.
Q And you did that for -- and for purposes of

| ooki ng then, say, at 1998, you repeated the sane
exercise.
So, for exanple, the 10-year period in

t hat woul d have been 1998 through -- 1988 through

874



10

11

12

13

14

15

16

17

18

19

20

21

22

1997?

A Correct.

Q And - -

A For the 10-year.

Q And the 30-year period again would have
been both the NOAA and 1968 through 19977

A Correct.

Q Now, are you aware that the Company has
adopted or accepted a three-year anortization
period for certain expenses in this case?

A Yes, | am aware.

Q And are you al so aware that the Conmpany
agreed to accept a five-year anortization of rate
case expense in this docket?

A Yes.

Q Is it fair to say then that in -- the
purpose of anortization is to spread out and
expense liability over a period of time that rates
are expected to be in effect?

A | "' m guessing that's probably a better
gquestion for someone else, but...

Q To the extent of your know edge as a
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Peopl es Gas enpl oyee since 1991.

A Hm hmm.  Yes.

Q Is that -- is that your understandi ng of
It?

A Of how it depreciation works?

Q Yes.

A | "m sorry. Could you ask the question
again?

Q Or anortization.

Sure.

And the purpose of amortizing an expense
Is to spread it out, that expense liability, over a
period of time that rates are expected to be in
effect?
A Yes.

Q Now, at Lines 31 through 33 of your

surrebuttal testinony, you state -- do you have
t hat ?
A Yes.
Q And you state you expanded your statistical

anal ysis to compare the predictive capabilities of

the 10-year HDD average to the 30-year NOAA nor nmal
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in forecasting weather one to five years into the
future; is that right?

A Yes.

Q Did you | ook at cumul ative -- for purposes
of predicting HDD days, did you | ook at one- to
five-year cunul ative periods or individual periods
within that?

A | ndi vi dual peri ods.

Q So you did not attempt to predict HDD
weat her for a three-year period?

A No, | did not.

Q And you did not attenmpt to predict weather
HDD data for a five-year consecutive period?

A No, | did not.

Q Do you have your response to AG Dat a
Request 20. 067

There, you were asked for results from
forecasting using a 10-year rolling average and
30-year rolling average. And by "rolling average,"”
just to clarify, we're tal king about noving that
10- and 30-year period up to the year preceding for

the time period that you're attenpting to forecast

877



10

11

12

13

14

15

16

17

18

19

20

21

22

the HDDs; is that right?

A Yes.

Q Simlar to what we tal ked about a few
gquesti ons ago?

A Yes.

Q Again, so in this data request, you were
asked what the results were for forecasting using a
10-year rolling average and 30-year rolling average
using the one year into the future method for five
different time periods, and those were consecutive
years from 2004 through 2006, 2001 through 2003,
1998 t hrough 2000, 1995 through '97, and 1992
t hrough 1994; is that correct?

A Yes.

Q And you state you have not performed the
reference calculation and it did not form part of
t he analysis included in your testimony in this

case; is that right?

A That's correct.
Q And, again, is that because --
MR. ZI| BART: That is not the entire answer. ['m

not sure if you meant it to appear that it was the
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entire answer, but that was not the entire answer
to the data request

M5. LUSSON: Oh, 1'Ill be happy to read the next
sent ence.
BY M5. LUSSON:

Q The date -- you then also state, the data
to performthe cal cul ation, however, has been
previously produced in work papers and/ or

di scovery; is that correct?

A Yes, that's correct.
Q And, again, when you stated before that you
| ooked at the years -- so you said you did not | ook

at 1997 through 2006 for purposes of predicting

HDDs ?
A Can you repeat the question?
Q You did not |ook at -- in comparing --

isn't it true that in predicting HDDs one year into

the future, you used the 10-year and 30-year
rolling averages and applied them for the years
1997 t hrough 2006, individually?

A Yes.

Q Okay.
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A | mean, at |east that amount of data, yes.

Q Okay. And so then, hence, the response
t hat you did not performthose consecutive year
calculations for those designated time periods in
asking the question?

A Ri ght, because | | ooked at the entire tinme
period when | did ny cal cul ation.

Q And you | ooked at predicting weather one
year into the future?

A Ri ght, over that entire time period.

Q In response to AG Data Request 20.09, that
referenced your surrebuttal testimony at Lines 19
and 20.

You were asked in this data request what
woul d the average HDD produced be using each of the
following time periods that Mr. Marozas descri bes
as, quote, the three nmpst accurate averaging
peri ods, and the first one is eight years.

And is it correct that in your response,
the 1999 through 200 eight-year HDD average is
6, 008 heating degree days?

A Correct.
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Q And the -- in Part B, which asks for 11
years, your response is the 1996 through 2006,
11-year HDD average is 6,137?

A Correct.

Q And Part C, which asks for the average HDD
produced for 12 years, you stated in the response
that the 1995 t hrough 2006 12-year HDD average i s
6,117 HDDs?

A Correct.

Q And then Part D, you were asked to produce
t he average for 20 years. You stated the 1987
t hrough 2006 20-year HDD average is 6, 198.

However, the 20-year HDD is not one of the three
most accurate average periods; is that your
testi nony?

A Correct.

Q Now, in the response, your eight-year
average was 6,008, which produced | ess HDDs than
what you forecasted in this case; isn't that right?

A Correct.

Q And why is it inappropriate, in your

opinion, to useless than ten?
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A After conpleting the analysis, there was a
clustering around the ten-year period where the
root mean squared error was the best, which it was
the | owest. For roundi ng purposes, we thought that
the 10-year would be appropriate.

As an ancillary benefit, it also would
provi de some consi stency between utilities.
Ni cor Gas, for instance, is using a 10-year and had

it approved in one of its dockets to use a 10-year

aver age.
Q And is -- I'"msorry. You weren't finished.
A So that's why we chose ten years.
Q And was there any consideration to the
notion that -- and because eight years is a shorter

time period, that the two additional years would

have been -- woul d have rempoved any outliers, so to
speak?

A No.

Q So it was nore in line with the consistency

with the Nicor?
A It was in -- because there was a clustering

of -- of very low reading (phonetic) scored errors
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around ten.

MS. LUSSON. Your Honors, in response to a data
request -- well, in AG 18.1, we asked the Company
to performa certain calculation and | received an
emai| yesterday stating that that response would
not be completed until Friday.

And | had a brief email exchange with
M . Ratnaswamy and could see if there was an
arrangenment that we could agree to in terms of
putting that data response in the record when it's
conplete and I'd like to make that request now.

MR. RATNASWAMY': If I could clarify.

JUDGE MORAN: Do it by stipulation?

Yes.
MR. RATNASWAMY': | couldn't be definitive.
G ven that the response doesn't exist yet, | can't

really make a fully informed judgment about whet her
it's appropriate to enter it into record.

It seems to me a reasonable thing to
tal k about; but until it actually exists, | don't
know how we can be concl usive.

MS. LUSSON: That's fine. | mean, we can take
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this up on Friday when we get the response.

JUDGE MORAN: Or Monday.

M5. LUSSON. Sure.

JUDGE MORAN: We're still.

MR. Z| BART: Ri ght .

JUDGE Gl LBERT: Your concern is just have a
vehicle for admtting it --

MS. LUSSON: Right.

JUDGE GI LBERT: ~-- irrespective of content at
this point.

MS. LUSSON: Back to M. Marozas.

MR. ZI| BART: Is it directed to M. Marozas?
MS. LUSSON: It was -- yes, because it asks for
the cal cul ati on under present -- what would be the

effect on base rate revenues under present rates of
using the most 30-year -- recent 30-year average
heati ng degree days rather than the 10-year average
heati ng degree days to cal cul ate weat her-normalized
sal es of base rate revenues.

MR. RATNASWAMY': From our perspective, that
woul d be directed to Ms. Grace's area

MS. LUSSON. Okay. Well, | guess it's still a
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probl em because Ms. Grace is up today.
JUDGE MORAN: And so it's a problem that we can
probably tal k about.
MS. LUSSON: On Friday?
JUDGE MORAN: HmM hmm.
MS. LUSSON: Ckay .
Thank you. | have nothing further for
this witness.
Thanks, M. Marozas.
THE W TNESS: Thanks.
CROSS- EXAM NATI ON
BY
MR. REDDI CK:
Q M. Marozas, ny name is Conrad Reddi ck and

| represent the City of Chicago

A Pl easur e.
Q There is inevitably going to be sonme
overlap of what Ms. Lusson did, but I'Il try to

mnimze it.
Am | correct that the HDD forecast that
you have proposed in this case was cal cul at ed

specifically for this proceeding?
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A Yes.
Q And you nmentioned in one of your early
earlier answers the Nicor 10-year forecast.
| s your proposed HDD forecast the sane

as the one Nicor proposed in its recent case?

A s it the same number of heating degree
days or --
Q Okay. Is it the same number of heating

degree days?

A No, it's not.

Q Okay. So you didn't adopt the
al ready- approved forecast. You cal cul ated your
own?

A Ri ght. Yes. Correct.

Q Now, whet her the Comm ssion chooses to use
a 10-year or a 30-year period, wouldn't it make
sense that all Illinois utilities in the same
climatic area use the same HDD forecast?

A | do not know. | think you'd have to be a
utility by utility, you know, calculation on which
is the most appropriate.

Q Do you expect that Peoples Gas customers
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wi |

| experience a different number of heating

degree days than Nicor Gas custoners?

mat

A | do not know.
Q So your analysis then was strictly a
hemati cal one. It wasn't informed by any, quote

unquote, real world, circunstances?

Yes.

A Yes, it was more a technical analysis.
Q Strictly mat hemati cal ?
A Strictly -- yeah, more mat hemati cal. Not

fundamental , right.

it

Q Then | suppose you would al so agree that

S possible that the utilities that use cooling

degree days in their rate-setting processes m ght

use a different forecast as well ?

A Yes.
(Wher eupon, there was a

change of reporters.)
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Q Ext ending that | ogic then, assum ng that
you did not performa study for both Peoples Gas
and North Shore and the conpani es used anal yses
performed by different individuals, enployees --
one enmpl oyee of Peoples Gas, one enployee of North
Shore Gas, it's entirely possible that North Shore
Gas and Peopl es Gas would have different HDD
forecasts?

A | f two defendant enpl oyees chose different
met hodol ogies -- if -- 1 guess if two different
enmpl oyees chose two different methodol ogi es, then,
yes, that could have happened.

Q And in -- | believe you confirmed in
response to Ms. Lusson that your goal -- or the
conpany's goal in this proceeding is forecasting
weat her conditions during the periods that the
proposed rates will be in effect, correct?

A Correct.

Q Now, if a more accurate forecast is
devel oped, should the Comm ssion use that rather
t han the one you proposed?

A Yes.
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Q And if there is defined in a Conm ssion
order a more accurate forecast, would it be your
position that all utilities should use that nore

accurate forecast?

A If there is a nore accurate forecast for
every utility, yes.

Q s it your expectation that each utility
will follow the course set by Nicor and Peoples and

North Shore and undertake to develop their own HDD
forecast ?

A | don't know.

Q But you will agree that if they do follow
t hat course -- that is, specially devel oped
forecasts for each rate proceeding -- there' s a
possibility of nmultiple inconsistent HDDs to
determ ne which -- for utilities serving basically

t he same area?

A It could happen, yes.
Q Returning to a point Ms. Lusson raised, the
peri od when rates will be in effect, the current

rates for Peoples and North Shore have now been in

effect for more than a decade, haven't they?
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A Correct.
Q And you don't expect the rates approved in

this proceeding to be in effect only for one year,

do you?
A No, I -- 1 stated in my -- as answer to one
of ny data requests that | expected gross rates to

be in effect for a period of one to three years.

Q Okay. But your recommendation is based on
the data period that you concluded produced the
most accurate forecasts for only a single year?

A Correct.

Q Now, in your analysis, you have told us you
| ooked at a nunmber of alternatives; but you didn't
exam ne every possible analysis, did you?

A No.

Q So anot her data period or a different
anal ysis m ght produce a nore accurate forecast?

A Usi ng the sanme data?

Q Well, we have to go all the way back to the
begi nning. Starting with the same series of HD- --
annual HDD data at O Hare, not necessarily the same

10-year periods or the same 30-year periods, but
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the same raw data --

A Raw dat a?

Q Yes.

Wth that clarification, what's your
answer to the question?

A Then, since | did not evaluate every
forecast met hodol ogy possible, there is a chance
that there is another forecast out there that is
more accurate, yes.

Q s it also true that the selected data and
anal ysis technique used -- I'msorry. Let me
rephrase that.

Isn't it also true that the data and
techni ques that produced the most accurate forecast
of HDD for a single year m ght not be the best,

most accurate forecast for a series of consecutive

years?
A Yes.
Q Li kewise, it's also possible that a rolling

average of data for a period of years m ght be nore
accurate than a static, single period of years --

A Correct.
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Q -- as the basis for a forecast?

A Correct.

Q And, generally speaking, with respect to
data, the nore data points we begin with, the |ess
suscepti ble our conclusions will be to a single
anomal ous data point?

A Yes.

Q Did I say "anomal ous" or "anonynous"?
Anomal ous. It's a good thing I listen to nyself.

Now, your analysis was based on the

actual annual HDD data from 1993 through 20067

A Correct. That's my raw data, yes.

Q And -- | think I"m going to have to take a

little time here.
MR. REDDI CK: If I may, your Honor.

BY MR. REDDI CK:

Q | "'m showi ng the witness a work paper

produced by the conmpany. lt's titled --

it's

NS- PGL Exhi bit BMW 3.0 work paper, FYW two-year

del ay. It is also marked "confidential,” but I
have spoken with M. Ratnaswanmy and | believe we
established this is okay to use without the
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confidentiality.

"Il give copies to the reporter for --
could we mark these for identification as -- |
believe it's City Cross Exhibit Marozas --

JUDGE MORAN: Exhi bit.

MR. REDDI CK: -- Exhibit 1.

(Whereupon, City Cross Marozas Exhibit No. 1 was
mar ked for identification, as of this date.)

MR. REDDI CK: | have a |limted number of extras,
but we will send this to everyone electronically.
It's just a | ot of nunbers.

JUDGE MORAN: And it's agreed that you can cross
on the public record on that document
BY MR. REDDI CK:

Q Are you famliar with this document

M. Marozas?

A Yes, | am
Q And is the colum headed "actual," the
actual HDD nunbers for the numbers -- |'m sorry --

for the years next to them --
A Yes.

Q -- that you used in your analysis?
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A Yes. For the fiscal years, yes.

Q Okay. Thank you.

MR. REDDI CK: Your Honor, I'd like to request
that this document be admtted as City Cross
Marozas Exhibit 1.

JUDGE Gl LBERT: Any objection?

MR. ZI BART: No objection.

MR. REDDI CK: | f there's something that you need
to check, we can admt it subject to check.

THE W TNESS: | "m assum ng this is my work
paper . So. ..

JUDGE MORAN: I f anything is different, then you
will -- counsel will informus after you have an
opportunity.

MR. REDDI CK: And | note again that the
confidential |egend should be stricken.

JUDGE GI LBERT: All right. The exhibit is
adm tted and the confidential |egend...
(Whereupon, City Cross Marozas Exhibit No. 1 was
admtted into evidence.)

BY MR. REDDI CK:

Q Again, returning to a point that Ms. Lusson
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rai sed with you, follow ng your surrebutta

testinony, you did receive a series of data

requests fromthe Attorney General that | believe
wer e numbered beginning 20 point -- various
number s.

A

Q

Do you recall those?
Yes.

And those data requests suggested certain

alternative procedures for developing a forecast

and asked that you make those computations, didn't

t hey?

A

Q
using a
rolling
dat a?

A
10- year

rolling

Yes.
And one of the things was a rolling average
30-year period of data and a sim | ar

average using a 10 period -- 10 years of

What the -- in my analysis, | did use a
rolling period of data and a 30-year

peri od of dat a. | believe in the majority

of these data requests, they asked you to segnment

t he data

into different time periods to analyze

separately; whereas my analysis encompassed all
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data points avail abl e.

Q Okay. In 10-year groups, as you discussed
with Ms. Lusson --

A Excuse nme?

Q In segments of ten years -- nmoving to
10-year periods, as you discussed with Ms. Lusson?

A Correct.

Q You were also asked to conduct an anal ysis
that tested the accuracy of the rolling 10-year
versus 30-year -- I'msorry -- rolling 10-year
versus a rolling 30-year average over periods of
two consecutive years and three consecutive years.

Do you recall that?

A | do recall three consecutive years being
part of the data requests response, but it was just
for certain years.

Q Okay.

A Only | ooking at, like, "97 through 2000,
for instance; whereas nmy analysis | ooked at 19, you
know, 90 to 2006

Q Ri ght . But your analysis was for single

years, correct?
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A Single years as far as a forecasted period.

Q Yes.

A So | | ooked at forecasting out one year
into the future, two years into the future, three
years into the future, four years into the future
and five years into the future.

Q Woul d that be alternatively and accurately
stated as a single year one year into the future, a
single year two years into the future, a single

year three years into the future?

A Correct.

Q You did not --

A | didn't average --

Q -- check consecutive years?

A Correct.

Q Okay. And did you conduct that conparison

in response to the data requests?
A Did I -- could you repeat the question?
Q Did you conduct the requested analysis in
response to the data requests?
A No, | did not.

Q Okay. Now, if one wished to perform that
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conparison, you would start with the [ist of HDD
data points on City Cross Marozas Exhibit 17

A Correct.

Q And a rolling 10-year average -- if | am
accurate in recounting what you told Ms. Lusson, a
rolling 10-year average would be conputed for each
year after your nine -- because we'd have to get
ten years of data -- by taking the average of the
HDDs for the preceding nine years and the current
year?

A Okay. Yes.

Q Simlarly, the 30-year average would be
done for every year after the first 29 because we
need 30 years of data and we would average 30
years --

A You' d average 30 years ending in that
fiscal year.

Q Correct.

That's a rolling average.
Okay.

A 30-year rolling average.

o > O F

And | believe consistent with the way you
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did your analysis, the accuracy of the resulting
forecast could be determ ned by | ooking at the
difference between the rolling average forecast
result for a particular year with the actual that
occurred during that year?

A Correct.

Q And you're a statisticians and
statisticians often square things so they don't
have to deal with negative nunbers?

A Correct. Correct.

Q And then for reasons unknown to me, they
sometimes take the square root after they've
squared it, right?

A To cal cul ate the remai ning squared, yes.

Q Right. And that's the -- this is the one
word in the English | anguage | cannot say -- the
statistics that you use to verify the accuracy of
your forecast?

A Correct.

Q So using that technique, we could then

determ ne the accuracy of the rolling 10-year and

rolling 30-year averages, not just for single year
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peri ods, but also for consecutive years?

A Yes, you coul d.

Q And in that comparison, the smaller squared
error or the smaller group mean squared error would
i ndicate a more accurate forecast?

A Yes, it would.

Q And the conmparison of the two anal yses over
the years where each period produced a result would
give us a conparison -- that's not very clear. Let
me try again.

Because we're using 10 years in one case
and 30 years in another case, there will be years
where one analysis will produce a result and the
anot her one won't?

A Ri ght . It's limted by how much data you
have avail abl e.

Q Correct.

| shouldn't say "correct"” to the answer.

But there is a series of years for which
bot h anal yses will produce results and if we
conpare those, we have a relative nmeasure of

accuracy?
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A Correct.

Q And if we did that, we m ght very well find
that the accuracy of one method in conmparison to
the other m ght be different depending on whet her
we | ooked at two consecutive years, three
consecutive years, ten consecutive years?

A Yeah, it will change based on the math.

Q And one factor in that result is that a
| onger data period contains more information. And
in this particular situation, we have years of HDD
dat a.

So a |l onger period would contain more

warm years and nore cold years than a shorter

period?
A It would contain nore data.
Q And | think we said earlier in |onger data

periods nore data tends to be | ess susceptible to
the effects of anomal ous data points?

A | think we were tal king about the number of
data points used, for instance, to calculate a root
squared error. So we were talking about that use

of dat a.
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So, for instance --

Q | "m just trying to figure out whether
that's "yes" or "no."

A Sorry. Can you ask the question again
t hen, please?

Q Well, would | onger data periods then be
| ess susceptible to the effects of a single year
t hat was anomal ous?

A Yes. Sorry.

MR. REDDI CK: | "'m now showing M. Marozas a
series of calculations on five sheets of paper.
These were not prepared by M. Marozas. And |I'm
giving three to the reporter to mark for
I dentification as City Cross Marozas Exhibit 2.

JUDGE MORAN: How many pages?

MR. REDDI CK: Five.

MR. JOLLY: It's mi ssing one

MR. REDDI CK: Are you m ssing one?

JUDGE Gl LBERT: | have five.

JUDGE MORAN:  Okay.

MR. REDDI CK: Judge Moran, do you have that?

JUDGE MORAN: |*ve got five, yes.

902



10

11

12

13

14

15

16

17

18

19

20

21

22

(Whereupon, City Cross Marozas Exhibit No. 2 was

mar ked for identification, as of this date.)

BY MR. REDDI CK:

Q M. Marozas, the calculations that 1've
just shown you are, | believe, the cal cul ations we
just went through using the actual data points in
City Cross Marozas Exhibit 1, the annual HDD dat a.

MR. REDDI CK: And | suppose at this point 1'd
li ke to make a proposal that | think will save us
all a ot of time and heartache. Rat her than sl ug
t hrough this line by line, if your counsel agrees,
if you could accept those calculations subject to
check or take a moment to go through them, if you
wi sh; but it is my intention to offer this into
evidence as a reflection of the calculations that |
just described with M. Marozas, but | understand
that it makes sense if he had an opportunity to
check the technique and make sure that Excel did
t he nunmbers right.

MR. ZI BART: Your Honor, we are going to object

to admtting this into evidence
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M. Marozas has done a number of
cal cul ations that support his testinony and they're
all set forth in his testimny and they've been
provided to everyone as work papers.

These are cal cul ati ons that he
specifically says he has not done and that are not
part of his analysis. These, apparently, are done
by sonmebody el se, presumably a statistician, but I
guess we don't know. And we've been through five
rounds of testimony back and forth in this case.

If the City wanted to put something like this in,
t hey have an expert witness in this area and they

could' ve put it in and they chose not to. And |

think trying to put it in on -- you know, putting
in substantive evidence |like this using someone
el se's witness, | think, is inproper and we do

object to it.

MR. REDDI CK: May | respond?

JUDGE Gl LBERT: Okay .

MR. REDDI CK: First, it's -- as | indicated
earlier, the data requests that were propounded to

t he conmpany followi ng the surrebuttal for

904



10

11

12

13

14

15

16

17

18

19

20

21

22

M. Marozas were the ones that requested these
particul ar calculations. The cal cul ations were
prompted by the surrebuttal testinmony where in
response to the intervenor's observation that the
conpany failed to consider reasonable alternatives
to their desired cal culation of the HDD responded
on surrebuttal by saying, Oh, here they are, rather
t han expl ai ni ng why they had not done so
previously.

At that point, we had no additional
opportunity to submt testinmony. We did submt a
data request to the company and expected, perhaps,
nai vely that they would be answered. The conpany
refused to conduct the cal cul ations, although
they're fairly simple and with a spreadsheet could
be done in certainly |less than a half-hour, perhaps
15 m nutes by an expert.

At this point in the process where we
have no opportunity to file responsive testinony, |
think it's appropriate that the record be conpl eted
with this information. The witness has al so

descri bed -- already described his calcul ations.
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The technique is in the record. The beginning data
is in the record.

We could do it, perhaps, in brief, but I
think it's nore appropriate that we give this
expert an opportunity to |look at it. | f he has
obj ections or has qualifications, |I'm perfectly
happy to accept them;, but | think it would be
unfair and inconsistent with the Conm ssion's
policy of a complete record to exclude this
evidence at this point.

MR. ZI BART: Your Honor, M. Reddick tal ks about
what' s appropriate and what's unfair. The first
docunent, the City Cross Marozas Exhibit 1, is --

t hat was part of M. Marozas' work papers that he
filed in March of this year. And since then, we've
had four more rounds of testinony.

There's no surprise. There's no --
there's nothing in the surrebuttal testinmony that
brought up a new subject. The surrebuttal
testi nony was rebutting M. Glahn's rebuttal
testi nony, which said, You know what woul d be

interesting to see is this, this and this. And so
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we said, Well, actually, sonme of those things were
al ready done in the work papers for the direct
testimony and Mr. G ahn must have m ssed them and
the others were ones that Mr. Marozas stated and
presented in his surrebuttal testinony.

Now, not happy with the results that
they got fromthose, the City has cone up with some
new statistical test that they'd like to try and I
just think it's a little too late in the process
for that.

JUDGE Gl LBERT: M. Reddick, the process that we
have does contenplate that the petitioner files the
| ast round of testimony. | nherent in that is the
expectation that opposing parties m ght find
something in that testimny that peaks their
Interest and they may wi sh that they had anot her
round of testinony to respond to that. Of course
t he proponent of that testimony would have been, W
want anot her round and we'd go on until infinity.

Can you offer anything other than the
Comm ssi on ought to have a conplete record, which

is a standard to which |I could apply what | just
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said? | mean, there will always be yet something
el se that could be said to conplete the
Comm ssion's record.

Can you give us anything else beyond
t hat argunment in support of the idea that you would
get what's essentially another and indeed the | ast
opportunity to present evidence?

MR. REDDI CK: | think I can. M. Marozas has
presented an analysis that he offers as the nost
accurate of the ones that he tested. We identified
what we t hought were defects in his approach. At
the point in his rebuttal where he offered to
test -- not offered to, in fact, did test
addi tional mechani sms or additional techniques that
he had not previously done, as counsel for the
conpany says, in response to intervenor's
observation that he had tested a very, very limted
set of options. I n surrebuttal he offered
additional options. So mne is the more accurate.

In response to that, we ask that you do
several conputations, very sinmple ones, as | said,

per haps not even expecting the conmpany to answer
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the data request. They declined to do so. That
brings us to today.

JUDGE Gl LBERT: Well, the data --

MR. REDDI CK: One final point.

JUDGE Gl LBERT: Sure.

MR. REDDI CK: | appreciate that the conpany has
t he burden of proof and traditionally it has the

opportunity to speak |ast on these matters; but it

I's not unusual, in my experience and Conmm ssion
practice, that witnesses are -- to use ny termfrom
before -- slug through calculations line by line to

the chagrin of al nost everybody in the room
What | have done is just sinmply tried to
avoid that. Rat her than cross-exam ning a witness
at |l ength, we prepared the exhibit offering the
opportunity to check it rather than going through a
detailed calculation with a series of questions,
which | have already started without real nunbers
And | think the record would benefit
fromits inclusion.
JUDGE Gl LBERT: May | ask two things? The data

request you're talking about were not fromthe
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City?

MR. REDDI CK: From the AG.

JUDGE Gl LBERT: From t he AG?

MR. REDDI CK: Fol | owmi ng surrebuttal .

JUDGE Gl LBERT: Fol |l owi ng surrebuttal?

MR. REDDI CK: Yes.

JUDGE Gl LBERT: And your | ast point, as |
understand it, is that you believe you could have
asked the witness, based on your I|ine of
questioning, to perform each of these cal cul ati ons
t oday?

MR. REDDI CK: | woul d've asked them with real
numbers to perform perhaps, one or two and gai ned,
| believe, his agreement that the remaining years
shoul d be performed in the same manner.

JUDGE MORAN: | have a question, who prepared
this document?

MR. REDDI CK: M. G ahn.

JUDGE MORAN: All five pages of this document?

MR. REDDI CK: Yes.

(Wher eupon, a discussion was had off the record.)

JUDGE Gl LBERT: The ALJs have had an extensive

910



10

11

12

13

14

15

16

17

18

19

20

21

22

conversation about this. W' re going to sustain
the objection to the adm ssion of City Cross
Marozas 2.
| would say to Mr. Reddick, you have
elicited on cross-exam nation certain principles
about how to use data and make cal cul ati ons and
what the results of those m ght be. We're willing
to permt, if you intend to do so or want to do
based on our ruling, to permt you to request a
coupl e of exemplars of how those principles
cal cul ati ons and met hods m ght work and what the
results m ght be
So that would be as far as we're
prepared to |l et you go on with additional cross,
but the exhibit itself will not be adm tted.
Is the ruling clear?
MR. REDDI CK: Yes.
JUDGE MORAN:  Okay.
BY MR. REDDI CK:
Q M. Marozas, |ooking at City Cross Marozas
Exhi bit 1, which is the raw HDD data - -

A Yes.
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Q -- could we take a | ook at the year 1994.
A Okay.

Q The HDD -- the actual HDD for 1994 is

A Correct.
Q And if we were going to conmpare the 10-year
rolling average and the 30-year rolling average for

t hat year, 1994 --

A For the one year out or two year out?

Q One year.

A Okay.

Q For the 10-year rolling average, we would

use the actual HDDs for the nine years preceding
1994 and the HDD figure for 1994 and average the
sum -- and average those data points, adding thenf

A No, for one year out -- for one year out,
you woul d use the data points from 1993 back ten
years.

Q Oh, |I'msorry.

You're using 1994 as the next year?
A Ri ght, because that's one year out.

Q Okay. | was doing it as 1994 as the | ast
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year. But -- okay. Let's do it that way. Let ne
make sure we can do it that way.

Let's use through 1994 to predict 1995.

A Okay.

Q So we woul d use 1994 as the | ast year of
t he data period --

A Okay.

Q -- ten years. We would average that for
the 10-year rolling average and for the 30, we
woul d have to go back 30 years for 30 data points
and take the average of those?

A Correct.

Q And if we turn to -- neverm nd.

When we got those averages, we could
then conmpare it to the actual HDDs in each of those
years. And by taking the difference, we would then
have a measure of the difference between the
forecast and the actual HDD - -

A Correct.

Q -- for each of the two techni ques?
A Correct.
Q

And that -- the magnitude of those
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di fferences would give us a comparative nmeasure of

the accuracy -- relative accuracy of the two
techni ques?
A Correct.

Q And if we use those same differences and

squared them the magnitudes of the nunbers would

change, but the ranking would not; is that correct?

