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PECPLE OF THE STATE OF ILLINO S,

Petitioner,
Vs. No. PCB 99-191
PANHANDLE EASTERN PI PE LI NE COVPANY.

Respondent .

Proceedi ngs held on Septenber 21, 2000, at 9:05 a.m, at
the offices of the Illinois Pollution Control Board, 600 South
Second Street, Suite 403, Springfield, Illinois, before John C

Knittle, Chief Hearing Oficer.
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PROCEEDI NGS
(Septenber 21, 2000; 9:05 a.m)

HEARI NG OFFI CER KNI TTLE: On the record. Today is
Sept enber 21st, 2000. It is about 9:05 a.m | note for the
record there are no nenbers of the public here. W are
continuing today in PCB Docket Number 1999-191, People of the
State of Illinois versus Panhandl e Eastern Pi pe Li ne Conpany.

Are there any prelimnary matters before we get going from
t he Peopl e?

M5. CARTER:  No.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: None.

HEARI NG OFFI CER KNI TTLE: Ckay. M. Boyd, you are still
proceeding with your case-in-chief. You may call your next
Wi t ness.

MR BOYD: Thank you. | call Charles Wit to the stand,
pl ease.

HEARI NG OFFI CER KNI TTLE: Al right. M. Wit, please have
a seat.

THE WTNESS: Thank you.

HEARI NG OFFI CER KNI TTLE: We will swear you in.

(Wher eupon the witness was sworn by the Notary Public.)

HEARI NG OFFI CER KNI TTLE: M. Boyd, your w tness.

MR BOYD: Thank you.
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CHARLES WAI T, JR,

havi ng been first duly sworn by the Notary Public, saith as

fol | ows:
DI RECT EXAM NATI ON
BY MR BOYD:
Q Coul d you state your full nanme for the record.
A Charles Vait, Jr.
Q By whom are you currently enpl oyed?
A CMVB Energy Corporation. | work for a specific business

unit of Panhandl e Eastern Pi pe Line Conpany.
Q How | ong has CMB owned Panhandl e Eastern Pipe Line
Conmpany?

A Since April of 1999.

Q Did you work for Panhandl e before April of 1999?

A Yes.

Q How | ong have you worked for Panhandl e?

A Since March of 1988, | have worked for the corporation.
Q In March of 1988, was Panhandl e Eastern Pi pe Line

Conpany a subsidiary of another conpany?
A It was a subsidiary of Panhandl e Eastern Corporation.
Q Di d Panhandl e Eastern Corporation at sone point --
strike that.

I s Panhandl e Eastern Corporation still in existence?
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No, it is not.
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VWhat happened to Panhandl e Eastern Corporation?

It was nmerged i nto Duke Energy Conpany in 1997, |

Was it Duke Energy Conpany that sold Panhandle to CM5 in
19997

Yes, it is.

What position do you currently hold with Panhandl e?

Principal air engineer in the environnmental services

group for Panhandl e Eastern Pipe Line.

Q

> O » O

Q

How | ong have you held that position?

| was just recently pronoted a nonth or so ago.
VWhat position did you hold before that?

Seni or engi neer, the sane title.

When did you first becone a senior engineer?
1995, | believe. It may have been 1996.

Di d your responsibilities change when you began worKki ng

in your current position?

A

Q
A

As a senior engineer or --
No, after you left being a senior engi neer?

Alittle nore responsibility, authority, but not

mar kedly so, no, sir.

Q

engi neer ?

What were you doing with Panhandl e before being a senior
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engi neer since early 1992,

Q What were you doing with Panhandl e before early 1992?

A I was a field engineer, a pipeline engineer. | was
responsi bl e for pipeline maintenance and operati ons across what
was known as division two. | was based in Kansas City.
covered geographically --

(Whereupon a short recess was taken when the phone rang.)

HEARI NG OFFI CER KNI TTLE: Pl ease proceed, sir

THE WTNESS: Ckay. The geographic region was fromwestern
Kansas through d enarm station

Q (By M. Boyd) How long did you hold that position?

A | was there early 1990, naybe late -- | believe it was
early 1990.
Q | amsorry. From March of 1988 through early 19907

A No, | started in the field position in 1990 and
conpl eted that position in early 1992.

Q Ckay. What were you doi ng at Panhandl e before early
19907

A I was with Texas Eastern Corporation. Texas Eastern
Corporati on was a separate conpany, but was acquired by Panhandl e
Eastern Corporation in 1989.

Q VWhat were you doing with Texas Eastern Corporation?
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A I was a quality assurance engi neer
Q VWhat did that role entail ?
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A It was specifically perform ng job audits and things
like that, making sure that policies and procedures were foll owed
on construction projects.

Q Di d you have any responsibility for air permtting
i ssues at all?

A | did not.

Q When did you first start working with air permtting
i ssues?

A Early 1992.

Q Ckay. Can you describe the work you did fromthe 1990
to 1992 period of time, what your responsibilities were?

A As a pipeline engineer | was responsible for performng
duties such as hydro testing, pipeline repairs, in the case we
had a | eak or sonething |ike that, nmaking sure that the stations
were conpliant with DOT regul ations, basically auditing or DOT
files also.

Q And how did your responsibilities change around 19927

A The division office that | was in closed. | noved to
Houst on and began enpl oynent in the environnental protection
group as a division air engineer

Q Is it fair to say you have been working in the -- | am

sorry. Strike that. Wat responsibilities did you have as
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A Well, the first thing | did was get a permt in New
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Jersey, an air permt for a turbine. Also, | was responsible for

air emssion inventories and offering conpliance help fromtine
to tinme whenever we had an inspector out with a question or
somet hing like that.

Q Have you had responsibility for those kinds of
activities since 19927

A In general, yes. There was an snmall -- a short period
of time where | was not involved in environnmental issues during
this stretch.

Q What was that period of tine?

A It was after the Duke Energy nerger. | amsorry. It
was about a year after the Duke Energy nerger. So it was late
1998 or md 1998 through the spin-off of Panhandl e from Duke, so
it would be about a nine nonth period.

Q Al right.

A I was in the facility planning group for Panhandl e
Eastern Pi pe Line.

Q Ckay. Beside that tinme away, have your responsibilities
i ncluded working on air permtting projects?

A Yes, they have.

Q You al so tal ked about em ssions inventories. Your
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A Yes.

Q Is it fair to say that your responsibilities have gotten

KEEFE REPORTI NG COVPANY °re
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nore increasing |levels of authority or responsibility?
A Yes, they have.
Q Have they changed? Have you added any additiona
responsibilities?
A Yes. There was a period of tinme -- in 1996 | becane a

supervi sing engi neer of the air permtting group or the air group
in the environmental conpliance departnment at Pan Energy. | was
in that position until the Duke Power nerger. | had one, two
full-time enployees reporting to nme and up to seven or eight
contract people at any given tinme.

Q As a senior engineer your work still involves air
permtting projects?

A Yes, it does.

Q | think you said you al so becane division engineer or do

| have that backwards?

A No, | was division engineer fromapproximtely 1992 to
1995.

Q Ckay.

A | did bunp back from supervising engi neer, a nanageri al

position, in Charlotte, to senior engineer when | went to the

facility planning group in 1998.
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Q Ckay. What kind of work did you do before conming to
Texas Eastern Corporation?
A I was in manufacturing. | was a quality -- | -- the
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positions | held were industrial engineering type things and al so
qual ity assurance, quality conpliance

Q Were you working in manufacturing as soon as you got out
of school ?

A Yes.

Q Ckay. What was the highest degree that you have
att ai ned?

A | have an MBA

Q When did you obtain that?

A | obtained it in 1997 from Qur Lady of the Lake
University in San Antonio, Texas.

Q Do you have under graduat e degree?
Yes, | do.
When did you obtain that?
I n 1980.
Where did you obtain that?
Texas A&M Uni versity.
And what was your degree in?

Bachel or of science, nmechanical engineering.

o >» © » O » O

Is it fair to say you have been working at |east for the
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Yes, with a small excursion on facility planning.
Q During that time have you becone familiar with air
permtting requirenents?
674

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

A Yes, | have.

Q Have you becone familiar with the air permtting
requi renents under the dean Air Act?

A Yes.

Q Can you briefly describe your understandi ng of the
permtting requirenments for new sources or nodifications of
exi sting sources?

A Well, there is three types of permits generally. There
is a mnor nodification or a mnor source permt. Then there is
a federal permt, a PSD pernit. And then there is one that is

ki nd of in between, a PSD avoi dance pernit.

Q What is PSD?

A Prevention of Significant Deterioration

Q Can you explain what that is?

A Yes. In general terns it is an exercise that you go

t hrough when installing new equi prent or a new source to
general |y denonstrate that the new equi pment or the new enissions
sources do not deteriorate the anbient air quality.

Q Is PSD a federal progran?

A Yes, it is.
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Q Is it also admnistered by states?

A Sone states have adninistrative authority.

Q VWhat is a PSD avoi dance pernit?

A It is really a netting exercise, | guess is the way |
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would ook at it. PSD avoidance is as a -- in an attenpt to put
in a new source -- let ne rephrase that. Coing through PSD

requi res an enornous amount of effort, tine, and to denonstrate
that anbient air quality is not being degradated. To avoid that,
if you can retire existing equiprment to reduce em ssions fromthe
facility so that the emni ssions increase as part of the project
does not exceed 40 tons per year for NOx. You can also go the
other route and take a federally enforceable emssion linmt,
general ly an hours restriction or a fuel restriction, in an
effort to also not exceed that 40 ton increase

Q You al so nentioned a mnor nodification pernmt. Wat is
t hat ?

A If you are putting in -- well, it is generally a new
source that does not have the ability to increase em ssions from
the facility greater than the threshold level. |In the case of
PSD, an existing source is 40 tons of NOx.

Q You have had experience working in applying for each of
those three kinds of pernmits, PSD, PSD avoi dance, and m nor

nodi fication permts?
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A Yes, | have.
Q As a result of your work, have you devel oped an
under st andi ng regardi ng the process for obtaining a PSD avoi dance

or a PSD netting permt?

A Yes.
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When di d you devel op t hat understandi ng?

A The first permit | got | believe was a netting exercise
that we did in New Jersey. |If it was not the very first one, it
was one of the first ones that we did in Pennsyl vani a.

Q So --

A 1992 woul d be the tine frame.

Q On what is your understanding of the PSD netting
permtting process based, then?

Actual experience acquiring permts.
And what is your understanding of the process?
A Well, procedurally, the conpany will file an application

with the Agency. GCenerally there is a neeting that goes al ong
with that in an effort to help the Agency understand the scope
and nature of the project, the urgency of the project, if there
is sone urgency. There will be sone dialogue. The Agency will
pull together all of the information that we have provi ded, and
issue a draft permit as a result of the application

CGenerally fromthat stage it goes through the public

coment, through a public comrent period and possibly a public
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during the public hearing or subsequent to the -- | amsorry, the
public coment or subsequent to that, the U S. EPA has a chance
toreviewit. They don't always review them but they needed to

be afforded the opportunity.
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After the comments are received and anal yzed, if there is
subsequent changes generally the Agency and the conpany wl|l
di scuss those points. |If not, there is usually a final pernit

i ssued, a construction pernit issued to the applicant.

Q Do you --

A From t hat --

Q | amsorry. Go ahead

A Well, | was just going to go ahead and conti nue t hat

fromthat point, depending on the type of installation, there are
other obligations to the conpany. There is a pernit for a
turbine. There is a notification of construction start and
notification of construction conpletion

Q Ckay. | just want to stop at this point up until when
you get the pernmt so --

A Ckay. | amsorry.

Q Do you have an understandi ng of how | ong the process you
have just described has been in place?

A | believe it to be in place since the PSD rul es were
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Q And why do you believe that to be the case?

A Looki ng at permits that Pan Energy held, we had PSD
permts on the Panhandl e Eastern Pipe Line Conpany on the west
end that were received or acquired in the |ate 1970s or early
1980s. Also on the sister conpany, Texas Eastern, Al gonquin
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Systenms, we had a few pernmits through the 1980s, 1985, 1986,
maybe, on.

Q Were these PSD pernmits or PSD avoi dance pernmits? Wat
ki nd?

A The ones through the 1980s were PSD avoi dance permits.

Q The process that you described, is it your understanding
that that process applies to state agencies adm nistering the
program as wel | ?

A Yes.

Q As a result of your experience, have you devel oped an
understanding of the types of linmts that are contained in the
PSD avoi dance permts?

A Yes.

Q And what is your understandi ng based on?

A Revi ew of pernits that Pan Energy had.

Q VWhat is your understanding regardi ng the kinds of permt
conditions -- | amsorry. Let's go back. Strike that. |Is there

anyt hi ng el se?
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Q Ckay. Beside pernmits in hand, is there anything el se
that forns the basis of your understanding of the kind of PSD
limts that are contained in PSD avoi dance permts?
A Well, there is guidance fromthe U S. EPA that outlines
what should be in a PSD permt or a PSD -- or a permt.
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Q Ckay. What is your understanding regardi ng the kinds of
permt conditions required in a PSD avoi dance or a netting
permt?

Well, they need to be practically enforceable limts.

Q What does that nean?

A Well, generally, if you are putting -- if you are
permtting a piece of equipnent that requires restrictions of
operation, there is generally an hours restriction for the pieces
of equiprment or a fuel lint based on that. There is also a
pound per hour limt established in pernmits. And then finally a
cap that you have to conply with that generally is the sum of al
of the previously nentioned parts.

Q You used the term"practically enforceable." 1Is that a
termof art? Were does that cone fron®?

A | amnot 100 percent sure, but | believe that | picked
that up, you know, just through working through permtting

processes.
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Q Ckay. What nakes an hours limt practically
enf or ceabl e?

A It is a neasurable event. It is a measurable paraneter,
if you will.

Q What do you nean by "measurabl e"?

A On a day-to-day basis | can go out to the engine or

t hrough somne record-keepi ng systemand | ook to see where | stand
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inrelation to the -- ny ability to operate for the annual basis.
Q What nakes a fuel limt practically enforceabl e?
A Basically the sane thing. It is a neasurabl e paraneter

that the piece of equi pment has.

Q When you say neasurabl e, measurabl e because you can keep
records of fuel usage?

A Yes, that's correct. And, again, on a daily basis you
can review those or a weekly basis and understand where you stand
inrelationship to your limt.

Q What nakes a pound per hour limt a practically
enforceable limt?

A It is the part | hate. It is the em ssion testing. It
is where the rubber neets the road, if you will. That is the
limt that you, as a conpany, are required to conply with on a
coupl e of bases. The first is there is typically a conpliance
test that you nust performwhen you put in a piece of equipnent.

Subsequently, there are, on occasion, other types of testing on
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regul ar intervals, whether it be through portable anal yzers or
sonething like that, just to verify that those emission rates are

still being kept.

Q You al so had nentioned a cap at the end. Is a cap a
practical -- is an em ssions cap a practically enforceable
l[imtation?

A | don't consider it one, because it is not neasurable.
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Q VWhat do you nean by "not rmneasurabl e"?

A Wen | -- when the facility personnel go out to | ook at
the engine, there is no way, other than sitting down through a
spreadsheet and runni ng cal cul ati ons.

Q What do you nean by that?

A | can't neasure it on a -- it is sonmething that you
can't go to the engine and see.

Q Ckay. Now, you nentioned hours, limts, fuel limts,
and a pound per hour limt as practically enforceable limts. |Is
it your understanding that a PSD avoi dance permt needs to
include all those conditions or all those limts? O to clarify,

woul d any practically enforceable Iimt be sufficient?

A CGenerally it is a mx and match of what we have
di scussed. GCenerally there is not a fuel limt or an hour limt
in the same restriction. It is not always -- | nean, | have not
seen one.
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Q So it would be either an hour limt or a fuel Iimt as a
practically enforceable linmt?

A General ly.

Q Are you famliar with any situations when an annual air
emssions limt is used as a PSD avoidance limt?

A QO her than the one we are discussing, no.

Q The one we are discussing is the --

A The d enarm stati on.
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Q Thank you. Are you fanmiliar with the conpressor

stations in denarnf

A Yes, | am
Q How have you becone familiar with it?
A It began in -- as a -- during ny days as a division

engi neer in the division, but becane nore famliar with them
subsequent to ny air duties in Houston.

Q Have you devel oped an understandi ng of the role of the
G enarmstation in the systen®

A Yes, | have.

Q VWhat is that role?

A Well, its functionis to -- like every other conpressor
station along the system is to conpress natural gas and
transport it down the pipeline. On average, conpressor stations
are about 90 nmiles apart. The friction of the gas noving from

the pipeline requires that occasionally you do -- you have to
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reconpress it to nove the gas down the pipeline to naintain the
desi gned vol unes.

Q Can you describe the engines that are currently at the
d enarm st ati on?

A Yes. There are seven engines there, units 1113 through
1119. 1113 and 1114 are Cooper-Bessenmer LSV engines. 1115 is a
Cooper GW-250, as are 1116 and 17. Units 18 and 19 are

Cooper - Bessener GWHs, | believe.

KEEFE REPORTI NG COVPANY o5
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Q Now, you said earlier that one of the roles of the
G enarmstation was to naintain the designed vol unes?
A Yes.
Q What does that nean?
A Well, the pipeline is put together in many segnments. It

is designed to carry a certain capacity of gas. As a regul ated
interstate natural gas conpany, we also are required -- we al so
have the obligation to certificate or to get that approved
t hrough the Federal Energy Regul atory Conmission. So there is a
certain amount of volune that Panhandl e Eastern Corporation has
to carry or be able to carry, | should say.

Q What role does the station play in making sure that is
t he case?

A The horsepower there conpresses the gas in an effort to

nmove and ensure that the certificated volunmes do nove al ong the
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Q Are any of the seven engines at the denarmstation
equi pped with air pollution control?

A Yes, units 18 and 19 are.

Q Can you describe those control s?

A They are what | would couch as a first generation clean
burn control

Q VWhat does that nean? Wat is clean burn?

A Well, the generic termthat is nore commonly used and
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probably shoul d be used here is | ow em ssion conbustion. dean
burn is Cooper-Bessener's tradenmark nanme for | ow em ssion
conbusti on systens.

Q VWhat is | ow em ssion conbustion systens?

A It is -- for these engines, it is -- it is a
nodi fi cati on or new heads, actually, that are installed on the
engines. There is an ancillary chanber that -- well, let ne back
up and say that it is a technol ogy used to reduce em ssions.
This is done through | eaning out the conbustion cylinder to pass
the point that combustion can be sustained. The preconbustion
chanmbers are included in the heads as part of this retrofit, or
this control package, to add sufficient energy to support
conbustion on a continui ng basis.

Q You tal ked about technology. Wat is -- is there

sonet hi ng physically added to the engines for the clean burn
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control ?

A It is nore than added. It is really a revision to the
way that the top part of the engine is designed.

Q Ckay. Do you know where -- strike that. Do you know
when engines 118 and -- | amsorry -- 1118 and 1119 were
installed at G enarn®

A In 1988, | believe.

Q Do you know where those engi nes cane from before being
installed in G enarn?
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A They canme out of the Panhandl e Eastern Pipe Line Hugoton
station. It is on the west end of the Panhandl e system
Q Were they equi pped with the clean burn technol ogy when

they were at the Hugoton station?

A Yes, they were. It was required as part of the
installation permt, as | recall, for Hugoton station

Q Do you know why they were renoved from Hugoton?

A Hugoton station was -- as | understand it, it was over

desi gned for the gas throughput of that part of the system They
were surplus basically in place.

Q You said earlier that the clean burn on engines 1118 and
1119 were first generation clean burn. You already described
clean burn. Wsat do you nean by first generation?

A O ean burn technology was relatively newin the 1980s.
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I couch it as first generation because at that point in tinme
there were najor nodifications to the power cylinder heads that
had to be required. Turbo charging capabilities were not as
sophisticated as they are today. The control |evel was not
absolute as it is today.

Q What do you nean by control |evel?

A The em ssion -- the NOx emission rates for first
generation clean burn were typically between four and ten grans
per horsepower hour dependi ng on the engi ne nake, nodel, things

li ke that.
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Q Was the purpose of the clean burn design to reduce NOX
em ssi ons?

A Yes, it is.

Q Did it have any ot her purpose?

A No. In fact, first generation clean burnis -- first
generation clean burn creates a three to five, maybe six percent
fuel penalty for the engines.

Q What does that nmean, "fuel penalty"?

A Engi nes burn a certain nunber of BTUs per hour. The
general termthat we use is BTUs per horsepower hour. It is
known as the brake specific fuel consunption. The clean burn --
cl ean burn technology at that point in tinme increased the BSFC
for those engines.

Q What is BSFC?
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A | thought | had -- it is brake specific fue
consunption. | amsorry.

Q Thank you. As a result of your permitting experiences,
have you -- do you have an understanding of -- what is BACT?

A Best Avail abl e Control Technol ogy.

Q VWhat is that?

A It is a control technology that is required as the -- it
is part of the PSD permitting process. It is -- | amsorry.

Q Continue on. What does it nean to say Best Avail able
Control Technol ogy?
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A It is a technology -- it is an exercise -- it is a
technology that is selected as a result of an exercise that you
go through as part of the permitting process. It is an
eval uation fromthe nost stringent technology to the |east
stringent technol ogy taking into account cost of the
t echnol ogi es.

Q When the engi nes at the Hugoton station, the 1118 and
1119, were installed, was there any determ nation as to whet her
they were BACT at that tine?

A There was not .

Q Ckay. When the engines were installed in denarm was
there a determination as to whether they were BACT?

A No.
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Q D d you have an understandi ng of whether those controls

woul d have been BACT when they were installed?

A Can you repeat the question a couple of questions ago?
| amsorry.
MR BOYD: | will have to ask you to read it back. | am
not sure.
THE WTNESS: | amsorry. You asked --

HEARI NG OFFI CER KNI TTLE: What question a coupl e of
guesti ons ago?
THE WTNESS: You asked about installed BACT a couple of --
MR BOYD: Wll, why don't we go back and --
688
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HEARI NG OFFI CER KNI TTLE: | don't want to go back to the
| ast three or four questions and read them back

Sir, do you have a specific question? Maybe | can help you
out .

THE WTNESS: Well, the question | thought was did we
consi der BACT on 18 and 19 when we installed themin Genarm |
just wanted sone clarification if you nmeant Hugoton or if |
t hought you said Hugoton and --

Q (By M. Boyd) | did say Hugoton originally.

A Ckay.

Q When they were installed in Hugoton, was there any
determ nation that the engines 1118 and 1119 equi pped with the

first generation clean burn were equi pped with BACT control s?
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A Ckay. | amsorry. Afterwards | picked up on that. It
was -- | believe that it was, because | believe it was a PSD
permt. | amnot 100 percent sure.

Q Ckay. What about when they were installed in @ enarnf

A No.

Q Ckay. Now, do you have an understanding today as to
whet her those controls on engines 1118 and 1119 were BACT when
they were installed in 1988?

Yes, | believe they were.
What is that opinion based on?
A Wll, in -- currently in Texas we are goi ng through an
689
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exerci se under a programcalled the Voluntary Em ssion Reduction
Program That programis a programthat the Texas Agency has
enacted in an effort to bring grandfathered sources into the
permtting program Since it is voluntary, the benefit for the
conpany is that they have to -- that to enter into it they only
have to install ten year old BACT. In discussions with the
Agency, that control level is a six to eight grans per horsepower
hour rate.

Q So based on that --

A Based on that, | -- the engines at denarm are around
four grams per horsepower hour. | believe that the em ssion

| evel s are | ower than what BACT was in 1990.
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Q Ckay. Let nme refer you to what has been narked as
Panhandl e Exhi bit Nunber 14. | think it is right up there. It
is a sheet.

Ckay.

Do you see that?

> O >

Yes.

Q You can unclip that if you would Iike and pull out
Exhibit 14.

A Ckay.

Q Just let the record reflect it is marked at the bottom

as Pan 1321 through Pan 1324. Have you seen this docunent

bef ore?
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A Yes, | have. | prepared it.

Q When did you prepare it?

A Around May 3rd, 1995.

Q Do you know where this version of the docunent cane
fron?

A This version came fromthe Panhandl e Eastern
envi ronmental services files.

Q How do you know t hat ?

A I was requested to copy the enmission inventories. | am

the person who pulled it fromthe file and copi ed t hem
Q And are those files kept in the ordinary course of

busi ness at Panhandl e?
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A Yes.

Q The first page, Pan 1321, is that your signature?

A Yes, it is.

Q If you could, | ook at the paragraph in the letter that

begi ns, "please note," and read that to us?

A Pl ease note that the allowabl e enissions for G enarm and
Waverly stations, as reported in the DAPC database, do not
reflect em ssions fromall sources.

Q What did you nean by that when you wote that?

A Well, as we were preparing the em ssion inventory,

| ooki ng at what woul d be page Pan 001324 --

Q Yes.
691
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A -- we noticed that we were above the all owabl e eni ssions
per year found in colum one for NOX.
Q Do you have an understandi ng of where that all owabl e

em ssi ons per year nunber cane fronf

A I have no clue how those are cal cul at ed.

Q Ckay. At the tinme you wote this letter, were you aware
of any limts on the operation of engines 1116 through 1119?

A | was not.

Q Were you aware of any pernmit that existed governing the
operation of engines 1116 through 1119?

A No.
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Q Sir, is the only information on all owabl e em ssi ons what
is listed on Pan 13247

A | amsorry. | didn't catch that.

Q Is the only reference in this docunent to all owabl e
em ssions or limtations on enmissions what is on Pan 13247

A Yes.

Q Is it your understanding -- well, strike that. This is
a preprinted form is it not?

A Yes, it is.

Q And where did you get this?

A The Illinois EPA mailed it to us.

Q Are you the one that prepared it after they nailed it to
you?
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A Yes, | -- | was responsible for the preparation of it.
Whether | did or a consultant did, | amnot 100 percent sure.

Q Ckay.

A But it would definitely be under ny direction if the
consultant did it.

Q For purposes of this report, how did you determ ne what
the NOx em ssions were?

A We did that through a spreadsheet. It is attached to
this as Pan 1322. W used -- | amnot 100 percent sure here, but
| would -- well, let me rephrase that. | believe it to be AP-42

factors that we used for this.
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Q How woul d you enpl oy the AP-42 factors to determ ne
em ssions for purposes of this report?

A Looking at the report, nost likely we used the AP-42
gram per horsepower hour nunber. To conpile that we woul d have
taken the horsepower that is found in colum narked horsepower,
the 1994 hours, as nmarked in the columm 1994 hours, multiplied
that by the 11 grans per horsepower hour, divided by the
conversion factor of 454 and then divided by 2000 to cone up with
t ons.

Q Al right. Turning your attention back to Pan 1324.

A Yes.

Q When you filled in the -- strike that. D d you or
somebody you were working with fill in the colum on the
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right-hand side called source reported em ssions for 19947

A Yes.