A Correct.
Q So that if Technique A were the better

techni que compared to B, based on the simle

difference, it would also be the better technique

If we | ooked at the square of the two?

A For that one -- for one year?

Q Yes.

A Correct, for one year.

Q Now, if we wanted to consider the accuracy

of a forecast for consecutive years, by | ooking at

the conparative magni tude of the errors based on
the -- et m make sure | say this right. We're
trying to do math with words here.

One way to conmpare the two techniques

for a two consecutive year period would be to

914



10

11

12

13

14

15

16

17

18

19

20

21

22

exam ne the root mean square error for the averages
we' ve already conputed for the two years in that
period, correct? W could do it that way?

A Can you repeat it? Sorry.

Q No board. No al gebr a.

One way to conpare the relative accuracy
of the 10-year rolling average and the 30-year
rolling average for a period of two consecutive
years --

A Mm hmm.

Q -- would be to exam ne the root mean square
error for the average of the squared differences
we' ve already cal culated -- that we would cal cul ate

as we previously described?

A | don't believe so.

Q You don't think so?

A No.

Q Okay. Tell me why.

A | believe what you'd want to do is you'd

want to |l ook at -- for instance, |ooking at the
10-year data, you would take 1980 to 1989 to

forecast 1990 and 1991.
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Q MM hmm.

A You would use the 1990 and 1991 average.

Q Well -- |I'"msorry. If you want to finish,
go ahead.

JUDGE MORAN:  Yes.

THE W TNESS: Okay. You'd start off with --
yes. You'd use actual data from 1980 to 1989 to
forecast two consecutive years, 1990 to 1991.
You'd | ook at the 1990 and 1991 average and conpare
that to your forecast. That would be one data
poi nt that you would analyze

You'd go to the next step, which would
be 1981 to 1990 and see how well that did to
predict 1991 and 1992, et cetera. And you'd go
t hrough that process until you had all the data
avai |l able. Only then would you then cal cul ate the
root mean square error.

BY MR. REDDI CK:

Q It sounds to nme as though you're using the
same data period for two consecutive years; am
correct?

A You would use -- there would be sonme
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overl ap, yes.
Q Then | m sunderstood you.
| thought you said 1980 to 1989 --
A To forecast 1990 and 1991.
Q Ri ght.
You would use the same data, 1980
t hrough 1989, to forecast 1990 and 19917?
A Right. At two consecutive years.
Q Ri ght. My question to you dealt with a
rolling 10-year
So that for predicting the next year,
1990, we would use 1980 through 1989; for
forecasting 1991, we would use 1981 through 19907
A That's what | did in my analysis, but what
you just said describes perfectly what | did in ny
wor k papers that are attached to ny direct
testi nony.
Q But unless | m sunderstood you, that's not
what you said we should do here?
A What you're tal king about I think is -- |
t hought you were suggesting a different type of

cal cul ati on --

917



10

11

12

13

14

15

16

17

18

19

20

21

22

Q
A

Q

rolling 10-year

for each of

A

Q

No.

of two consecutive years.

We use two consecutive years, but we use a

t hose.

Okay.

average to predict the next year

So for 1990, we will use the data period

1980 t hrough 1989.

A
Q

t hr ough
A

Q
A

Okay.

And to forecast 1991, we would use 1981

1990.

Okay.

Okay.

And then you'd add up all that data to

cal cul ate your root mean squared error, you

woul dn't

Q
A

Q

same t hing,

A

Q

| ook at individual years.

Ri ght . Right. W would first add the --

From 1990 all

Okay. And for the 30-year,

but with a 30-year

Correct.

instead of a 10-year

the way until 2006.

data period --

data peri od?

we would do the
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And one could do the same process for a
consecutive three-year period; but in that case,
i nstead of forecasting simply 1990, 1991, before we
summed and cal cul ated the error, we would go three
years before we calculated the error?
We woul d - -
A | guess | m ssed your step going from a
one-year to a two-year.
Q Okay. Let me back up. For one-year
ahead --

A MM hmm.

Q -- ten years of data, the next year?
A Ri ght .
Q For the two-year period, we take ten years

of data for the next year and then we take a second
10-year period, which is advanced by one-year,
whi ch would bring it to the next year for that
second data period. Let me use real numbers. I
don't want to confuse.

For 1980 through 1989 we would use that
data to forecast 1990. To forecast 1991, we would

use 1981 through 1990. And when we get to the
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three-year period, we would use 1982 through 1991
to forecast the third year?

A So, wait. You say that |ast point that you
woul d use 1982 to 1991 to forecast 19927

Q 93, the third year. Okay. Am1 confusing
mysel f? Okay.

We started with -- yes, that's right.

1992 is the third year.

A So you have three data points that you can
anal yze that have sonme type of forecast error. And

that's exactly what | did in my work papers for ny

direct testinmony. And what |I did was, | kept on
going until --

Q Did you -- |I'msorry.

A -- so | kept on going -- from what you' ve
just described, you keep on going until you reach

2006 and then you analyze the results of the data.
Q But what you're analyzing, if you do that,
is a series of one-year forecasts?
A You're analyzing just the predicted
capability of one year out.

Q Yes.
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My question then is, how would you
anal yze the predicted capability for two
consecutive years, not one year then the next year,
but how do | -- is Techniqgue A better at
forecasting Year 1 and Year 2 than Technique B is
at forecasting Year 1 and Year 2, not how do they
conpare at Year 1 and how do they conpare at Year
2, two consecutive years is the objective?

A In my surrebuttal, | analyze forecasting
out one years (sic), two years, three years, four
years and five years. What | think you are
suggesting is doing some type of averaging,
forecasting one through five years, for instance,
or, you know, year two through five or three
t hrough five. You can set up -- you can do that,

but that's a separate anal ysis.

Q Yes. | understand. That's what |I'm trying
to do.
A But you're not describing the analysis the

way | woul d' ve done it.
Q | understand.

So. ..
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1 Q My question to you was, is this one

2 technique you could use?

3 A No, not that I'mfamliar with. The way
4 you were describing it, no.

5 Q And we get back to where we started ten

6 m nutes ago, why?

7 A It's based on how you described it. You
8 are segnenting the data in such a way to -- you're
9 excluding certain data points. | believe what you

10 want to do is --

11 Q | "m sorry. \What data points are you

12 excl udi ng?

13 A Well, in that particular analysis that you
14 just described, did you stop after 1992 or did you
15 continue going on forward?

16 Q Well, I"'mlimted by the ALJ's ruling to a
17 few exenplars, a few sanple cal cul ations. So we
18 <can't do the whole thing that's why |I focused on a
19 single year and then | focused on a two-year

20 peri od.

21 But if you wanted to do the whole thing,

22 we would keep going.
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A Okay. So you would continue -- you would

continue going and that would be exactly identical

to what | did in my direct testimny of work
papers.
Q Being a statistician, let me step into the

mur ky waters and try an anal ogy here that's based
on probabilities.

If we're trying to conpute the
probability of flipping heads with a coin, every
time | flipped a coin, | have a 50 percent chance
of it comng up heads, correct?

A Correct.

Q And if I flip it again, | have a 50 percent
chance of it com ng up heads?

A Correct.

Q But if | want to determ ne the probability
of flipping two heads in a row, that's a different
analysis, isn't it?

A Correct.

Q And you get a different number?
A Correct.
Q

So in our analysis, we're | ooking at
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forecasting one year ahead, then another year
ahead.

What |'m saying to you is, how would you
calcul ate the accuracy of the forecasting method
for two consecutive years, not one year then
anot her year?

A And that's what | was trying to describe
bef ore. | would take the actual data from 1980 to
1989 -- this is a 10-year exanple here -- 1'd take
1980 to 1989 and |'d use that same data to forecast
1990 and 1991 and see how accurate it is. Then I'd
go to -- that would be one data point, one forecast
error. And then I'd go to 1991 -- |I'm sorry --
1981 to 1990 and |I'd use that data to forecast 1991
and 1992 and | ook at the forecasts that are
associated with that. And |I'd continue on with
t hat process until | had all of the data -- once
| ooked at all of the actuals and all of the
forecasts. And then and only then would I
cal cul ate a root mean squared error.

Q | even see the light or train com ng in.

You're -- the difference between what
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you're saying and what |'m saying, if | understand
what you just told me, is that you woul d use the
first ten years to forecast the next year and the

year after that, then you would use --

A Yes, and keep on going down.
Q The next ten years, that is, one year
further ahead -- ten years when you're further

ahead to forecast two years?

A Correct.

Q What I'"mtrying to do is use ten years to
forecast your one, use a rolling 10-year -- the
next ten years to forecast Year 2 and compare that
rolling average that way ten years versus 30 years.

So what you're describing is slightly
di fferent.

A What you're --

MR. ZI| BART: First of all, there's no question
pendi ng.

BY MR. REDDI CK:

Q Am | correct that what you re describing is

slightly different?

A Yeah, what |'m describing is -- and what |
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think you hel ped -- what you were describing is

forecasting one year out and forecasting two years

out. And, yes, there is a difference. ' m
sorry -- yeah, one year out -- see, in ny analysis
| forecasted one year out and two years out. \What

you're describing is different.

Q Accepting that difference for the monent,
would we then take the error fromthe first rolling
10-year calculation -- that is, the next year using
80 to '89 to stay with the exanple we were
using -- take the error generated by using "81 to
"90 for forecasting '91 -- I'msorry.

MR. REDDI CK: What is it, Ron?

MR. JOLLY: 81 to '90

JUDGE Gl LBERT: To forecast '91.

BY MR. REDDI CK:

Q -- and treating that as a set, we would
then -- okay.

A Yeah, you don't want to segment -- you
don't want to segnent your data |ike that. You

want to use all the data. You don't want to just

| ook at those two years.
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Q I n each case we were using ten years,

correct?
A As your forecasting tool, yes.
Q Yes.

And each 10-year period forecasts the

next year, correct?

A I n the one year out case, yes.

Q | mean, that -- yes, that is what you did
in your analysis, correct?

A | did one years out, two years out, three
years out, four years out and five years out.

Q Let's stay with one year.

You used ten years of data to forecast
the year following the close of that data set, that
is, you used '83 to '89 to predict '90?

Sorry. Say that one nore tine.
80 through '89 --

Yes.

-- to predict '90?

Yes, that would be one --

Ri ght .

> O » O >» O »

-- one forecast data point and one actual
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dat a poi nt.

Q Right. And | think that you have agreed
previously that forecasting two years out, that is,
using '80 through '"89 to predict '"91 is not the
same as using '80 through "89 to predict '90 and
'917?

A '90, yes. That's the difference between ny
anal ysis, yes.

Q Okay. l"'m not trying to get you to explain
what your anal ysis was.

My question to you is sinply, if we were
trying to use a rolling 10-year period using each
10-year period to predict HDD for the next year,
the year following the close of the data set, if we
did that and did it for two years -- that is, 'S80

t hrough '"89 to predict '90, '81 through "90 to

predict '91 -- and consider that as one step in our
process -- and that is the analysis we want to
predict to do -- now, what -- you're perfectly free
to say, | wouldn't do it that way --

A Ri ght, that's not --

Q -- but -- and you' ve clearly established
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that. 1'msinply
A Ri ght. |
Q -- i f you

descri bi ng rather

how do we do it?

A | don't know.
Q Okay. That's fine.
| have one ot her question that |
wanted -- one area that | wanted to clarify. Let
me -- we mght come back to it. | just wanted to

do this before |

You were talking to Ms.

hi gher and | ower

And | just wanted to make sure that

on that.

i S.

HDDs produce nore

A

Q

I can't

trying to get f

woul dn't --

romyou --

were trying to do what |

m

t han what you woul d rather do,

f orgot about it.

HDDs and what the effect

find the note on it. Oh,

So with current rates

Correct.

revenues for the utility?

But in terns of rate sett

produce a higher

correct,

t hat

i s,

in place,

ing, |ower

m ght

Lusson about

we were cl ear

be.

here it

hi gher

HDDs

per unit of consunption rate,

there are fewer

units of
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consumption over which to spread the costs?

A | believe so.

Q Okay. One nmonment, please. I think I'm
done, but maybe not.

JUDGE Gl LBERT: Bef ore you fold your cards --

were you about to do that?

MR. REDDI CK: | was about to ask one final
questi on.
JUDGE Gl LBERT: I'd like to know that |

under st and what went on.

MR. REDDI CK: | suspect you're not al one.
JUDGE GILBERT: | may truly hate myself in the
nmorni ng, but |I'"mgoing to try just to see if |

understand. All right.
EXAM NATI ON
BY
JUDGE Gl LBERT:
Q Now, | think your method is this -- the

met hod you' ve used and the method you would use in

response to his question as you perceived it -- how
do | predict whether -- I'msorry -- HDD in Year
11 -- I'"'mgoing to take Years 1 through 10, but if
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| were told, Predict HDD in both years 11 and 12,
Well, | can do that using Years 1 through 10 and
we'll see how that works?

A Correct.

Q Al'l right. | think what he's saying is, to
predict HDD and use 11 and 12, to predict Year 11,
"Il use 1 through 10; but to predict Year 12, 1'1l1I
use 2 through 11.

| s that what you understood himto be
sayi ng?

A Yes.

Q And then | think M. Reddi ck was saying,
Could you conpare the results of those two

met hodol ogi es and you could conmpare them could you

not ?
A Yes.
Q | mean, you could conpare them agai nst

actual data and see how they did?

A Yes.

JUDGE Gl LBERT: M. Reddick, although you're not
a witness, did |I correctly state what you were

trying to illustrate?
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MR. REDDICK: | will represent to the Court that
that is an accurate statenment of what | was trying
to do.

JUDGE Gl LBERT: Okay. And since it took a | ot
nore time than that, could we basically toss out a
| ot of what el se was said or was there sonething
else in there that was -- okay. Bad question.
Neverm nd. Go ahead. Too | ate.

BY MR. REDDI CK:

Q Since you now have a clear understandi ng
based on Judge G| bert's explanation, can we agree
to call those Technique A and Technique B, the two

t hat he descri bed?

A Sur e.

Q Okay.

A Yes.

Q And Technique A -- okay. Technique A being

the one where you used Years 1 through 10 to
predict all of the future years and Techni que B
bei ng where you change the 10-year period each
year.

A Okay.
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Q My final question to you is, if you wanted
to conpare the accuracy of a technique over a
three-year period or a four-year period or a
five-year period, you would still do the sane
thing; that is, in Technique A, you would use '80
through '89 to predict '90, '91, '92 and ' 93;
whereas in Technique B, you would use '80 through
"89 to predict '"90; we would use '"81 through "90 to
predict '91 and so forth, correct?
A Correct.
MR. REDDI CK: Thank you.
JUDGE Gl LBERT: Okay. Redi rect?
MR. ZI BART: Just a couple questions.
JUDGE Gl LBERT: Okay. \While you're doing that,
| have one.
EXAM NATI ON
BY
JUDGE Gl LBERT:
Q You started at Peoples in 1991?
A Yes.
Q s that, |ike, an after-school job or

somet hi ng?
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A No, fresh out of school. |"ve got some

grays.
Q You' ve got to get some of that gray to
spray it.
A "1l work on that.
REDI RECT EXAM NATI ON
BY
MR. ZI BART:
Q M. Marozas, you were asked some questions
about the -- your methodol ogy versus the

met hodol ogy that Nicor Gas used as approved in
their rate case.

And | think |I heard you say that your
forecast and Nicor Gas' forecast are different; is
that right?

A Yes.

Q And could you clarify why that is? Wy
woul d they be different if they used the same
met hodol ogy ?

MR. REDDI CK: Objection. | don't think I asked
about nethodol ogy. We sinply tal ked about whet her

the HDD nunmbers were different.
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MR. ZI| BART: I think that was maybe Ms. Lusson's
gquestion.

MR. REDDI CK: Okay. If that's true, | wthdraw
my obj ection.

M5. LUSSON. Can you repeat the question
pl ease?

MR. ZIBART: As | say, as | heard it, | thought
that Mr. Marozas said that Nicor Gas' forecast is
different from the forecast that Peoples Gas is
proposing in this case and I'"'mtrying to determ ne
why the forecast would be different if the
met hodol ogi es are the sane.

MR. REDDI CK: And ny comment was | only asked
about HDD nunbers and results.

JUDGE Gl LBERT: Okay. | s there a question?

THE W TNESS: Can | answer ?

BY MR. ZI BART:

Q Yes.

A The reasons they m ght be different, they
m ght be using a different weather station and they
m ght be proposing -- they m ght be setting those

numbers at a different time period.
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Q And when was the Nicor Gas rate case filed,

t hat being Case No. 04-0779?

A | believe that -- Nicor's?

Q Yes.

A s it in 2002 -- 3 or 2004. | don't know
whi ch year.

Q Okay. That's fine.

If two utilities use the same
met hodol ogy, will they necessarily get the same HDD
forecast ?
A | f they use the same met hodol ogy, they'Il

get the same forecast.

Q And what assumptions do you have to make to
gi ve that answer?

A That they use the same met hodol ogy?

Q Wel |, what goes into methodol ogy the way
you're using it then.

A | f they analyze, for instance, the sanme
type of data, rolling averages, to come up with a
forecast, then they would produce the same results.

Q Okay. If a utility, say, in far Southern

I[llinois used the same met hodol ogy as one in
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Northern Illinois, would they necessarily get the
same forecast?

A They m ght not because in Southern
[llinois, the 15-year m ght be the best predictor
of a future year rather than a 10-year.

MR. ZI| BART.: I have no further questions on
redirect.

JUDGE Gl LBERT: Recross within the scope?

MS. LUSSON: Just one.

RECROSS- EXAM NATI ON

BY
MS. LUSSON:
Q | think you indicated that with respect to

t he questi on about using the same met hodol ogy and

getting the same forecasts, the data points would

have to be the same, that is, the inputs, wouldn't

t hey?
A Correct.

Q Okay.
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RECROSS- EXAM NATI ON
BY
MR. REDDI CK:

Q M. Marozas, as a matter of professional
judgment, two separate anal ysts asked to do the
same task of forecasting wouldn't necessarily
determ ne that they should use exactly the sane
technique; is that true?

A They may not use the same techni que.

Q Okay.

JUDGE Gl LBERT: Okay. Thank you.

We're off the record.
(Wher eupon, a discussion was had off the record.)

JUDGE Gl LBERT: One hour from now, see you.

(Change of reporter)
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VALERI E H. GRACE,
called as a witness herein, having been first duly

sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. HOUSE:
Q Good afternoon, Ms. Grace.
A Good afternoon
Q Woul d you state your name and spell it for

the record, please.

A Val erie H. Grace, V-a-l-e-r-i-e, H,
Gr-a-c-e.

Q And by whom are you enmpl oyed, Ms. Grace?

A | " m enpl oyed by the Peoples Gas, Light and
Coke Conpany.

Q And are you the same Valerie Grace who
subm tted direct, rebuttal and surrebuttal
testinony, as well as exhibits in this case?

A Yes, | am

Q Do you have any corrections or additions to
your testinony?

A Yes, | do.
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Q Can you tell ne what those are?

A Nort h Shore Gas, direct testinmny, Page 7
of 47, Line 141, 48 percent should be 50 percent.

JUDGE MORAN: |I'm sorry, could you repeat that,
pl ease?

THE W TNESS: North Shore Gas, direct testinony,
Page 7, Line 141, 48 percent should be 50 percent.
BY MR. HOUSE:

Q | s there anot her correction?

A Yes, there is. Peoples direct testinmony,
Line 181, 42 percent should be 47 percent.

Q Do you have another correction, Ms. Grace?

A Yes. In my surrebuttal testimny, Page 16,
Line 339, credits should read adjustments. And
line 342, a credit should be lined out and repl aced

wi t h adj ust ments.

Q Does that conclude all of your corrections,
Ms. Grace?

A Yes.

Q If I were to ask you the same questions

t oday as those --

JUDGE MORAN: Mr. House, can | just interrupt for
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one monment, | don't believe that Judge G | bert
swore in all the witnesses that are testifying
today, so I'mnot sure that you' ve been sworn in,
so if we could do that.

(Wtness sworn.)
BY MR. HOUSE:

Q Now, Ms. Grace, if | were to ask you the

same questions contained in your narrative portion

of your filed testinony today, would your answers
be the same to those questions?

A Yes.

MR. HOUSE: Your Honor, with the corrections that

have been noted, | nove to enter into evidence the

follow ng exhibits, sponsored by Ms. Grace, that
woul d be North Shore Gas VG No. 1.0, revised and
Exhibits V 1.1 through 1.18. And PGL Exhibit VG
1.0 revised, as well as Exhibits VG 1.1 through
1.19, which constitutes Ms. Grace's direct
testi nony.

Al so, North Shore PGL Exhibit VG 2.0,

along with VG 2.1 through 2.11, which conprises

Ms. Grace's rebuttal testimony. And finally, North

941



10

11

12

13

14

15

16

17

18

19

20

21

22

Shore PGL Exhibit VG 3.0, along with North Shore
PGL Exhibit 3.1 through 3.3, which constitute
Ms. Grace's surrebuttal testinony.

MR. HOUSE: If you would just give me a nonent to
clarify one thing.

JUDGE MORAN: Sure.

MR. HOUSE: And | would |Iike to make one
correction, Judge. And that is to Exhibit
No. North Shore VG 1.0, is actually the second
revised version, which was filed on e-docket
yest erday.

JUDGE MORAN: And that has those corrections that
is were indicated today?

MR. HOUSE: No, those are additional corrections.

JUDGE MORAN: | see, these are additional.

MR. HOUSE: To what was filed yesterday.

JUDGE MORAN: Okay, that's clear now. Thank you.

MR. HOUSE: And | would like to, if | have not
al ready moved, to have those exhibits entered into
the record.

JUDGE MORAN: And are there any objections to any

of those testinmnies or those attachments to those

942



10

11

12

13

14

15

16

17

18

19

20

21

22

testinonies as indicated by Attorney House?
Heari ng none, they will be admtted subject to
cross and you are tendering the witness.
(\Mhereupon, NS VG No. 1.0,
PGL VG No. 1.0, NS/PGL VG 2.0 and
NS/ PGL VG 3.0 were
mar ked for identification
and admtted into evidence as of
this date.)
MR. HOUSE: Thank you, your Honor.
JUDGE MORAN: Thank you.

CROSS EXAM NATI ON

BY
MR. FOSCO
Q Your Honor, staff can begin. And just for

the record, your Honor, since Ms. Grace addresses
several staff witnesses, it was going to be both
myself and Mr. Javaherian for a couple questions.
Good afternoon, Ms. Grace, my nane is
Car men Fosco.
A Good afternoon.

Q Your Honor, may | approach the witness?
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JUDGE MORAN: Sure.
(Wher eupon, | CC Staff Grace Cross
Exhi bit No. 4 was
mar ked for identification
as of this date.)
BY MR. FOSCO:
Q | *"m tendering a docunent that |'ve marked
as | CC Staff Cross Grace 4.

Ms. Grace, do you recognize this
document which purports to be the Company's
response to Staff Data Request No. ML 1.067?

A Yes, | do.
Q And were you the person responsible for

preparing that?

A Yes, | was.
Q And you also refer to this data request in
your testinony, in your surrebuttal testinony; is

t hat correct?

A Yes.

Q And this is the same document that you're
referring to there?

A Yes.
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Q | just have a few short questions about
some nunbers in this document and your testinmony.
Referring to attachnment -- the attachment to this
docunment, on Line 9, Colum G, would you agree that
t hat indicates that the uncollectible account
expense for gas costs for Peoples Gas service
classification 1 N customers is $1, 438, 2967

A The gas cost portion wi thout Rider UBA,
yes.

Q Thank you for that clarification. And then
if you could refer to your direct testimony,
Peopl es Gas Exhibit VG 1.2, Page 2 of 2 and just
|l et me know when you're there.

A | " m t here.

Q Referring you to Page 2 of 2 of that
exhi bit, Colum D, Line No. 24, would you agree
t hat gas charges --

A Colum D as in dog?

Q Ri ght. And Line No. 24.

A Okay.

Q Woul d you agree that that indicates that

gas charges to Peoples Gas 1 N customers totalled
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14,425,000 in the test year?

A What |ine?

Q Li ne 24.

A That's not the number that |'m seeing.
Colum D, Line 24, VG 1.2, Page 2 of 2?

Q Correct. Can | approach the witness,
pl ease?

JUDGE MORAN: Yes, could you.

BY MR. FOSCO:

Q For the record, | think we were referring
to different conpany exhibits, because there are
bot h North Shore and Peoples. And I'm sorry, if |
didn't clarify that.

A That's okay, | should have noticed. Okay,
yes, | see that.

Q So Colum D and Line 24. My question, so
we're clear, do you agree that indicates that gas
charges to Peoples Gas 1 N customers totalled
$14,425,000 for the test year?

A Yes.

Q And then if we take the two numbers that we

just went over in ny prior two questions, which is
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$1, 438,296 in uncollectible gas costs without Rider
UBA, and the total gas cost of 14, 425,000, would
you agree, subject to check, that that indicates an
uncol l ecti ble gas cost rate of 9.94 percent,

cal cul ated by taking the 1,438,296 divided by

14, 425, 0007?

A | don't agree with your nmethodol ogy.
Q Okay. But you agree that those -- strike
t hat.

And if there is a total anount of gas
cost of X and an amount of related uncollectible
expense of Y, isn't the ratio of uncollectibles
expense the total revenues for that revenue cl ass?

A What factors are you using? You're using
14,425,000 times the uncollectible expense for
Peopl es Gas?

Q Wel |, again, we've been only tal king about
Peopl es Gas.

A | woul d agree that that may be the
mat hemati cal outcome, but if you're attenpting to
all ocate gas cost uncollectible expense, | would

not agree with your met hodol ogy.
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Q But you don't dispute those individua
numbers; is that correct? They're from your
exhi bits, you agree that you presented, in response
to a data request, $1,438,296 in uncollectibles
expense for service classification 1 N customers
for Peoples Gas, correct?

A Yes.

Q And you've also presented total gas costs
for service classification 1 N customers of
14,425,000 in your testimony exhibit that we
revi ewed, correct?

A Yes.

Q And then you agree, and |I'm not asking you
to do anything with it, you agree that the ratio,
based on those numbers of uncollectibles expense to
total gas charges is approximately 9.94 percent?

A |"'m comng up with 1.3 percent, if you
di vide 14,425,000 by total gas costs. That i s what
you said, correct?

Q Well, it would divide 1,438,296 in
uncol | ecti bl es by 14, 425, 000.

A | thought you were dividing this by total
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gas cost, but you are dividing this by the number

of this sheet?

Q Ri ght, the gas cost for 1 N customers? /
A The gas costs portion of uncollectible
expense?

Q Yeah, dividing that by the total gas

charges for that customer classification -- |I'm

sorry, the total revenues for that.

A So you're dividing it by -- you're dividing

14, 425,000 by Colum F?

Q Well, the one mllion 438 by the 14. 4.
A Using those two numbers, | get 10 percent.
Q s it correct that an uncollectibles

expense rate is usually expressed as a percentage

based upon the ratio of uncollectibles expense to

the related revenues?

A Well, for the purposes of the cost of

service study, you would take your total gas cost

di vided by your uncollectible expense and allocate

it by the appropriate ratio.

Q But what if you wanted to determ ne the

rate specific uncollectibles ratio for

a specific
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rate cost? Wuld you not take the revenues of that
rate class -- take the uncollectibles expense
related to that rate class divided by the rel ated
revenues for that rate class?

A That was not the approach that was used in
t he Company's cost of revenue studies.

Q But isn't that the uncollectibles expense
the ratio for that rate class?

A We cal cul ated the uncol |l ectible expense in
total and then took that uncollectible expense
| ooked at historical wite-offs for Fiscal 2006 and
all ocated the historical wite-offs by rate class
times the total gas costs related uncollectible
expense.

MR. FOSCO: Give me just one second.

BY MR. FOSCO:

Q | "m not finding the reference right now,
but | recall, would you agree that you testified
that if the Comm ssion does not accept the
uncol l ectibles rider, that it should allocate
uncol | ecti bl es expense on a rate class basis?

A Can you tell ne where you found that in ny
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testi nony, please?

Q | was trying. On Page 14 of 30 and
carrying on to Page 15 of 30 of your surrebuttal
testinony, you testified, did you not, that as
expl ai ned in Peoples Gas response --

A What |ine, please?

Q Starting at Line 305, as explained in
Peopl es Gas response to M. 1.06 and North Shore's
response to M. 1.07, gas cost related uncollectibl
accounts expense would be recovered through Rider
UBA on a non-rate specific basis per therm while
gas cost related uncollectible account expense
absent Rider UBA would be recovered through base
rates based on rate class specific historical
write-offs?

A That is what | said.

Q Referring back to the response to M. 1. 06,
whi ch was marked as I CC Staff Cross Exhibit Grace
4, would you agree that the uncollectible expense
rate that you use there for Class 1 Nis
5.92 percent? And | believe that is contained at

Line 9, Colum D.

e
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A | woul d agree that the allocation that
we' ve used for Fiscal 2006 is 5.38 percent.

Q Well, that's just the percentage of Class 1
N uncol |l ecti bl es expense to all uncollectibles
expense, right?

A And that was the basis of our write-offs.

Q But on Line 9 you apply an uncollectibles
expense of 5.92 percent, correct?

A No, that is not correct. If you'll | ook at
the response to ML 1.06, it says that Colum G is
determ ned by taking Colum B times G Line 16. So
the way that 1.4 mllion was determ ned was to take
the 5.38 percent in Line 9, times the total gas
costs related uncol |l ectible expense, which is
$26.7 mllion. Taking those two numbers, | would
derive 1,438,296. So 5.3 times 26.7 mllion equals
$1.4 mllion.

Q Okay, but you're reporting, are you not, on
this exhibit, in Colum B, that there were, for
Class 1 N for Peoples Gas, that there were
$2, 014,399 of uncollectibles expense and revenues

of 34,032,000, correct?
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A Yes.

Q And that that relates in a write-off or an

uncol l ectibles rate of 5.92 percent?