Q When you did that, did you have an understandi ng that
engi nes 1116 through 1119 would violate the permt [imt?

A At that tine, no, | didn't.

Q Did you do anything to followup after you sent this
letter?

A Unfortunately, no.

MR BOYD: At this time | wuld like to nove for the

adm ssi on of Panhandl e Exhi bit Nunmber 14 into evi dence.
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HEARI NG OFFI CER KNI TTLE: M. Boyd, correct ne if | am
wrong, but | think 1 through 14 are already admitted.
MR BOYD: Ch, it is. | amsorry. You are right.

Q (By M. Boyd) Let me turn your attention to the gray
book, specifically to tab 12 of the Stipul ated Hearing Exhibits.

A Ckay.

Q Could you identify that for us?

A It is atransmttal letter signed by Ms. Jeanne Brooks,
manager of environnental conpliance for Panhandl e Eastern Pipe
Line, dated April 26, 1996. It is transmtting the 1995
em ssions inventory reports.

Q I's that her signature, do you know?

A It is.

Q Now, if you could turn to the next page.
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A Ckay.

Q It looks Iike a BCC page?

A Yes.

Q kay. Is that -- is the C E Wit listed there, is
that you?

A Yes.

Q Do you recall receiving a copy of this report?

A Yes, | did.

Q Ckay. Is Ms. Brooks still with the conpany?

A No, she is not.
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Q Do you recall the first time it was that you saw this
docunent ?

A It woul d probably be slightly before the April 26, th
date of the letter.

Q Ckay. If | could turn your attention to page four of
Stipul ated Hearing Exhibit Nunmber 12. Does this page indicate
the NOx emi ssions for 1994 that you had reported previously in

t he Panhandl e Exhi bit Nunmber 14 that we were just |ooking at?

A | am having a tough tinme here.
Q Under tab 12

A Ckay.

Q Page four?

A It is page two.

Q Page two of the em ssion report.

KEEFE REPORTI NG COVPANY
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A Ckay. Thank you. | couldn't count to four. Yes, it
does.
Q Is that the sanme thing that you reported in 1994?
MR LAYMAN. May | interrupt just briefly? My | ask wh
you are referring to again.
MR BOYD: Let ne strike it. | think the wi tness and
Counsel were confused. Let nme just rephrase it.
MR LAYMAN.  Were are you at?

MR BOYD: It is the 12th tab, four pages in.

e
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M5. CARTER. Were you also referring to another exhibit at
the same tine?

MR BOYD: Well, Exhibit Nunber 14 that we were just
| ooki ng at before.

M5. CARTER. kay. Thank you.

Q (By M. Boyd) Let nme just state another question for
you, sir. Is the nunber reported in the mddle colum under
em ssions reported for 1994 on the enissions report under tab 12,
was the nunber for NOX enmissions in 1994 the sane nunber that you
reported in the 1994 annual em ssions report, which has
previously been marked as Panhandl e Exhi bit Nunmber 14?

A Hang on. Yes, it is.

Q Ckay. Looking again at page -- the second page of the
1995 Annual Emi ssions Report, under tab 12 here, did you report
the nitrogen oxi de em ssions for the 1995 year?
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A Yes, we did.

Q Where is that | ocated?

A In the right-hand col umm | abel ed source reported
em ssions for 1995.

Q And what did you report for the nitrogen oxi de em ssions
for that year?

A 2073. 40.

Q At the time did you have an understandi ng that that

neant the engines had violated a permt [imt?
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A No.

Q Di d you have any conversation with Ms. Brooks about
whet her or not that indicated that the engines had violated the
permt limt?

A | don't recall that we did.

Q D d you have any conversations with anyone at the | EPA
regarding the em ssions reported for either 1994 or 1995 for
ni trogen oxi de en ssions?

A No.

Q You al so nentioned in your introductory when you were
goi ng over your background that you had a responsibility for air
permtting. Have you been involved in any air permt application
relating to the @ enarm station?

A The only air permits that | have prepared have been as a

result of --
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Q Let ne ask you this. An air operating permt
application, have you been involved in any air operating permt
applications for Qd enarn?

A The only one is the Title 5 pernmt application.

Q What is a Title 5 permt application?

A The Title 5 permt application is a federal operating
permt programthat was created as part of the 1990 Cean Air Act

Amendnents. It is required of all sources that are nmjor sources
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for generally greater than 100 tons of criteria pollutant.

Q Did you have a role in preparing the Title 5 application
for Panhandl e's G enarm station?

A | oversaw its preparation

Q What did you do in relation to overseeing the
pr eparati on?

A I worked closely with the people who were preparing it.
It was one of the first things that we prepared. W had a
checklist of things that we needed to do to nmake sure that we
gathered the sufficient information to conplete the permt
application. W went out and canvased or surveyed facilities to
find out what equi pment was actually there to nake sure that we
under st ood what the equi pment was. W researched the regul ations
to make sure that all of the applicable regs that we knew of were
reported in the permt application, and we went to | ook through
permt files to see if there were any pernmts that were
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applicable to the facility.
Q What specifically did you do to identify whether there

were any existing permits in relation to the denarm station?

A | believe that we went through our environnental file to
see if -- to look for those.
Q In review ng your environnmental file, did you find any

permits for the denarmstation?

A | don't think that we did.
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Q Was there an application for a Title 5 submtted to the

Agency?
A Yes.
Q Do you renenber when it was subnmitted?
A | believe late 1995.
Q Do you recall what it said about the em ssions from

engi nes 1116 through 11197

A Yes, | do in general. W reported those for 1117 and
1118 at the manufacturer's em ssion rate of around up to 15 grans
per horsepower hour.

Q That was the 1116 and 1117, sir?

A Thank you. Yes, 1116 and 1117.

Q Ckay.

A And we also reported units 18 and 19, or 1118 and 1119,
as six grans per horsepower hour. That was based upon the
know edge that we had cl ean burn technol ogy on those units.
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Q Wiy did you choose the 15 grans per horsepower hour rate
for engines 1116 and 11177

A W felt it was the best information that we had at the
time. We had a hierarchy that we went through. W started off
with actual permt nunbers if we had them W went through
em ssion test data if we had it. |If not that, then through -- we

woul d default to manufacturer's data, and then finally AP-42,
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Wy woul d you choose nanufacturer's data?
We believe it to be better than AP-42.

When you say "better," what do you nean by "better?"

> O » O

General |y manufacturers have a little nore working
know edge of what their units produce em ssion wise. On the
ot her side of the coin, AP-42 is just an average of hundreds of
em ssions tests throughout the year or throughout the -- through
a period of tine. The AP-42 nunbers | woul d consider an average.
So in general you would have a fifty-fifty chance of being above
it or belowit.

Q Did the Title 5 permt application say anything about

the hours of operation of the engines 1116 through 1119?

A W permitted those at or near 8,760. | believe they
were a little bit below, taking into account -- or they were a
little bit bel ow, around 8,300 hours, | believe.

Q The 8,760 or so represents what?
A I s seven days a week, 24 hours a day.
700
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Q Now, di d Panhandl e cal cul ate annual fees based on the
i nformati on on the em ssions fromengines 1116 t hrough 11197
A Yes, we did.
Q Does Panhandl e pay an annual fee as result of that
i nformation?
A Yes, we do.

Q How nmuch in fees does Panhandl e pay?
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A | believe it is slightly nore than around 35,000 a year

Q Since the tinme that you subnmitted the Title 5
application, have you obtai ned other information regarding the
em ssions factors relating to engines 1116 through 11197

A Yes, | believe that we have. | believe that we -- well,
on -- | will start with 18 and 19, or 1118 and 1119. Again, the
first generation clean burn, we believe, is around four, four and
a half grans per horsepower hour, would be an appropriate
conpliance type nunber. And the other two engi nes around 11
gr ans.

Q Have you ever gone back to your Title 5 application and
used t hose nunbers instead of the higher nunbers that you used on
a horsepower hour basis?

A No, we have not.

Q What affect does that have on the fees you are paying?

A They woul d go down. Fees are based on all owabl e
em ssions, and | would roughly estimate that those reductions
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woul d be around 5,000 a year.

Q Does your Title 5 application say anything about the
conpliance status of engines 1116 through 1119?

A When we filed it in 1995, we represented as being in
conpliance with all applicable rules, regulations and permits.

Q Didit refer to the 461.3 ton per year limt for engines
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1116 t hrough 11197

A No, sir, it sure didn't.

Q Wiy didn't it?

A W just didn't know that it was there.

Q Before subnmitting the Title 5 application, had you ever
seen a pernit containing the 461.3 ton per year limt?

A | don't recall seeing one.

Q Before that tinme did anyone ever tell you that there was

a 461.3 ton per year limt?

A No.

Q Is it, in your experience, unusual to have grandfathered
sources on the Panhandl e system without existing permts?

A No, it is common. The Panhandl e system -- expansion
along the main Iine systemhas been nonexi stent for the nost
part.

Q So when you didn't find any permts for the @ enarm
station, that was not necessarily unusual ?

A It was not.
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MR BOYD:. W are actually at a good breaking point if you
want to take a break.

HEARI NG OFFI CER KNI TTLE: Are you finished with your direct
exam nation?

MR BOYD: No, | amnot.

HEARI NG OFFI CER KNI TTLE: Okay. Let's go off the record.
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(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Okay. Let's take a ten minute
break. We will come back at 10: 15

(Whereupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record. W are continuing with the exanmination of M. Wiit.

M. Vit, let me remind you that you are still under oath.

THE WTNESS: Ckay.

Q (By M. Boyd) M. Wait, when did you personally first

becone aware of the 461.3 tons per year NOX limt?

A It would be sonmewhere in the October of 1996 tine frame.
Q How did you first become aware of that [imt?
A W received a call fromthe station supervisor at

d enarm | believe his nane is M. Hagemann. He inforns us

that M. Youngblut had called himand indicated that as a result
of his inspection, recent inspection, | believe in August of that
year, he was -- had concerns about neeting the 461 -- or neeting
the permt limt.
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Q What did you do in response to that call fromthe
station superintendent?

A The first thing | did was call ny boss and say, hey, |
think I have got a problem The second thing we did was call M.

Youngblut to try to get sone detail as to what the -- what was
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goi ng on, because we did not know that we had a probl em

Q D d you conduct any kind of investigation internally
after being notified of a potential problen?

A As part of the preparation for the call with Youngbl ut,
we went down to the -- we went over to the environnental

conpliance files to hunt for a pernmit. Again, we didn't see one

inthe file, as | recall. | had --
Q Did you -- | amsorry. G ahead
A W went on to try to find a permt. | believe that one

of the people who was working for nme at the tine called the
facility and we ended up getting the pernmt fromthere, |
bel i eve.

Q Di d your investigation reveal any other information
about the permt?

A Well, | saw that we had a 461 ton emission cap in it
that was kind of a shock to ne

Q Did you find any other information in the way of an
application?

A We found sone additional data, some applications, sone
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addi ti onal correspondence. | amnot exactly sure where we found
that at, but we did discover some back up support, sone
applications for the permt.

Q Did that information reveal anything about the process

that was used to establish the 461.3 ton per year limt?
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A

Yes, we did -- well, initially we perforned cal cul ati ons

totry to figure out what the 461 ton linmt nmeant. W went back

to review the correspondence that we had found and saw j ust right

off the bat that the netting calculations for the permt were

done based upon 1987 operations of the retired engines, the 12

units that were taken out.

(M. Brown exited the hearing room)

Q (By M. Boyd) What does that matter?
A In netting -- in PSD avoi dance or netting permtting,
you -- at a mininum the calculations are based upon the nost

recent 24 nonth period prior to filing the application or prior

to construction. This only reflected one years worth of

operations. Alternatively, you can seek approval to come up with

other years within the contenporaneous period or the five year

period before the permt application to come up with a nore

representative 24 nonth period as part of -- | nean, for your

netting calculations. That provision is an effort to allow

conpani es who maybe had a weck or a crash or an equi pnent

failure of sone kind to not be severely penalized because they
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had been down for maybe a year or sonething during that |ast 24

nont h

Q
A

period during the contenporaneous period.
Let nme refer you to Panhandl e Exhibits 1 through 4.

Ckay.
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Q Just in general, did you discover these docunents or
ot her versions of these docunents in your review of the file
materi al s?

A Yes, Exhibit Nunber 1, we did. W nmay have Exhibit
Nunmber 2. This is not the copy we would have had, though, |

don't believe. Exhibit Nunber 3 and 4, yes.

Q Let nme direct your attention to the Stipul ated Hearing

Exhi bits, the gray book.

A Yes.

Q Just look at Exhibit Nunmber 1 for a second.

A Ckay.

Q Do you have that open?

A Yes, | do.

Q Can you identify this for us?

A It is a construction permt issued by the Illinois EPA
I amhunting for a date. | don't see the date.

Q Do you know when you first saw this?

A It was in the late 1996 period, as part of -- after we

had received the call from M. Youngbl ut.

Q Does this construction permt contain a PSD avoi dance

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

[imt?
A It has an enissions cap that was cal cul ated by the
Agency, yes.

Q What is the em ssion cap?
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A 461 tons -- 461.3 tons per year

Q Does the pernit contain any other PSD avoi dance or
netting limtations?

A There is no other limtations at all init.

Q Were you surprised when you discovered the 461.3 ton per
year limt in this permt?

Yes, | was.

Q Wiy were you surprised?