A | f you divide write-offs by revenues, yes.
Q Well, isn't that how you got that colum?
A No.

Q You did not get D by dividing Colum A by
Colum C? That's what it says.

A Dis divided by Colum C, the 5.92.

Q So | was correct?
A I n deriving that percentage, yes, you area.
MR. FOSCO: | have no further questions.

CROSS EXAM NATI ON

BY

MR. JAVAHERI AN

Q Good afternoon, Ms. Grace. M name is
Arshia Javaherian, | also represent staff of the
Commerce Comm ssion. | just have a few questions
for you.

Could I just direct your attention to
Page 49 of your rebuttal testinony. I f you woul d

| ook at Line 1092 where you state Rider VBA is no
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more conpl ex than the Conpany's monthly and annual
Ri der 2, gas charge in Rider 11, adjustnment for

i ncremental costs of environmental activities

filings. Are you there?
A Yes.
Q Woul d you then agree that your statenment

allows for the possibility that Rider VBA is as
compl ex as the Company's nmonthly and annual Ri der
gas charge?

A Coul d be nmore, could be I|ess.

Q It could be more?

A It could be |ess.

Q It could be | ess complex. Could you then
turn your attention to Page 50 of your rebuttal
testinony. And there, beginning at Line 1113 you

state, Rider UBA is no nmore conplex than the

2

Conpany's mont hly and annual Rider 2 gas charge and

Ri der 11 adjustment for incremental costs of

environmental activities filings?
A lt's no nmore conplex. | m sspoke earlier.
Q Could it be as conplex as you state?
A lt's certainly no more conpl ex.
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Q But it could be as conpl ex?

A | don't consider Rider 2 to be conplex, so
comparatively speaking.

Q Sur e. ' m not saying, we're not judging
whet her Rider 2 is conplex, right now, but however
complex Rider 2 is, is Rider VBA and then also
Ri der UBA as conmpl ex?

A It's certainly no nmore conpl ex.

Q But as conpl ex, possibly?

A Possi bl y.

Q And are you famliar with Docket 01-0707 of
the I'llinois Commerce Comm ssion, the PGA gas cost

reconciliation for Peoples Gas?

A Can you be nore specific as to that number?

Q The 2001 purchase gas cost reconciliation
docket. You're not famliar with that docket,
filed in the Illinois Commerce Comm ssion?

A | don't understand what you mean by being
fam i ar.

Q You're aware of the purchased gas

reconciliations that Peoples Gas goes through every

year?
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A | know that it was a docketed proceeding.
Q And there was a docket in 20017

A Yes.

Q Do you know how long it took for the

Comm ssion to settle out the issues that were
rai sed in that docket?

A | can't tell you specifically, no.

MR. JAVAHERI AN: | have no nmore gquestions. Thank
you.

MR. FOSCO: | guess since staff is finished,
woul d nmove to submt |ICC Staff Cross Exhibit Grace
4,

JUDGE MORAN: Mr. House, is there any objection?

MR. HOUSE: No.

JUDGE MORAN: Hearing no objection, |ICC Staff
Cross Grace No. 4 is admtted.

(Wher eupon, | CC Staff Grace Cross
Exhi bit No. 4 was
admtted into evidence as
of this date.)
JUDGE MORAN: Who wants to go next with questions

for Ms. Grace?
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CROSS EXAM NATI ON
BY
MR. POWELL:
Q Good afternoon, Ms. Grace, my name i s Mark
Powell, I'm one of the attorneys representing the

City of Chicago in this matter.

A Good afternoon
Q | would like to start by just tal king about
Peopl es Gas. In this docket Peoples Gas proposes

I ncreasing the nonthly customer charge for SC No. 1
H, small residential heating customers from$9 to
$19; is that correct?

A That's correct.

Q And that is an increase of 111 percent;
isn't that correct?

A That's correct.

Q Have Peoples Gas' cost of serving small
residential heating customers increased by
111 percent ?

A You are focusing on one conmponent of the
customer's bill, so there is two parts to the

conpany's distribution rate. There is a custonmer
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charge and there is a distribution charge. So
whereas there has been an increase in the custoner
charge, the Company is also proposing a decrease in
the volumetric distribution charge

Q | would like to turn to your revised direct
testinony for Peoples Gas. Begi nni ng on Page 11,
Line 230, you discuss the reasons that the
Company's -- or the Peoples Gas proposed to
bi furcate SC No. 1 into heating and nonheati ng
service; is that correct?

A Yes.

Q And you state that based on the ECOSS
prepared for Peoples Gas, the cost of service
differences between small residential heating and
nonheating customers warrants bifurcation. | s that
al so correct?

A That's correct.

Q The ECOSS the Company has presented in this
case does not contain an allocation of the
utilities by which I mean, Peoples Gas cost of
service, using cost distinction between single

famly and nulti famly residential customers; is
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t hat correct?
A | "'m not the witness for the Conmpany's cost
of service.

Q But in designing the rates for Peoples Gas

you had -- presumably you relied on --
A | relied the cost of service study.
Q Correct. And the cost of service study

that you relied on did not allocate costs based on
whet her the customers were small residential
custonmers or single famly or multi famly
custonmers; is that correct?

A That's not true.

Q Can you explain?

A Rate 1 is for two dwelling units or |ess.
So by ny definition, two dwelling units is multi
famly.

Q SC No. 17

A SC No. 1 is for two dwelling units or |ess.

Q Was the distinction that you just
identified, two dwelling units versus -- as the
dividing line, maintained in bifurcating the class?

| mean, does it apply to heating customers as well
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as the nonheating customers, then?

A Yes.

Q Turning to your rebuttal testinony at Page
37.

A Page 377

Yes. Lines 803 to 804. You state that,
gquote, fixed income customers would actually
benefit froma rate design which include a higher
fixed charge component, close quote. Did I read
that correctly?

A You did read that correctly, yes.

Q Now, fixed charges by definition do not
vary based on usage, right?

A | f you had a bill that was only a fixed
charge, | would agree with you, but the Conmpany's
service charges are two part rate, the part based
on a fixed component and the second part based on
the volumetric conponent.

Q And the fixed conponent does not vary based
on usage, so a customer cannot avoid that conponent
of the bill, based on their usage?

A Well, you can't look at it in isolation,
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because the conpany does not bill the customer a
one-part rate. The Company bills the customer a
two-part rate, which is a fixed conponent and the
vari abl e conmponent. So you have to look at it in
totality, as opposed to separately.

Q Well, if a customer used, say, no gas in a
given month, they would still receive a bill based
on the fixed charge, correct, the customer charge?

A Well, the Company's cost of service is over
90 percent fixed, so the fixed charge that the
customer would pay would be reflective of the
conpany's fixed cost nature, so yes.

Q Now, by contrast, volumetric rates vary
with consunmption; is that right?

A Yes, they do.

Q Do you agree that a customer can reduce the
the volumetric component of their bill, that is the
di stribution charge, by reducing their consunption?

A Yes.

Q And woul d you agree that an effective
energy efficiency programis one way to reduce

consunption?
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MR. HOUSE: Your Honor, I'm not sure if counsel's
guestion is directed towards energy efficiency
programs or is sinmply an attempt to elicit
somet hing pertaining to rate design. Coul d you tie
it together, please?

JUDGE MORAN: Pl ease clarify.

BY MR. POWELL.:

Q Ms. Grace, you testified that raising
di stribution charges falls harder than raising
custoner charges on certain high use, |low income
custonmers; is that correct?

A Yes.

Q And t hat consunption, the usage and inconme

| evel are not necessarily positively correl ated at

all level s?
A Not at all levels, but at some |evels, yes.
Q So for high use custoners, would you agree

t hat an energy efficiency program that's

effective, m ght reduce consunption?

A | "' m not an expert in any energy efficiency
prograns.
Q Woul d you agree that | owering volumetric
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charges reduces the econom c incentive to conserve

gas?

A | f you | ook at a customer's gas bill, the
| argest part of that bill is the gas cost portion
of that bill. That part of the bill provides the

proper price signal for custonmers to conserve gas
On the other hand, the customer's cost of providing
gas is fixed. So the Conpany's proposed rates are
sending the proper price signal to the custoner.

Q Let's isolate, just for purposes of this
gquestion, the volumetric component of the
di stribution charge -- of the bill, not the gas
commodity portion of the bill. Lowering the
volumetric charge reduces the economc incentive to
conserve gas, it makes the bill |ower than it
ot herwi se would be if those volumetric rates were
not reduced?

A No, | don't agree with you about price
signal. The largest portion of that bill, again,
Is gas costs and gas costs sends the proper signal
to customers about reducing their gas consunmpti on.

Q Turning to your rebuttal testinony at Page
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38, beginning on Line 824. You discuss Exhibit VG
2.8-PGL, which you state shows usage for small
residential heating customers for various income
groups; is that correct?

A That's correct.

Q And you add that the exhibit demonstrates
t hat, quote, the | owest income customers consume
more gas than the other higher income customer
groups, close quote. Did I read that correctly?

A Yes.

Q You performed this study based on average
usage and nean household income for heating
customer by ZIP code and Peoples Gas service
charge; is that correct?

A Yes.

Q Based on how you did this study, then,
isn't it more accurate to say that on average
heating customers in the ZI P codes with the | owest
mean household incomes consume nore gas than
heating custonmers residing in ZIP codes with higher
househol d nean inconmes?

A | believe that the incomes shown in the
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exhi bit are average inconmes by ZIP code. And the
way that the data is rained, those in the lower ZIP
code in Peoples' service territory, | believe the
ZI P code is 60621, the incone range there reflects
the income as an average and because it reflects an
average, presumably, it includes your |owest income
customers.

Q Woul d you agree that because these are
average household incomes, as you just indicated,
there are customers living in these areas with
i ncomes both above and bel ow the average income for
t hat particular ZIP code?

A Because it is the | owest average, | would

surm se that most of the incomes are the | owest

i ncomes.

Q Well, the average would include, you would
agree, likely include, customers with incomes --

A Hi gher and | ower, | woul d agree.

Q So this graph does not reflect the actual

usage of customers with incomes |less than 32, 000,
their actual usage, correct? Only to the extent

that they are within this average househol d?
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A What are you | ooking at, exactly?

Q Your Exhibit VG 2.8-PGL. And this graph,
because it's based on household -- mean househol d
i ncome, does not itself reflect the actual usage of
customers with incomes |ess than 32,000; is that
correct?

A It does reflect the average usage of
customers whose income is |ess than 32, 000.

Q To the extent that they are included within
the mean, is that what you're saying?

A These were broken up by the nunber of
customers in these particular income groups. So
t hat | owest income group from 32,000 to $40, 000 is
reflective of customers whose income is below 32
and over 32, if that's what you're asking.

Q But this is -- the 32,000 to $40,000 a year
range is not the |owest income group, it's the
| owest income for those ZIP codes, correct?

A These are the | owest income ZIP codes.

Q One final issue, in designing rates, one of
t he Conpany's objectives is to align costs and

revenue recovery; is that correct?
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A Yes.

Q And t hat means recovering costs fromthe
cost causers?

A Yes.

Q Do the compani es have charges that align
only to certain individual customers in a class?

A Coul d you be nore specific?

Q Door the conmpani es have any rates or
charges that apply on an individual basis to one
custonmer, but not to the other members of that
custonmer's service classification?

A Only our contract services, those are
negoti ated rate contracts.

Q | s Rider 4 an exanple of a charge that is

applied on an individual basis, not to an entire

cl ass?
A Rider 4 is a rider and not a service cl ass.
And Rider 4 -- your question is?

Q The charge under that rider is applied on
an i ndividual customer basis, not on a class basis,
correct?

A Yes.
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1 Q And in applying those charges -- strike

2 that.
3 Charging a customer on an individua
4 basis under Rider 4 does not, in effect, renmove the

5 customer fromtheir applicable service

6 classification; is that correct?

7 A This is a rider that's applicable to 1 N,

8 1 H 2, 4, 6 and 8 and it has no effect of changing
9 or altering the customer service classification.

10 MR. POWELL: That's all | have, thank you.

11 JUDGE MORAN: The Attorney General's Office,

12 Dbelieve, has some questions. And also RGS.

13 MR. MOORE: | changed -- we have no cross for

14 Ms. Grace.

15 JUDGE MORAN: Okay, thank you.

16 CROSS EXAM NATI ON

17 BY

18 MS. LUSSON:

19 Q Good afternoon, Ms. Grace.

20 A Good afternoon.

21 Q | "'m going to show you what |1've marked as

22 AG Cross Exhibit Grace 4 or is it AG Cross
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Exhi bit 4 Grace?

JUDGE MORAN: AG is the cross, the witness is
Grace and the Exhibit number is 4. So it's AG
Cross Grace. And is this the AG s fourth cross
exhi bit?

MS. LUSSON:. That is correct.

THE W TNESS: |s there a second page to this
data request?

BY MS. LUSSON:

Q Yeah, | believe it's Exhibit 1, attached

al r eady. Ms. Grace, another witness earlier in the

proceedi ngs, | believe it was M. Borgard referred

me to you for purposes of this exhibit. It's nmy

under standi ng that you would have prepared this
exhi bit or can you sponsor it?

A This exhibits reflects the number of
enmpl oyees at the Conpany. | work in the rates
department and not in human resources.

Q Yes, you are correct. This has already
been introduced, | believe these nunbers, and
need to withdraw that exhibit.

JUDGE MORAN: Okay, you are withdraw ng this.
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BY MS. LUSSON:

Q Now, with respect to Rider ICR, the Company
IS now proposing a prudence review in response to
concerns expressed by staff, is that correct, that
a prudence review be included within Rider |ICR?

MR. HOUSE: Ms. Lusson, |I'm not certain that that
isn't something that you should cover in
M. Schott's testinmny and M. Schott is up next,
dependi ng on where you're going with that. But
t hat particul ar aspect of the proposal is sonmething
that Mr. Schott speaks to having accepted a
recommendation from Staff Wtness Hatthorn.

M5. LUSSON: That's true. And Ms. Grace has made
some statements about the relative complexity of
the tariffs, so | wanted to explore that |ine of
reason with her.

MR. HOUSE: Absol utely.

BY MS. LUSSON:

Q So if you know, it's correct, isn't it,

t hat the Company i s now proposing a prudence review
be included within Rider ICRin response to

concerns expressed by staff and other parties?
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A Are you referring to a particular data
request or a statement that was made in testimny?

Q | "m just asking do you know. Do you know
If that's part of Rider |ICR now?

A Well, M. Schott has agreed to an alternate
Ri der | CR. So if you have any questions about the
Ri der I CR that the Conpany is now proposing, you
woul d need to address your questions to him

Q Okay. But you are aware that that is part
of the proposal ?

A |"'m not famliar with the revised Rider
| CR.

Q Okay. Are you sponsoring the tariffs in
t his proceeding?

A | sponsored an initial tariff for Rider
| CR.

Q And in fact you also exam ned the proposed
fall back Rider Q P; is that correct?

A | sponsored a proposed fallback Rider QP
and in nmy surrebuttal testimony | indicated that
M. Schott woul d address the Conmpany's conments.

Q And is it correct that the Company's
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purchase gas adjustment cause tariff includes an
annual prudence revi ew?

A That's correct.

Q Would it be fair to say that in the recent
past the prudency of Peoples and North Shore's gas
commodity expendi tures have been a source of
controversy?

A Coul d you be nore specific?

Q Well, in fact last year a $100 mllion
settl ement was reached that involved 4 years worth
of PGA reconciliation proceedings; is that correct?

MR. HOUSE: The problem |I'm having with counsel's
l i ne of questioning is, there was indeed a
settlement, which was, by its nature, | don't know
if there were any specific findings, |egal
findi ngs, whether Peoples' conduct was specifically
related to the kind of review that m ght be at
issue in the ICR | nmean, |I'm not sure where
you're going with this, but I think the Company
woul d stipulate that there is a settlement that
pertained to the gas charge where prudence was an

i ssue.
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BY MS. LUSSON:

Q And in fact, that settlement, you are aware
of that settlement, Ms. Grace?

A | don't think any of the issues had
anything to do with the workings of Rider 2 --

Q Well, that wasn't my question. I " m aski ng,
are you aware that there was a settlenment in the
purchased gas adj ustment cost proceedings for the
years 2000 through 20047

A Again, the settlenment had nothing to do
with the mechanics of Rider 2.

MS. LUSSON:. Your Honor, |'m just asking her is
she aware of it. She makes such statenments in her
testinony --

THE W TNESS: Yes.

JUDGE MORAN: But she doesn't testify about it so
that's why |I'm having this problem here, too.

M5. LUSSON:. She is testifying about the relative
conplexity of tariffs.

JUDGE MORAN: Well, you can ask what she means by
conplexity. Why don't you deal with the words that

are in the testimny and, thus far, that term has
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not been defi ned.
BY MS. LUSSON:

Q At Page 49 of your testinmny, you state,
for exanple, Rider VBA --

A Direct ?

No, this is your rebuttal testinony. Ri der

VBA is no nore complex than the Company's
adjustment for incremental costs of environmental
activities filings, do you see that?

A Yes, | do.

Q What is -- how do you define conpl ex,
Ms. Grace?

A First of all, I would Iike to offer that
Ri der VBA is four pages, Rider 2 is eight pages and
Rider 11 is five pages. So there is no nore
conplexity in the Conpany's proposed Rider VBA than
the riders that apparently have more provisions by
virtue that they have nmore pages to describe how
vari ous charges on the riders would be determ ned.

Q So you determ ne the conplexity of proposed
riders or existing riders by the number of pages

contained in the tariff?
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A Apparently there is nmore | anguage to
descri be how the charges in the riders would be
determ ned.

Q Do you have an opinion as to whether or not
a prudency review adds conmplexity to a rider?

MR. HOUSE: Your Honor, the witness is not a
| awyer and is not necessarily know edgeabl e of --

JUDGE MORAN: | understand your objection. I
believe that Ms. Lusson can ask if she has
famliarity with prudency reviews. Woul dn't t hat
clarify it?

MS. LUSSON:. Could I have the question read back,
pl ease?

BY MS. LUSSON: .

Q Woul d you agree that no matter how many
pages there are in the tariff, that a prudency
revi ew adds a certain degree of conplexity to a
tariff?

A | woul d agree that it adds another
di mension, | wouldn't characterize it as
conpl exi ty.

Q For purposes of adjusting customer bills,
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woul d you agree that a prudency review adds a

degree of conplexity to the cal cul ati ons?

A Again, | believe that it adds another
di mension, but | don't believe that it is conpl ex.
Q It's true, isn't it, that the Peoples Gas

PGA reconciliation settlenment that was referenced
earlier by both M. Javaherian and nyself, invol ved
reconciliation of purchase gas adjustment clauses
fromthe years 2000 through 2004? Wuld it help to
see the document?

A s there a question in that?

Q "1l show you the settlement order.

MR. HOUSE: What is your question, Counsel ?

BY MS. LUSSON:

Q Isn't it true that the $100 million
settlement that occurred in that docket involved
purchase gas reconciliation proceedings from 2000,
2001, 2002, 2003 and 20047

MR. HOUSE: Your Honor, | would |like to object.

I don't mean to be tedious, but the subject of this
proceeding is the Company's proposed rate

increases. M. Grace is testifying to the
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Conpany's rate design.

She does make sone comments about the
conplexity of the various rate proposals and that
iIs certainly fair game. However, the elenments of a
settlement in another case and particularly details
such as the years covered by it, are public record.
I don't understand why Ms. Grace should have to
take the settlement agreenment and begin to make
opi nions derived fromcontents of the settl ement
agreement, that just seenms so far afield of what

we're here for.
MS. LUSSON:. Well, again, Ms. Grace makes
statements in her testimny about the relative
complexity of tariffs. And nmy point in discussing
the PGA settlement was to ask her to acknowl edge
and get her to acknow edge that a prudence review,
whi ch was t he subject of those -- that settlenment,
adds a degree of conmplexity to a tariff.

JUDGE MORAN: Well, number one --

M5. LUSSON:. If she doesn't know, she can say

t hat .

JUDGE MORAN: Number one, that may not be
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representative of all prudence reviews and you are

only referring to one piece and you're referring to

a piece that this witness has not testified to.

And the point is you want to explore

what t he

wi t ness means by conplexity, you m ght have to

descri be what a prudence review is,
wi tness may or may not, and | don't
stage, whether she is famliar with
reviews and what it details. You ca

what a prudency review details and t

wi tness, is that an additional complexity.

getting my point?

because this
know at this

prudency

n go bit by bit

hen ask the

M5. LUSSON. Um hmm yes, your Honor.

JUDGE MORAN: Go generic, don't go

specific,

because this witness has not testified about

specifics.
BY MS. LUSSON:

Q Ms. Grace, do you know what
reviewis?

A Yes, | do.

a prudency

Are you

Q And did you testify in the 2001 Peopl es Gas

purchase gas reconciliation hearing?
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A Yes.

Q And is it correct that the settlement that
was reached in that case occurred sone 6 years
after the initial -- or let's go to the case that
you testified in, 2001. Did you testify in the
2000 reconciliation case?

A | testified in a few reconciliation cases
| believe | may have testified in the 2000
reconciliation case

Q Assum ng that, for the moment, that you
did, would you agree, then, that settlement of
t hose prudency review cases occurred some 6 years
after the initial 2000 filing?

A | don't believe the 2000 did.

Q You don't believe the 2000 what ?

A The 2000 case, | don't believe it did.

JUDGE MORAN: Ms. Lusson, you're not followi ng ny

ruling. And | don't think -- | think you're
putting -- trying to put into the record something
that is not -- as if you're testifying. Do you
understand? | understand what you're trying to get

at it, but you're not getting at it in the right
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way and in an above board way, that's the way | see
it. You can certainly ask this witness how
i nvol ved a prudence proceeding is, because the only
thing you're trying to really respond to or to get
information on or to explore is this testimony.

MS. LUSSON: Thank you, your Honor.

BY MS. LUSSON:

Q So you have testified that you do know what
a prudency review is; is that right?
A Yes.

Q Woul d you agree that when you add a
prudency review to a tariff, that the complexity of
the tariff increases by virtue of the fact that
judgments nmust be made both before and after

i nvest ments are nmade by the Company?

A Again, | see it as another dinmension to the
tariff, | do not see it as adding conplexity to the
tariff.

Q Now, to the extent that the Rider Q P which
was attached as the marked up rider that was
reviewed by the Conmpany was attached to

Ms. Hatthorn's rebuttal testinony, are you fam i ar
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with that marked up tariff?

MR. HOUSE: Could you specify? Was that an
exhibit to Ms. Hatthorn's testinony.

MS. LUSSON:. Yes, it was it was Attachment B.

MR. HOUSE: Just a noment, please.

BY MS. LUSSON:

Q Taking a | ook at that tariff, are you
famliar with that Rider QP tariff?

A Not intimately, but somewhat.

Q Now, you sponsored in your direct testinony
Rider ICR; is that right?

A Yes.

Q And to the extent that the staff proposed
adjustments to Rider ICR, should the Comm ssion
desire impl ementation of some formof Rider ICR, a
tariff was presented by the Company that indicated
changes it would make to Ms. Hatthorn's proposals;
Is that right?

A Yeah, M. Schott addressed the Conmpany's
comments in his testimony.

Q So you are not sponsoring any kind of Rider

Ql P?
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A No.

Q You are sponsoring the original Rider ICR
t hough. Should the Comm ssion want to approve
Rider ICR, is it the Company's position that they
should do so in the format that you propose in your
direct testimony?

A M. Schott agreed to the proposed | anguage
sponsored by Ms. Hatthorn with some revisions
proposed by the Company.

Q So you have no opinions, then, about Rider
| CR or whether it should be adopted by this
Comm ssion as Rider QP, Rider ICR or otherw se?

A | believe that the Company's proposal
shoul d be adopted. But again, M. Schott addresses
the specifics of this rider.

Q And so he would be sponsoring that tariff
portion of it?

A Yes.

MR. HOUSE: | just m ght add that M. Schott has
not sponsored a particular tariff, but that
M. Schott does cover the issue in his testinony.

So any questions you m ght have concerning the
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tariff --

JUDGE Gl LBERT: Just so | understand that, |I'm
| ooki ng at Mr. Schott's surrebuttal right now and
he said on Page 9, Line 179, quote, M. Grace has
included in her surrebuttal testinmony new proposed
Rider ICR tariff sheets, which reflect deletion of
Peopl es Gas' revisions to Ms. Hatthorn's criteria
addressing such matters as facilities that are worn
out, deteriorated, obsolete, dead ends and
rel ocati ons as discussed by Mr. Brosch on Pages 34
to 35 of his rebuttal testinony, close quote.

MR. HOUSE: Yes, your Honor, you are absolutely
correct that the filed version of M. Schott's
surrebuttal testinmony contained that | anguage, but
there was a revision to the testimony filed
yesterday that del eted that particular | anguage
because there was no tariff included in Ms. Grace's
testimony.

JUDGE Gl LBERT: Is that perhaps sent out to the
ALJ' s?

MR. HOUSE: It should have been filed on e-docket

yest erday.
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JUDGE Gl LBERT: Filed is one thing and that's not

my question, was it sent out to the ALJ's?

MR. HOUSE: Your Honor, at this point we are

unable to determ ne whet her an effort was or

not made to get you a copy, but | apologize

was

profusely, that you did not receive one. And we'l

make every effort to get you one as quickly as
possi bl e.

JUDGE Gl LBERT: Well, M. Schott is the next
witness up, | believe, after Ms. Grace.

MR. HOUSE: We'll be certain that you get one

before Mr. Schott takes the stand.

JUDGE Gl LBERT: Yeah, or he can go back to the

office and conme back on Friday.

M5. LUSSON. So just to clarify, is M. Schott --

Is that going to be attached to his surrebuttal

testinony, the |atest Rider Ql P?

MR. HOUSE: No.

M5. LUSSON. It's just any changes or
nmodi fi cati ons would be verbally as presented
testi nony?

MR. HOUSE: That's correct.

in the
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MS. LUSSON:. Your Honor, with your indul gence, |
would like to re-present that cross exhibit for
Ms. Grace and indicate that one attachment is still
com ng. Due to an oversight, the wrong attachment
was attached.

BY MS. LUSSON:

Q Ri ght now, Ms. Grace, what |'m handi ng you,
"Il |l eave the cover page that you have and this is
the North Shore Gas customer nunbers --

JUDGE MORAN: |'m sorry, M. Lusson, you are
showi ng Ms. Grace what?

M5. LUSSON: This is back on AG Grace Cross
Exhi bit 4.

JUDGE MORAN: | thought you were not doing this
Cross Exhibit 4?

MS. LUSSON:. Well, I'mgoing to reintroduce it.

JUDGE MORAN: This again?

M5. LUSSON: W th the cover, with the corrected
attachment.

JUDGE MORAN: This would be the third sheet?

MS5. LUSSON: This would be the second sheet and

the third sheet is on its way.
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JUDGE MORAN: Tell ne what to do.

M5. LUSSON:. |I'mreintroducing AG Cross Grace
Exhi bit No. 4, renoving the attachment and
replacing it.

JUDGE MORAN: Renmovi ng the second sheet.

MS. LUSSON: Yes and replacing it with the new
page.

JUDGE MORAN: And then adding this page instead?

M5. LUSSON: That's correct.

MS. LUSSON: And with your Honor's indul gence,
the third page is com ng, which is the customer
numbers, year end customer counts for Peoples Gas.

JUDGE MORAN: So you are actually go to introduce
a 3-page cross exhibit?

MS. LUSSON: Correct.

JUDGE MORAN: We have two pages now and the third
page on the way?

M5. LUSSON:. Correct.

MR. HOUSE: Your Honor, | would just like to
clarify, with switching the pages, are you
suggesting that the coverage page, the first page

which is entitled | CC Docket Nos. 07-0241 and
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07- 0242, Peoples Gas Light and Coke Conpany and
North Shore's response to People of the State of
Illinois data request AG 5.01 through 5.31 should
be the cover to this response?
MS5. LUSSON: Yes, that's correct.
(Wher eupon, AG Grace Cross
Exhi bit No. 4 was
mar ked for identification
as of this date.)
MR. HOUSE: We are going to have to at | east be
given an opportunity to insure that all those
t hi ngs match, because the witness is not certain
t hat that was the case, nor am|.
MS. LUSSON:. Pl ease, accept it subject to check,
what ever you need to do to review it.
| was told by Mr. Borgard that M. Grace
was the witness that could sponsor customer
nunmber s.
JUDGE MORAN: Ms. Lusson, how | ong before we get
t hat page?
MS. LUSSON:. Hopefully, nomentarily.

My understanding is counsel for Peoples
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want to double check and make sure this attachment,
the cover sheet referenced the responses to AG 5.12
and 5.21. AG 5.12 provided customer numbers for
Peopl es Gas and 5. 21 provided customer nunbers for
North Shore. And counsel for Peoples would like to
see if there was a cover page to those separate
responses.

MR. HOUSE: There were, there was definitely a
cover page. And counsel for the People of the
State is using only one exhibit to a response to
append to another response that wasn't supposed to
be a part of it. In other words, there is a
m SSi ng coverage page.

JUDGE MORAN: And | understand and that provides
some clarification?

MR. HOUSE: It coul d. It could modify what was
in an exhibit or otherwi se speak to it. So we are
| ooki ng for the conmpl eted response

MS. LUSSON. My purpose was to construct an
exhibit, it obviously didn't go well, my purpose
was to construct an exhibit which had the

i dentifying question and then the attachnment
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limted to just the customer numbers.
JUDGE MORAN: | have an idea, why don't | do ny
gquestions, so we don't |ose tine.
(Change of reporter)
EXAM NATI ON
BY
JUDGE MORAN:

Q Okay. Ms. Grace?

A Yes.

Q | "'m going to ask you some questi ons. I
don't have your revised surrebuttal. So if
somet hi ng has changed that | should be aware of

during my questioning, please |let me know.

When City was doing their
cross-exam nation of you, they referred to one of
your exhibits that showed | ower -- excuse ne, your
testinony introducing an attachment that showed
| ower income -- consunmers -- |ow-income customers

consume nmore gas than higher customers?

A Yes.
Q | s that correct?
A That's correct.
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Q Is there -- or do you know if | ower inconme
customers contribute more to uncoll ectibles, or has
t hat anal ysis been done?

A | haven't done any analysis along those
l'i nes.

Q Okay. Thank you. Just the idea canme in ny
head.

Now, if I -- | understand if
under st and your testimony correctly, you present
both rate design based on M. Amen's enbedded cost
of service study?

A Yes.

Q And you also testify in your direct and
expl ain what the met hodol ogy for the vol ume
bal anci ng adjustment, which we refer to as VBA,
right?

A Yes.

Q And then, in further parts of your
testinony, | think it probably comes in in your
rebuttal, you explain the methodol ogy for
Ri der WNA, which is the weather normalization

adjustment, if | have that correct?
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A Yes.
Q Okay. Is your rate design proposal -- and
I mean that's all the -- all elements of it,

affected in any way if Rider VBA is adopted or
non- -- or not adopted, or it really stands al one?

Your rate design stands alone fromthe riders or

does it -- does it?
A My primary rate design stands --
Q Yeah.
A -- al one.

| made a comment in nmy surrebuttal

testimony that if Rider VBA is adopted or Rider UBA
is not adopted and the Comm ssion orders that we
recover separate distribution -- different
di stribution charges for sales and transportation
customers, then that credit should be made on a
per-customer basis as opposed to a per-therm basis
just to simplify the mechanics of Rider VBA

Q Okay. That's if VB- -- VBA is adopted and
t he uncoll ectibles --

A | s not adopt ed.

Q -- is not adopted?
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A Yes.

Q Okay. Now, M. Feingold, who we haven't
crossed yet, but who testified on the Rider VBA
itself, if | recall correctly, indicated that this
mechani sm has been used in a ot of -- or been
adopted by a number of state conmm ssions, and you
devel oped the met hodol ogy for that mechani sm.

| wonder if your methodology is the same
or substantially the same as the methodol ogi es
adopted in those other jurisdictions.

A The --

Q I n other words, did you | ook at other
jurisdictions to see how they do the methodol ogy
for the VBA and did you pattern your methodol ogy on
t hat or how did you maybe arrive at it?

A The nmet hodol ogy was devel oped to be -- to
be as sinple as possible. As a matter of fact, if
| could check a moment to go to my direct
testi nony.

Q Sure. Sur e.

A Okay. If you go to Page 46 of ny direct

testi nony, basically, when we devel oped Ri der VBA,
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there were several principles that guided the
devel opment of the mechanismitself and adjustnments
t hat woul d be derived from the mechani sm

We wanted to make sure that it would
only result in recovery of approved volumetric
di stribution margin; no more, no | ess

Q Hm hmm.

A That woul d be fair, symmetrical, and that
it would avoid any overlap with weat her,
conservation-related -- weather-related vol ume
vari ati ons, not be inmpacted by changes in the
number of customers and accurately conpute margin
i mpacts by using a margin-per-custonmer approach
rather than a single rate or rate that's derived
from subjective weighting of the Company's bl ocked
rates.

That being said, one of the
met hodol ogi es that's enployed by some utilities who
have t hese type of methodol ogies is based on a
mar gi n-per-customer basis. And that particul ar
approach is best when you have bl ocked rates

because you're only trying to recover the actual
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di stribution -- volumetric distribution margin
that's affected by this particular type of
mechani sm

We believe that is the sinplest of the
approaches that may be out there. | "m not famliar
with all of them --

Q Hm hmm.

A -- but this one is very sinple to
adm ni ster and to understand.

Q Okay. Thank you.

Can you -- can you outline for nme or --
again, it's sometimes difficult for me to remember
what M. Feingold said and what you said, but can
you outline for me maybe the basic differences in
met hodol ogy between the volume bal anci ng adj ust ment
and t he weat her normalization adjustment?

A Sure.

Q Oh, great. Thank you.

A The vol unme bal anci ng adjustnent is to
account for any differences in customer's usage, be
it weat her or any other usage variations. That's

why | take the difference in actual margin per
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customer versus rate case margin per customer, and
that rate case margin per customer woul d be based
on approved margins approved in this proceeding,
wher eas the weat her normalization adjustment would
only account for the weather conmponent of a
customer's bill and no other volume variations
caused by ot her reasons.

The VBA woul d be applied on a rate
class-specific basis using the margins for the
particular rate classes, whereas Rider WNA woul d be
based on a rate class-specific basis with
parameters, but it would be based on -- |I'm going
to try to be not really conmplicated with this.

It would be based on the difference
bet ween your normal weather and your actual weather
for the particular billing cycle where a customer
is being billed.

Q Okay. And then the adjustments are made in
t he next nonth? When are the adjustments --

A In terms of the VBA, VBA is determ ned --
you have to wait until you get-- until you have

certain actual booked revenue for VBA.
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So, for instance, in the nonth of
Oct ober - -

Q Hm hmm.

A -- to the extent -- you would determ ne
your actual margin per customer in October and you
woul d conpare that with your rate case margin per
customer for October, and that would show up on
custoner's bill, the adjustment, two months | ater.

Q Okay. Two nont hs?

A Right. Wth WNA, it's designed to be
what's termed real time, and it would be based on
the parameters that's in the Conpany's proposed

Rider NA -- WNA. And |'ve been saying WNUA. I

think I --

Q | know?

A | think I |ike that music station, but | do
it alot. It would be based on the WNA and it

woul d be based on the particular cycle that a
customer is billed.

So that is as real time as you can get,
whereas there's a two-month | ag for the VBA because

you need to get the actual data that's booked two
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mont hs prior.

Q | "'m going to ask you for something,

Ms. Grace. " m going to ask you to do -- to
transpose your descriptions, both today and in your
testinony, on both of these mechanisms, the WA
(sic) and the WNA, into a visual, a schematic that
shows the inputs, how the mechani sm works, when it
wor ks, when the adjustments are made.

JUDGE MORAN: That'll be ALJ Data Request No. 2.
That'll be, of course, served on the adm nistrative
| aw judges in this case as well as all the parties
on the service |ist
BY JUDGE MORAN:

Q Anot her thing that | want to ask you about
is in your rebuttal testinmony. And it's on
Page 56. And let's go to Line 1228.

A HmMm hmm.

Q Got it?
A Yes.
Q And that testimony tells nme that the

Conpany had applied for a WNA rider in these

docket s. What was the outcome of these dockets?
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A The Company filed a special petition for

t hese riders.

Q Okay.

A And - -

Q s it resol ved?

A No, the Conmm ssion denied it and

recommended that the Company file for this type of
rider within the context of a rate case --

Q Of a rate case?

A -- proceeding.

Q Okay. Okay. All right.

And you've done that, so...

Al so, there is a bill impact analysis in
your rebuttal testimny at Page 24. Well, the
actual analysis isn't there, but you nake reference
to it at Page 24, and you refer to certain exhibits
that, in fact, contain that analysis, correct?

A Yes.

Q And you al so say that the staff and
intervenor witnesses didn't do a bill inmpact
anal ysis, certainly not at that point in time with

you wrote this testinmny?
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A | haven't received any bill inpact
anal ysi s.

Q Okay. Well, that was ny question.

Have they done or have you received
anyt hing subsequent to that from any wi tness?

A No, your Honor.

So, in other words, your bill inmpact
analysis is the only one that's in the record?

A Yes.

JUDGE MORAN: Okay. Thank you.

| think those are all the questions |
have, Ms. Grace. Thank you.

|l will turn it back to Ms. Lusson, if
you're ready.

Did we find that exhibit?

MR. HOUSE: W did find a cover for the exhibit,
your Honor. It did not seemto modify or otherw se
amend what was contained on the exhibit.

JUDGE MORAN: Okay. Great.

M5. LUSSON: And this doesn't include the
North Shore, so you' re accepting the previous --

MR. HOUSE: We will, subject to check.
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M5. LUSSON. Okay. So | will then mark this --
t he other one was marked as AG Cross Exhibit Grace
No. 4. | will mark this as AG Cross Exhibit No. 5.
Your Honors, can | confer a moment with
counsel for Peoples?
(Di scussion off the record.)
M5. LUSSON.  Your Honors, AG Cross
Exhi bit No. 4, Grace, has a cover page, Peoples Gas
customer accounts, year-end customers accounts,
North Shore customer -- year-end custonmer accounts
and a revised response to AG 5.12, which has
updat ed year-end customer accounts for Peoples Gas.
So | would add this to AG Cross
Exhi bit No. 4, which is the revised Peoples Gas
customer numbers.
JUDGE MORAN: So you're adding a fourth page.
MS. LUSSON: It now has four pages.
JUDGE MORAN:  Okay.
MS. LUSSON:. Yes. "1l get some nore copies.
My understanding that the --
JUDGE MORAN: Excuse ne, but what you gave me is

already here, is it not? It |looks |ike the same
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thing as Page 3 already here.

CROSS- EXAM NATI ON ( CONT' D)

BY

MS. LUSSON:

Q So AG Cross Exhibit No. 4, Grace, contains

a cover page and two attachnments, one with revised
Peopl es Gas custonmer numbers and North Shore Gas
customer numbers.

Do you recogni ze these responses,

Ms. Grace.
A Yes, | do.
Q And are those true and correct customer

numbers for the Company?

A For year-ended Septenber, yes.

M5. LUSSON: And | would nove for the adm ssion
of AG Cross Exhibit No. 4, Grace.

JUDGE MORAN: Okay. Is there any objection?

MR. HOUSE: Your Honor, | would only reserve the
right to make certain that one of the cover pages
t hat we've not been able to verify is -- does not
modi fy anything, but we would do that subject to

check, and | spoke to counsel for the attorney
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general and she agrees.
JUDGE MORAN: Okay. Then that's fine
And this is -- this AG Grace - -
AG Cross, Grace, Exhibit No. 4, three pages is
accepted, admtted into the record subject to check
(WMher eupon, AG Cross Grace
Exhi bit No. 4 was
admtted into evidence as
of this date.)
MR. HOUSE: Yes, your Honor.
JUDGE MORAN: Thank you.
MS. LUSSON:. Thank you for your patience
JUDGE MORAN: That's okay.
MS. LUSSON. Thank you, M. Grace.
JUDGE MORAN: | just have one nmore question.
Not a follow-up. Something | forgot to ask.
FURTHER EXAM NATI ON
BY
JUDGE MORAN:
Q Ms. Grace, in terms of those two -- two
mechani sms -- or no. Well, the two proposals, the

WNA and the VBA, are you able to tell me today what
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t he Conmpany's preference is between those two or
does the Conmpany have a preference?

A Yes. The Conpany filed VBA as its primary

proposal --
Q Ri ght.
A -- and believes VBA is the most appropriate

mechani sm

Q Okay. And I'monly concerned because
think in later term-- later on in the testinmony,
and, admttedly so, there was nmore di scussi on of
the WNA, but that's because it was new at that
point, but it never -- |I'm wondering if your
revi sed surrebuttal contains anything on that?

A M. Borgard addressed this issue in his
testinony. So he stated Conmpany's position on VBA
and WNA in his testimony.

Q Okay. And so the last word is in his
testimony?

A Yes.

JUDGE MORAN: Thank you.

All right. Are there any other

gquestions for Ms. Grace?
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MR. FOSCO: Actually, could I have one foll ow-
to your question?
JUDGE MORAN:  Sure.
RECROSS- EXAM NATI ON
BY
MR. FOSCQO:
Q The Adm nistrative Law Judge Moran asked
there were any other updates to bill inmpacts and
you i ndicated that there weren't by staff or

i ntervenors, but isn't it true that staff sent a

up

i f

data request to the Company asking the Company to

provide an updated bill inmpact analysis?

A | believe that Judge Moran asked if staff
or intervenors had produced bill impacts and ny
response to her was accurate. I had said no.

Q That wasn't my question to you, though.

| was asking a follow-up to that. Di d

staff ask the Company to provide to staff an
updated bill impacts analysis?

A Yes.

Q And t he Conpany objected to that on

timeliness concerns; is that correct?
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A | don't remenber the exact wording of the
obj ection, but there was an objection.

MR. FOSCO: Okay. Thank you.

JUDGE MORAN: Okay. Any other cross for
Ms. Grace?

MR. HOUSE: Just a second, your Honor.

JUDGE MORAN: Then we'll go to redirect, okay?

(Pause.)

MR. HOUSE: Nothing further, your Honor.

JUDGE MORAN: Okay.

MR. RATNASWAMY': One moment .

(Pause.)

MR. HOUSE: Your Honor, there is just a matter
that | m ght to simply state for the record, and
don't necessarily believe that it requires a
redirect of Ms. Grace, but she mentioned that
M . Borgard's surrebuttal contains the Company's
final word on the matter and | believe it's in
M. Borgard's rebuttal testinony as opposed to
surrebuttal .

JUDGE MORAN: Okay. That's just a point of

clarificati on.
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MR. HOUSE: Yes.

JUDGE MORAN: | guess that's it then for
Ms. Grace, and thank you for comng in.

The next witness -- now, | know we have
a witness that has to -- that has to be put on
today. That's M. Crist.
Where is he?

JUDGE Gl LBERT: | think he's in the main hearing

room
(Di scussion off the record.)

JUDGE MORAN: Everybody raise your right hand

that's going to testify.
(W tnesses sworn.)

JUDGE MORAN:  Great.

MR. ROBERTSON:. Your Honor, in cases we've just
I dentified the exhibits wthout going through the
all the other stuff absent an objection from any of
the parties. Then the record will show what the
exhi bit nunbers are and you don't have to go
t hrough all that stuff, did you prepare it, is it
true and correct and all of that.

JUDGE MORAN: Yes. All right.
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(Recess taken.)
JUDGE Gl LBERT: Al'l right
Go ahead, M. Moore.

JAMES L. CRI ST,

called as a witness herein, having been first duly

sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY
MR. MOORE:
Q Coul d you pl ease state your nane.

A James Crist, Cr-i-s-t.
Q And | show you what has been marked for
i dentification as RGS Exhibit 1.0 containing --
entitled the Testi mony of James R. -- James L.
Crist containing 46 pages of testinony and two
attachnments.
| s this your testinmony?

A Yes, it is.

Q And if asked the same questions, you would

give the same answers today?
A Yes, | woul d.

Q Do you have any corrections to Exhibit

1.0,
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RGS?
A Yes, | do.

On Page 15, Line 15, I1'"m going to
replace the word "attenuate" with the word
"corresponding. "

On Page 19, Line 3, the correct docket
number 01-0470.

Page 23, Line 9, |I'm changing the word

we" to the word "is." So that'll read,

"recal lable nmeans that if a supplier is not using
the capacity."”

Page 30, Line 14, the end of the |ine,

we' re changing the word "if" to "it." So it reads,
"i's an inprovement over the current situation
because it results in more equitable recovery of

costs from cost causers.”

And Page 34, Line 16, the Senate Bill is
Senate Bill 1299, and that's the bill that directs
the electric utilities can --

JUDGE Gl LBERT: Okay. We have it.
THE W TNESS: Oh, okay.

BY MR. MOORE:
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Q Now, are there any other changes to your
testi nony?

A Not to the direct

Q Okay. Now, | show you what has been marked
for identification as RGS Exhibit 2.0, the rebuttal
testinony of James L. Crist, and this contains 29
pages of testinony and one exhibit?

A Two exhibits.

Q Two exhibits.

s this your rebuttal testimny?

A Yes, it is.

Q And if asked these questions, you'd give
the same answers today?

A Yes, | woul d.

Q And do you have any corrections to your
rebuttal testinony?

A Yes, | have two.

On Page 19, Line 17, |I'm going to
correctly spell Ms. Pishevar's nane.
P-i-s-h-e-v-a-r. She sent me an email on that.

Page 24, Line 29. And, here, |'m going

to replace where it says, "NAA (sic) Wtness
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Pi shevar." Strike "NAA W tness Pishevar." That is
M. Zack. It should be M. Zack.
Q Okay. And do you have any ot her changes to
your testimony?
A No, | do not.
MR. MOORE: At this time, | nmove into evidence
RGS Exhibit 1 and RGS Exhibit 2.
JUDGE MORAN: Any objections?
Admi tt ed.
(WMher eupon, RGS
Exhi bit Nos. 1 and 2 were
admtted into evidence as
of this date.)
JUDGE MORAN: \Who okay who has cross for?
MR. MROWCA: The Conpany does.
JUDGE MORAN: Pl ease.
MR. MROWCA: My nane is Jerome M owca, spelled
Mr-o-wc-a. |'mcounsel for North Shore and
Peoples Gas. And, M. Crist, | have a few

guestions for you.
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CROSS- EXAM NATI ON
BY
MR. MROWCA:

Q When did you begin working with Peoples Gas
and North Shore on your problenms with their Choices
CFY program?

A We had discussions with them |'m not sure
if I can pinpoint the month and the day, but it's
been over a year.

I n advance -- in advance of their merger
with WS, | said we've had discussions for over a
year beginning in advance of their nmerger with WPS.

Q Okay. And it is fair to say that the
utilities -- and I'lIl just try to use the word
"utilities" to refer to both companies -- they
haven't agreed to all your CFY proposals over the
time, have they?

A It's fair to say. It's accurate that they
not agreed to of all of ny proposals.

Q Okay. But they have accepted some of your
proposal s over time, haven't they?

A Yes, we've reached agreement on a few of

1011



10

11

12

13

14

15

16

17

18

19

20

21

22

t he proposals.

Q For exanple, they recently elim nated a
requi rement for a CFY supplier cap customer nmeter
nunber before the supplier could enroll a customer
in CFY program, didn't they?

A Yes, they did.

Q Okay. And they also elimnated the m ni mum
pool size of 50; is that correct?

A They -- yes, they did.

Q Okay. And in this case, they proposed to
increase their nonth-end tolerance fromtwo percent
to five percent?

A Yes, they're bringing that in line with the
existing tolerance that's in the Nicor tariff.

Q But it is a 150 increase fromthe current
mont hly tol erance?

A It's a three-percent increase fromthe

existing tolerance, two percent to five percent.

Q At your suggestion, they also noved the
ABG -- ABGC charge billing fromthe supplier to the
customer; is that correct?

A That is correct.
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Q Okay. And they're also increasing the --
proposing to increase the Rider P pool size |limt
from 150 to 200; is that correct?

A Can you repeat that? Which one?

Q They're proposing to increase the rider

pool size limt from 150 accounts to 200 accounts?

A | "m not sure if that was one of my issues

Q Okay. We'll nove on.

They are proposing to allow intraday end

user reallocation of confirmed gas deliveries; is

t hat correct?

A Agai n, not ny issue. | don't know.

Q Okay. How about they -- they' ve al so
proposed to drop the $10 enroll nent charge?

A That is correct.

Q Okay. And they're also proposing to
provide a credit for working capital for the CFY
aggregation charge?

A Yes -- yes. Credit for working capital.
That is correct.

Q Okay. Thank you.

You want the utilities to be obligated
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to supply your members with customer paynent data
including a | ate payment data; is that correct?

A Yes, | want the utilities to provide the
members with data which the customers have
aut hori zed concerning gas consunption history,
billing history and payment history.

Q Okay. But your nmembers aren't willing to
I ndemmify the conmpani es agai nst any custonmers
claims that the disclosure of that data to your
members was not authorized or otherw se
I nappropri ate?

A We haven't had discussions on the
i ndemmi fication issue. So the short answer is no

We haven't agreed to indemify the
Conpany of providing data -- of results of
providing data to the RGS members.

Q Okay. You claimthat Peoples doesn't
assign are a proportionate share of all of its
stored assets to CFY custoners; is that correct?

A Ri ght.

That actually is my major claimin this

case is that we don't have appropriate equitable
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shares of the storage or the rights to nmove gas in
and out of storage commensurate with the Conpany's
rights.

Q Okay. Well, do any of the RGS members
assign any aggregate -- a hundred percent of all of
their legal rights under their supply assets to
their customers?

A | woul d have no know edge of that.

Q At Page 43, Lines 15 to 18 of your direct
testinony, you stated that making all of the
changes that you're proposing to the CFY program
woul d reduce the utility's risk by shifting the
risk and responsibility of managi ng gas deliveries
and storage operations to CFY suppliers?

A Correct.

Q Okay. Do you have any docunents, studies
or analysis that supports that assertion?

A No anal yses that support that.

The shift of managi ng gas supply, the
responsibility and the risk of doing that, would be
with the supplier so that the shift of moving the

gas supply managenent responsibility to the
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suppliers. It then follows that the risk of
managi ng that goes with the suppliers.

Q Okay. But you're not suggesting that the
CFY suppliers would assume physical operational

responsi bility and control for managi ng the

utility's gas deliveries in storage, are you?
A No, I've not suggested that CFY suppliers
physically go in and manage any of the utility

oper ati ons.

Q Okay. Let's go on to Page 24 of your
rebuttal testinmony, please.

Looking at Lines 21 to 23, you're
suggesting that the Company should rely on the
standard contract |anguage to assume that the CFY
supplier has a customer consent to provide payment
hi story information; is that fair to say?

A Yes.

Q Okay. If -- if one of your custoners
scratches out the standard | anguage, how woul d the
conpani es know about that?

A I f -- now, keep in mnd the retail

suppliers deal with mass mar ket custoners. So
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we're talking residential and small commerci al.

| f a customer di sagreed with sone of the
| anguage, specifically the |anguage that we're
tal ki ng about which empowers the Conpany to get
billing histories, gas consunmption history and
payment history, then that would be an account
where the retail gas supplier would not request
such history from the Conpany.

Now, the practicality is they need the
gas supply history of that custoner. So | can't
envision and |I'm not aware of an example where a
customer has scratched out that |anguage in your
hypot heti cal example.

Q Okay. Let's look at Lines 23 to 25 on the

same page. The | anguage proposes that the

utilities make such information avail able
i mmedi atel y. s this like within 60 seconds or. ..
A No, the -- the immediacy requirement is

within a reasonable turn around time so that the
Company can have that billing and payment history,
and then based on that history, make a judgment as

to if this customer's current with their bill or
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not, and then forego the time and the expense of

going to an outside credit rating agency to get a

credit rating on the custoner.

Mr. Zack agreed to provide that

i nformati on. He j ust

says we'll provide the

information after the gas is flowing to the

custonmer . Well, that's a little too late to be

useful for the gas supplier to make a judgnment.

So I'm not talking about |'m not

providing information.

He just says he'll do it.

We just need it intime to make a --

MR. MROWCA: Obj ect.

It's way beyond the scope

of what | asked him for.

MR. MOORE: Not at

al | . He asked what's

reasonabl e and he can hear the definition of

reasonable is prior

to the delivery of gas.

MR. MROWCA: | didn't ask reasonabl e. | asked

what i mmedi ately meant.

JUDGE Gl LBERT: Al

he said, "we are not
and any things after

in.

right. From t he point where

tal king about, " strike that

it.

Everyt hing before stays

1018



10

11

12

13

14

15

16

17

18

19

20

21

22

Next questi on.
BY MR. MROWCA

Q Thank you.

Looking at Lines 25 to 27, providing
data for a period, the greater of the time period
that the custonmer has been receiving service from
t he Company for 36 months.

| f the customer's only been supplying --
bei ng supplied by the Conpany for a year, would you
agree the Conpany's only going to have one year of
payment data?

A Yes, they would have one year of payment
data, and this definition would say that they would
provi de that one year of data.

Q Well, it says the greater of the time
period the customer's been receiving service for 36
mont hs.

A They woul d have no data, for exanple, from
Month 13 to Month 36 to provide. But in the
event -- the reason | wrote that this way is in the
event they' ve been with the Conpany five years, all

'"m saying is --
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Q 36 nmont hs?

A 36 mont hs.

Q May | suggest that "greater™ should
probably be "l esser"?

A l"d go with that.

Q Okay. You'd have to admt that the receipt
of payment history from the companies thenselves is
not the only way for a supplier to determne if a
customer's a poor credit risk, wouldn't you?

A That's correct. Ri ght now, they go outside

and pay for credit reports.

Q Okay.
A It's an expense that we're tal king about.
Q There are other ways obtaining payment

hi story. That was going to be my next question.
Okay.

And there are independent conmercia
services that provide this service and, in fact,
sonme of your menbers use these services now?

A That's true. And the issue is merely
around the expense of doing so.

Q I f I understand your proposal about the
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assi gnment of storage capacity correctly, you are

proposi ng that during a withdrawal period, a

supplier

could withdraw up to 2.2 percent tines the

group's storage inventory as of Novenber 1 on any

day that is not a critical supply shortage day?
A Correct.
Q Okay. So under that hypothetical, the

supplier

woul d be able to withdraw 2.2 tinmes --

there's 30 days in Novenmber, right? Be able to

wi t hdraw 66 percent of its group storage inventory

as of

A

the cl ose of November 30th?

Correct.

MR. MROWCA: No further questions.

JUDGE Gl LBERT: No one el se?

about

Al'l right. M. Crist, | have a question

your proposal to have the conpani es purchase

bad debt

Q

fromyour clients.
EXAM NATI ON
BY
JUDGE Gl LBERT:

don't actually understand how that worKks.

" m | ooking at Page 31 of your direct.
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Let's take an exanple of a customer that
sinply paying pays nothing on the bill
A Okay.

Q At what point in time would that be --

woul d that debt be transferred to the utility?
A And |' m basing my program on ot her prograns
" ve seen.

So what wusually happens is a utility
renders the bill to the customer. And when that
bill becomes due is when the utility pays the
supplier that bill amount, whether or not the
utility has received payment fromthe customer.

So, in other words, the supplier's
whole. The utility's holding the receivable and
then has the responsibility to pursue that

coll ection of the receivabl e.

Q Okay.

A So it's when the bill's due.

Q And woul d that be a regul ar date?

A A normal wutility bill is due, say, 20 days
after being rendered, and a supplier bill, which
the utility does bill -- you know, we bill for the
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suppliers in this case. So it's due at the sane

time, 20 days after the bill rendered is customary.
Q Okay. Is your proposal Iimted to the
situation in which the utility is billing for the

supplier?
A Yes.
Q On Page 32 at Line 20 -- actually, Line 19,
If you take a | ook at that |ast sentence there
And -- well, it's a single sentence
So, to provide some courtroom drama, | can read it.
POR (phonetic) program allows suppliers to offer
their products to all customers regardless of their
credit history.
Al right. Now, if you take a | ook at
Page 38 of your direct. Take a | ook at the
gquestion and answer that there that starts on

Line 9 and runs through the Line 16.

A Okay.
Q Okay. So in support of your recommendati on
t hat customer data be released by the utility to

t he supplier --

A Hm hnmm.
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Q -- you say that this will, quote, enable
the -- well, the word enable is not there. ' m
sorry.

It will enable, quote, so that suppliers
may go about their business of evaluating potenti al
customer's creditworthiness.

Al right. So you want information --
cl ose quote. So you want information in order to
eval uate credi tworthiness. But on the due date of
the bill, if it's not paid, that becones the
responsibility of the utility?

A Let me explain the apparent perhaps
contradiction.

| f you have purchaser receivables, then
the marketers don't need to eval uate
credi tworthiness because all customers -- they can
approach all customers without concern about credit
because the Conpany retains the responsibility for
col l ecti ons.

Ri ght now, we don't have purchase
recei vables. So the marketers have to concern

themsel ves with creditworthiness, and that's why
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t hey would need this data, for exanple, to do a
credit assessment and to decide whether to take a
customer or not take a customer.

So i f purchase of receivables is
I npl emented as a result of this case, then they
don't need the billing and paynment history data.
I f purchase of receivables is, unfortunately, not a
result of this case, then they do need that billing
and payment data to better evaluate the
credi tworthiness.

Q Now, | ask this just because over the time
|'"ve been here, |'ve handled, let's say, consumer
conpl aint cases in which consumers have, for
what ever reason, established a record of nonpayment
with their utility. Maybe a gas utility. Maybe an
electric utility. Maybe telcom

I n any event, |I'm assum ng, because of
your sentence on 32, which we discussed from Lines
19 to 21, that customer, even if that customer had
a repeated bad debt, uncollected bad debt with the
conpani es involved here, would still be served by

the supplier and the receivable would still -- or
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responsibility for the receivable would still pass
to the utility?

A You' ve raised a good point. You're getting
into a level of detail that |I really didn't
descri be here; but in those cases, oftentimes,
utility programs tag a customer as this is a
consi stent, you know, bad debt customer and they
don't allow themto participate in choice prograns.
Because why move told them to a supplier knowi ng
they're only going to bad debt with a supplier and
then have to nove them back.

Q You're not recommendi ng that there be a
di scount associated with the receivables, are you?

A In -- | offered up two exampl es of
progranms, and the one that | reconmended was a zero
di scount program because we're in a base rate
proceeding right now. So we can do the forecast
and put it into the expected bad debt, correct.

JUDGE GI LBERT: That's all 1've got.

Redi rect?
MR. MOORE: W have no redirect.

JUDGE Gl LBERT: Okay .
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MR. MROWCA: Your Honor, 1'd like to follow up
on the purchase of receivables, since you raised
it -- raise a couple questions.

JUDGE Gl LBERT: No, we're going to nove on.
Sorry. There's no recross if there's no redirect.

Okay. M. Moul .

JUDGE MORAN: Okay. The next witness is Paul?

MR. JACKSON: Moul .

THE W TNESS: Moul .

JUDGE MORAN: Moul .

Okay. And he is a witness for the
conpani es.

MR. JACKSON: That's correct.

JUDGE MORAN: And this is attorney?

MR. JACKSON: Brad Jackson.

JUDGE MORAN: Okay. M. Jackson, you ready to

put your witness on?
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PAUL MOUL,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. JACKSON

Q Pl ease state your name for the record.

A Yes. My name is Paul Moul. That's spelled
M o-u-1, and my pronunciation of it rhymes with the
word owl .

JUDGE MORAN: How nice. That's so easy.
BY MR. JACKSON:

Q M. Moul, let's start with your direct.

You prepared two pieces of direct, one

for each conpany. NS or North Shore Exhibit PRM
1.0 revised; is that correct?

A Yes, that's correct.

Q And PGL or Peoples Gas Exhibit PRM 1.0
revised; is that correct?