A well, first of all, I didn't know we had the permit.
Secondly, the quick calculations of the 461.3 ton cap of this
permt limts the operation of the horsepower to | ess than 50
percent at the Aenarmstation. | don't know that we woul d have
knowi ngly accepted permit operations that restricted operations
to that degree

Q What was your understanding of the affect of that 461.3
ton per year limt on Panhandle's ability to operate the engi nes?

A It restricted annual operations of the four engines to
| ess than half the operating tine avail able.

Q Why did that surprise you?

Wl I, | nean, obviously, we have FERC obligations to be
707
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able to transport natural gas across the system W have to keep
t hose vol unes up. But, geez, you know, if we were going to

accept a cap that linmted operations of the engines to |l ess than
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1

2

3

half the time, putting in four engines, it seens |ike we would
just put in two.

Q As part of your investigation follow ng your
notification of M. Youngblut's inspection, did you investigate
whet her anyone el se at Panhandl e was aware of the 461.3 tons per
year NOX limt?

A As part of that we did.

Q VWhat did you do to ascertain whet her anybody el se was
aware of that limt?

A | talked with -- well, we went through a lot of files.
Went through the operation files, the facility planning files,
construction files, project engineering files. | found out who
was still with the conpany who had sone know edge of the project,
and attenpted to find out whether or not they knew there was a
permt and whether or not there was an enission linmt, to their
know edge.

Q Who did you speak to specifically?

A | talked with John Kelly, who was in facility planning
at the tine and in operations at the tine of the -- in 1986. |
talked with a M. JimE der, who was the project engineer, |
believe, who installed the -- or who designed the installation of
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the engines. | talked with M. Dick Keezer, who was in
construction. He had no direct know edge either.

Q Did you talk to anybody el se?
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A | attenpted to talk to the people who were noted in the

application and those folks are no longer with the conpany. | am
trying to think. | talked with a M. Hol enan, who was the
director or -- a nmanager or a director of operations technical

services at the tinme also, and he had not at that tine.
Q Did you talk to anybody at the station?
A | talked with M. Hagenmann. | attenpted to contact M.
Hurst, but | could not get ahold of him
Q Who is M. Hagemann?
A M. Hagemann is the current station supervisor, |
bel i eve.
Q Who is M. Hurst?
A He was the plant supervisor at the tinme that the pernit
was i ssued.
Q I's he enployed by Panhandle at this tine?
A No, he is not.
Q Was M. Hagenmann aware of the permt?
A He knew he had a permt, yes.
(Wher eupon a docunent was duly marked for purposes of
identification as Panhandl e Exhibit 21 as of this date.)
Q (By M. Boyd) Ckay. Let ne show you what has been
709
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mar ked as Panhandl e Exhi bit Nunmber 21. Can you identify this

docunent ?
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A Yes, | can. It is a transmittal letter froma M. R ck
Smith to M. JimHurst. Rick Smith was the supervisor of the
envi ronnental conpliance departnment at the time. Again, M.
Hurst was the plant supervisor at Qenarmstation. It is dated
August 3rd of 1990, as a transmittal letter transmtting the
operating permt to the facility.

Q Now, just for the record, it is marked Pan 898 through
Pan 901. Wen did you first see this docunent?

A It must have been late 1996.

Q Do you know where it cane fron? Well, let me strike
that. D d you find this as part of your investigation after M.
Youngbl ut' s inspection?

A It was -- yes, we did.

Q Do you recall where you found it?

A | amnot 100 percent sure. It may have been the
station. It may have been from sonme ot her source
Q Do you have any reason to believe the station did not

get a copy of the nmeno?
A I have no reason to believe that.
Q Do you have any understandi ng why the station woul d
exceed the 461.3 ton per year limt if they knew about it?
A If they knew that there was a linmt on operations, we
710
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woul d not have -- we woul d have done everything possible to have

not exceeded the limts.
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Q What do you nean if they knew there was a linmt on
oper ati ons?

A Well, the -- there is no guidance to the facility that
says you shoul d not exceed X nunber of hours or burn nore than X
cubic feet of fuel. Al that is listed here is a regurgitation
of the permt terns. It says don't exceed 461 tons.

Q When you say, all that is listed here, you are | ooking
at the --

A The transmittal letter, line 2B

Q Through your investigation, did you | earn whether the
peopl e at the station understood that the permt limted
Panhandl e's ability to operate the four engi nes?

A There was no knowl edge of that at all.

Q Wiy didn't they understand that?

A There is no practically enforceable conditions in here.
Again, there is no hour limts, no fuel limt.

Q What other information woul d they have needed to
understand the 461.3 ton per year limt linmted the operations of
t hose four engines?

A They woul d have needed to have a -- have sone
under st andi ng of how to back cal cul ate what the 461 ton nunber
meant. Cearly, there was no analysis or no hours limt
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provided. | nean, they nmeasure hours. They don't measure tons.
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Q VWhat ot her informati on woul d have needed to be provi ded

to the station, then, in order for themto cal cul ate em ssi ons?

A Well, they woul d have had to have sone sort of em ssion
factor so that they could convert hours to -- hours to tons.
They would -- or engine operating paraneters to tons. So the

em ssion factor would have to be known. There would al so have to
be some disclosure of a formula. There is no calculation
nmet hodol ogy i ncl uded here either.
Q M. Wait, is Panhandl e Exhi bit Nunber 21 a docunent that
Panhandl e kept in the ordinary course of business?
A Yes, it is.
MR BOYD:. M. Hearing officer, | would nowlike to nove to
adm t Exhibit Number 21.
HEARI NG OFFI CER KNI TTLE: M. Layman or Ms. Carter? Wo is
handl i ng this witness.
MR, LAYMAN: No objection.
HEARI NG OFFI CER KNI TTLE: This is admtted.
(Wher eupon sai d docunent was duly adnmitted into evidence as
Panhandl e Exhibit 21 as of this date.)
Q (By M. Boyd) After you conducted your file review and

your investigation speaking to people, what did you do next?

A Well, we were concerned because we believed that we had
a significant -- well, we had reason to be worried. W believed
712
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that we were violating the 461 tons per year enission limt. So
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we attenpted to call -- we started with the inspector, M.

Youngbl ut, attenpting to understand and try to understand what
the State -- what the next steps were. M. Youngblut referred us
to M. Davidson, a pernit engineer. W talked with M. Davidson.
And we sent hima |letter subsequent to those conversations in an
effort to try to establish a neeting so that we could address the

i ssue and nove forward.

Q When did you first talk to M. Youngblut about this?
A Cct ober 1996, | believe.

Q Did you talk to anybody el se?

A He referred us to M. Davidson.

Q Who is M. Davidson?

A He is a permt engineer for the Illinois EPA

Q Did you al so have a conversation with M. Davi dson?
A Yes, we did. A couple or three, as | recall.

Q When were those conversations?

A They occurred at -- after our conversation with M.

Youngblut. So | would say |late Cctober through the end of the
year of 1996. It naybe dragged on into 1997. | believe we also
talk to M. Ronaine as part of this, but I amnot 100 percent
sure.
Q Ckay. You nentioned earlier a letter that you
subnmitted?
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A W submitted a letter to the agency subsequent to
conversations with M. Davidson.

Q Coul d you turn to Panhandl e Exhi bit Nunber 6. Not the
sti pul ated ones, but the Panhandl e G oup Exhibits.

A Ckay. Sorry. Ckay.

Q Al right. Can you identify this letter?

A Yes, this is a letter witten by Panhandl e Eastern to
M. Davidson of the Illinois EPA. It is dated Novenber 22nd,
1996. It is signed by Neale Taylor who at that tinme was the
director of environnental health and safety for Pan Energy
corporation.

Q Have you seen this before?

A Yes, | have. | prepared it.

Q What does this letter request?

A First of all, it is a-- first of all, it is a request
to look at and review the netting cal culations that were
originally done for the original construction and operating
permts. W believed that the -- our review denonstrated that
doing it -- the nore proper netting exercise would have produced
an emission limt of around 775 tons per year. W also wanted
to -- we had lots of concerns with the Title 5 application that
is referred to as the CAAPP application in this document. W had
signed -- we had signed the Title 5 permt application as being
conpletely in conpliance, and as a result of M. Youngblut's
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i nspection we were advised we had a problem that it was not an
accurate statenent. | guess we followed up and concl uded t he
letter with the fact that we would be calling M. Ronaine to

di scuss revisions of the operating pernmt and hopefully thought
we woul d get a neeting out of it.

Q Did you followup with M. Romaine or M. Davidson after
sending this letter?

A W did call M. Davidson and M. Ronai ne.

Q What was the purpose of those calls?

A Again, as a followup of this letter. A so in an effort
to try to get sone novenent to the issue. W wanted to try to
resolve this as quickly as we could. W -- | believe at the end
of Decenber, into January we were basically told to wait until
the report, the violation report had nade its way through the
system

Q Who told you that?

A That came from M. Davidson.

Q When you say wait until the violation report nade its
way through the system what do you nean?

A Wl I, he went through a -- he explained that there was a
new system a new violation notification systemthat was -- that
had recently been enpl oyed by the Agency. He didn't -- as |
recall, he didn't fully understand it, but he knew that it needed
to go over to another group within the Agency, and at that tine
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that they would i ssue a violation notice, and then we woul d have
to -- our chance to respond to that within a certain nunber of
days.

Q Do you know whether there was a violation notice ever
i ssued by the Agency?

A We did receive one.

Q Let nme refer you to -- this is in the gray book, at tab
20, in the Stipulated Exhibits.

A Ckay.

Q Do you know what that docunent is?

A | have seen it. It is aletter fromthe Illinois EPA to
Dave Hagemann. He is the station supervisor at the denarm
station. The letter is dated March 20th of 1997. It is witten
by M. Kolaz, who is the nmanager of conpliance and systens

managenent section.

Q Have you seen this before?
A Yes, | have.
Q Does this letter contain any reconmendati ons or does the

attachnment contain reconmendati ons?

A Yes, it does. The recomendation --

Q Is it page 41 at the botton®

A Yes.

Q Ckay.

A The Agency, the Illinois EPA, suggested that Panhandl e

716
KEEFE REPORTI NG COVPANY
1-800- 244- 0190



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

take a couple of actions. One was to i nmedi ately take neasures
to reduce NOx em ssions below the 461.3 tons per year. The
second was within 45 days of this notice to submit the
appropriate PSD application addressing the em ssions of NOx. And
it goes on to tell what those conmponents were.

Q It says the appropriate Prevention of Significant
Deterioration application. Wat did you understand that to nean?

A | amsorry. | missed the mddle part of your question.

Q | said, in this recomendation two it says the
appropriate Prevention of Significant Deterioration application.
What did you understand that to nean?

A | thought it to be a PSD application.

VWhat did you do after receiving the violation notice?

A W called the Agency and inmmedi ately tried to set up a
neeti ng.

Q I will refer you to tab 21.

A Ckay.

Q Can you identify that docunent?

A It is aletter fromPan Energy to M. Stefan of the
II'linois EPA. It is concerning the violation notice that we just
tal ked about. It is signed by Neale Tayl or who, again, was the

director of EHS for Pan Energy.
Q Have you seen this before?
A Yes.
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Q When did you see it?

A | prepared the docunent. So | probably started working
with it a few days before April 9th, but definitely in that
period of 1997.

Q If you could | ook on the second page of the letter. At
the bottomit is nmarked 0044. It looks |ike you are listing
several mtigating considerations. Could you just quickly
summari ze what you were listing there?

A Yes, | can. The first bulleted item basically expressed
our concern for continued operation of the four engines at the
A enarmstation. The Genarmstation is critical to the
continued operation of the Panhandl e Eastern Pi pe Line Conpany.

The second is that we believe that the netting operations
were incorrectly done, and we indicate in here that we discuss it
informally -- that we had a discussion and it was informally
acknow edged by the permt staff that, yes, there was an issue
there.

W also indicated that we felt that the NOx limtation
permit -- in the permt was poorly drafted. Expressing the end
poi nt in nonnmeasurable terms was not the way that we felt that
one shoul d have been witten

Q VWhat do you nmean by nonneasurabl e terns?

A Again, there was no hours limts or fuel limts
expressed as far as the permt. There was only an annual cap
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Q Were there any other mitigating circunstances that you
wer e di scussi ng?

A W were al so tal king about the fact that we had tried
several nonths earlier to begin the process of trying to correct
the situation. W felt like we could correct the permt, instal
sone controls to ensure 100 percent conpliance and nove forward.
W knew we had a problemand we wanted to fix it.

Q What did you do after sending this letter? WlIl, let ne
strike that. At the end of the letter you requested a neeting;
is that right?

That is correct.
Was there a neeting that was hel d?
Yes, there was.

When was that neeting?

> O > O

It was late April. | believe, |ooking here at the
letter, we asked for a week in the April 21st, 22nd tine frane,
the 25th tine frame. | believe it to be towards the end, naybe
the 24th.

Q Who was present at the neeting? Do you recall?

A From Panhandl e Eastern, it was nyself, M. Phil Deisch,
Jani e Wade, who was the director of technical services, and
Jeanne Brooks, who was the nmanager of environnental health and
safety.

On the Il1linois EPA side, we had M. Kolaz there, M.
719
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Stefan, M. Brown, the attorney, was there. W also had M.
Rorei ne, M ke Davi dson, the pernmt engineer, and | believe M.
Youngbl ut was there.

Q Was this the first tine you had a chance to sit down
with the IEPA permt staff with M. Youngblut's inspection?

A It was the first face-to-face neeting.

Q VWhat was the purpose of the neeting?