A Yes, that's also correct.

Q Do you have any corrections to either piece

of direct testinmony?
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A

To the revised testinmny, none that |I'm

aware of at this tinme.

Q

And in connection with your direct

testinony, did you also prepare the exhibits which

have been marked North Shore PRM 1.1 through 1137

A
Q
t hat

A

Q

Yes, that's also correct.

And 1.13 includes Subparts A through H; is
correct?

Yes, that's correct.

And you have a simlar set of exhibits in

connection with your Peoples Gas direct testimony,

t hat
A

Q
A

Q

i s,

Peopl es Gas Exhibit PRM 1.1 through 1.13?
Yes, that's also correct.
Any corrections to the exhibits?
None that |'m aware of at this tine.

You also -- did you also prepare for this

proceeding joint conpany rebuttal testimony which

has been marked NS PGL Exhi bit PRM 2.0?

A

Q

Yes, that's correct.

Do you have corrections to that piece of

testi nony?

A

Yes, | do, and it's essentially one
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correction that needs to be made nine -- nine times
at the beginning in the first couple pages of the
testimony.

JUDGE Gl LBERT: ' msorry. Let me stop you. I's
this to rebuttal or surrebuttal?

MR. JACKSON: Rebut t al

THE W TNESS: Rebut t al

JUDGE MORAN: Rebut t al

THE W TNESS: And the correction that | have
there is to the --

JUDGE Gl LBERT: Let me ask you to wait. | " ve
apparently grabbed Mr. Feingold s testinmony instead
yours on rebuttal . "1l be right back.

(Pause.)

THE W TNESS: Your Honor, it's the sane
correction that needs to be made nine times in the
first couple of pages of the testimony and it has
to do with the spelling of Ms. Kight-Garlisch's
name. And | feel terrible about this correction
here. | know what it feels |like to have their name
m sspel | ed. It happens to ne often.

There's an extra "s" init, and |"'I|
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just run through the nine different occurrences at
t he begi nning of the testinony where that was made.
It was on line 13. You see there's an

extra "s" in the fourth letter, needs to be
removed. The same thing occurs on Line 24,

Line 27, Line 35, Line 38, Line 41, Line 52, Line
60 and finally at Line 114. And, afterwards, the
spelling clears up in the balance of the docunent.
| really do apol ogize for that error on my part.
BY MR. JACKSON:

Q I n connection with that rebuttal testimony,
did you al so prepare the exhibits which have been
mar ked North Shore/Peoples Gas Exhibit PRM 2.1
t hrough 2.47?

A Yes, | did.

Q And, finally, did you prepare the
surrebuttal testinmny which has been marked
North Shore/ Peoples Gas PRM 3. 0?

A Yes, | did that as well.

Q Do you have any corrections to that piece

of testimony?

A None that |'m aware of at this tinme.
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MR. JACKSON: Your Honors, |'d seek the
adm ssion of M. Moul's exhibits as identified and
with the corrections to his rebuttal testimony.

JUDGE Gl LBERT: | had stepped out. And |I when
returned, | heard the word "revised."” Can you
explain to me what that refers to?

MR. JACKSON: His direct testimony was revised.
There is an errata issued shortly after it was
originally filed. We nore recently filed a revised
version of his direct to incorporated those
corrections.

JUDGE Gl LBERT: Okay. Wbuld you have a copy of
that with you that | can retain?

JUDGE MORAN: Are there any objections to the
adm ssions of the testinmony as presented?

Hearing none, it is admtted.
(Wher eupon, NS/ PGL
Exhibit Nos. PRM 1.0, 2.0 and 3.0
were admtted into evidence as
of this date.)
MR. JACKSON: And the witness is tendered for

Cross-exam nati on.
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JUDGE MORAN: Thank you.
And who wi shes to start?
MR. REDDI CK: "Il start.
JUDGE MORAN: Hel | o.
CROSS- EXAM NATI ON
BY
MR. REDDI CK:

Q M. Moul, nmy name i s Conrad Reddi ck. I

represent the City of Chicago in this proceeding.

A Good afternoon
Q Let me show you first three responses to
data requests that have been marked for
identification as City Cross Moul Exhibits 3, 4,
and 5.
(Whereupon, City Cross Moul
Exhibit Nos. 3, 4 and 5 were
mar ked for identification
as of this date.)

BY MR. REDDI CK:

Q The one that's been | abeled 3 is a Request

No. CUB/City 4.08. 4 is a Request No. CUB/City

4.12, and 5 is Request No. CUB/City 4.13.
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Have you had a chance to take a | ook at

t hose?
A | have.
Q Do you recogni ze them?
A | do.
Q And were those responses prepared by you or

under your supervision?

A They were.

MR. REDDI CK: Okay. G ven the time, we can nove
ri ght al ong.

| request that these three exhibits be

adm tted and we can skip over these questions.

MR. JACKSON: No obj ection.

JUDGE MORAN: |Is there any objection?

MR. JACKSON: No.

JUDGE MORAN: Okay. Then please give me those
exhi bits again, numbers.

MR. REDDI CK: 4.13. ' m sorry.

JUDGE MORAN: No.

MR. REDDI CK: 4.08.

JUDGE MORAN: Exhi bit numbers.

MR. REDDI CK: 3, 4 and 5.
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JUDGE MORAN: Thank you.

MR. REDDI CK: Okay. Did you need me to do the
correlation?

JUDGE Gl LBERT: | do. " m sorry.

MR. REDDI CK: 4.08, 3; 4.12, 4; 4.13 is No. 5.
BY MR. REDDI CK:

Q Okay. M. Moul, turning to your testinmony,
woul d you define for us "investor expectations" as
you use that term in your testimny?

A I n which --

| nvest or expectations.
| heard you.
Whi ch of the testinonies?

Q Any one.

A Well, investor expectations has to do with
what investors could reasonably expect as an
outcome of an event or an occurrence. For
i nstance, what they m ght expect is the outcome of
a rate case adjudication. | mean, that m ght be
one expectation.

Anot her m ght have to be -- have to do

with the expectations insofar as sales or earnings
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or dividends. | mean, investors have expectations
on all sorts of things.
Q Well, with respect to the return on equity,

woul d you -- would you discuss the term"investor
expectations” in that specific context?

A Again, it impacts or it relates to a |ot of
different factors that investors would think about
or consider when they're deciding to take a
position in a particular security or to sell a
security, for that matter.

They m ght | ook at the expected earnings
of a company as reveal ed by annual forecasts. They
m ght | ook at expected earned returns. Here, |I'm
tal king about the ROE on a conpany. They m ght
have expectations concerning how rate cases are
deci ded. They m ght have expectations on how
di vidend policy is going to be applied going
forward. There's a whole host of elements about a
conpany that investors form expectations about.

Q Okay. And one of the things you mentioned

was that investor expectations with respect to a

particular utility's ROE m ght be based on what
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i nvestors expect this Conmm ssion to do, for
example, in this case in determ ning the
appropri ate ROE?

A Sure. That would be one of the things they
woul d consider. There' d be lots of things, too.

| mean, the sales of -- | mean,

obvi ously, what the Comm ssion does have a big
I mpact on that; but, you know, what the conpany
sales are and customer growth and all sorts of
factors.

Q So you're not using this termas a term of
art, meaning an estimate of a required return on

equity based on, mainly, objective market data?

A It could be used in that -- in that sense
as well, but I"mnot restricting it to that.

Q How are you using it?

A | "musing it in a variety of ways.

| "' m not saying that you couldn't use it

in that context because, indeed, you coul d.
Q So --
A " m sorry.
Q | *'m sorry. Fi ni sh your answer.
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A But you can use it in a lot of other
contexts as well.

Q Okay. In your testinmony, do you use it
consistently with one nmeaning or do you use it with
vari ous meani ngs?

A Vari ous meani ngs.

Q And could you tell us -- gee, is there an
easy way for you to describe to us where you used
whi ch meaning for this tern?

A We just have to go through the testinony
and identify instance by instance. | can't give
you a generic or rule of thumb that you could apply
t hroughout the testinmony.

Q So in some instances, we m ght be talking
about something that's fairly subjective; and in
ot her instances, you would be tal king about
somet hing that's based on objective market
informati on or data or quantitative data of some
sort.

A That's correct.

Q And in your testinony, you didn't attenpt

to distinguish in particular instances how you were
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using that ternt
A Oh, | think | did.
| mean, when | -- | tried to organize
the testimony in a |ogical fashion where | would
tal k about growth rates in one section of the
testinony or dividend yields in another or risk
prem unms in another. And | tried to be consistent

within that context of what investor expectations

woul d be, |ike earnings growth rates. I mean, |
was consistent there in defining, | think, what I
meant by earnings -- investor expectations insofar

as earnings growth rates go.
Q Well, let's take that one as an exanpl e,
earnings growth rates.
| nvest or expectations, as you use it in
your testinony with respect to earnings growth
rates, i s what?
The subjective meaning? The objective
meani ng? Something in between?
A | would say something in between.
Obvi ously, it's based on -- there's sone

hard data out there. Forecasts that anal ysts
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produce as reveal ed by the Value Line pages or the
| BUS (phonetic) consensus growth rates or the
Zack's consensus growth rates or the Reuters
consensus growth. There's hard data on that, but
that also is just sonebody's judgment of what they
think earnings are going to be.

But it affects investor's expectations
because i nvestors have know edge and access to this
i nformati on and they can use that in making
judgnments as to whether to buy, hold or sell a
security.

Q Hm hmm. Now, from the definition you've
given us, it seems to me that it's entirely
possi bl e that an investor would, |ooking at the
ki nds of things you' re |ooking at, have an
expectation of a certain return on equity from an
i nvestment; but at the same time, that expectation
m ght not be the same as the market-required return
on equity?

A That's right because investors are
di sappointed all the time. I nvestors may have

expectations of certain outconmes and they don't
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come to pass.

Q

i nvest or

al ways equal

Been a | ong day --

And | believe that's my point, that

expectations is a concept

particul ar security?

A That's correct.
Q Okay. | have three additional
data requests to show you and
been marked 7 -- no, 6, 7 and
(Wher eupon,
Exhi bit Nos

mar ked f or

as

BY MR. REDDI CK:

Q

And No.

CuB/City 4.02. No.

CUB/City 4.03,

CuB/City 4.04.

t hat

A

you

And are t
recogni ze,

do.

and No.

of this

7 shoul d

hese data

M. Moul ?

to the required rate --

that i s not

' msorry.

required return on equity for

a

responses to

| believe these have

8

City Cr

0ss Moul

. 6, 7 and 8 were

i denti fi

date.)

be the response to

8 shoul d be the

request

cati on

6 should be the response to

responses

response to

1041



10

11

12

13

14

15

16

17

18

19

20

21

22

Q And these two were prepared by you in
response to the data requests by the City and CUB?

A They were.

MR. REDDI CK: | move the adm ssion of City Cross
Moul Exhibits 6, 7 and 8.

JUDGE Gl LBERT: Any objection?

MR. JACKSON: No.

JUDGE Gl LBERT: Okay. They're admtted.

(Wher eupon, City/ CUB Cross
Exhi bit Nos. 6, 7 and 8 were
admtted into evidence as
of this date.)

BY MR. REDDI CK:

Q Staying with investor expectation for a
moment, it seems to me, and correct nme if I'm
wrong, that the nore subjective piece of investor
expectations could be based on sonmething |ike the
orders of Comm ssions in other states for ROE for
other utilities.

That m ght give an investor a subjective
expectation that this Comm ssion, for exanmple,

would follow that or try to come close to that. I's
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that a possibility?

A Certainly, it is, because those types of
decisions in rate cases are being rendered within a
regul atory framework that is very simlar from
state to state to state, unless you're in
performance based rates or sonme alternative rate
setting regime.

And since the overall framework of rate
base, rate of return regulation is common across
most of the states -- not all, but nost of the
states, when rate case decisions cone out, they get
wi dely publicized and they have an influence on
what i nvestors expect from conmpani es operating in
t hat industry.

Q Okay. But with respect to any one of those
particular utilities in that universe -- covered by
t hat uni verse of decision, with respect to any one
of those utilities, there is a required return on
equity that investors will demand based on the
ri skiness of that particular enterprise; am/|
correct?

A | don't think | understand your question.
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In the context of the rate case
deci sion?
No.
Oh, | m sunderstood your question.
| *m tal king about investor expectations.

Oh, okay.

o » O > O

Okay. So | ooking at investor expectations,
it seens to ne that investors | ooking at decisions
li ke the ones you described could have an
expectation that is different fromwhat is required
by the market to invest in an enterprise as risky
as any one of the particular utilities?
| f you're confused --

A | don't -- | don't believe so, because
i nvestors are sophisticated enough to realize that
regul ators are going to grant the returns necessary
to attract capital and provide returns that are
commensurate with the returns avail able on other
i nvest ments of corresponding risks. And | think
t hey know that those are the parameters that
establish how rate cases are deci ded insofar as

rate of return goes.
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Q Okay. So we can agree then that that's
what regul ators should award as the authorized
return on equity as you just --

A Sur e.

Q -- described?

But you acknow edge that utility

regul ators don't always get it right?

A We all make m st akes --
Q Yes.

A -- as it were.

Q Okay.

A Sure. They may not al ways get it right and
there's other things that can enter into the
deci sion- maki ng process -- and | don't know if we
covered it in one of these interrogatory responses
or not.

There's incentives that regul ators
provide to the utilities, recognition of management
performance sometime is reflected in rate case
deci si on outcones.

There are other things go into the m x.

| agree with you there
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Q Ri ght.
And some of the things you nmentioned
li ke rate incentives awarded by a Comm ssion or
various other nonquantitative factors that may go
into a Comm ssion's award of a return on equity
woul d affect -- you look Iike you're about to

answer somet hi ng.

A Wwel| - -
Q | "'m not even sure what the end of this
question is, so why don't | start over. You

di stracted me there.

Well, some of the things that you
menti oned as affecting Comm ssion decisions do
affect the amount of revenue a utility gets or the
ri skiness of the utility?

A Sure. And they become part of the
i nvestor's expectations.

Look what's going on, say, for instance,
at the FERC with all the incentives they' re giving
to building out the transm ssion system | mean,
those are so widely discussed now that they becone

part of investor expectations.
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| nvestors expect that utilities -- we're
tal king electrics now, not gases. That when it
comes to building out the electric transm ssion
net work, there's going to be some sort of
i ncentives built in to the kinds of returns that
regul ators are granting.

I"'ma little far afield of your
question, but those types of things become enbedded
i nvest or expectations.

Q And that may be the problem Let ne see if
I can make this as blunt as possi bl e.

G ven a choice between meeting the
expectations of investors who are | ooking at other
Comm ssion decision, who are | ooking at the weat her
forecasts, who are | ooking at the managenent
changes; given a choice between trying to match
t hose expectations and trying to determ ne
objectively what is the required return on equity
to maintain reasonabl e access to markets, which way
should the Conm ssion go?

A You need to consider both, because what has

to happen is that the return that comes out of a
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rate case decision has to be competitive with
returns that can be obtained el sewhere or the
capital's going to go el sewhere.

You can't create disincentives for
either the utility or the investor in a rate case
outcome, because then the capital is just going to
be attracted to alternatives.

Q Let me skinny that question down.

| f the Comm ssion that had a decision
bet ween nmeeting investors' expectations or
aut horizing a number that would maintain access to
the capital markets at a reasonable cost, which of
the two gets the Comm ssion's priority?

A | -- | maintain they have to consider both.
| don't think you can separate the two. | don't
think it's an either/or choice.

Q You mentioned di sappointed investors
bef ore.

| f the Comm ssion disappointed investors
by aut horizing an ROE that was |ess than their
expectations, you're not predicting that every

utility investor is going to flee the jurisdiction?
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A | "' m not saying that.

But what | will say is that when
regul atory decisions occur that seem for whatever
reason and by whatever standards apply, to be
punitive, investors take note, rating agencies take
note and it becomes more difficult to attract
capital in the same terms that they did beforehand.
And I'm not talking that maybe the capital's not
avail abl e, but there m ght be nmore stringent terns
or conditions attached to it -- to |lending capital
to a utility.

There are consequences of the types of
things we're tal king about here.

Q But if the authorized return before the
Comm ssi on deci sion was too high, the fact that
there may be sonme increnmental dimnution in access
to markets may not be a bad thing if it gets closer
to the true cost of capital, correct?

A Well, I'm not so sure | understand what you
by hi gh.

Q Too hi gh. Hi gher than the required return

on equity to maintain access to the capital
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mar ket s.

We' ve tal ked about Comm ssions making
m stakes. Let's assume that the Conm ssion nade a
m st ake, authorized return on equity that was too
hi gh. Now, should they correct it or should they
just keep it up there because someone has an
expectation of it?

A No, | think -- | think they have to | ook at
their decision in the context of what is going on
cont empor aneously in the regul atory arena.

| mean, if a regulator for whatever
reason -- | don't know why, but for whatever reason

t hought he was going to give a utility 15, let's
say, and everybody's else is getting 11, well, |
woul d apply the sane standard there as to the
alternative, whether it was too |ow.

Q s this a determ nation you would -- is
this an assessment that you woul d make here, taking
account of what else is going on in the world,
wi t hout | ooking at objective market data on what's

required to get investment in an enterprise of the

risk level of the particular utility?
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A " m not saying -- and maybe |'ve gotten too
far afield here.

| *m not saying that we should divorce
ourselves from the market evidence. I think it
provides a critical guide to where we need to be as
an outconme of a regulatory proceeding.

What |'m saying is that once we've
assenbl ed all that market data and taken a | ook at
it -- and, typically, you have ranges based upon
di fferent positions of the parties -- it's then up
to the regulator to exercise his or her discretion
to determne a return from that evidence that fits

expectations of investors as to what reasonabl e

regul atory outcomes ought to be. ['"m - -

Q | f you --

A You and | sitting here aren't the
deci si on- makers. | mean, we're merely setting
forth, you know -- providing the tools or the

gui dance to the decision-makers on where the
outcome ought to be
(Whereupon, there was a

change of reporters.)
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Q And | think we're about at the end of this,.
If | grasp what you're trying to say, if

we had established an objective market databased
estimate of the required return on equity, your
position is that the Comm ssion should nonethel ess
take account of the subjective expectations that
are abroad in the land in determ ning the
aut horized return?

A Yes, in selecting the point in the range as

a reasonabl e outcome in a rate case deci sion.

Q Al'l right. Let's move on to your rebuttal
testinony. | don't think you need to refer to it,
but | can give you a reference if you need.

You assert that if the Comm ssion
rejects PGL's proposed revenue assurance riders,
t hat your ROE recommendation should be adjusted
upward; is that correct?

A " m sorry. | wasn't paying attention.

Which rider?

Q Okay.
A One or all of them?
Q The revenue assurance riders, that would be
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VBA - -

A VBA, UBA, those types of things. Yes,

because the broad base of companies | |ooked at --
Q Excuse ne. | just asked if that was
correct.
A Yes.
Q Did you present a quantitative analysis in

your testinmony to quantify what that upward

adj ust ment should be?

A No.

Q I n your -- |'msorry. In your rebuttal
testimony -- and here | will give a reference.
It's Line 748 -- in talking about the proposed bad

debt and decoupling of riders, you assert that --
and | quote -- Investors generally expect gas
utilities to have regul atory mechani sns to deal
with these issues, end quote
Did I read that correctly?

A Yes.

Q Was the basis for this statement the fact
that 9 of 50 states have approved decoupling

mechani sms as you report in your direct at Line
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5887
Al'l of ny questions are Peoples Gas

gquestions.

A Yeah. ' m sorry. | can't find your
reference on Line 588.

MR. JOLLY: O the direct

THE W TNESS: Oh, of the direct. "' m sorry.
['"'m sorry.

BY MR. REDDI CK:

Q | may have the wrong reference myself.
A l"m still not finding it. Let's try North
Shor e.

Q Okay. Let's see.
A l"mtrying to crawl with you, but | don't

even think I suggested how many states had those.

Q Nope?

A | don't recall citing that statistic. I
m ght be wrong on that, but | don't really remember
doi ng that.

Q Well, 1'lIl check and if I am we may be

done sooner than we expect ed.

MR. JAVAHERI AN: | think it's in Feingold's.
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BY MR. REDDI CK:

Q | may have confused you

MR. JAVAHERI AN: 1t's right around Line 588 of
his testinony.

JUDGE MORAN: Oh, you are --

MR. REDDI CK: \Where is it?

JUDGE MORAN: You're referring to Feingold's.

MR. JAVAHERI AN: | think it's around 588 of
M . Feingold's.

BY MR. REDDI CK:

Q Well, let me ask you then, what is the
basis for your statement that investors generally
expect gas utilities to have regul atory mechani sns
to deal with things |Iike bad debt and decoupling?

A Because of my proxy group, which consisted
of nine conmpanies. Eight of the nine had such
mechani sms.

Q And how did you sel ect your proxy?

A | had six criteria.

Should | read them?
Q Well, et ne see if | can shortcut this.

Generally speaking, did you sel ect
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conpani es for your proxy group that had
approxi mately the sanme | evel of risk as the
conpanies in this case?

A That was the intention.

Q And the level of risk that those conpanies
and this conpany have are effected by whether they

have revenue assurance riders, aren't they?

A Yeah, but that was not a criteria.
Q Okay.
A That was not one of the six criteria to be

a menber of the group.

Q That's fine.

MR. REDDI CK: No nmore questions.

JUDGE Gl LBERT: There's one other bit, |
believe, by the AG.

MS. DALE: No cross.

JUDGE Gl LBERT: M. Moul, | guess |I'mthe next
one.
EXAM NATI ON
BY

JUDGE Gl LBERT:

Q |*"m going to direct -- would you take a
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| ook at Page 17, please.

A | have that, your Honor

MR. JACKSON: Your Honor, is this the Peoples
Gas direct?

JUDGE Gl LBERT: Yes. And unless | indicate
ot herwi se, just assume |'m tal king about Peoples.
BY JUDGE GI LBERT:

Q Woul d you take a | ook at the paragraph that
starts there at Line 375 and runs on to the next
page.

A Yes, sir.

Q There's a kind of growth process or
evol ution of growth that you describe there

Are you saying that this applies to gas
utilities in the same way that it would apply to
any other enterprise?

A In the long run, | would say, yes. The gas
utilities are faced with the exact sanme types of
changes in their business profile that would run
them t hrough these different changes.

Q Can you quantify the long run as you've

just indicated.
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A Yes. The long run would be the third or
st eady stage where you have a mature company, which
iIs expected to have stable earnings and payout
rati os and so forth.

Q Al'l right. And would you characterize
Peopl es as a steady state stage enterprise?

A Yes, with a qualification. Utilities
generally are put into that third stage because
they are in a mature industry often with steady and
predi ct abl e earnings and payouts. But as | said in
the foll owing sentence, these stages do repeat
t hemsel ves over time. And we could |eave the third
stage and start the cycle all over again.

But as of today, | would put them in the
third stage, yes.

Q Okay. And woul d you have the same opinion
with respect to North Shore?

A Yes.

Q | want to point you to two things and maybe
you can help me understand how they work together.

Look at Page 6 of your direct and if you

take a ook starting at Line 135, actually, it
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woul d be the last |line on the page, the sentence

begi nning there and running through to Line 0160.

Wait a m nute. " m sorry. I don't mean 160. I
mean 137.

A Yes, | have that.

Q Okay. And there you're saying -- and ||

summarize this so I could nove on to the
comparison -- that a beneficial -- the beneficial
i mpacts of the proposed riders will at |east
directly manifest at the credit quality |evel,
meani ng cost of debt, rather than cost of equity.
Have | fairly summari zed you there

bef ore we nove on?

A Yes, your Honor, you have.

Q Okay. Then if you | ook at Page 9, again of
your direct, |ook at Line 188 and toward the right
there you'll see a sentence beginning with the word

"so" and if you just take a | ook down through that

par agr aph.
A Yes, | see that.
Q Okay. So here you seemto be placing nmore

wei ght on the inmpact on cost of equity rather than
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cost of debt.

And am | -- am | putting two things
together that | should not be putting together?
Woul d you just want to expand on what you said
there?

A No, | think you see a |inkage there; but
what | think I"mtrying to say is that the fact
there's an impact credit quality or credit risk are
reveal ed most directly in the ratings and yi el ds
and the bonds and you can see that fromthe actions
of the rating agencies, but it is also a
building -- a building block upon which the equity
return i s devel oped because equity return requires
addi ti onal conmpensation because of the additional
risk and last in line and so forth and so on as
opposed to the |l ender's position.

Q And as you're | ooking for that bal ance of
I mpact, on the one hand, bond quality and on the
ot her hand, cost of equity, is there a way to
quantify that?

A Well, | do. It's one of ny nodels, the

ri sk prem um approach where | build the cost of
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equity on top of the yield of public utility bond.
| mean, that is one of nmy methods.

But at the same time, when we got back
to the earlier passage of testinony, what you see
as a reaction to sonme of these riders is manifested
mostly in the statements by the credit rating
agenci es and what they' ' re expecting insofar as, for
| ack of a better term a revenue stabilization
mechani sm

| mean, that's what rating agencies are
expecting today. It's all across the industry.

And if you don't have it and everybody el se does,
they're going to put a strike against you.

Q Okay. And primarily -- say more than half
if you were to quantify that -- that does go to

cost of debt rather than cost of equity, does it

not ?

A Yes. | think that's where it shows up.
Most, it's the nost preval ent place that that shows
up.

As | said, the credit rating agencies

really expect LDCs to have these kind of
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mechani sms. And if you don't have it, it's a
stri ke against you, in their m nd.

Q Take a | ook at Page 8 of your direct, Line
171. And you're saying there that the potenti al
return on capital represents the primary focus of
I nvest ors.

If I'"'m the investor and |I'm purchasing
an equity, part of how | measure ny return would be
a change in stock price, hopefully upward.

| s that part of what you're talking
about here or are you only tal king about dividend?

A No, absol utely. It's the total return.
It's the income you receive during your hol ding
period as well as what you hope to sell the
security for eventually.

Q Do the nmpdels that you used, either the DCF
or the CAPM, the C-A-P-M 1include an elenment for
appreciation of stock price?

A Yes, DCF does. That's the growth component
because what you're really saying is, Well, we | ook
at earnings growth, but what we're really saying

is -- in the model -- what the nodel is saying to
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us is that with a constant price earnings multiple,
the share price will go up at the sane rate as the
earnings growth. So that when you decide to sell,
whet her it's next week, next year, 20 years from
now, in the long run, the share has appreciated in
the same rate as the earnings growth and then
you'll be able to realize your growth in the sale
price of the stock.

Q Okay. So earnings growth becomes the proxy
in your model for share price appreciation?

A Correct.

Q Al'l right. And so you assume that those

two things will move in | ock step?
A Yes, because one of the tenants of DCF is a
constant price earnings nultiple. So with the

constant price earnings nultiple, the share val ue
will increase at the sanme price as earnings will.

Q Okay. Let's take a |look at your rebuttal
Let's start on Page 30. And this is a question
really that | have for all of the witnesses who are
utilizing the DCF and CAPM nodel s.

What is the "M in CAPM is that model ?
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A Mm hmm.  Yes.
Q So you' ve seen the CAPM or the DCF.
Well, let me point you to something.

Line 667 on Page 30, the second sentence, CAPMis a
valid measure of cost of equity. All right. Let's
conmpare that with the top of Page 32, Line 669, the
traditi onal CAPM has a tendency to understate the
required return for companies with betas |ess than
1.0.

A | " m sorry. Your Honor, | |ost you.

Q Page 32.

MR. JACKSON: Of the direct.

THE W TNESS: Yes.

JUDGE MORAN: No. No. No. | shouldn't have
said that. No, 32 of the rebuttal.

THE W TNESS: 32 of the rebuttal and 30 or the
rebuttal ?
BY JUDGE GI LBERT:

Q Oh, did | say 30 of the direct? |
apol ogi ze.

A No. No. No. You said 30 of the rebuttal,

what | got |ost was the 32 part of it.
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Q Okay. So we're comparing a couple of
t hi ngs on Pages 30 and 32 of your rebuttal
testimony.

A Oh, there you go. ['"mwith you now

Q Okay.

A You're on Line 700.

Q Yes. Actually, starting on Line 699 and

goi ng over to 700.

A Sure.
Q Okay. So, on one hand, we have a nodel
that is a valid measure of cost of equity. On the

ot her hand, we have a nodel that at |east in one
respect tends to underestimate a required return.

We can add the fact that the CAPM has
produced a result that is, | think, dramatically
different than the DCF at | east as utilized by
certain witnesses in the case.

What good then is the CAPM nmodel ?

A Let me address the first part -- or the

first observation you nmade.

The shortcom ng of the model | cite at

the top of 32 manifests itself directly for
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utilities having betas |ess than one, which are
typically utility betas, because under the
condition | describe on Page 32, the CAPM produces
a return lower than what investors really require
And why is that? There's a potenti al
for m sspecification of the nmodel. The
i ntercept -- maybe | can draw this. It works a | ot
better when it's drawn. A picture is always worth
a thousand wor ds.

Q Just so the record captures it, you have
created a small graph on a piece of |egal paper?

A That's right.

JUDGE MORAN: You can mark that and put it in --

JUDGE Gl LBERT: I don't know if we're going to
need it.

THE W TNESS: The scale is really lousy with
what | did here, but anyway. " m sort of
embarrassed by what | just did.

What |"'mtrying to descri be here --
there's solid line and -- believe it or not that's
a dotted line, the empirical market |ine of the

CAPM with a risk-free rate of return has a | ower
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i ntercept and a nuch steeper slope than the

empirical mar- -- empirical market line -- |I"'Ill get
it out -- of the CAPM which is sometimes called
the zero beta formof the model. There's this gap

here which caused --
MR. JACKSON: \When you say "here," what are you
pointing to?

THE W TNESS: Oh, the gap between the RF and the

There's this gap that shifts the pitch
of the line. And that's what I"mtrying to
descri be over here. So for all the stocks with
betas | ess than one, which are the utilities, the
CAPM i s producing a return too | ow

Now, there's a couple ways you can deal
with that. One of the ways you can deal with it is
go to a zero form of the CAPM. And |'ve seen
wi t nesses do that. It's not real popular in rate
cases, but it's submtted once in a while. So
there are remedi es ways to remedy that shortcom ng;
but | don't think that if you recognize this, it at

all invalidates the useful ness of the CAPMin a
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regul atory proceedi ng. It's just something you
have to be m ndful of when you go through the
exercise.

BY JUDGE Gl LBERT:

Q Okay.

JUDGE MORAN: So you said it does not invalidate
it?

THE W TNESS: | nval i date it.

JUDGE MORAN: Okay.

BY JUDGE GI LBERT:

Q In that sentence that we read on Line 699,
as | listen to you kind of restate it orally, |
realized that there was a key word in your written
testinony and that's the word "required” and -- as
it appears on 699.

And there when you say, Understate the
required return -- and | assunme this relates back
to your conversation with M. Reddick, you're
tal ki ng about investor expectation there or
required an order to attract someone to buy your
stock or your paper or which?

A Required return here I"musing in the sense
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t hat here we have a model trying to come up with a
number and because of a specific m sspecifications
or an om ssion within the parameters or the model,
you can come up with a result, especially for betas
| ess than one of a return |lower than what's really
required if you make this adjustnent.

Q | s that adjustnment that you've just
descri bed an adjustment you've made in your
testi nony?

A No.

Q | didn't think it was; but | thought,
per haps, you used a different descriptor and |
woul dn't know t hat .

Okay. Okay. Let's | ook at Page 34,
again, of your rebuttal, the sentence starting on
Line 751 and goi ng over to 752.

Al'l right. When you refer there to the
ot her market factors that may offset decreased risk
associated with the riders, | assume you're
speaking in the abstract and you're not -- you're
not asserting that under the circunstances of this

case that this, in fact, will happen?

1069



10

11

12

13

14

15

16

17

18

19

20

21

22

A Can | have a second, your Honor? | want to

read what my whol e response was.

Q Sure.
A Can | have that question read back to me,
pl ease?

JUDGE MORAN: Wbould you read the question back?

JUDGE Gl LBERT: | can just restate it, maybe it
wi |l save some time.

BY JUDGE Gl LBERT:

Q You' re using there a subjunctive, you're
saying it may offset.

Are you saying -- or, for that matter,
is it your belief that the other market factors you
refer to there are, in fact, offsetting decreased
ri sks associated with the riders in this case or in
the two cases that we have here?

A | don't think I'm saying that. I " m not
sure that the sentence is particularly well-worded.
l"mtrying to convey what | was attempting to
there. |I'm talking about market factors aside from
t hese riders.

Q Well, right, | understand that.
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A Oh, okay. " m sorry.

Q Yeah.

A But then | guess | still don't understand
your questi on.

Q Well, you're not asserting that those ot her
mar ket factors in this particular case are, in
fact, offsetting the decreased risks associ ated

with the riders being a proposed in this case?

A No, because we don't know.
Q Okay. So this is just a generic count?
A Yes.

Q Okay. Do you have a way of quantifying
t hat, by the way, the -- how those ot her market
factors m ght offset decreased risk?

A No, because in the many years that |'ve
been doi ng these types of studies, other than for a
very few factors, such as |everage, size, nmaybe one
or two others, it's alnost inmpossible to apply
these models and try to isolate how much any
particul ar change in the conmpany's fundanment al
woul d i mpact the cost of equity. It's not that

much of a science, what we're doing here.
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Now, for some factors, it does |end
itself to quantifications, |like, size -- inmpact on
cost rate relative to size can be neasured. |
mean, that's pretty well accepted. Fi nanci al
average can; but these other factors, | wouldn't
even know how to begin to do that.

Q Al'l right. Movi ng on to surrebuttal,
Page 7. And as | see this, I wish | would have
brought this up before in connection with the
previous question; but if you | ook at the sentence
begi nning on Line 157 on Page 7 -- all right. And
you're acknow edging there that the DCF results can

be close to or for that matter bel ow the cost of

debt?
A No, |I'm not suggesting that at all.
Q | mean, that cannot happen?
A | did not intend to convey that at all.

Q Okay. So when you say, quote, When the DCF
results are close to or even bel ow the cost of
debt, closed quote, that can't happen? You're
sayi ng that does not happen?

A | *m not saying that the DCF can't produce a
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result that shows that. What |'m saying is that
when you detect that to occur, that those results
have no meani ng because the cost of equity can't be
equal to or less than the cost of debt. It just
can't be.

Q And - -

A But I'm not saying that DCF coul dn't
produce nunbers |ike that because we've seen it in
this case.

Q Exactly.

A But when you encounter those nunbers, when
you run into those nunbers, | mean, you can't rely
on them because it just doesn't make any sense

Q Okay. And you refer to those as obviously
unrealistic results and that they nust be renpved.

| guess |'mjust going to repeat what
said before, what -- what reliability can we then

assign to the DCF?

A In this market, it's producing sone very
odd -- odd outcomes. | mean, there's no getting
around it. The mechanics of DCF can produce the

ki nd of numbers we're seeing. The question then
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becomes -- and | used this word in my surrebuttal
"Il use it again -- do they pass the stiff test?
I mean, when the DCF is producing a nunber that's
| ess than the cost of debt, to me, it's useless,
t hat nunber .
Q Well, you know, | mean, | will say | had
hoped that a side benefit of having this job is |
| ear ned sonmething on how to nake a few bucks in the

mar ket and your nodel is not doing that.

A If I knew how to do that, |1'd be doing that
mysel f.

Q You woul dn't be here.

A Yeah.

Q Okay. Let me take you to Page 12 of your
surrebuttal. All right. And, actually, | think
the fair thing is to start you off at the bottom of
Page 11 on Line 251 and have you read that sentence
in its entirety before | ask you anything.

A Okay.

Q Al'l right. And you're talking there about
having a return that's conparable with the returns

approved for other gas utilities?
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A That's right.

Q And the necessity of having that
conparability in order to attract capital ?

A Correct.

Q Okay. There's a kind of chicken and egg
content to that -- "content” is not the right word.

It's a kind of chicken and egg process

| mean, someone sets sonmewhere a cost of equity and
then by this principle, which I think makes sense
by the way, but by this principle then everyone

el se has to march in |ock step?

A It produces circularity, you're exactly
right. Chicken and egg, circularity, however you
want to describe it. But in the same -- and for

t hat reason |I wouldn't use this as the way to get
to the answer because you do have a choice of
evidence that's been presented. Every party has
their various positions. And it just seens to me

t hat how you bal ance that and come out with a
reasonabl e outcome has to fit within this
parameter. And there is -- | agree with you, there

is a certain amount of circularity to that.

1075



10

11

12

13

14

15

16

17

18

19

20

21

22

But it doesn't alter the fact that if

the utilities wind up with a return that isn't -

doesn't fit this criteria, investors are going to

be upset and direct their capital to the

alternatives that do produce that.

Q well - -
A Those returns, | nmean.
Q Okay. Well, 1 thought about the

circularity and | thought about what woul d enabl e

you to break it. And |I'm assum ng risk would be

part of that, that if you could say a given

enterprise has less risk or nore risk, you could

break out of that circularity?

A You could do that.

Q Are there any other elenments you could use?

A The incentives or penalties that sonmetimes

come out of these types of proceedings.

Q Which, in a sense, are a part of risk, |
guess?
A Yeah, they become part of -- it goes back

to nmy earlier conversation about the incentives on

the electric transm ssion side; but they al nost
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become i nbedded as part of the expectation, too.

Q Okay. At the top of 14, again, on your
surrebuttal starting there on Line 297 and the
sentence that begins with "M. Thomas," if you just

want to read from there through the end of the

par agr aph.
A Okay.
Q Al'l right. | " m wondering if there's not

another circularity here and respond as you will.
["1'l put out -- I"Il put that out as a proposition
and respond as you want to.

The whole point of the riders is to take
these unsystematic risk factors and make them
systematic, isn't it?

A No, because the statistics or the math
behi nd betas woul d never get you there because
it's -- | forget what the fornula is. It's the
variance over the covariance or the other way
around, whatever the math is.

Mat hematically, it's the way the stock
price moves relative to the rest of the market.

Q Mm hmm.
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A And that's a measure of systematic risk.
And these riders, VBA, UBA, whatever they are,
they're company specific so they're unsystematic
and you woul d never find that reflected in any
cal cul ati on bet a. I mean, the math just doesn't --
I mean, it's just not there.

Q Ri ght. And the classic definition of beta
with respect to systematic elements has to do with
t he movement of the market as a whol e?

A Correct. It's how your stock noves with
the rest of the market.

Q Okay. All right.

JUDGE Gl LBERT: " m good.

Redirect?

MR. JACKSON: May | have a monment.

JUDGE Gl LBERT: Sure.

(Wher eupon, a discussion was had off the record.)

MR. JACKSON: | just have a couple of questions

on redirect.
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REDI RECT EXAM NATI ON

BY
MR. JACKSON:
Q M. Moul, in your discussion with
M . Reddi ck about -- on one hand, | think he was

using the term "objective market nodel results”
versus "more subjective investor expectations.”
wanted to kind of get -- return to the end of that
di scussion. And | heard you say that -- why don't
you say in your own words -- tell us how they fit
t oget her.

How do the -- in your view, how do the
i nvest or expectations affect or be taken into
account along with the market nodel results?

A Well, the market model results produce sets
of figures. And | think any cost of equity witness
woul d be quick to tell you that there's a certain
amount of subjective in applying any of the nodels;
but, nonethel ess, all of them produce an answer.
Some of them produce answers that are nmore or |ess,
you know, within certain acceptable parameters,

tal ki ng about the DCFs | ess the cost of debt. |
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mean, | don't know what that tells you.

But when you establish the parameters
fromthe market models, yes, then there's sonme
subjectivity as to where you pick the point in the
range from-- I'll call it the hard evidence, the
application of the nmodels that we do in these kind
of cases. And there's just no getting around the
fact that subjectivity comes into play. And it's
the classic and form judgnent that the decision
maker has to make to come up with a return that
fits the established standards of what investors
expect as an outcome within certain parameters.

Q And by "parameters,"” you mean the
results --

A Of the market model s.

Q -- of the market nodel s?

A Correct.

Q So your approach would not call for
applying the subjective factors to take the
aut horized rate or return out of the range that

wer e devel oped through the market model s?

A No. | would establish the range with the
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outcomes of the market nmodels and then apply some
i nformed judgnent as to where you place the
utilities within that range.

Q Judge Gi | bert asked you some questions
about the validity of the DCF and CAPM nodel s.

Would it be fair to say that each of
t hose models has its issues?

A Yes. Every model of the cost of equity --
since you can't measure the cost of equity
directly, you can't pick up this nmorning s paper
and | ook up what the cost of equity is for any
particul ar company, mpdels have been devel oped
sinmplifying models that focus on certain elements
of return, whether it's yield and growth or
systematic risk or what have you. All the nodels
have limtations. They're all imperfect. There's
a whol e host of elements that the models don't
address and weren't really intended to address

So that's the reason you use nore than
one model because of the infirmties that are
i nherent in all the nodels is the reason that you

want to use nore than one. You don't want to tie
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yourself into one nodel because there's infirmties
in each.

Q | s that another reason to also | ook to the
collection of factors that you're referring to as
the investor expectations?

A Exactly. That's why you need to set up the
range and then | ook at investor expectations.
That's, you know, how rate cases are typically
deci ded.

Q Woul d that also be another reason to reject
M. Thomas' position that you | ook only at the
financi al model s?

A That's right, because that's not what
regul ators do, that's not what investors expect.

MR. JACKSON: That's all | have. Thank you.

JUDGE MORAN: Recr oss?

MR. REDDI CK: l"m-- | was sitting here
contenplating a motion to strike, but | don't
believe Mr. Thomas' testimny was discussed either
by me or by you. |I'm checking nmy menory.

JUDGE Gl LBERT: If we bear in mnd that | think

he said the same thing in his testinmny anyway,
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does it really matter?
Anyt hi ng el se?
MR. JACKSON: Not hi ng el se.
JUDGE Gl LBERT: Ckay. Thank you, M. Moul.
JUDGE MORAN: Thank you.
(Wher eupon, a discussion was had off the record.)
MR. JOLLY: The Citizens Utility Board and the
City are going to call their next witness,
Chri stopher C. Thomas.
M. Thomas has prepared two pieces of
testinony for this proceeding. His direct
testi nony consists of a cover page, a table of
contents, a list of exhibits, 81 pages of text and
five exhibits.
(Whereupon, CUB/City Exhibit Nos. 1.0 and 2.0

were marked for identification, as of this date.)
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CHRI STOPHER C. THOMAS,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. JOLLY:

Q M. Thomas, do you have any corrections,
changes, additions you' d like to make to your
testinony at this time?

A | don't.

Q And if | were to ask you the questions set
forth in what has been marked as CUB/City Exhibit
1.0 today, would your answers be the sane?

A They woul d.

MR. JOLLY: And Mr. Thomas has al so prepared
rebuttal testinony, which consists of a title page,
a table of contents and an exhibit list, 29 pages
of text and three exhibits.

BY MR. JOLLY:

Q And do you have any changes, additions or

modi fications you'd Iike to make to your rebuttal

testinony at this time?
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A | don't.

Q And if | were to ask you the questions set
forth in CUB/City Exhibit 2.0 today, would your
answers be the sanme?

A They woul d.

MR. JOLLY: I move for the adm ssion of CUB/City
Exhibit 1.0 and the attached five exhibits and
CuB/City Exhibit 2.0 and the attached three
exhibits.

And | tender the witness for
Cross-exam nation.

JUDGE Gl LBERT: Obj ection?

MR. JACKSON: No obj ection.

JUDGE MORAN: Adm tt ed.

(Whereupon, CUB/City Exhibit Nos. 1.0 and 2.0 were
adm tted into evidence.)

JUDGE Gl LBERT: Go.

MR. JACKSON: | have some cross-exam nation.

CROSS- EXAM NATI ON
BY
MR. JACKSON:

Q Good evening, M. Thomas.
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A Good evening.

Q You testified in the Nicor Gas rate case;
is that correct?

A That's correct.

Q And the Comm ssion order states that you
argued in that case that a three-nonth average
stock price is the nmost supportable approach to
I ncorporate stock price into a DCF analysis since
evidence on the efficient market hypotheses seens
contradictory.

|s that a fair characterization of your
argunment in that case?

A That is.

Q Okay. And your order also states that you
use that three-nonth average stock price in order
to bal ance the view that markets are efficient with
t he growi ng body of evidence that suggests that
mar kets may not price securities appropriately in
the short-term

Does that also fairly characterize your
argunent in that case?

A |t does.
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Q Can you identify the growi ng body of
evi dence that you were referring to in that case?

A As | sit here, I can't because | --
obviously |I didn't testify to those issues in this
proceedi ng. I kind of brushed over them and I
didn't place a | ot of weight -- or a | ot of
research right nowin this case on those issues,
but ...

Q Was the evidence you're referring in that
case simlar to the types of evidence you've used
in this case, for exanple, academ c published
articles, analyst's analysis? Can you at | east
characterize those types of evidence?

A Absol utely. Those two categories would
have been the primary sources of evidence as well
as mar ket data, you know, would have been such as
t he technol ogy bubble that burst in the late '90s
when stocks were grossly overval ued. | think
that's one exanmple of some of the optimsmthat's
existed in the stock market or asset pricing.

Q Have you continued to | ook at that issue

since you testified in the Nicor case?
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A | haven't spent much time with that
specific issue. My focus has been on ot her issues,
as described in my testinony.

Q | would take it then that you woul d agree
with M. Moul at |east with respect to the point
that using a spot stock price froma single day is
probl ematic?

A Yes. And | believe | said that in ny
responses to Mr. Moul in one of my appendices.

Q Okay. Would you agree with himthat
i nvestors use a long-term perspective and consi der

both historical and forecast of stock performance

dat a?
A In some respect, yes. | think that forns
part of their global expectations. Yeah, | would

agree with that.

Q Woul d you agree that the use of a single
day spot price results in a data point that's
qui ckly out of date?

A Wth respect to stock prices, yes.

Q Now, Mr. Moul in, | believe, his

surrebuttal tal ks about the concept that if you're
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going to use a single day spot stock price to
determ ne an authorized return, you ought to at
| east update that spot price date close to when
you're making that determ nation or when the
Comm ssion's maki ng that determ nation.

Do you have a -- or do you agree with

t hat approach?

A That is problematic, |I think, froma
process standpoint. It's difficult, especially for
the judges, | mean, in cases |like this when you've

got so many issues to nmake a decision when you
don't really set a cutoff point for when you start
to collect data.

So | don't really have a good answer to
t hat . I know in my experience it's been typically
the data that was filed with the direct testi nony
unl ess there was a substantive update.

Q Okay. Let's put aside, though, for a
second the process of practical problenms and how
you do it in the context of a contested rated
proceedi ng; but conceptionally from an anal yst

point of view, if you're relying on a single day
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stock price to set or at |least as a factor to set
an aut horized rate of return, wouldn't you want
that -- the day of that data point to be as close
to when you're setting the authorized rate of
return as possible?

A | f you accept the prem se that that is an
accurate measure of the investor's expectations
I mbedded with the stock price, then I think that's
fair.

Q And in this case, you agreed with
M. Moul's use of a six-nmonth average stock and --
use of six-month average stock and dividend dat a,
correct?

A | did. | don't knowif there' s a real
substantive difference between the three-nonth and
t he six-mont h.

Q And you did that -- I'"m |l ooking at your
Exhibit 2.1. You did that to ensure that the
prices used in the DCF reflect all avail able
i nformati on contained within the stock price,
correct?

A That's correct.
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Q | want to ask you some questions about your

position with respect to utility market-to-book
rati os.

And as | understand your opinion, if the
utility's market-to-book ratio is greater than one,

that would be a sign that the Regul atory Comm ssi on
has granted returns in excess of the utility's cost
of capital, correct?

A Possibly. That's a sign that the utilities
earned returns in excess of the cost of capital.
One of the factors for that could be the rates set
by the Regul atory Comm ssi on.

Q Fair enough. Do you agree that
mar ket -t o- book rati os combine the discounted val ue
of future cash flows as the numerator with
hi storical book value as the denom nator?

A Expectations for the share price being the

numer at or and denom nator being the book val ue,

yes.
Q Hi storical book value?
Yes. Yes.
Q So you would recognize, would you not, that
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the market-to-book ratio inherently is conparing
data fromtwo different time frames?

A That's correct.

Q One's forward-1| ooking, one's
backwar d- | ooki ng?

A That's correct.

Q Do you agree the Utility Comm ssion
rat e- maki ng practices, including those with respect
to deferred taxes and depreciation, can result in a
utility's market val ue exceedi ng book val ue?

A That's absol utely possi bl e.

Q And if that were the case, then the
utility's authorized return on equity woul d not
necessarily be higher than the cost of equity,
would it, again, assum ng that a utility with a
mar ket -t o-book ratio over one?

A That's correct.

Q And you woul d agree with Ms. Kay Karelish
(phonetic) then that the authorized return is not
the only factor affecting the utility's earnings?

A That's true.

Q M. Moul on this issue also pointed out
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that the utility's market value can be affected by
factors other than its authorized return on equity,
such as general market sentinment, expectations
regardi ng busi ness combi nati ons, market val ue of
the utility's assets and changes in interest rates.
Do you agree with that?

A As well as the inefficiencies we discussed
previously, yes, potential inefficiencies.

Q And do you recognize, as M. Moul does,
t hat when the Comm ssion authorizes a rate of
return, many times they aren't |ooking solely at
the financial models, but other things I|ike
incentives to build infrastructure, penalties to
puni sh m smanagenment, rewards to reward excell ent

management, those sorts of things?

A Comm ssi ons have | ooked at those kinds of
t hi ngs.
Q Now, |I'd like to ask you some questions

regarding the financial |everage adjustment that
M . Moul makes to his DCF model as well as the beta
in his CAPM. And, obviously, you disagree with

t hat adjustment from a theoretical perspective.
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Woul d you agree, however, that DCF
results are based on the market price of the stock
of the companies included in the analysis?

A They are.

Q And, yet, the results that you get from the
DCF model absent such an adjustnent -- well, |
guess even with the adjustment, those results are
applied to the utility's book value and capital
structure, correct?

A That's true. That's the nature of the rate
setting process.

Q And do you agree with M. Moul that the
mar ket val ue of capitalization of the sanmple group
t hat you both used reflects nore equity and | ess
debt than their book value capitalization?

A Mar ket book ratios for utilities have been
greater than one, yes.

Q And all other things equal, the nmore equity
in a capital structure, the less financial risk,
correct?

A Coul d you ask me that one nore time?

Q Al'l other things equal, the more equity in
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a capital structure, the less financial risk?
A Al'l other things equal, yes.

Q Al'l other things equal ?

A Yes.
Q So when you apply a market base DCF result
to a utility's book value capitalization, you're

applying a return that reflects a capitalization
t hat has more equity and less risk to a
capitalization that has |ess equity and nore ri sk,
correct?

A Al'l other things equal, yes.

Q And do you agree with the Digliany
(phonetic) and M Il er theorem that as the borrowi ng
of a firmincreases, the required return on

stockhol ders' equity al so increases?

A Yeah, that's a well-established tenant of
utility -- or corporate finance in general.
Q | think I just have one nore area.

| want to ask you about the use of the
Peopl es Energy Corporations, whether insurance
policies as a proxy for the value of the -- at

| east Ri der VBA. | don't recall whether UBA was
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I nvol ved or not.

You acknow edge, don't you, that Ri der
VBA woul d effect the utilities' risk in two ways;
that is if the weather's warmer than normal, the
rider would protect the utilities from nonrecovery

of their fixed costs, correct?

A That's correct.
Q But if the weather is colder than normal,
the rider would protect the utilities' customers

fromoverpaying their fixed costs, correct?

A That's how it's been characterized.

Q Okay. Well, do you have any reason to
doubt that?

A | think that M. Brocsh tal ks pretty
extensively about that, though, breaking the
| i nkages between the way rates have traditionally
been set and the way that costs have been recovered
in a traditional manner. And | think that that is
a fundamental change that may result in higher
rates for customers over the |life of the riders.
And | think M. Lozara tal ked about sonme of those

i ssues.
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Q Okay. But in terms of your application of
t he i nsurance, whether insurance policies to the
riders -- you do recognize, though, don't you, that
there are two directions to the riders?

A Oh, yeah. Yes. Yes. The riders actually
function as a collar that the conpani es could have
gone to either the insurance market or the
financial derivatives market to construct.

Q And by "collar,” you mean a situation where
they m ght be exposed to additional risk or
addi tional cost if weather is colder than normal ?

A That's correct. That's correct. It would
be a symmetric mechani sm

Q Symmetric, that's what | probably should
have sai d.

A l*"m not sure if the cost would be
symmetric, but it would be symmetrically aligned.

Q Okay. Now, do you have your Exhibit 1.05?

A Yes.

Q Okay. A point of contention between you
and Mr. Moul is whether or not you took into

account in this analysis any collar aspect of the
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I nsurance policy in question.

Coul d you explain to me how the coll ar
that was in that insurance policy was taken into
account in your Exhibit 1.05

A Yes, absolutely. This value that I've
calculated for the insurance policy is only a proxy
for the near certain payout of the riders, VBA and
actually UBA kind of plays in a little bit
simlarly. So that proxy is based on the benefit
t hat sharehol ders woul d've derived fromthis policy
had it paid out. Okay.

Now, that's significantly |less than the
value of the certainty that's really provided to
sharehol ders because if you |l ook on this same
exhi bit and go down to the backcast Rider VBA
mar gi ns, you can see that the smallest pretax
return that utility investors would've received had

the riders been in place during the previous five

years woul d have been a $22 mllion receipt. Her e,
we' ve inputed a value of $7.4 mllion.

Q l"m sorry --

A And that weather insurance -- now, this
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is -- we're venturing into confidential territory,
too, Mr. Jackson, and | don't want to revea
anything that your company is going to feel is
sensitive.

Q Well, | think the --

A And the things that | discussed in ny
rebuttal testinony as well. They are incorporated
into the prem um paid on this policy and thus the
val ue of its payout.

Q | think --

JUDGE MORAN: Do we need to go in camera?

MR. JACKSON: No, | think I can do this without
doi ng that.

BY MR. JACKSON:

Q What | see portrayed on Exhibit 1.05 is the
maxi mum payout from the policy meaning that in the
event that the weather was much warmer than
expected and the utility's revenues went into the
tank and the insurance policy was triggered, they'd
get a payout of $10 million in that situation?

A They woul d get a net benefit of 7.4 mllion

because they already paid the prem um for the
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policy.

Q Ri ght. And the policy they paid -- or I'm

sorry -- the premum they paid for that potenti al
maxi mum payout is the two and a half mllion or so?
A That's correct.

Q So the net benefit is 7.4.
What |I'm not seeing in this document,

t hough, is a consideration of if it went the other
way, if the weather was much col der than expected
and a collar mechani sm went into play, i.e.,
addi tional cost. | don't see that scenario
reflected this in exhibit.

A That's inplicit in the use of the insurance
payout as a proxy for the certainty provided by
Ri ders VBA and UBA.

Q But -- so they're not --

A So it's implicit in the value --

Q | understand.

A --- of the proxy.

Q And | would grant you that one fact -- one
aspect of the rider is that there is, in effect, an
automatic payout, if you will, if weather is warmer
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t han normal .

But | thought you also agreed with me
earlier that if weather is colder than nornmal,
there's an automatic payout, if you will, to rate
payers?

A That's correct. And had the conpany gone
to the financial markets for that second automatic
payout, it would have been very, very expensive.

Q But no such scenario is depicted in
Exhibit 1.05, is it?

A The value of the prem um paid by the
conpany reflects -- and, once again, we're getting
into the confidential territory -- a relatively
wi de collar that existed in this previously
purchased i nsurance

Q But it doesn't include any additional
prem um that the conpany m ght have paid in the
event of a collar mechanisn?

A It does not.

Q Okay. ©Oh, | had one nore item with respect
to that sane issue.

You took i ssue of M. Schott's
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characterization of your cal cul ation here
i ndi cating an increase in the ROE associated with
t he annual prem um as well as a decrease in the ROE

associated with the payout, correct?

A That's correct.
Q Okay. Let me show you a document --
MR. JACKSON: And | -- 1 don't know whether |'ve

mar ked this right or not. PGL-NS Cross Thomas.

JUDGE MORAN: Mm hmm.

MR. JOLLY: | don't know the number, though.

MR. RATNASWAMY: 4.

MR. JACKSON: 4.

JUDGE Gl LBERT: Just to be entirely technical
about it, is it PGL and NS?

MR. JACKSON: Yes.

JUDGE Gl LBERT: Okay.

JUDGE MORAN: Three for the court reporter.

MR. JACKSON: | *m sorry?

JUDGE MORAN: Three for the court reporter.
(Wher eupon, PGL-NS Cross Thomas Exhibit No. 4 was
mar ked for identification, as of this date.)

BY MR. JACKSON:
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Q Okay. M. Thomas, | have shown you a smal l
table here that | think you'll recognize shows the
same cal cul ation of the net policy benefit shown on
your Exhibit 1.05 as 7.4 mlIlion and then we've
converted that to the Peoples Gas share.

Do you see that in Colum 27

A Yes. Yes.

Q Subj ect to check, would you accept that
cal cul ation?

A Subj ect to check, yeah.

Q Okay. So we've taken Peoples Gas share of
t he payout m nus Peoples Gas share of the prem um
to get to Peoples Gas share of the net benefit.

Now, |1'd like to show you a docunment
that |'ve marked for identification as Peoples
North Shore Cross Thomas 5.

(Wher eupon, PGL-NS Cross Thomas Exhibit No. 5 was
mar ked for identification, as of this date.)
BY MR. JACKSON:

Q And on this one I'lIl represent to you that

we' ve cal cul ated using your approach the -- how are

we inpacted from Peoples Gas fromits share of
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t hose paranmeters.

Subj ect to check, would you accept those
cal cul ati ons?

A "Il accept your representation.
Q Thank you.

So here it shows that the maxi mum payout
woul d have an ROE inpact on Peoples Gas of al nost
94 bases points, but the paynment of annual prem um
woul d have an ROE i npact of positive 24 bases
points to get to the negative of about 70 bases
poi nts, correct?

A Correct. What | would call the net
benefits --
Q Correct.
A -- of a policy. It's | abel ed here "maxi mum

benefit,"” but | think it's a net benefit --

Q Okay.
A -- in the example that | used
Q But do you -- does this help you understand

M. Schott's point, though, that included in this
analysis is the assumption that the annual prem um

paid has a positive impact on return on equity that
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nets against the negative -- total negative inpact
froma maxi mum payout ?

A | f you | ook at each piece individually,
that is a true statenent; but ny analysis | ooked
only at the net benefits from the insurance. And
the calculations that follow in my testinmny were
just to explain how net benefits were derived.

Now, the only piece of that analysis
that's really applied to sharehol der returns is the
net benefits from the policy, Peoples and North
Shore.

Q Okay. So it would be fair to say that,
per haps, you were talking past each other in terns
of -- he's pointing out one conmponent, you want ed
to focus solely on the net effect?

A Absol utely.

MR. JACKSON: |I'd move the adm ssion of those
cross exhibits 4 and 5.

JUDGE Gl LBERT: Objections?

MR. JOLLY: None.

JUDGE GI LBERT: All right. 4 and 5 are

adm tted.
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(Wher eupon, PGL-NS Cross Thomas Exhi bit Nos. 4 and
5 were admtted into evidence.)
MR. JACKSON: Thank you. That's all | have.
JUDGE MORAN: Okay.
MR. JACKSON: Thank you, M. Thomas.
THE W TNESS: Thank you.
JUDGE Gl LBERT: | have a bit for you,
M . Thomas.
EXAM NATI ON
BY
JUDGE Gl LBERT:
Q Let's start with a sinple one. If you go
to Page 66 of your direct --
A My direct?
Q Yes.

Al right. And I'm picking right up on
your discussion with M. Jackson regardi ng weat her
Il nsur ance.