A As outlined in the letter here we, first of all, wanted
to express our sincere desire to get the situation corrected as
qui ckly as possible. That's one of the reasons we brought the
director of operations in. | nean, we felt this was an
important, critical issue to us. W also wanted to di scuss the
ability to continue to run while we resol ved the process because
of the criticality of the Aenarmstation. And we also wanted to
try to resolve the netting issue. W felt the 461 ton limt was
way of f base, and we felt as though we had sonme recourse to
correct that, and also wanted to find -- we also kind of wanted
to treat it as a pre-pernit neeting so that we could nove forward
with installing controls on the two uncontrolled units.

Q Di d you di scuss the recommendations in the violation
notice at the neeting?

A Yes, we did.

Q Let nme refer you back to the tab 20 agai n and those
recomrendat i ons.
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A Ckay.
MR LAYMAN. Were are you at, Eric? | amsorry.
MR BOYD:. At tab 20, the beginning of attachment A. On
the bottomit is marked 0041.

Q (By M. Boyd) Did you discuss this first reconmendation
about inmediately taking steps to reduce NOx em ssions bel ow the
461. 3 tons per year level for subject units?

A As part of the neeting we did get to that point. W
did. W -- we had discussed the netting issues, as | recall. W
had several good discourse of the conversation there. W
di scussed seasonality. M. Romai ne had brought up the
seasonality of it and that --

Q What do you nean seasonality? | amsorry.

A Seasonal ity of emissions, traditionally gas transm ssion
conpani es operate heavily during the winter and very light during
the summer. We indicated -- M. Wade indicated, as | recall,
that the recent history was quite the opposite. W had heavy
sumer operations. | believe M. Romai ne was | ooking for
possi bly some curtail ment of NOx eni ssions during the ozone
season. So that's the reason he brought up seasonality.

W noved into the criticality of the d enarm operation at
that point. And as | recall, we kind of all |ooked -- | nean, we
wer e di scussing that we needed to continue the operation. |

believe M. Stefan indicated that by our being there and show ng
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the sincere effort that we had satisfied reconmendation one to
i mredi ately take nmeasures to reduce NOx em ssions.

Q You tal ked about netting a m nute ago. Wat specific
i nformati on did you discuss with the Agency representatives
regardi ng netting?

A We had kind of a presentation that we walked in with, as
| recall. W laid out the way that we saw that it had been
cal cul ated using one year's fuel use. W laid out the five year
cont enpor aneous operating history of those 12 retired engi nes.
And we suggested that if we used the 1985-1986 emissions -- or |
amsorry -- operations, that the true -- a nore proper netting
exerci se woul d produce a different enission cap

Q And what was the reason for those di scussions?

A Vell, we believed that the 461 ton emssion limt in the
existing pernmt was done in error. It only used the one nonth --
sorry. | mean, the one year's worth of data. |t should have
used two.

Q Were you seeking to revise that limt?

A W were seeking to revise it as part of the neeting and
the path forward.

Q Did anybody at the neeting tell you that you couldn't
revise that limt?

A No. The -- it was quite the opposite. W felt as -- |

felt as though com ng out of the neeting that we had sone
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encour agenent. W had sone good di al ogue with M. Ronmai ne about
how do we use alternative years, how do we -- | nean, basically
what he did not want to -- what he didn't want to see was us

pi cki ng or cherry-picking the netting years that were basically
busi ness related. He wanted to nmake sure that they were rel ated
to other means so --

Q What do you nean by related to ot her neans?

A Wel I, the gas pipeline business is typically related to
weat her and seasonal conditions. Wat he -- so, you know, we
operate -- when you have a hot winter, you don't operate as much
traditionally. Wen you have a cold winter, you tend to operate
nor e.

So the thing that we were able to do and -- or docunent was
that 1987 was an exceptionally warmw nter. 1986 and 1987 were
exceptionally warm and em ssions had -- | amsorry. Run tine for
those facilities had been di mnished during that period.

Q During this neeting, did anyone from Panhandl e indi cate
a desire to install controls on engines 1116 and 11177

A W had a good di al ogue concerning the controls that we
needed to -- that we wanted to enpl oy on those engines.

Q What was di scussed?

A W wanted to put |ow em ssion conbustion on those units.
Q | amsorry? Low emni ssion conbustion?
A

O ean burn, em ssions controls. W were proposing to
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put controls on in the four to six gram per horsepower hour
range. M. Rormaine, as | recall, had some concern because he did
not -- he thought that the nunber should be nore in the two gram
per horsepower hour range.

Q Wy did he think that, if you know?

A I don't know specifically other than he was tal king
about BACT anal yses at that tine.

Q Wiy were you proposing sonething in the four to six gram
per horsepower hour range?

A That is all we needed to conply with the permt as we
saw t he new cap shoul d be.

Q VWhat do you nean, the new cap?

A Well, we were proposing, as | recall, to put an em ssion
cap in the 770 to the 775 ton range. Gven that emission limt,
plus controlling the em ssions for those two engi nes down to the
four or six gram per horsepower hour range, was enough to conply
with the em ssion cap, as we were proposing.

Q Di d Panhandl e take any steps to followup after this
neeti ng?

A Yes, we did. As part of the neeting, M. Kolaz
i ndi cated -- again, he went through the steps that we needed to
do to conply with the violation notice, and we filed -- | am
losing the term W subsequently filed a conpliance plan.

Q Look at tab 22. That may refresh your recollection.
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A Thank you. W did file the proposed conpliance
commi t ment agreenent as required by the violation notice.

Q Can you identify what has been narked at tab 22?

A Yes. It is a docunent from Panhandle Eastern to M.
Stefan of the Illinois EPA. It is dated May 15th of 1997.

Q VWhat role did you have in preparing this docunent, if
any?

A | prepared it.

Q VWhat were you requesting in this letter?

A Well, the first thing we did was we went through the
em ssion netting exercise. W had -- we were requesting a
different netting period.

Q I's that the discussion on page 176 and the begi nni ng of
page 1777

A Yes, it is.

Ckay.

A W had -- we had proposed using 1985 and 1986 i nstead of
1987 as done -- as it was performed in the operating permt. And
we justified that through sone weat her considerations. M.
Rorei ne, as part of our neeting, on page 177, had asked us to
address the conplex netting i ssue. He supplied us sone
background or sonme gui dance from EPA fromthat -- for that

subj ect, and we did address that as best we coul d.
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W al so sought a minor source construction permt as part
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of this package, wanting to install the controls that we had
proposed during the neeting to cone into conpliance with the
proposed enissions limt that we were -- that we thought that we

needed. And also M. Romai ne had asked us to perform an inforna

BACT analysis, a BACT lite analysis, if you will.

Q | amsorry. A BACT what?

A BACT lite.

Q Li ke, what, in the beer, L-1-T-E?

A Yes.

Q Ckay.

A Sorry. It is atermwe coined as we were putting it
t oget her.

(Laughter.)

A The thought process and the gui dance that | thought we
had as part of this was to review the technol ogi es as we
understood them for the two engines, 1116 and 1117, in an effort
to denonstrate that the conmbustion controls that we were going to
enpl oy were nore state-of-the-art than maybe sonme ot hers, sone
| esser controls. Generally what we -- we al so proposed an
installation schedule, again, the criticality of the facility.

Q | amsorry. \Were?

A | amsorry. Page 183 of the record.

Q Ckay.
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A It is page nine of the letter. W proposed an
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installation schedule. Also as part of the nmeeting we -- and in

trying to enphasize the criticality of the facility's continued
operation, we needed to have sone assurance that whatever permt
we received did not require us to install everything maybe in a
six nmonth period or sonething |ike that.

Q Wy is that inportant?

A To install |ow em ssion conbustion controls on the two
engi nes requires that you have the engi nes down for an extended
period of time or a potentially extended period of tinme. It
requi res you to take the engi ne heads, the manifolds, and the
turbochargers off the engine and then replace it with new parts,
new heads that have the preconbustion chanber in it or the
ancillary chanber. And it also requires reaeroing or replacenent
of the turbocharger which typically is an extrenely long | ead
item

Q Wl l, why would that natter? Wy would the fact that
the engines had to be down for a long tinme nmatter to you?

A W have FERC obligations to transport or certificated
amount of gas across the system Wen and where the gas noves is
not in our control

Q Ckay. Now, | just want to direct your attention to the

bottom of page 182. It is page eight of the letter
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A Ckay.
Q Do you see the term "environnental dispatch" there?
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A Yes, yes. Ckay.

Q Can you explain what you neant by that and what the
di scussi on neant ?

A W had taken -- we wanted to make sure that we were
doi ng everything possible during the interimperiod while we were
getting the pernmit to construct the control equipnment. W wanted
to make sure that we were doing everything possible to try to
conply with the pernmit. Even though we had sone acknow edgnent
fromthe Agency, we wanted to do the right thing. So we enpl oyed
envi ronnent al di spatch. Generally what that nmeans is that we run
the off permt engines before we run the on permt engines, the
units 1113, 1114, 1115. |In fact, we have been doing that since
this letter was witten

Q How do you know t hat ?

A Di rect conmuni cation with the naintenance
superintendent, who is responsible for the area that covers
A enarm | have been in several neetings with himover the |ast
few nonths, and he continually asks nme when | am going to get
this issue resolved so that he can quit running units 14 and 15.
Those are extrenely hi gh maintenance engi nes and not very fue
efficient.

Q Agai n, environnental dispatch neant running --
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A Running units 13, 14, and 15 prior to running the on
permt engines 16, 17, 18, and 19. W would make every effort to
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put those on first and take themoff |ast.

Q Do you know i f the Agency responded to your proposed
conpl i ance commitnent agreenent?

A Yes, they did, shortly afterwards.

Q VWhat did they do?

A W received a letter. | believe it was a notice of
i nconpl eteness, is what it was.

Q Let nme show you tab 23 first.

A Ckay.
Q Ckay.
A kay. Rejection. | amsorry.

Q You may not be wong here. Can you tell us what this
tab 23 is?

A Tab 23 is a rejection of conpliance conm tnent agreenent
fromthe Agency to M. Dave Hagenmann, dated June 18th of 1997,
signed by M. Kolaz fromthe Agency. It is referencing the
rejection of the conpliance commtnent agreement for the
viol ation notice.

Q | would also Iike you to | ook at People's Exhibit Nunber
2 on the left-hand side over there. Do you see that?

A | have it.
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Can you identify that?
A It is a notice of inconpleteness dated June 18th of
1997.
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It says it was sent to you. Did you get this?
| did get it.

What did the notice of inconpleteness say?

> O » O

It says that the referenced construction permt
application that we had filed was inconplete for several reasons.
Going through the list, it indicates that we did not furnish any
manufacturer's data for clean burn em ssion systens for units
1116 and 1117.

Q Let ne just ask this. D d you have an understandi ng
after receiving this letter, that the Agency no | onger thought
that revising the 461.3 ton per year limt was appropriate?

A No. W noved forward along the Iines that we thought
that the revised netting cal cul ati ons woul d occur

Q What did you do in response to receiving this letter
Exhi bit Number 2?

A W attenpted to address the requests within this letter

Q Ckay. Around this tinme did you | eave your capacity as
bei ng responsible for permtting?

A This was the -- yes, | did.

Q What did you do?

A | -- approximately two weeks or so after this -- | am
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not sure of the exact tine frame -- | noved to Charlotte as
nmanager of air issues in -- for the corp EHS departnent.

Q How | ong were you there?
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A Approxi mately a year

Q Ckay.

A As | recall, we had a conference call to discuss this as
we attenpted -- as the people who replaced ne tried to address
this and nove forward. | participated in a conference call after
this. This was ny first day in Charlotte

Q Who el se was on the phone?

A | know M. Romaine was. | believe M. Davidson was. |
am sure that there was | egal assistance on the phone. Most
likely M. Brown. | amnot 100 percent sure. Phil Deisch was.
Mysel f. | believe you were. W also had David Fel cnan who was

t he new supervisor of air and Jeanette Liang, who was an enpl oyee

of m ne.
Q What was di scussed during this phone call?
A W were discussing --
Q If you recall?
A W had an enmission rate discussion. | recall that.

have to adnmit that during part of the conversation | was
distracted. Miinly because | felt as though | didn't have to

nmess with this anynore.
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Q During the part where you were not distracted, do you
recal | discussing anything regardi ng whether or not a PSD
avoi dance pernit application was still appropriate?
A | do believe that in conversation -- the conversation
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did go through along those lines. | do believe M. Ronaine
indicated that if we would continue to support the effort that we
had done, that we could continue to go forth fromthere.

Q Even though you noved to Charlotte, did you cone to
understand that there was a pernit application subnmitted?

A There was a subsequent one submnitted.

Q VWhat kind of application was that?

A It was a non PSD -- it was PSD avoi dance application

Q How di d the Agency respond to that application?

A It is my understanding, through conversations with M.
Fel cman, that it was rejected the end of 1997 or -- yes,
rej ected.

Q And was that the subject of the pernmit appeal before the
Boar d?

A It was.

Q And the permt appeal to the fourth district?

A Yes, it was.

Q Ckay. Now, did Panhandle do anything after filing the
appeal to the fourth district to attenpt to obtain a new permt

for engines 1116 through 1119?
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A Yes, we have refiled a permt application with the
Agency. W filed that in August of |ast year
Q And what were you requesting in that permt application?
A W were requesting a PSD permit for the four engines.
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Q kay. Does the permit application discuss what is BACT
control for engines 1116 through 11177

A Yes.

Q VWhat does it say about that?

A It -- we are looking at installing | ow em ssion
conbustion equi pnment on the four engines down to two grans per
hor sepower hour

Q Usi ng what ki nd of controls?