I mplicit or, actually, even explicit in
your testinony, let's say fromLine 1609 to Line
1612, is a search and fact that the conmpani es have,

in fact, chosen not to purchase weather insurance
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again.
s that, in fact, so? Do you know that?

A The discovery we got fromthe conpanies
identifying the weather insurance policies that
have been purchased in the past included up to the
policy that | identified in my testinony.

Q Okay.

A And there was not one identified in effect
currently or past the end of 2005, | believe, was
when the | ast policy -- if you can hang on just a
second, I'll point you to discovery.

Q Woul d that discovery be part of the
evidentiary record already?

A Yes, absolutely.

Yeah, we asked -- this is actually
CuB/City Exhibit 1.04. W asked, Have Peoples Gas,
North Shore and any of their affiliates purchased
weat her insurance since January of '94? And the
data that | got shows that the -- we asked since
January of '94 in 2005. And Septenber 30th of 2005
was when the |last policy expired.

MR. JACKSON: Your Honor, | can stipulate that
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no further policies have been purchased since then.

JUDGE Gl LBERT: Thank you.

THE W TNESS: And al so, Judge, just to expound
on that a little bit, it |looks like the value of
the policies increased significantly and the
compani es have taken a different tactic to search
out insurance, which is to come to the Comm ssion
and ask for an insurance policy fromtheir
custonmers essentially in the formof Rider VBA
BY JUDGE Gl LBERT:

Q Al'l right. Look at Page 53.

A Direct ?

Q Yes.

On Line 1287 you refer to survivorship
bi as. \What is that?

A Survivorship bias is a bias that exists.
And in this context it's stock market data because
if you look at a long tinme period of returns, you
may have sonme conpanies that didn't survive the
whol e time period.

So survivorship bias is meant to refl ect

-- or the idea that some of these compani es
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actually went out of business during the time you
| ooked up.

So there's typically an adjustment. As
you can see here, they subtracted one to two
percent of survivorship bias fromthe data to
recogni ze that some conmpani es may have gone out of
busi ness or, in fact, did go out of business.

Q Does that mean that's an attribute of

strength on the part of the survivors --

A Yes.
Q -- due to econom c structures?
A Absol utely. So your returns are biased or

the returns you observe are biased upwards because
it only reflects those who survived in the
mar ket pl ace.

Q Al'l right. Let's go to Page 20 of your
direct, the question and answer starting on Line

457 and ending at 466.

A Yes.
Q Al'l right. | confess | understood
virtually none of this. All right. Let's focus on

the second sentence
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A Okay.

Q Al'l right. I n such a situation -- and that
refers to situations when the dividend payout ratio
Is expected to change?

A That's correct.

Q Nei t her the dividend growth rate nor the
earnings growth rate will correctly measure the
sust ai nable growth that investors actually expect.

| "m not even sure where to begin. Okay.
What do you mean by "sustainable"? Let's take it
pi ece by piece.

A Growth that could be sustained into the
i ndefinite future.

Now, it may help, Judge, if we go back

to Page 11 where we can | ook at the DCF nodel.

Q Okay.
A Now, there are two conponents of that
nodel . The first, the long string of dividend

times one plus the growth rate divided by the
price, that's the dividend yield. Well, in
addition to that you add the earnings growth rate,

whi ch represents the earnings growth rate.
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But if you look at the form of the
equation, we're using the same measure of growth
for both the dividend yield and the earnings
growt h. So if the dividend payout ratio is
actually declining and you use the nmeasure of
growth for earnings, you're reflecting growth and
di vi dends that are actually higher than the growth
and dividends that the company can expect to
achieve. So you're using an inconsistent measure
of growt h.

Now, because we only used one maj or
growth in the DCF formula -- that's why | chose to
go ahead and do the internal growth method that's
then described in the testinmony -- that better
reflects the change in the dividend payout and
payout ratio.

You | ook confused.

Q Yes. So nmy face is reflecting nmy state of
m nd?

A In the DCF format formula model, growth is
a function of growth fromtwo sources of capital,

okay, fromthe dividends the investors receive, the
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nmoney in their hands, and then the val ue that they
perceive in the stocks continued -- or the
conpany's continued ability to grow earnings and
thus their increasing value of their stock.

So they get a dividend and they see this
I ncreasing val ue. So the DCF formula is intended
to reflect both the value of the dividends they
expect to receive and the value of that growth.

So when you use just the earnings growth
rate in the DCF nodel, you're reflecting earnings
growth when, in fact, dividend growth is declining.
So you've got a m smatch.

Now, what we've done is we've
substituted a different major growth that reflects
t hat decline in major or decline in dividend payoff
ratio that the conmpany is expected to pay out
smal | er dividends in the future.

Q | guess | don't understand why if there's a
quantification of dividend payout, whether it's up
or down, and a quantification of earnings growth,
whet her it's up or down.

As long as there's a quantification, why
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Is that an incorrect measurenment?

A The traditional form of the constant growth
cash fl ow model uses one major growth. So we have
these two observed different majors of growth. And
when you do it as M. Ml e has, you're using one
expected major of growth, which is an expected
maj or of earnings growth that doesn't reflect that
decline in dividend payout issue.

Q Okay.

A It's one of the many problems that | think
you got on earlier in your discussion with M. Moul
with these models. So we create work-arounds to
try to solve the problem M. Mul and Ms. Kay
Karelish, you use the anal yst expected rate of
growth. And | went ahead and created -- cal cul ated
the internal growth rate.

Q Okay. Rather than hold us all hostage
while | wait for the light to go on, |I'Il move on.
| still don't understand it and hopefully it wil
come to me.

| f you | ook at Page 18, let's | ook at

Li ne 406 running through Line 4009.
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A Sur e.

Q Yeah. This is a significant question, but
you're tal king about counting expectations tw ce
and you don't literally mean twi ce, do you?

A Well, it's reflected twice in the nunber
that Mr. Moul chose

Q Okay. Let me interrupt.

| f you're going to mean twice in the
sense of double, you mean that sonme expectations
are repeated?

A That's correct. We're not actually going
out and identifying each of the individual
expectations. I[t's just in those two numbers, one
of the numbers is already reflected in the other
number .

And so by using both numbers, you're
cal cul ating or capturing the effect of sonme
expectations that were already there.

Q Okay. | just meant that this could be read
to suggest that expectation one is then being
literally doubled and that's not what you mean?

A Not at all. No. You're correct.
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Q Okay. All right.
JUDGE Gl LBERT: |' m done.

MR. JOLLY: Could we have a couple m nutes?

(Wher eupon, a discussion was.

Had off the record.)
(Change of reporter.)

REDI RECT EXAM NATI ON

BY
MR. JOLLY:
Q M. Thomas, M. Jackson asked you sone

gquestions regardi ng the academ c research you

reviewed in the Nicor case you testified in and t

he

academ c research you reviewed for your testimony

in this case. What is the difference between the

research you reviewed here and that that you
reviewed in the Nicor case?

A The academ c research that | reviewed in
the Nicor case was pretty limted in scope and

scale to the issues that M. Jackson identified.

Now, since that time, and I think if you

went back and | ooked at the entirety of the order

that Mr. Jackson was reading from you would noti

ce
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that there are a | ot of inconsistencies between
what | said in that case, with the exception of
t hat i ssue, and what |'m saying in this case.

And | think that that's inportant and I
want to make that point, I think to you, Judges,
right now, that my prior testimny was based on
past Comm ssion decisions and past Conm ssion
orders and - -

MR. JACKSON: | want to interrupt right there.
move to strike or at |east put an end to this
aspect of the testinony. | asked hi m about what
research he did with respect to one particul ar
issue in the Nicor case, which was whether or not
the spot market stock prices are appropriate factor
in this analysis. And now he's tal king about other

positions he may have taken in that case that are

i nconsistent in this case. | don't even know what
t hose are. | didn't ask hi m about those
MR. JOLLY: Well, | guess he opened the door when

asking himabout his testimony in the prior case
and | think M. Thomas should have been opportunity

to expl ain.
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MR. JACKSON: No one is accusing him of being
i nconsi stent on any issue

JUDGE GI LBERT: ['Il sustain it, because | agree
with M. Jackson there is really not an accusation

in the air there.

BY MR. JOLLY:

Q | believe at some point during your cross
exam nation you used the term investor
expectations. What do you nmean by that?

A In the instances that | used it during
cross examnation it was referencing investors,
what | woul d term, subjective expectations.

Now, the way | think some of the
differences in the way that M. Moul and | have
used the term expectations. \When he's used it,
|"ve gotten the inpression he's tal king mostly
about subjective expectations. And what | feel is
relevant in this proceeding is the required rate of
return, which is what the Comm ssion needs to say.
And | think that could be very different than

I nvestors subjective expectations.

1117



10

11

12

13

14

15

16

17

18

19

20

21

22

Q M. Jackson al so asked you some questions
about your use of People Energy Corporations
weat her insurance policy, as a proxy for the i nmpact
of Riders VBA and UBA on the appropriate return on
equity in this case. Who purchased the insurance
policies?

A The hol ding conmpany. So Peopl es Energy
actually purchased the insurance policies.

Q And who paid the prem um for the policy?

A Peopl es Energy and presumably sharehol ders.

Q And M. Jackson noted that under Rider VBA
or Rider WNA, that when the weather is colder, if
those riders were approved, when the weather is
col der, there would be a payout to sales customers.
Do you recall that?

A Yes.

Q When the insurance policies were in place
when the weat her was col der, was there a payout to
sal es custoners at that time?

A There was not.

Q And what was the i mpact on Peoples Gas' and

North Shore Gas' revenues when weat her was col der?
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A Bel ow the certain |l evel of the collar
that's described in the confidential section of ny
testinony, there was no limt and that was a
substantial collar. I mean the collar that was
contained within the insurance policy was quite a
bit wi der than the collar the conpanies are
intending to put on ratepayers through this.

MR. JOLLY: That's all | have

JUDGE Gl LBERT: Any recross?

MR. JACKSON: No.

JUDGE Gl LBERT: Thank you, M. Thomas.

(Wtness excused.)
(Wtness sworn.)
DI ANNA HATHHORN,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

MR. FOSCO: Your Honor, staff would present
Ms. Di anna Hat hhorn, D-i-a-n-n-a, H-a-t-h-h-o0-r-n.
And your Honors, I'll follow what | believe are our
expedi ted procedures that we're follow ng today.

Ms. Hat hhorn has prepared testimony

whi ch rebuttal -- direct and rebuttal testinony
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t hat has been filed on e-docket. Her direct
testi nony was marked as |ICC Staff Exhibit 1.0,
consisting of a cover page, a table of contents and
29 pages of questions and answers, including
Schedules 1.1 through 1.14, P and N, P referring to
Peoples Gas and N referring to North Shore, as well
as the Attachments A through D.

Ms. Hat hhorn al so prepared and fil ed
rebuttal testinony marked as | CC Staff
Exhi bit 13.0, again consisting of a cover page,
table of contents and 22 pages of questions and
answers, Schedules 13.1, through 13.9, P and N and
attachments A and B.

DI RECT EXAM NATI ON

BY
MR. FOSCO:
Q And 1'11l ask Ms. Hathhorn a single
gquestion. If I were to ask you the questions set
forth in the testimony and exhibits that |'ve just

descri bed, would your answers and attachments and
responses be the sanme?

A Yes, they woul d.

1120



10

11

12

13

14

15

16

17

18

19

20

21

22

MR. FOSCO: Your Honor, with that | would nmove
for adm ssion of the documents | just described and
tender Ms. Hathhorn for cross exam nation.

JUDGE MORAN: |Is there any objection? Hearing
none, all the exhibits as described are admtted.

(WMhereupon, 1CC Staff Exhibits
Nos. 1.0 and 13.0 were

mar ked for identification

and adm tted into evidence as of
this date.)

JUDGE MORAN: And who wi shes to cross?

MS. SODERNA: | just have a couple m nutes.

CROSS EXAM NATI ON
BY
MS. SODERNA:

Q Good evening, sadly. M. Hathhorn, my name

is Julie Soderna, I'mwith the Citizens Utility
Boar d. | just have a couple of questions on the
pro forma i nvested capital tax. So I'IIl first

refer you to your North Shore Exhibit 13.1 N, which
i's acconpanyi ng your rebuttal testimony.

A Okay.
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Q To cal cul ate your position, you start with

the North Shore position in Colum B and then nmake

adjustments to that; is that correct?

A Yes, that's correct.

Q And the north shore pro forma taxes, other
than income, in Colum B, include the effect of a

pro forma adjustment to the tax on invested

capital; is that correct?
A Yes.
Q And that pro forma adjustment is based on

the North Shore requested rate increase; isn't that
ri ght?
A It's based on the North Shore rebuttal

position request.

Q And staff in this case is reconmendi ng a
rate decrease for North Shore of 1.4 mIlIlion shown
in Colum 1; isn't that right?

A Yes, that's correct.

Q Shoul dn't the staff pro forma proposed
position in Colum | incorporate a reduction to the
i nvested capital tax to elimnate the North Shore

pro forma i ncrease and al so recogni ze the effect of
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t he proposed rate reduction on North Shore's

i ncome?
A When | prepared this exhibit, I wasn't as
clear as | am today how the invested capital tax is

a derivative adjustnment and since that time have
had di scussi ons and di scovery with the Conpany on
that subject. And I believe the Conmpany has
provided in cross exhibits how they agree that the
i nvested capital tax for both conpanies should be
adj usted based on the final Comm ssion decisions in
this case.

So while it would have been nore
accurate to show that downward adjustment for staff
position on this exhibit, it won't have an effect
in the end, because the nunmbers will be run again
with the final Comm ssion decisions.

Q And you said that was in a cross exhibit?
A | believe that was entered when
M. Fiorello was on the stand.

MS. SODERNA: Okay, that's all | have, thank you.
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(Wher eupon, NS/ PGL Hat hhorn Cross
Exhi bit No. 6 was
mar ked for identification
as of this date.)
CROSS EXAM NATI ON
BY
MR. RATNASWAMY:

Q Good eveni ng. | "'m John Rat naswany, one of
t he counsel for Peoples Gas and North Shore. I
beli eve you already have a copy of the Conpany's
response to DOH 23.01. If I could direct your
attention to Page 9 of your rebuttal testinony,
there are two references there to response to staff
data request DOH 23.01. That isn't really ny
point, but | think is the first one an incorrect
reference?

A Where is the first one?

Q The first one is in Line 185 and it refers
to certain data which is provided in a response,
and | don't see that data in this response.

A | think that's supposed to be 23.02.

Q And then would you agree there is a second
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reference to 23.01, which is, in fact, a reference
to 23.01 that starts on Page 9, Line 193 and goes
to Page 107?

A Yes.

Q And woul d you agree there you characterize
certain aspects of the response?

A | di scussed the response.

Q Woul d you agree that the response concerns
reasons that collection agency fees were | ower than
normal in 2006 and 20077

A Well, the question only asks about 2007,
but then the response went beyond 2007 to al so
di scuss prior years.

Q And woul d you agree, in your testimony, you

di scussed sone parts of the response, but not

ot hers?
A That's correct.
Q And am | correct that you did not attach

the response to your testinmny?
A Yes.
Q But you did rely on it at least in part?

Yes.
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MR. RATNASWAMY: | would move the adm ssion of
North Shore Peoples Gas Cross Hat hhorn 6.

MR. FOSCO: No objection, your Honor.

JUDGE MORAN: Hearing no objection, it's
adm tted.

BY MR. RATNASWAMY:

Q And then if you could turn to Page 16 of
your rebuttal. There is a Q and A that begins on
Li ne 337 and continues through line 360. Do you
see that?

A Yes.

Q And am | correct that you are not intending
there to offer a | egal opinion?

A You are correct.

Q And would | be correct to go even beyond
t hat and say you are not intending to offer any
opinion in that Q and A?

MR. FOSCO: About that opinion or are you asking
in the whole Q and A?

MR. RATNASWAMY: The wi tness' question enmphasi zes
t hat she's not offering a | egal opinion and then

she sites, in quotes, at some |length, a Suprene
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Court opinion. So it's not a |legal opinion, |
guess, I'"'mtrying to understand is there any
opinion that is being offered in that Q and A.

THE W TNESS: Well, the Q and A, the answer is
just to put this section of the court ruling into
my testimony to highlight that this is an issue. I
say that I'm not an attorney and that |'m not

offering a |l egal opinion, because |I don't el aborate

on it, | just put it there as the court said it.
Q And I'm for understandable reasons,
hope, I'"'mtrying to speed this up. How many

I[llinois rate cases have you testified in, do you
know?

A Maybe a dozen.

Q And are you famliar to varying degrees
with other Illinois Commerce Conm ssion instances
in the cases where you did not testify?

A | have general know edge of them yes.

Q Woul d you agree that it is conmon in
I[llinois rate cases to make ratemaki ng adjustments
to test your data that are not pro forma

adj ust ment s?
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A There can be non-pro forma adjustments.

Q And so an exanple could be in the case of
an electric utility normalizing variable storm
damage repair expenses?

A Yes, that could happen.

Q And would you agree those could be normal
in either direction, in the sense that the result
of normalization could be higher or |ower than the
test year val ue?

A Yes.

Q And woul d the same be true, for exanple, of
uncol | ecti bl es expenses in some cases?

A Yes, |'ve seen that done.

Q And in -- would you also agree that there
are circunmstances in which the Comm ssion has

aut hori zed the anortization of operating expenses?

A | see that most commonly in rate case
expense.
Q Woul d you agree there are ot her exanples

such as in water rate cases tank painting expenses?
A Yes.

Q And are you famliar, as you sit here right

1128



10

11

12

13

14

15

16

17

18

19

20

21

22

now, with other exanples?

A Ot her exanpl es woul d probably be kind of
rare, maybe a management audit, a fee, a anortized
over a nunber of years, but those are probably the
most conmon.

Q And would you, |'m hoping this is the | ast
gquestion, would you agree that it is the case that
if the anortization is not conpleted as of the next
rate case, that the rates set in the next rate case
I ncl ude the amounts that are the unanortized
bal ance?

A | "ve seen that get requested, sometines,
dependi ng on exactly how if gets requested, it can
become a thorny issue, but | mean it just depends
on what the company asks for.

Q Have you seen that approved by the
Commi ssion with regard to rate case expenses, for
exanpl e?

A Yes, | have

Q And woul d you agree that it happens at
| east some of the time with other types of

operating expenses that have been anorti zed?

1129



10

11

12

13

14

15

16

17

18

19

20

21

22

A It can. The cases happen so often, though,
it's pretty rare.
MR. RATNASWAMY: | have no further questions.

JUDGE MORAN: The attorney general, Karen Lusson.

CROSS EXAM NATI ON

BY
MS. LUSSON:
Q Ms. Hat hhorn, in response -- with respect

to the adjustments M. Ratnaswany was | ust
mentioning, is it correct that absent a statute or
an I1CC rule with respect to those kind of
extraordi nary ratemaking adjustments, that it would
be the utilities burden to show some sort of
extraordi nary circunstance to justify that unusual
rat emaki ng treatnment ?

A Yes, the utility would have that burden.

Q At Page 19 of your testimony?

MR. FOSCO: Rebuttal?

M5. LUSSON:. |'m sorry, rebuttal testinony.
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BY MS5. LUSSON:

Q Wth respect to your proposed nodifications
to Rider ICR, you state at Line 399, first | want
to reiterate that staff's primary position remins
t hat the Comm ssion should reject rider Q P and ny
testi nony provided additional concerns in the event
t he Comm ssion decided to accept the Conpany's
proposal for Rider QlP.

Does this, in your mnd, for lack of a
better term an attenpt to make a silk purse out of
a sow' s ear, as the old saying goes? |In other
words, what you're telling the ICC don't do it but
if you do here is how to make it slightly |ess
unattractive from a ratemaki ng perspective?

A Well, my experience has been that the
Comm ssi on does not appreciate being placed in a
box, and has expressed a | ot of frustration when it
has no options, 100 or O and has nothing |I know
between. So in ny world, we can't just go down one
pat h and put the Comm ssion in a box.

Q And is that also your opinion with respect

to your proposed nodifications to Rider WNA, with
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respect to your proposal to modi
A It's the same position f

Q And with respect to that

fy Factor O?

or all the riders.

proposal fo

r the

fall back Rider Q P, do you propose additional

criteria to the Rider |ICR qual

categories that include the requirement that

plant in the four |isted accounts nust be pl

t hat are non revenue producing,

existing plant items, replacements of the CI

and ancillary infrastructure; is that correc

A Yes, that's correct.

Q Woul d you agree that what qualifies

repl acement or non revenue producing or

fying plant
t he
ant s
repl acement of
DI main
t?
as
ancillary

infrastructure, can be subject to considerable

judgment on the Company's part?

A Seeing as they've never

had a rider

this before, | can imgine we could get into

di sagreements about that.

Q That was going to be ny
can you see there being an a | ot
judgment calls on the Conpany's

constitutes ancillary equi pment,

i ke

-- but ny question,

of room for

part as to what

repl acement

and
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non revenue producing? It's sort of within the

di scretion of the Conpany, at |east for purposes of
this Rider QP, is that right, at l|least until the
reconciliation?

A They are the ones doing the work,
mai ntai ning the accounting records, so they are the
ones making the call, what category to put the
noney in, so it's at their discretion.

Q And if | heard you correctly, you would
agree, then, that what qualifies as replacement or
non revenue producing or ancillary infrastructure
could be subject to considerable disagreement
bet ween staff and the Conpany about what
constitutes those ternms, that is replacement, non
revenue producing or ancillary; is that right?

A It could happen.

MS. LUSSON. No further questions, thank you
Ms. Hat hhorn.

JUDGE Gl LBERT: Is that everyone with cross?

MR. FOSCO: | believe so.

EXAM NATI ON

BY
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JUDGE Gl LBERT:

Q | just had one questi on. During the cross
exam nation of Ms. Grace, | canme to understand that
she had not produced a new tariff sheet reflecting
some revisions to nodifications to the proposed |ICR
that you had made. Do you know where in the record
| would now find a tariff that reflected your, |
guess, unrevised changes to | CR?

A My direct testimony has my original
proposal. Attached to my rebuttal testimony is the
Conpany's response, which reflects two substantive
t hi ngs, adding a few more categories, which then
believe an intervenor objected to, so they said
we'll take it out. The second change is their
objection to the refund provision of Rider Q P, so
they struck out all that | anguage. "' m not aware
of an actual tariff in the record that puts all
t hose pieces together, attached to anyone's
surrebuttal.

JUDGE Gl LBERT: M. Ratnaswamy, would you know an
answer to that?

MR. RATNASWAMY: | believe that's correct, that
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there's not.

MR. HOUSE: Excuse ne, your Honor, may | speak to
that? The Company would be willing, for your
Honor's el ucidation, to put together a set of -- a
tariff sheet that reflects all of the
recommendati ons to date that have been accepted, if

t hat woul d be okay with you.

JUDGE Gl LBERT: Yeah, | think that would be
hel pful . I mean otherwi se, really nmy question to
Ms. Hat hhorn where do | | ook to find something.

MR. HOUSE: | understand your question and I
under st ood Ms. Hathhorn's response, which I think
is an accurate response, and | just think it would
be hel pful to all of us to have a tariff sheet that
shows you what happened. And we'll produce that
before Mr. Schotts, we'll try and have it ready
| ong before his testimony.

JUDGE Gl LBERT: Can you make -- do you want to
make it an attachment or exhibit to his
surrebuttal ? Wuld that be the way to do it?

MR. HOUSE: Yes, unless you want to sooner, we

can just make it a response.
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MR. RATNASWAMY: Make it the third ALJ data
request.

MR. HOUSE: Why don't we do that then we can make
it avail abl e sooner that M. Schotts' testinony.
We can do that.

MR. FOSCO: No redirect, your Honor.

JUDGE MORAN: The next witness.

MR. FEELEY: Staff would call its next witness,
Dani el G. Kahl e.

(Wtness sworn.)
DANI EL KAHLE,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MR. FEELEY:

Q Mr. Kahle, have you prepared or had
prepared under your direction, supervision and
control a docunment marked the Direct Testimony of
Dani el G. Kahle, which consists of narrative text
mar ked for identification as ICC Staff Exhibit 3.0

and has attached schedules 3.1 Nto 3.3 Nand 3.1 P
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to 3.4 P?

A Yes, | have

Q Did you also prepare a document entitled
the Corrected Supplemental Direct of Daniel G
Kahl e marked for identification as |ICC Staff
Exhi bit 3.0-Suppl emental Corrected, which consists
of narrative text and schedules 3.5 N and 3.6 N and
3.5 P and 3.6 P?

A Yes.

Q Did you also prepare a docunent entitled
the Corrected Rebuttal Testimony of Daniel G. Kahle
whi ch consists of narrative text marked for
identification as Staff Exhibit 15.0 Corrected, has
Attachments A and B and Schedules 15.1 N to 15.3 N
and 15.1 p.m to 15.3 P?

A Yes.

Q Do you have any additions, corrections or
modi fications to make to those documents?

A No.

Q If I were to ask you today the same series
of questions set forth in those documents, would

your answers be the same?
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A Yes, they woul d.

MR. FEELEY: At this time staff would nove to
admt direct testimony of Daniel G Kahle, the
corrected supplenmental direct testinmony and the
corrected rebuttal testinmony and all attached
schedul es and attachments into evidence.

JUDGE MORAN: Is there any objection? Hearing
none, all of those will be admtted.

(Wher eupon, |1 CC Staff Exhibits
Nos. 3.0, 3.0-Corrected and 15.0
were marked for identification
and admtted into evidence as of
this date.)

MR. FEELEY: M. Kahle is avail able for cross
exam nati on.

JUDGE MORAN: Thank you, and who wi shes to start?

CROSS EXAM NATI ON
BY
MS. PASULKA- BROWN:

Q Good evening, M. Kahle, ny nanme is Kathy

Pasul ka- Brown and | represent Peoples and North

Shore in this case. And | would Iike to begin by
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verifying your understanding of M. Adans'
testinony regarding the methodol ogy for cal cul ating
the CWC requirement of the companies and by that I
mean cash working capital requirenents.

And | et me step back just a monment and
confirmthat you have reviewed all of M. Adans'
testinony that has been admtted in this
proceedi ng, correct?

A Yep.

Q So you understand that M. Adans' is
indifferent to the methodol ogy, specifically the
gross LAG nmet hodol ogy or the net LAG met hodol ogy,
t hat the Comm ssion directs the parties to utilize
in this case to calculate the CWC requi rements of
t he conpani es, correct?

A Yes.

Q So based on Mr. Adams' rebuttal and
surrebuttal testimny, you also understand that he
did not recal culate the Companies initial
determ nations of their cash working capital
requi rements, because he believed that any such

recal cul ati on should wait until the final
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determ nati ons by the Comm ssion on the disputed
issues in this case that inmpact the CWC
requirements, right?

A Yes.

Q So you would agree, wouldn't you,
M. Kahle, that the issue of which methodol ogy the
Conpany should use to cal culate the CWC
requi rements of the Conpanies is now essentially a
moot point, right?

A No, | still believe the gross LAG nmethod is
the better nethod.

Q But you understand there is no dispute

about which method should be used, correct?

A Well, I would --

Q You have a preference?

A Yes.

Q But we woul d accept that and you understand

t hat we woul d accept that met hodol ogy?

A Yes.

Q Thank you. Now | want to turn to what you
descri be as your consideration of cash flows,

versus what M. Adams' considers and you
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characterize that as his consideration of revenues
and expenses.

I n your corrected rebuttal testinony, at
Page 5, | don't know that you need to refer to it,
"1l give you the line numbers, they are 97 to 98
In that testinmony, you indicate that the reason you
prefer your consideration of cash flows to
M. Adams' consideration of revenues and expenses,
Is because revenues and expenses may incl ude
accruals, deferrals and noncash transactions. Do
you see that?

A Yes.

Q Now, you do know, based on M. Adans'
surrebuttal testinmony, that M. Adans' cal cul ations
don't include accruals, deferrals or noncash
transactions, right?

A Well, on his calculation of gross LAG
met hod, one of the factors that he included was net
income. And nmy understanding is that net income is
cal cul ated using accruals and deferrals.

Q But turning to his testinony, because he

and you differ on the definition of net income, if
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you |l ook at his surrebuttal testinmny, at Page 7,
believe it starts on Line 1377

A Line 1377

Q Yes. Actually I think it's the wrong
reference number, it's a little bit before that on
the top of the page. And the question appears on

6

And in his answer he says that you inmply

t hrough your statement that there are accruals

deferrals and noncash items in his analysis, but he

says that he didn't include any such itenms in his
analysis. And | think that derives fromyour

differences in the definition of net income. Do
you see where he says that he doesn't include any

of those items?

A What |ine does he say it on, | don't see
it?

Q Line 132, continuing to 133, the sentence
and I'"Il just read it, quote, Staff Wtness

M . Kahle inplies through his statement that there
are accruals, deferrals or noncash items in nmy

analysis, which there are not. Do you see that?
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A Oh, yes, | do see that.

Q So regardl ess of
see in his testinmony that

doesn't include those thi

your understandi ng, you

he said that his analysis

ngs that he menti oned?

A Yes, | see what he says, yes.

Q And when revenues and expenses don't

i nclude the accruals, def
transacti ons, those the t

make it | ess appropriate

errals or noncash

hi ngs that you said m ght

to consider revenues and

expenses, in that case revenues and expenses would

be the same as cash flows, correct?

MR. FEELEY: You know,

| object to the question.

Can you break that down or restate it again?

MS. PASULKA- BROWN: Sur

and caution with respect

e, M. Kahle's hesitancy

to the consideration of

revenues and expenses, relates to his belief that

revenues and expenses may include accrual s,

deferrals or noncash transacti ons.

So in the inst

ance where revenues and

expenses do not include accruals, deferrals or

noncash transacti ons, he

with the consi deration of

has no further problem

revenues and expenses,
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because that's the only problem he identified.

MR. FEELEY: | think 1'lIl object to the question.
| don't think that is a fair characterization of
his testimony, he's tal king about net incone.

MS. PASUKLA-BROWN: No, we started this with his
reference on Page 5 of his rebuttal testinony in 97
and 98, where he says, and I'll quote, ny approach
conpares cash flows in and out and is not driven by
revenues and expenses, which may include accruals,
deferrals or noncash transactions, end quote. He' s
not tal king about net income there, I'mtalking
about exactly what he's referring to there, which
is the fact that he thinks revenues and expenses
are i nappropriately considered because they my
i nclude some of those things, accruals, deferrals
and noncash transactions.

MR. FEELEY: Then he answered one of your
gquestions by stating that M. Adans made an
adj ustment for net income which included accruals
and deferrals.

MS. PASULKA- BROWN: That's what he said and |I'm

showing you in M. Adams' testinmny where M. Adans
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said he didn't make such an adjustnment and his
anal ysis, per the testimony that | just cited in
M . Adams' rebuttal, doesn't include accruals,
deferrals or noncash transactions.

JUDGE MORAN: Well, why don't you put a clear

question to the witness.

BY MS. PASULKA- BROWN:

Q | f revenues and expenses don't include
accruals, deferral or noncash transactions, then
you don't take further issue with the consideration
of revenues and expenses, correct, because there is
no other problemthat you identified in your
testi nony, correct?

MR. FEELEY: | guess object to the question, it's
| mproper foundation. His adjustment is based upon
net income, which includes deferrals and
anmortization and you're changing -- that's not in
your questi on.

MS. PASULKA- BROWN: That's because that's not ny
gquestion. My question is about M. Kahle's

statement that the reason he objects or takes
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exception to M. Adams' consideration of revenues,
and expenses i s because M. M. Kahle assunmed that
revenues and expenses may include the accruals,
deferrals and noncash transactions that M. Kahle
identifies in his testimony.

M. Adams' responded in his surrebuttal
to that assunption of M. Kahle' s and said,
regardl ess of what you think, my analysis does not
i nclude accruals, deferrals and noncash
transacti ons. Now, Mr. M. Kahle may not believe
t hat surrebuttal, but that's not ny question. My
question is, if you assume that revenues and
expenses do not, as M. Adans' testified, do not
I nclude accruals, deferrals or noncash
transactions, then you have no further caution or
hesi tancy in the consideration of revenues and
expenses, correct?

THE W TNESS: I f you mean by revenue and
expenses, only cash transactions.
BY MS. PASULKA- BROWN:

Q The revenues and expenses that you refer to

in your testinony.
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Again, if revenue and expenses were only

A
cash transactions, | wou
it.

Q Okay, let's nove

some ot her

capi tal

gener al,

tes

The next topi

| dn't have a problem with

on.

c | want

to turn to are

general aspects of your cash worKking

tinmony. And you woul d agree, in

t he Conmpany's cash working capital

requi r ement

is intended to account for just timng

di fferences between the Conpany's receipt of

revenues,

payment

testinony to as cash outfl ows,

A

Q

of

what you cal

expenses, what you

Yes.

cash inflows and its

refer in your

correct?

And you al so would agree that neither

M. Adanms' CWC cal cul ati ons, nor

your own, are

intended to be a means by which the Company can

recover

A

Q

expenses, right?

Yes.

Because the expenses are

t he revenue

A

requi rement,

Yes.

right?

recovered through
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Q So Mr. Kahle, in your corrected
suppl enental direct testimny, you state on Page 4,
starts in the mddl e of Line 64, and |I'm quoti ng,
the CWC, quote, adjust rate base, to provide the
cash a company needs to keep on hand to neet it's
cash operating outlies, after taking into account
it's cash inflows. Do you see that portion of your
testi nony?

A Yes.

Q So based on that definition of CWC, a
conpany's CWC requirement constitutes the tota
amount that the company nust have, again, including
it's cash inflows or revenues, to pay its cash
operating outlays, which are operating expenses,
right?

A Well, the cash working capital is to
account for the affect of financing the LAG and
allow it to keep efficient cash on hand as an

investment to pay it's outflows, yes.

Q So the answer to my question is yes?
A Yes.
Q So you would agree that if a company's cash
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inflows, its revenues, are less than its operating
expenses, in that instance, the company's CWC
requi rement is going to be greater than the anount
of its cash inflows or revenues, right?

A Well, it would depend on the tim ng.

Q Why woul d that depend on the tim ng?

A Well, it could be that the outflows are
sufficiently delayed that there wouldn't be cash on
hand.

Q | "' m not tal king about cash on hand ri ght
now, |I'm just tal king about just the cash inflows,
okay. So in the instance where a company's cash
inflows are |l ess than its operating expenses, then
the capital -- the cash working capital requirement
woul d be higher than those inflows, because in this
guestion we're assum ng that the cash inflows were
| ess than the operating expenses.

A | *m not sure | can answer that w thout a
nore specific example.

Q Well, let me try it this way: It is true
t hat cash inflows or revenues are separate and

apart from cash on hand, correct?
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A Yes.

Q Because cash on hand is an asset that would
be reflected on a conmpany's bal ance sheet, right?

A Yes.

Q And cash inflows or revenues would be
reflected on a conpany's income statement, right?

A Wel |, again, the income statenment revenues
m ght have accruals on it, so we wouldn't associate
cash on the income statement

Q Regar dl ess of whether it has accruals in it
or not, the revenues are reflected on an incone
statement, not a bal ance sheet, right?

A Yes.

Q And cash on hand is reflected in the
bal ance statement, correct?

A Yes.

Q And the two, again, cash on hand, on the
one hand and cash inflows that you consider in your

anal ysis or revenues, are two different things,

correct?
A Yes.
Q And as alluded to in some of the questions
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al ready, your analyses are based on your

consideration of cash in flows and cash outfl ows,

ri ght?
A Yes.
Q And cash outflows, at |east to the extent

that they constitute operating expenses, are
recorded on the income statenment, right, because
they are operating expenses, right?

MR. FEELEY: Do you have a reference to this

testi nony that you're pointing to?

MS. PASULKA- BROWN: No, |'m just asking him about

his consideration in general.
MR. FEELEY: I'm sorry, can you restate the
gquestion?

BY MR. PASULKA- BROWN:

Q M. M. Kahle, do you need it restated, did

you understand that question?
A Restate it again, please.

Q The cash flows, to the extent that they

constitute operating expenses -- |let me backup so

you can maybe follow nme even nmore clearly.

In part of your testimony, and | don't

1151



10

11

12

13

14

15

16

17

18

19

20

21

22

have a reference for this, you identified the fact
t hat an expense, a cash outflow, can be either
expensed or capitalized or allocated to both. Do
you recall that?

A Yes.

Q So cash outflows, to the extent that they
are operating expenses, are recorded on the
conmpany's income statenment aspirating expenses
correct?

A Expenses could still have accruals in them
so there could be cash outflows that satisfy a
payable, so |I would say that's an incorrect
st atement.

Q Well, subject to check, since M. Adans'
has explicitly testified that his analysis does not
I ncl ude any accruals or deferrals or noncash
transactions, if that statement by M. Adams' is
true, then the cash outflows, to the extent that
t hey constitute operating expenses, are reflected
on a company's income statement?

MR. FEELEY: Objection, the question is inproper

gquestion. He's already stated that there are
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accruals and deferrals in M. Adans' testinmony.
And he's not willing to take that subject to check,
because he's testified that he makes an adj ust ment
for net income.

MS. PASULKA-BROWN: Who has testified that he
makes an adjustment for net income?

MR. FEELEY: M. Kahle has testified that
M. Adams makes an adjustnment for net income, which
i ncludes accruals and deferrals. So you are asking
himto totally ignore his testinony on that subject
and put that aside and say, well, do you agree with
hi m and that's an inproper question.

MS. PASULKA- BROWN: No, that's actually not what
' m aski ng.

MR. FEELEY: That's exactly what you're asking
himto do.

MS. PASULKA-BROWN: |'m | eaving net incone aside
and going specifically by M. M. Kahle's
testinony, which specifically states my approach,
and | ' m quoting again from his corrected rebuttal
testi nony at Page 5, Line 96, ny approach,

M . Kahl e's approach, conpares cash inflows in and
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out and is not driven by revenues and expenses,
whi ch may include accruals, deferrals or noncash
transactions. End quote.

BY MS. PASULKA- BROWN:

Q M. Kahle, did you identify any instances
in which M. Adams' testinony does specifically and
in fact include accruals, deferrals or noncash
transactions?

A I n Schedul e V8, Page 2 he deducts -- it's
| abel ed wi t hdrawn equity, but he deducts net
income. You can see the figure is the same figure
as net income on the Conmpany's Schedule D. And you
can see on Schedule D that there are accruals and
deferrals to arrive at that net inconme figure.

Q And you are aware that M. Adanms, in his
surrebuttal testinmony, stated that his analysis
didn't include accruals, deferrals or noncash
transactions, correct?

MR. FEELEY: | think you've asked this question,
he's answered it numerous times and he di sagrees
with it.

MS. PASULKA- BROWN: He doesn't disagree with what
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| just said because all | asked himis whether the
testi nony says that and it does say that. | could
read it again it does say that. He doesn't agree
that it's true.

JUDGE Gl LBERT: Let's stop. A pause there, deep
breath, everyone. Adans is saying that he is not
i ncl uding those three elements. You believe he is,
I nherently, in net income; is that correct?

THE W TNESS: Yes.

JUDGE Gl LBERT: So when he says in his rebuttal
testinony in the passage, as counsel has repeatedly
cited to you, that he is not in fact including
those elements, do you believe himor do you not
bel i eve him?

THE W TNESS: | do not.

MS. PASULKA- BROWN:

Q And | understand that you don't believe
him that's why | asked you just to answer the
gquestion as a hypothetical, because that's what he
said and |I'm pretty sure he knows that he didn't
i ncl ude those.

What | understand is that you differ in
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your definition of net inconme. Do you agree that,
that there may be a difference in your definition
of net income that is causing the confusion?

A | don't know that | know M. Adans'
definition of net income.

Q What is yours?

A On a GAP basis it's revenues | ess expenses.
Q So going back to your analysis, which again
considers cash inflows and outflows, | want to draw

your attention to your consideration of payroll and
payroll related items. Do you recall that
testimony?

A Yes.

Q And you included those sorts of capitalized
expenses, specifically payroll and payroll related
Items, in your analysis of cash outflows, right?

A Yes.

Q And you woul d agree that there are other
capitalized expenses that you did not include in
your consi deration of cash outflows; isn't that
true?

A Yes.

1156



10

11

12

13

14

15

16

17

18

19

20

21

22

Q So you would al so agree, wouldn't you, that
you have not included all cash outflows in your
analysis, right?

A Ri ght.

Q And the only cash outflows that you
consi dered, then, were the operating expenses that
are reflected on the incone statement and the

capitalized payroll and payroll related expenses,

right?

A Well, with the exception of saying expenses
on the income statenment, but | would say cash
outfl ows operating -- the intent was to consider

cash outflows that reflect the day-to-day
oper ati ons.

Q Operating expenses, right?

A Day-to-day operations.

Q | s there a distinction between those two
t hat you are drawi ng?

A Yes. | woul d consider the Conpany's
payroll a day-to-day operation of the Conpany.

Q But you did already state that the portion

you i ncluded in your analysis was the capitalized
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portion, correct, of payroll and payroll related

expenses?

A | included all payroll.

Q So that includes the capitalized portion,
ri ght?

A Yes.

Q So the outflows that you consider in your

anal ysis, which is based on cash inflows and
outflows, the outflows are the operating expenses,
and the payroll and payroll related expenses, both

t he operating expense portion of payroll and the

capitalized expense portion of payroll, right?

A Yes.

Q Now, | want to turn to your corrected
suppl enmental direct testimony. Page 4. Starting

at around Line 72 continuing through about 81. At
t hat point in your testinmny you quote fromthe
Comm ssion's decision in the prior Illinois Power
case where the Comm ssion found, quote, that
staff's adjustment pertains only to the inventory
portion of materials and supplies, not to the

expense portion. Therefore, staff's adjustment is
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not already reflected in the cash working capital
al | owance and does not result in double accounting
of accounts payable. Accordingly, staff's
adjustment is reasonable and is approved, end

quot e. Do you see that?

A Yes.

Q And | read that correctly?

A Yes.

Q So the inventory portion of materials and

supplies that's referred to in the Comm ssion's
hol di ng, that inventory portion of materials and
supplies is a capital expense, right?

A Yes.

Q So the Comm ssion approves staff proposed
adjustment to the inventory portion of materials
and supplies because that proposed adjustment did
not i npact the expense portion of materials and
supplies, right?

A | "m not sure | understood your question.

Q Well, the Comm ssion said that staff's
adjustment is not already reflected in the cash

wor ki ng capital allowance and does not result in
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doubl e accounting of accounts payable and why is
t hat, because --

JUDGE Gl LBERT: Pl ease don't read it any nore,
it's been read, it's there, it's evidence, go
ahead.

BY MS. PASULKA- BROWN:

Q Can you answer the question now or did you
need the question again?

A Just the question again.

Q The Comm ssi on approves staff's proposed
adjustment to the inventory portion of materials
and supplies because the proposed adjustment did
not i npact the expense portion of materials and
supplies, correct?

A Yes.

Q And the | CC expressly found the fact that
t he proposed adjustnent did not impact the expense
portion of materials and supplies meant that the
proposed adjustment was not already reflected in
the CWC al |l owance, right?

A Yes.

Q So, M. Kahle, the ICC indicated that the

1160



10

11

12

13

14

15

16

17

18

19

20

21

22

adj ust ment proposed in the Illinois Power case
woul d not have been appropriate, if it had inpacted
t he expense portion of the materials and suppli es,
because it would then result in what they refer to
as doubl e accounting, right?

A They didn't say that.

Q Are you | ooking at Lines 77 to 81 of the
quote?

A | believe their decision was that it was
appropriate to deduct the amount of accounts
payable fromthe value of inventory.

Q Ri ght. And my question was, it was
appropriate, as found by the Conmm ssion, because it
didn't result in double accounting and wasn't

al ready accounted for in the cash working capital

requi rement . Do you see that?
A Yes.
Q And you woul d agree, wouldn't you, that the

inventory portion of material and supplies, as we
al ready discussed, is a capitalized expense and I
think you testified earlier yes, right?

A Yes.
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Q So since the inventory portion of materials
and supplies is a capitalized expense and
consistent with at | east the decision in the
[1linois Power case, it is -- and that is a
capitalized expense is not properly considered when
calculating a CAWC requirenment because it would
result in that double accounting, right?

MR. FEELEY: 1'm going to object to the form of
t he questi on. | don't think it's understandabl e.
BY MS. PASULKA- BROWN:

Q Then I'1Il rephrase it, sorry. W have
al ready established that the inventory portion of

mat eri al s and supplies is a capitalized expense,

right?

A Yes.

Q And the reason the adjustment that was
proposed in the Illinois Power case, that the

Comm ssion refers to in the quoted portion of your
testi nony, the reason that adjustment was
appropriate, was because it didn't touch on the
expense that was already reflected in the CWC

al |l owance, right?
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A Yes, because it's an account payable, there
has been no cash outl ay.

Q And because it is an account payable it's
on the balance sheet, it's not on the income
statement where the outflows are, correct?

A If it's been accrued as a payable, it wil
be on the income statement as an expense

Q It will be an operating expense?

A Well, an accounts -- well, generically and
accounts payable could be for a capitalized item or
for an expense.

Q Right. And in this case the accounts
payabl e was not within the expense portion, it was
within the capitalized expense and that's why there

was no doubl e accounting?

A Yes.
Q And now, | want to address the |ast topic
that | wanted to cover with you, which was the

t axes, your reference and testimony regarding the
pass through taxes and the real estate taxes.
The first thing is at Line 11 of your

corrected rebuttal. You probably don't need to

1163



10

11

12

13

14

15

16

17

18

19

20

21

22

refer to it, it's just where you identify the pass
t hrough taxes that you are tal king about, you
identified gross receipts, municipal utility taxes,
City of Chicago use taxes and energy assi stance
char ges. Do you recall that?

A Where i s that?

Q Page 11.

A Yes.

Q And with respect to those pass through
taxes that you identified, you agree, don't you,
that there is a timng difference between the date
the conpanies remt the taxes that have been
assessed and the date that they collect from their
custonmers the nonies to pay those taxes, right?

A Yes. My understanding is they collect the
taxes and then pay them so there is a timng
di fference.

Q And you woul d agree that because there is
that timng difference, it should be considered in
a CWC cal cul ation, correct, because that's what the
CWC requi rement does is reflect --

MR. FEELEY: |I'm sorry, what is the question? |
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think we have a compound question. You asked one
gquestion and then you foll owed up, which question
do you want himto answer?

BY MS. PASULKA- BROWN: .

Q | could just rephrase it. You would agree
that the pass through taxes have to be consi dered
in a CWC requirement calculation because a CWC
requi rement cal culation is meant to reflect those
sorts of timng differences that you just
descri bed, right?

A No. In fact, M. Adams didn't include them
in his calculation of CW either.

Q The expense lead times, he included it in
that, didn't he?

A The |l ead times, yeah, but not the taxes.

Q We're just tal king about the calcul ation as
a whol e, which includes the determ nation of the
|l ead times, right?

MR. FEELEY: What is your question? You foll owed
up one question with three clarifying questions and
| don't know what question you're posing.

JUDGE Gl LBERT: |I'm sorry, what is your
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obj ection, M. Feeley?

MR. FEELEY: There is no question pending. She
asked a question, he doesn't give an answer and
then she follows up with another question.

JUDGE Gl LBERT: Excuse me, |'m speaking, so
you're not speaki ng. She asked a question and
bef ore he could respond, you said she had asked
three questions. She had only asked one questi on.
I think you may have | ost a bit of perspective
here.

BY MS. PASULKA- BROWN:

Q Do you want me to just ask you again?
A Yes, please
Q You woul d agree that the pass through taxes

t hat you just testified relate and reflect a tim ng
di fference, would have to be included in a CWC
anal ysis because a CWC anal ysis and cal culation is
meant to reflect those types of timng differences
bet ween i ncom ng cash and outgoing cash, correct?
A | f the cash was included, you could make a
cast of including the pass through taxes in the

cal cul ation of |ead days.
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Q Are you finished?

A Well, if you | ook at the cal cul ation of
| ead days, there is $224 mllion of taxes, which
i nclude pass through taxes. But the taxes, the

other income taxes that are included in the working
capital calculation are only $17.6 mllion, and |'m
tal ki ng about Peoples now So | think including
t he other, what nmust have been some $204, 000, 000 in
pass through taxes in the lead -- in the | ead days
cal cul ation, would skew the results of the |ead
days.

Q Okay. | understood your testinmony in that
way. So let's move on to the |ast point, which

rel ates to your separation of the real estate

t axes. Do you recall that testimony?
A Yes.
Q You item zed the real estate taxes

separately fromthe other non income taxes because

of what you described as the longer lead time with

respect to real estate taxes. Do you recall that?
A Yes.

Q And as a result of your treatment of the
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real estate taxes, those are the only taxes that
you separated out, so your treatment of all of the
taxes, other than income taxes, is not consistent
for that reason, right?

A Yes, | separated real estate taxes, it was
the, | call it the outlier of the group.

Q And did you suggest separating out any
taxes that have short lead tinmes?

A No.

Q But there are such taxes that have short

|l ead times, such FICA, right?

A Yes, FICA has a relatively shorter |ead
time.

Q But you don't propose separating that out,
correct?

A | did not.

Q And if you did separate it out, the cash
wor ki ng capital requirenment, because of the shorter
|l ead time and the greater expense of FICA, as
opposed to the real estate taxes, then the CWC
woul d go up, right?

A | couldn't answer that question without
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doing the cal cul ati on.

Q Even t hough you've testified that it has a
relatively short lead time and it's a much | arger
expense than real estate taxes?

JUDGE Gl LBERT: When did he say it was a nuch
| ar ger expense that real estate taxes?

MS. PASULKA-BROWN: | said that in my question,
If it's a much | arger expense than real estate
taxes and has a much shorter |lead tine.

JUDGE Gl LBERT: What you said to him was he said
t hat and he did not say that.

BY MS. PASULKA- BROWN:

Q " m sorry. If it has a much greater
expense and a shorter lead time, it would lead to a
hi gher CWC, correct?

A Sitting here now | would rather not answer
t hat question without doing the cal cul ation.

MS. PASULKA- BROWN: Okay, | have no further
gquestions.

JUDGE MORAN: Ms. Soderna.
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CROSS EXAM NATI ON
BY
MS. SODERNA:

Q Good evening, M. Kahle, ny name is Julie
Soderna, I"'mwith the Citizens Utility Board. 1"l
be asking you some gquestions on depreciation
reserve, but |I'mjust going to start -- |'m going
to start with some of your testinony on the pro
forma adjustment for plant additions and I'I1l refer
you to your rebuttal testimny at Page 15, Lines
290 to 295. And I'll try not to quote directly,
just summari ze.

You state that you would agree with
M. Effron that the Conpany's original pro forma
adjustment for plant additions was not appropriate,
correct?

A You know, | didn't find the right page.

Q Oh, sorry. Page 15.

JUDGE Gl LBERT: You said |line 295 on that page.

MS. SODERNA: 302 to 303.

THE W TNESS: Yes, to answer your question.

BY MS. SODERNA:
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Q And you further state that your proposed
adjustment to plant additions corrected
M. Effron"s pro forma adjustnment to only allow
known and measur abl e plant additions, correct?

A Yes.

Q And isn't it true that your rebuttal
adj ust ment accepts the Company's actual capital
spending from Oct ober 2006 to July 2007, as well as
proj ected expenditures for August and
September 2007, right?

A Yes.

Q And that's because you consi dered these
expenditures to be known and nmeasurabl e, correct?

A Yes.

Q | will now direct you to Line 346 of your
rebuttal where you address M. Effron's proposed
adjustment to the accunul ated depreciation reserve.

A Okay.

Q And you disagree with M. Effron's
adjustment to add a full year of depreciation
expense to accumul at ed depreciati on and

anortization, correct?
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A Yes.

Q And you disagree with M. Effron's
adj ust ment because it did not meet your criteria
for maki ng adjustments only for known and
measur abl e changes to the historic test year 2006;

is that correct?

A Yes.
Q But you don't disagree, do you, that the
accunul ated depreciation will be growing in fiscal

2007, do you?

A No, | believe it wll.

Q And you don't disagree that the fiscal 2007
depreci ation expense will be credited to the
accumul ated depreciation, do you?

A Did you ask if | disagree with that?

Q You don't disagree, that the fiscal --

A | agree.

Q And at Lines 354 to 355 of your rebuttal
testinony, you further testify that you di sagree
with M. Effron's adjustment to accunul at ed
depreci ati on, because you believe that his proposed

adj ust ment, quote, would make fiscal year 2007 the
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test year for accumul ated depreciation only,
unguote, correct?

A Yes.

Q Isn't it also true, using your |ogic, that
t he Conpany's adjustnment to rate base, for plant
additions in fiscal 2007, causes 2006 not to be the
test year for purposes of plant in service?

A Well, | don't believe so. When | refer to
Adm ni strative Code 287.4, ny interpretation was
t hat the plant additions met the criteria and I
also, as | recall, there was indeed an adjustnment,
a pro forma adjustment, for depreciation expense

and cumul ative depreciation in the Company's

filing.

Q Can you say that last part again, |'m
sorry?

A | believe that there was a pro form

adjustment for the additional plants, related to
depreci ation expense and the cumul ative
depreciation for 2007.

Q You don't consider that -- you consider

t hat adjustment to be something outside of fiscal
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20077

A That adj ustnent ?

Q |*m sorry, maybe | should clarify. You're
saying that because the pro forma adjustment of the
Conpany meets the criteria in the admnistrative
rules, that that's the reason that you disagree
with my prem se that it makes fiscal 2007 the test
year for the purposes of the depreciation reserve?

A | "m saying that -- | would have to | ook,
but | think the company, in the pro form
adj ustments, had an adjustment related to
addi tional plant for depreciation expense and a

cunul ative depreciation.

Q So it's your understanding that that was
al ready considered in the Conpany's filing?
A Yes.

Q You don't disagree, then, that the
Comm ssion can and, in fact, has on several
occasi ons adopted accunul ated depreciation beyond
the test year?

A | know it's been done, | don't know the

nunmber of times.
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Q Did you review Mr. Effron's rebuttal
testi nony?

A Yes.

Q Specifically M. Effron discusses two
Comm ssion cases where the Comm ssion did, in fact,
adopt adjustnents to accunmul ated depreciation
beyond the test year on Page 4 of his testinmony,
his rebuttal testinony. Do you recall that?
Yes, | have it in front of me.
Are you famliar with those cases?

Not particularly.

o > O F

But do you have any reason to disagree with
his characterization that the Conm ssion actually
did adopt adjustments to accunul ated depreciation?

MR. FEELEY: He said he's not famliar with those
orders, so | don't think he's in a position to
agree or disagree.
BY MS. SODERNA:

Q When you say you're not famliar, does that
mean you have never reviewed then?

A | did | ook at the order for ClIPs 03-0008.

| don't have it in front of me, but | recall the
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Comm ssion's rationale being that the acceptance of
t hat adj ustment was related to the Conmpany's net
pl ant decreasing, rather than increasing. And |I'm
sorry, | can't say any more than that

Q That's okay. But you, just to clarify, had
you | ooked at the 01-0432, the Illinois Power case,
or the 03-0009 Union Electric case?

A | don't recall |ooking at the 01-0403, but
I think the 03-0009 was consolidated, so | think

t hey had the same | ogic.

Q But you're not famliar enough to say?
A My confidence is waning.
Q So you're not confident enough in your

knowl edge of those cases to say whether you agree
with M. Effron's characterization that the
Comm ssi on accepted to recogni ze post test year
growth in the accumul ated reserve depreciation?
A Well, | believe that they accepted
adj ustment, but 1'm not conmfortable with the
prem se that relates to this case.
Q And you are proposing an adjustment to

i ncrease Peoples rate base by approximately 76
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mllion for post test year plant additions, which
takes into account rel ated depreciation and
deferred taxes, correct?

A Yes.

Q And | can give you a cite, but do you agree
with Mr. Effron, that the Conpany's plant, net of
depreciation and deferred taxes, increased by about
95 mllion from 1996 to 20067

A Sitting here right now, | don't recall that

I checked his math. I know they increased.
Q Subj ect to check, would you accept that?
A Yes.
Q Do you think the pro forma adjustment to

rate base to recogni ze test net post test year

plant growth of 76 mllion, when the growth in rate
base over a 10-year period was 95 mllion, is
reasonabl e?

A Well, | didn't base it on prior years, |
based it on -- basically on the response to a data
request showi ng the 10 nonths spending and 2 months
proj ect ed.

Q Ri ght. " mnot asking you what you based
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it on, I'"mjust asking if you think, in your expert
opinion, that that's reasonabl e?

A | didn't do an analysis to make an opinion.

MS. SODERNA: That's all | have.

JUDGE Gl LBERT: Is that everyone with cross?

JUDGE MORAN: | think so, yes.

EXAM NATI ON
BY
JUDGE Gl LBERT:

Q | have a couple of what | hope will be very
qui ck things. If you ook at the bottom of Page 11
of your rebuttal testinony?

A Okay.

Q Starting on Line 233, with the sentence

t hat begins with the word lead times and conti nue

up into Page 12, | think by the end of Line 243
you'll probably have all you need.
MR. FEELEY: There is a -- could you give nore

than lead times, there is a couple places where
t hat appears around that |ine.
JUDGE Gl LBERT: Real | y?

MR. FEELEY: On 232 and 234, | don't see it on
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233.

JUDGE Gl LBERT: | have rebuttal testimony. This
was revised, wasn't it.

MR. FEELEY: Corrected. Coul d you give the first
i ne?

JUDGE GI LBERT: I'Il quote it, lead times for
real estate taxes were weighted too | ow.

THE W TNESS: Yes, | have it.
BY JUDGE GI LBERT:

Q Why don't you take that sentence and maybe

a couple nore sentences in that paragraph.

A Okay.
Q | s your concern that the taxes in
M. Adams' -- well, bad start.

| s your concern that real estate taxes,
because you believe they were incorrectly weighted
have, in a sense, spoiled the basket and therefore
could be corrected with respect to weighting? Or
do you believe they nmust be separated out and
treated as a separate item fromthe basket?
A | believe they were unfairly weighted.

That because of all the pass through taxes that
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were in the calculation of |ead days, | believe
that the | ead day cal culation was | ower than it
shoul d have been or could have been. And | took
real estate taxes out to help cure that.

Q Could the real estate taxes be left in and
rewei ght ed?

A | f the taxes, the population of taxes that
was in the calculation to weight the | ead days was
the same as the population to calculate the cash
wor ki ng capital, you wouldn't need to pull them
out .

Q Okay. It was a clear answer, but | wasn't
sure what you meant by popul ation of taxes.

A I f only non-pass through taxes were
considered in calculating the | ead days, then |
don't think it would be necessary to pull anything
out, because you have an apples to apples
conparison of |ead days to the taxes you paid.

Q Wt hout a specific citation, hopefully, an
essential disagreenment between yourself and
M . Adams appears to be your view of the proper use

of capitalized items in the cash working capita
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analysis and you don't believe capitalized itens
bel ong i n that analysis, correct -- |I'msorry, you
believe that they do belong in that analysis,
correct?

A The ones that | believe to be a day-to-day
operating item, yes.

Q My impression fromlistening to M. Adans
I's that what you have done is rather unorthodox
among those who cal cul ate cash working capital for
utility ratemaking purposes. Do you regard what
you've done as unorthodox?

A No, because | found the same treatment in
prior cases.

Q And those are the ones you' ve cited?

A Yes.

JUDGE Gl LBERT: Okay. Redi rect ?

MR. FEELEY: Can | have a few m nutes?

JUDGE Gl LBERT: Yes.

(Break taken.)
JUDGE Gl LBERT: M. Feel ey.

MR. FEELEY: Staff has no redirect.
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(Wher eupon the above-entitled

mat t er

14t h,

was continued to Septenber

2007 at

9:00 o'clock a.m)
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