A Cl ean burn technol ogi es, the Cooper |ow em ssion

Q That is the sane kind of controls that were proposed in
1997 permtting?

A Yes. Engine nodifications, yes.

Q VWhat was your role in relation to the August of 1999
permt application?

A It was prepared under ny direction. W busted tail to
get it out.

Q Does the pernmit application seek to add additiona
controls on engines 1118 and 11197

A Yes, it does.
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Q VWhat do they attenpt to do there?
A To reduce the em ssions fromthe current four gramrange
down to the two paragraph range requires the reaeroing of the
exi sting turbochargers on the units. Reaeroing, in genera
terms, nmeans that we nake the turbocharger nore efficient so that
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it produces nore air for the engine operation, leans it out.
Q Has the | EPA taken any action on the permit application?
A 179 days afterwards we received a frantic call fromthe
permt staff asking us to extend the pernit w ndow. W have not
heard anything since. | amkind of disappointed. W really
wor ked hard to get it out in 20 sonethi ng days.
Q Al right. So -- | amsorry. You said 179 days after
you submitted it, they asked to extend the tine to revi ew?
A Yes. The permit engineer who is in charge of it asked
us to extend the review peri od.
Q Did you extend the review period?
W granted that.
How | ong did you extend the review period?
Anot her 180 days.
So 360 days?
A year, basically.
Has nore than a year passed since then?

Yes.

o » O » O » O 2>

Do you know what the status of that pernmit application
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is?

A | have no idea. | would assume state rules would say |
have no operating -- or construction permt, but | think the feds
woul d di sagr ee.

MR BOYD:. M. Knittle, | have naybe five nore questions.
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| suggest | finish and then we could take a break and then do
Cr oss.
MR LAYMAN: That's fine.

Q (By M. Boyd) Since the August of 1996 inspection
Panhandl e has continued to operate these four conpressor engines?

A Yes, we have.

Q Did the Agency ever tell you since that tine that you
had to stop using engines 1116 through 1119?

A No. It was quite the contrary. M. Kolaz indicated
that we had net the obligations of the violation notice to reduce
em ssi ons.

Q You nentioned the environnmental dispatch earlier. Do
you know whet her that has had an affect on em ssions?

A They have gone down. The emission -- the hours of
operation for the three off permt engines are significantly
hi gher than historical. Wile the on permt engines, those hours
of operation have fallen

Q Have you continued to file annual em ssion reports with
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Yes.

Are you famliar with then®
Yes.

How are you familiar with then?

> O > O

They are prepared under ny direction
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Q Let me refer you again to the gray book and to Exhi bit
Number 14.
A Ckay.

Q Can you tell me what that is?

A Em ssion inventory report for denarmstation, 1997
report, for -- I amsorry -- for 1997 eni ssions.
Q Does this report indicate anything about the em ssions

of NOx from engi nes 1116 through 11197

A It does not. Well, hang on. It was longer than
t hought. No.
Q Ckay.
A It has em ssion rates, hours of operation, but there is

no requirenent within the report to hold those together on an
i ndi vi dual basis.

Q Does it indicate anything on total NOx em ssions from
the facility?

A Yes, it does.

Q If I could direct your attention to the second page
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there, does that indicate information on NOx em ssions?
A Yes. It says that NOx enmissions for 1997 for the
facility were 1,948 tons approxi nately.
Q Looking at this formcan you tell whether that is nore
or less than the em ssions of NOx for the preceding year?
A It is less by approxinmately 300 tons. In 1996 it was
736

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

around 2, 300 tons.

Q Let nme show you Exhibit 15 as well and see if you can
identify that.

A Yes. It is the -- it is the 1999 report for 1998
em ssions fromd enarm station

Q Does this have any specific information on em ssions of
NOx from 1116 through 1119 only?

A Let nme nake sure. No. Again, it only offers em ssion
rates and hours of operation and fuel burned.

Q I will refer you to the third page of Stipul ated Hearing
Exhi bit Nunber 15. Does this page indicate the NOx em ssions for
the A enarmstation for the reporting year 1998?

Yes, it does.

O

What does it say about that?
A There is approximately 1,440 tons.
Q How does that conpare to the nitrogen oxide em ssions

fromthe station the previous year, 19977
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A It is significantly lower, 500 tons |ess, approximtely,
25 percent |ess.
MR BOYD: Ckay. Just one second. | might be done.
That's all | have right now
HEARI NG OFFI CER KNI TTLE: Al right. Let's go off the
record.

(Di scussion off the record.)
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HEARI NG OFFI CER KNI TTLE: Ckay. Let's take a five minute
br eak.
(Wher eupon a short recess was taken.)
HEARI NG OFFI CER KNI TTLE: We are back on the record after
short recess. W are starting with the cross-exam nation of M.
Vait.
M. Wait, let me remnd you that you are still under oath.
THE WTNESS: Ckay.
HEARI NG OFFI CER KNI TTLE: M. Laynan.
MR LAYMAN  Thank you.
CROSS EXAM NATI ON
BY MR LAYMAN:

Q M. Wait, you testified alittle bit earlier that an
hourly limt for an em ssion lint based on a pound per hour
basis, you found that to be a nore accurate limt, if you will,
in terms of nmeasuring emssions than the annual linmt that had

been established in the construction pernmit from1988. Do you
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foll ow the question?

MR BOYD: | amgoing to object that it is anbi guous.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN. That's why | am asking the witness the
question in this particular case, because | found the testinony
so anbiguous. | wll rephrase.

HEARI NG OFFI CER KNI TTLE: Wiy don't you rephrase.
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MR LAYMAN. | will rephrase ny particul ar question.

Q (By M. Layman) You indicated that you felt |ike an
hourly limt was nore appropriate for a pernmt of the type that
Panhandl e was governed by beginning in 1988 as a result or
because you can see where you stand. | think those were your
wor ds exactly. Does that refresh your testinony?

A | don't think that is exactly what | said. | believe
the "because you can see where you can stand" was offered for
emssion for hourly Iimts, fuel limts. The pound per hour
nunber is a nunber that you can nmeasure and judge through an
em ssion test.

Q Ckay. Through em ssions testing?

A Yes.

Q Di d Panhandl e conduct any sort of emission testing that
you are aware of for the engines that were constructed in 1988?

A No, sir, there is no requirenent.
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Q Ckay. Wien you talked a little bit about the
appropriateness of the limt in terns of either it being a fuel
[imt or an hourly limt, you indicated that both of themwere
neasur abl e paraneters?

A Yes, they are.

Q In other words, do you nean by that that you can keep
records of fuel usage?

A Yes.
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Q Those records would be used to verify or determ ne
conpliance with a particular limt; is that right?
A Yes, that is correct.

Q And the sane would be said with respect to an hourly

A Yes.
Q Having said that, with respect to that type of paraneter
isit fair to say that a daily limt is also a neasurable
par anet er ?
MR BOYD: (bjection to the formas to what is neant by a
daily limt. Alimt of what?
HEARI NG OFFI CER KNI TTLE:  Sust ai ned.
Q (By M. Layrman) Well, let nme clarify that by asking the
W tness what formor what types of daily limts would you
normally find in a permt or what has your experience been with

respect to?



17

18

19

20

21

22

23

24

10

11

12

13

14

15

A Wth continuously operating fuel conbustion type sources
| have never seen a daily limt.

Q Ckay. Wiat have you seen, then? Sinply an hourly limt

as well as an annual limt?
A Cenerally the permits are structured along the |lines of
an hourly limt, pounds per hour. |If there is a cap that is

short of 8,760 hours then there is a do not exceed hourly limt.
W have al so been on the fuel side doing the sane thing where we
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have a pound per mllion BTU burn nunber and if there is a
restriction that is less than 24 a day, seven days a week type of
operation, then there would be a fuel limt that is inposed on
t hose engi nes or turbines.

Q Ckay. You have never heard of any type of monthly Iimt
bei ng i nposed on those type of conpressor engi nes?

MR BOYD:. Again, objection to the form A nonthly [imt

of what .

Q (By M. Layrman) Well, to either fuel usage or hourly
production?

A W have never had a nonthly limt. W have had record
keeping that required nonthly totaling of hours or fuel and/or
f uel

Q And where -- when you say -- well, strike that. Wen

you i ndicate that you have had those types of record keepi ng
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requi renents, what are you referring to?

A Cenerally it is a -- you keep a running total of the
hours operated and the -- and/or the fuel burned for a facility
on a running total. | nean, usually nonthly, if that is a

requi renent that the Agency has placed on the facility.

Q Is that part of the requirenment to maintain or assess
conpliance with an annul rolling average or an annual rolling
limt, if you will?

A Let ne think for a second, because | am--
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Q Well, let nme rephrase it for you, and nmaybe it will help

you understand better the nature of ny question. You indicated
that you have had permts that -- Panhandl e has had pernits that
have contained a nonthly limt and you used the word rolling
bel i eve or averagi ng?
A No.
Q No?
A No, | did not.
MR BOYD: (bjection
THE WTNESS: It was a nonthly total
MR BOYD: He did not use the word nonthly limt either

HEARI NG OFFI CER KNI TTLE: The wi tness answered the

question. | amgoing to overrule the objection
MR LAYMAN: | amsorry?
HEARI NG OFFI CER KNI TTLE: | said | have overrul ed the
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obj ecti on.

MR LAYMAN. Ckay.

THE WTNESS: | think ny answer was no.

MR, LAYMAN. The witness already answered, | think, the
questi on.

HEARI NG OFFI CER KNI TTLE:  Wel |, the w tness answered no,
that he didn't. M. Boyd' s objection was that you m sstated
testinony, and the witness indicated that you did, in fact,
msstate the testinmony, so | don't think there is any error here.
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MR LAYMAN.  Ckay.
HEARI NG OFFI CER KNI TTLE: If there is, it is harnless.
Q (By M. Layman) | guess what | amtrying to get at, M.
Wait, is where did you see those types of nonthly record keeping

requi renents? In other permts?

A Yes.

Q Permts relating to what facilities?

A For one, | believe the Waverly conpressor -- or the
Waverly storage facility in Illinois has that type of record

keepi ng requirenent.

Q Uh- huh.

A I n Pennsyl vani a when we were part of the Pan Energy
conpani es we had two facilities, one woul d be the Hol brook

facility, and the other nay or may not be the Uniontown facility
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where we were required to keep a rolling record of hours run.

Q Ckay. Were there any requirements with respect to those
permits as to any type of nmonthly limt on fuel usage? O was it
just pertaining to the hours of operation?

A | don't believe that the Waverly facility has any linmts
placed on it at all. It is a grandfathered facility, and it is
only a record keeping requirement. The Hol brook and Uni ont own
facilities over in Pan Energy were, | believe, hourly based.
There nay have been a fuel conponent. | just don't know.

Q Ckay. How many facilities does Panhandl e have

KEEFE REPORTI NG COVPANY e
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conpressor station facilities in Illinois?
A Five, | believe
Q Ckay.
A I would have to ook at a systemmap to be 100 percent
sure.

Can you identify them by name?

A Going across it would be Pleasant Hill conpressor
station in Pike County, the Waverly storage facility. It is
really not a conpressor -- well, it is a sem -conpressor
facility. The @denarmstation. There is Tuscola. There is one
nor e.

Q Ckay. That is fine. Wen you were transferred in 1992
to Houston, | think you had indicated in your testinony --

A Yes.
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Q -- that you becane a nenber of the -- it is fair to say
t he environnment al nanagenent group or what --

A The exact title was the environnmental protection group.

Q Ckay. Since being transferred to that position and
assum ng those responsibilities, did you -- you did becone
famliar with the other Panhandl e conpressor stations operating
inlllinois; is that fair to say?

A | have becone familiar with nost every facility, not to
t he wor ki ng know edge that | have of denarm for obvious
reasons. But, yes, | have a fairly good understandi ng of the
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Panhandl e Eastern facilities up and down the system

Q Can you tell us what the permt limts were for the

other remaining Illinois conpressor stations?

A They are grandfathered. There is no pernmt limt.

Q Ckay. For all of thenf

A To ny know edge, yes.

Q Ckay. Do they have permts at all?

A There is Title 5 operating permts for Pleasant H I,
II'linois and also for Waverly and we are still waiting for the
rest.

Q Ckay. Can you tell us whether you -- strike that. Can
you tell us whether -- a conpany that possess an annual limt on

em ssions, can you tell us what your experience has been with
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respect to the record keeping requirenents that they usually have
to maintain?

A General ly, where | have had annual emissions limts |
have al so had a pound per hour limt and if there was a
restriction of hours, sone know edge within the bounds of the
permt of those hourly restrictions, | believe.

Q And in order to determ ne conpliance with that annua

limt then you would go to what sources of information?

A To determ ne conpliance I would use the em ssion rate,
the permtted em ssion rate. | would use -- dependi ng upon the
factors of the emission rate, | would use hours of operation or
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fuel burned and nultiply those together and conme up with -- and
di vide by 2000 and conme up with a ton per year nunber

Q Ckay. Is it your belief that -- well, strike that.
Isn't it true that an annual enmission limt is also a measurable
par anet er ?

A No, it is calculated

Q If a -- okay. Strike that. 1Is a conpany's conpliance
with a -- well, strike that.

When you say, M. Wait, that it is a cal cul ated nunber

what do you nmean by that?

A It requires that you use operating paraneters plus a
factor and then do sone math to come up with what that nunber is

gi ven what ever period you are cal cul ati ng agai nst.
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Q Ckay. So you use -- if you were using an AP-42

em ssions factor, based on a fuel based reference --

A Uh- huh

Q -- you woul d use what ?

A | believe the nunber is either the 3.2 pounds per
mllion BTU or 3.4. | usually have to ook that up. | also

woul d use the netered fuel fromthe engine

Q Ckay. And what about the hours of operation?

A For a fuel based emission factor there is no need for
hours of operation

Q Right. ay. The hourly based linmt derived fromthat

KEEFE REPORTI NG COVPANY 40
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conponent of an AP-42 enission factor is expressed in terns of
hours -- | amsorry -- grams per horsepower hour; is that
correct?

A That's correct.

Q VWhat el se would you need with respect to cal cul ating
em ssi ons based on that type of --

A Based upon the AP-42 gram per horsepower hour nunber?

Q Yes.

A Generally all you need is hours. There is -- the unit

of horsepower is known, so the calculation is relatively sinple.
You take the nane plate horsepower of the engine and nultiply it

by the hours that you are concerned about, divide it by 454,
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which is the conversion fromgrans to pounds and then divide by
2000.

Q Ckay. Can you tell us when Panhandl e was -- strike
that. Panhandl e was submitting annual emnissions reports to the
Agency begi nni ng when, woul d you say?

A Wthout |ooking, | would say back to the days -- back to
when the Agency started soliciting them

Q Is it fair to say that upon assumi ng your new
responsibilities in Houston back in 1992, that you began working
with -- or part of your responsibilities were working with annua
em ssion reports for the various conpressor stations owned by
Panhandl e?
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That is correct.
Ckay?

It is good training ground for a trainee.

o >» O >

How di d you -- how do you typically do that? Wen did
that effort begin? Well, strike that.
When you prepare an annual emission report for a

facility --

A Yes.

Q -- is it fair to say that you would begin the next year
followi ng the year that you are reporting for?

A (The wi tness shruggi ng shoul ders.)

Q You have -- well, let ne rephrase that. |If you are
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filling out an annual em ssion report for 1994, when do you begin
that effort?

A When you say 1994, what do you nean? For 1994 -- the
operation in 1994 or the em ssion inventory of 19947

Q Assessing the em ssion inventories of 19947

A The 1994 inventory would be conpl eted for operation of
1993.

Q Ckay. Let nme go through this one step at a tine. The
facility has mai ntai ned conpliance records for the year 1993.
Begi nning in what nonth of that followi ng year would you begin to
prepare the cal cul ati ons that woul d support your annual em ssion
report for that year?
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A Ckay. | think I follow your question
Q Ckay.
A Typically in January we downl oad engi ne hours. W

downl oad fuel burned.
HEARI NG OFFI CER KNI TTLE:  Sir, January of 19947
THE WTNESS: Yes, January of the year in question
HEARI NG OFFI CER KNI TTLE:  Ckay.
THE WTNESS: Then whenever the Agency mails us the
em ssion inventory we woul d begin conpleting the forns then.
There is sonme preparatory work that we general ly take sonmewhere

inthe interimpotentially, it depends upon the work |oad, of
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conpleting an internal worksheet that we do for the facility that
does the cal cul ati on.

Q (By M. Layman) Wen did the Agency typically provide
you the enission inventory fornms that you reported on your annua

em ssions reports?

MR BOYD: | amjust going to object again to the term
typically.
HEARI NG OFFI CER KNI TTLE: COverruled. | think that is an

answer abl e question. Sir.
THE WTNESS: Wthout |ooking, | have dealt with up to 22
states. | don't know when Illinois mails theirs.
Q (By M. Layman) Ckay. But it is fair to say, is it not,
that you woul d have one or two nonths after to -- strike that.
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It is fair to say, is it not, that when you were preparing
your reported emi ssions for the year 1993, you woul d have a two
or three-nmonth period beginning in 1994 to prepare those nunbers
and report themto the Agency?

A Speaking in general terms, emission inventories are due
to agenci es across the nation beginning in March, February in one
that | can renmenber, and then through as | ate as Decenber the
foll owi ng year.

Q Ckay. So it is fair to say the conpany woul d al ways
wait until after the 12 nonth period in 1993 before it began

assessing whether or not -- | amsorry -- assessing its emnissions
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for that period of tine in 1993?

MR BOYD: (bject to the form in assessing the em ssions.
W are tal king about preparing the annual em ssions reports.

MR, LAYMAN. And what you are preparing in an annual
em ssions report is em ssions.

HEARI NG OFFI CER KNI TTLE: Sir, do you understand the
guestion?

THE WTNESS: Yes, | think | do. But as soon as | said
that, | drew a blank on the question. | amsorry.

HEARI NG OFFI CER KNI TTLE: M. Laynman, nmaybe you could
rephrase it.

MR, LAYMAN:. Actually, if | could have it read, just so
can renenber what it was.
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HEARI NG OFFI CER KNI TTLE: Ckay, go ahead, Darl ene.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

THE WTNESS: | think it is kind of a misstatement. You
are correct in saying that we would not do any cal cul ati ons or

assessnents, to use your term of annual em ssions before the end

of the year, because we are still operating at the end of the
year. Any evaluation of -- let's say you do a calculation in
Novenber of 1993. You still have two years data to -- it is a

wasted effort to do it until after the period is conplete.
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Q (By M. Layman) kay. Wuld it not have been possible
for Panhandl e to have done that, during the year 19937

MR BOYD: To do what? | think the question is anbi guous.

HEARI NG OFFI CER KNI TTLE: Can you rephrase, M. Laynan.

MR LAYMAN | will help the w tness al ong.

Q (By M. Layman) Wuld it have been possible for
Panhandl e to have attenpted to calculate its em ssions in 1993
prior to the end of that year?

MR, BOYD:. Again, objection to the form It is asking for
a hypot heti cal

HEARI NG OFFI CER KNI TTLE:  Overrul ed.

THE WTNESS: There was a possibility. W generally don't
because at that point in tine engine hours of operation were --
it was a manual type of effort, recording the hours fromthe
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field, reporting theminto Houston. The people who are
responsi ble for the FERC Form 2 refilings, which is a report of
what we did during the year, the people who are responsible for
filing that did the QAQC check on those nunbers, and those
nunbers do and di d change dependi ng on what was reported fromthe
station.

Q (By M. Layman) Unh-huh. So there was a downtine
i nvolved, if you will, in collecting the data, preparing it and
calculating it; is that correct?

MR BOYD: (bjection to the form
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HEARI NG OFFI CER KNI TTLE: How so?
MR BOYD: To the term"downtinme," sir. | don't understand
what he is tal ki ng about.
HEARI NG OFFI CER KNI TTLE: M. Layman, do you nean | apse in
tinme?
MR LAYMAN:. Yes, exactly.
HEARI NG OFFI CER KNI TTLE:  Overrul ed.
THE WTNESS: A | apse, yes.
Q (By M. Laynman) Yet you testified earlier that
Panhandl e, at least in one instance, | believe, for a facility in
IIlinois had a nonthly limt on the hours of production; is that
right?
A No, sir.

Q Ckay. What was the nonthly imt? Refresh ny nmenory
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agai n, please.
A There was not a nonthly limt. It was a nonthly record

keepi ng requirenent.
Q Ckay. Pertaining to what, again?
A | believe it is hours of operation.
Q Ckay.
A It may be fuel also. But nost definitely hours of
operati on.

Q Ckay. It could have al so been fuel usage for the
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engi nes at the conpressor station?
A (Nodded head up and down.)
Q How woul d you conply with that limt?
MR BOYD: Objection to the form
MR LAYMAN: | will restate that.
Q (By M. Laynman) How do you keep track of records? How
do you docunent -- well, strike that.
How di d Panhandl e docunment the hours of operation that
woul d have occurred in one nonth?
MR BOYD:. | amgoing to object to the form in terns of
| ack of know edge. This witness has testified that he prepares
annual em ssions reports. He -- there has been no foundation
laid that he has responsibility for --
MR LAYMAN: He also indicated that at |east in one

Panhandl e facility that they are required to nmaintain records
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based on either fuel usage or the hours of operation on a nonthly
basi s.

HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the
objection. | think this witness has -- enough sufficient
foundati on has been laid that he can adequately testify to this
questi on.

THE WTNESS: It is ny understanding that the facility --
the facility -- well, strike that.

The facility records those hours of operation on a daily
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basis. They are totaled nmanually at the facility or on a
conputer. | amnot sure exactly what the process is. The
facility personnel do keep those records as a normal part of
busi ness and al so as they report them back up to Houston.

Q (By M. Layman) kay. So the facility in that instance
is keeping track of records on a daily basis so that you can
be -- so that you can determ ne conpliance with your reporting
requi renents on the nonthly basis; is that right?

A That's not exactly -- they keep those records for the
permt requirenment because it is a record keeping requirenent.
The word conpliance does not enter into it.

Q When do they tally those records?

A | don't know for sure. | don't have fam liar enough
wor ki ng knowl edge of the Waverly station to know whet her they are
done on a PC, on the back of an envel ope, or a piece of paper or

754

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

how they do it. | just know the records are kept.

MR LAYMAN. Ckay. | may be at a pretty good stoppi ng
point, M. Hearing Oficer, with respect to ny questions if you
want to --

HEARI NG OFFI CER KNI TTLE: Do you have nore?

MR LAYMAN | amsorry. D d you want to continue through
until 12:30?

HEARI NG OFFI CER KNI TTLE: | have no preference. | want to
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do what is going to be best for both parties here. Do you have
nore than a half hour's worth of cross-exam nation for this
Wi t ness?

MR LAYMAN | would imagine, at the rate that we are goin
now.

HEARI NG OFFI CER KNI TTLE: Al right. Let's take a break
for lTunch. M. Boyd, do you have an objection to that?

MR BOYD:. Can we cone back by 1:007?

g

HEARI NG OFFI CER KNI TTLE: Yes, that would be ny preference.

MR BOYD: kay. That is fine.
(Whereupon a lunch recess was taken from approxi nately

12: 05 p.m to 1:05 p.m)
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AFTERNOON SESSI ON
(Sept ember 21, 2000; 1:05 p.m)
HEARI NG OFFI CER KNI TTLE: We are back on the record after
[ unch recess.
M. Wait, you are still under oath.
THE W TNESS: Ckay.
HEARI NG OFFI CER KNI TTLE: M. Laynman, | am assuni ng you

still want to continue your cross-exan nation.

5

a
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MR LAYMAN:  Yes. Thank you.

Q (By M. Layman) M. Wait, can you describe for us the
envi ronnent al nmanagenent process that was in place at Panhandl e
when you assuned your new responsibilities in 1992?

A I amthinking. The answer is yes, | can

Q Wul d you descri be them for us, please?

A I may be off a couple years on sone of the prograns that
we had. W perfornmed external audits on a rotating basis of
facilities to check conpliance of facilities along the pipeline.
Not every facility was audited every year. W also -- that was
the big thing that we did. W also began a training program
called -- or have a training programcalled Positive Inpact. |
am not sure of exactly when that started. That is a programthat
is still ongoing where we educate the people in the field on
proper environmental practices, file keeping, howto deal with
spills, howto deal with air permits and things like that.
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Q Unh- huh. How many people were involved with the
envi ronnent al managenent group, if you will, at that time?
A | would not consider it a group
Q What woul d you characterize it as?
A You said system Are you talking about the
envi ronnental protection departnent?

Q Unh-huh, that's correct.
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A Ckay. In the environnmental protection we had ei ght
people. W also had in environnental conpliance somewhere in the
range of five people, maybe six people. W also have an
envi ronnental renediation program and | do not recall how
staffed that was.

Q Ckay. Could you tell ne again -- you said there was an

envi ronnent al conpl i ance group?

A Yes.

Q And the environmental -- the first one that you referred
to?

A Prot ecti on.

Q Envi ronnental protection?

A Yes.

Q What is the distinction between those two groups?

It is really kind of sinple. Environmental protection

for the nost part was a pernit seeking group, a permtting group

if you will.
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Q Uh- huh.
A That group worked closely with construction and design

in an effort to properly permt construction projects as they
were goi ng through the design process and into construction

Envi ronnental conpliance was nore of the policing activity, if
you will. It was the group that was in charge of the day-to-day

conpliance activities of the pipeline system
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Q Wuld you say it is fair to say that when the facility
had to obtain a pernmt, the environnental protection group is the
one responsi bl e for naking sure that that takes place?

A In 1992, that is correct.

Q Ckay. Wien a facility had probl ens docunented by
environnental regulators, for instance, alleged violations, at a
given facility, who was in charge -- or who would be responsible
for working on that type of a project, the environnental
conpliance or the --

A The environnmental conpliance would be the point contact
as far as working the conplete issue. | don't recall any
envi ronnent al conpliance issues at that point in tine on any of
the four pipelines.

Q Ckay. Again, you work in the environnental protection
the permtting side of things?

A Yes.

Q And not the environnental conpliance?
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A Air permitting was -- after | was there for six nonths

becane the exception to the rule that | just stated. W saw
where, especially with state operating permts, we were renew ng
permits a lot of states had state operating -- Indiana, for
exanple, had a state only state operating pernit.

Q  Uh-huh.
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A That required renewal on an ongoing basis. The thing
that we saw i mediately was that the -- there was a little bit of
a di sconnect between environnmental or air pernmitting and air
conpliance. W wanted to wap that up into one group. W also
brought in under the wings of environmental protection the air
and environnental protection em ssion inventory. Again, it was
an effort or is an effort or was an effort to focus air duties
into a group of trained personnel rather than a cross of a broad
group of people.

Q Could you tell us when that disconnect was that it was
noti ced?

MR BOYD: (bjection to the formof the question

HEARI NG OFFI CER KNI TTLE: M. Laynan?

MR LAYMAN. | amsorry?

HEARI NG OFFI CER KNI TTLE: M. Layman, do you want to
respond to the objection?

MR LAYMAN: The witness referred to a di sconnect between

the environnental protection and the environnmental conpliance
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group, and | guess all | amasking himto get to is when was that

di sconnect sonething that was first brought to the attention of
the witness.

HEARI NG OFFI CER KNI TTLE: Overrul ed. Can you answer that,
sir?

THE WTNESS: Actually, | amthe one who tried to pull the
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function together into one group. And, again, disconnect is
probably too strong a word. The people who are pernmitting, the
people with the know edge of air rules and regul ati ons were doi ng
the permtting. There was not that type of expertise in the
conpl i ance group

Q (By M. Layman) kay. And it is fair to say that when
you nmade those efforts, those efforts took place during or after
19967

A No.

Q Did it start to occur when you assuned your
responsibilities in 1992?

A Yes. | was the person who recommended to ny director
Don Porter, that is what we needed to do

Q Ckay. You cane to those conclusions just based on your
wor k experience and -- well, why did you arrive at the concl usion

that there was that di sconnect?

A Rel atively sinple. | was being asked questions by four
peopl e how to do emission inventories. | felt as though it was
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taking nore tinme, nore effort for four people to do it at half
t he speed that one person coul d.

Q Ckay.

A So that is what spurred it.

Q Ckay. Wen you refer to the people who were working on
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em ssion inventory, are you referring to the people, again, who
were working with the environnental protection or the
envi ronnent al conpliance group?
A It would be the conpliance group
Q Ckay. And emission inventory, is it fair to say that is
sinply the conpilation or conpiling of emissions related
i nformati on for purposes of, say, annual em ssion reports?
A Yes.
Q Ckay. Anything beyond that? | will rephrase. Anything
other than collecting and reporting data on annual em ssions?
MR BOYD: | amgoing to object. It is anbiguous.
THE WTNESS: | amnot following the entire question, |
guess.
HEARI NG OFFI CER KNI TTLE:  Sust ai ned.
Q (By M. Laynman) Wen you refer to environnental -- | am
sorry. Wien you refer to enmission inventories, what is it,
again, that you are referring to?
A Em ssion inventories is required on an annual basis by
st at e agenci es.
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Ckay. Nothing el se?
A VWhen | say emi ssion inventories, that's what | nean
Q Ckay. Can you tell us where the environnental records
wer e nmai ntai ned for Panhandl e Eastern Pipe Line during the period

of time when you first came on board in 1992?
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MR BOYD: (bjectionto the form in terns of what records.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN:  Well, | think | mentioned environnental
records. W can specify the different types of records as we go
t hrough the testinony.

HEARI NG OFFI CER KNI TTLE:  Overrul ed.

THE WTNESS: Well, it depends on what environnental
records they are. The construction pernmts for hydro -- let ne
rephrase that. For hydro test pernits, land clearance pernits,
air permts, if they were received at that point in tine, were
generally kept in the environmental protection files. Those

permts al so were copied and sent to construction, engineering

design --

Q | amsorry? They were sent where?

A To construction.

Q Uh- huh.

A Engi neeri ng desi gn.

Q Ckay.

A Anybody el se who nmay be affected by the project, such as
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project managenent. |If it was an ongoing long-termpermt, such
as a -- such as an air pernmt, the pernmt also went to the

envi ronnent al conpliance group.

Q Ckay. Did the conpressor stations usually receive a
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copy of the permt?

A Dependi ng on the type of permt that it was, yes, they
did. There is -- well, it is ny understanding that there is a
requi renent that in air permtting, for instance, that the permt
resides on site. For hydro test permts, typically it depends on
the state agency whether they have a pernit on site. The |Iand
use permts, the wetland disturbance permts, generally no.

Q Ckay. You previously characterized the environmenta
protection group as consisting of approxinately eight people, is
that right, at that tine?

A | believe that to be the count.

Q And approximately six in the conpliance related group?

A It may have been nore, but | think it was six. | wasn't
in the group.

Q What was the nature of the supervision of those separate
groups? Was there a supervisor for each group?

A Actually, when | joined the environnmental protection
there was a director of both groups. The director of
environnental protection at the time was M. Don Porter and R ck

Smith of the environnmental conpliance group. Those groups were
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put under one director sonetinme after | arrived, | would guess
within 12 nont hs.
Q So there was just one director head, if you will, and

not supervisors bel ow hi n®?
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A That is correct.

Q Ckay. Can you tell us how the emission related data was
mai nt ai ned by the environnental managenent group? And allow ne
to define em ssions related data as the engi ne hours and the fue
usage of a conpressor station.

A How it was kept?

Q Yes, how it was kept.

A Engi ne hours resided in the environnental protection
group along with fuel use, but we did not use fuel use very often
back when | -- in 1992. W generally used the grans per
hor sepower hour nunbers, so we were focused on engi ne hours.

Q Ckay. How did the group cone to obtain access to that
i nformation?

A It was published on an annual basis fromthe
transm ssion group or the operations group. They are the ones
who conpile the information or -- and are responsible for the
authenticity an accuracy of that infornmation.

Q Ckay. The operation group is yet a third group of the
ones we have tal ked about ?

A Well, | use the word transm ssion and operations
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i nt erchangeabl y.
Q Ckay.

A It is the people who actually run the pipeline.
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Q Do the people who are enpl oyed by Panhandl e t hat work
for that operations group work primarily at Houston or are they

out at the various conpression stations?

A Bot h.
Q Ckay.
A | mean, the transmi ssion people -- the transm ssion

people work at the G enarmstation and work at all the stations
along the pipeline. There is also a coordinating group for the
activities in Houston.

Q Ckay.

A So, yes, both.

Q | amtrying to get a feel of where the process started

and where the origin of the fuel usage and the hours of

operation --
A Sur e.
Q -- canme from So did it start at the conpressor station

level and then find its way, by hard copy or conputer generated

data, to the environnental managenent group in Houston?

A In a roundabout way, yes.
Q Ckay.
A | mean, there is various steps through there. In 1992,

765
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
the -- as | understand it, and there are definitely exceptions to

this rule, | amsure. But in general the engine hours are

collected at the facility on an ongoing basis. They are conpiled
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there. They are summed, totalled, and noved up to the division
office, which is an office having responsibility for -- at this
point intime there is two division offices. So they have
responsibility for about half the pipeline each. Those nunbers
are then --

Q | amsorry to interrupt, but you are tal king about the
singl e pipeline then?

A | amtal ki ng about Panhandl e Eastern Pi pe Line.

Q Where are those division offices |ocated?

A In 1992 it was |ndianapolis and Liberal, Kansas.
Q Ckay.
A So those nunbers were rolled up again fromthe

i ndi vidual stations, conpiled, and transmtted to Houston
transm ssion or operations group. There, they are again conpiled
fromthe two division offices, and | don't know what happens to
the nunbers. | don't -- but they are put into an annual report,
and we obtained a copy fromthem

Q Ckay. And your characterization of that process was for
both information relating to the hours of operation as well as
fuel usage or --

A That would only be for hours of operation
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Q Ckay. What about fuel usage? How would that -- what

was the origin of that type of information?
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A In 1992 we didn't use it, to ny know edge, except for
maybe on uni que circunstances |ike another pipeline, Texas
Eastern, that was part of the Pan Energy group, we were required
to use fuel usage for em ssion reports up in the northeast in
sone states. But along the Panhandl e pipeline | don't recall
getting fuel information until |ater.

Q How nmuch | ater?

A Maybe two or three years later. W changed the
nmet hodology a little bit and started using fuel where we could to
conpl ete the em ssion inventories.

Q Do you have any idea whether that type of infornmation
was, in fact, being docunented at the division |evel?

A | do not --

MR BOYD: (bjectionto the form in terns of the timng.
HEARI NG OFFI CER KNI TTLE: M. Laynan.

Q (By M. Laynman) Relative to 19927?

A As | understand the way it worked or the way it works,
is that the -- it is presently -- | will describe the way it is
right now and how !l think that -- | believe it to be the sane at

nost facilities then. The gas is nmeasured at a nmeter through an

el ectroni ¢ gas neasuring device, an EGM That data is rel ayed

t hrough a comuni cations systemfromthe facilities to a central
767
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conputer in Houston.

Q Ckay.
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A There it is conpiled, stored, and through database
programs you have the ability to access it. Back in 1992,
believe it to be the sane because -- one of the reasons | do
believe that is as a part of one of the projects that | did in
the field we put the EGMor electronic gas netering devices on
al nost every neter on the system

(M. Brown entered the hearing room)

Q (By M. Layman) When you say every neter on the system
you nean every neter located at all of the various facilities on
t he pipeline?

A Yes, sir, both receipts, deliveries, and | believe
engi ne conpressors at the tinme. | nay be wong on the timng,
but that woul d be cl ose.

Q Ckay. Is it fair to say the fuel usage information in
1992 probably woul d not have been avail able to individuals

working at the conpressor station |like that at d enarnf®

A No. It isand it isn't. | wll explain.

Q Ckay.

A It is not like going to the gasoline punp and saying |
okay, | put eight gallons of gas in nmy car, okay, and have a
quantitative deal. It is electronically nmeasured. It goes to

Houst on, where the cal cul ations are cal cul ated because it is a
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series of calculations and they are rather conplex. It requires
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pressures, tenperatures, things like that, through an orifice
meter. It is measured through an orifice nmeter. Those nunbers
are calculated in Houston, as | understand the way that the
conputer programworks. Then if the station needs those records
for any reason whatsoever they have the ability to call them back
up. Wether it is through manual nethods or automatically, |
don't know. Today it is automatically that | believe they can
pull them In 1992 | don't know.

Q Ckay. Do you have an understandi ng as to whet her or not
in 1992 if an Agency field inspector went to the Aenarmfacility
and conducted inspections, would he have been provided with
i mredi ate access to information concerning the hours of
production or the hours of operation?

A | don't have any direct know edge of that.

Q You don't know whet her he woul d have been able to obtain
it on that date or not?

A | amnot at a facility, so | don't know.

Q Ckay. If an inspector would have went to the facility
at denarmin 1992 and asked for that particular information on
the hours of operation, is that sonething that the environnmental
conpliance group woul d have dealt with, do you think?

A At that tine, no. | -- we did not furnish that data to
the station so that they could give it to an inspector
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Q The sane would be said then with respect to the fue
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usage data?

A That is correct.

Q Ckay. Upon a field inspector's request, do you have any
i dea who in the environnental managenent process woul d have
responded to that request and conpiled the information and sent
it out?

A Wthin our group it was ne. | was handling nost of the
em ssion inventories in 1992.

Q Ckay.

A There were a few exceptions. There were two of us in
the group and | kind of tried to take the lion's share of themif
| could so | could |earn.

Q When you say there were a few exceptions, you are
referring to people who were working in --

A O her fol ks.

Q And t hose peopl e woul d have been working, again, in the
envi ronnental conpliance?

A Prot ecti on.

Q Ckay. Do you have any idea whether or not there would
have been any information regardi ng AP-42 em ssion factors at the
Aenarmfacility?

A | sincerely doubt it.

Q Have you reviewed records that have been kept at the
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Aenarmfacility?

A Only what we as a group received fromthemwhen we asked
themto give us what they had.

Q Ckay. So after 1996 when the Agency inforned Panhandl e
of the apparent violations that are cited in this case, you did
not review information specific to docunents or reports or the
like that were kept at the Aenarmfacility?

A Agai n, we asked for all of the permt information that
t hey had.

Q Ckay. That information in turn was fed to you fromthe
Genarmfacility and perhaps in other --

A Q her sources.

Q QO her groups?

A Yes.

Q Ckay. Anyone else other than -- well, strike that. Can
you tell us what kind of communications occurred between the
group that you worked with and Houston and the individual
conpressor stations regardi ng environmental matters?

MR BOYD:. nhjection to the tine frane.
HEARI NG OFFI CER KNI TTLE: M. Laynman?

Q (By M. Layman) Well, let's start with 1992.

A | can't -- fromthe group | worked in, it was nore of a
one-way conmuni cation generally, in general.

Q And by that you nean all of the information was coning
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to you?

A Usually if we needed to talk to themwe would talk to
them and ask themfor information and then we woul d receive that
fromthem There was not -- nost of the systemis grandfathered.
It has grandfathered em ssion sources, therefore, there was not
that much of a reason to conmunicate on a continuing basis with
the people with the facilities.

Q Ckay. So because there were no applicable regulatory
requi renments, if you will, because the units were grandfathered,
all Panhandl e woul d have been concerned about for those
facilities would be the enmissions inventory for one year to the
next; is that correct?

A well, at --

MR BOYD:. njection to the formof the question in terns
of what Panhandl e is concerned about.

MR LAYMAN. | amsorry?

HEARI NG OFFI CER KNI TTLE: He objected as to what Panhandl e
i s concerned about.

MR LAYMAN: Well, let's nake it relative to the denarm
facility.

HEARI NG OFFI CER KNI TTLE: Is that your objection?

MR BOYD:. No, sir. M objection is that this wtness --
we are tal king about the environnental protection group that this
witness was a part of and then he changes the question to say the
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entire -- you know, what was Panhandl e concerned about. | don't
know i f this witness has the sufficient foundation to know what
Panhandl e was concer ned about.

HEARI NG OFFI CER KNI TTLE: M. Laynman, are you willing to
l[imt your question?

MR LAYMAN. | don't knowthat | do. | guess --

HEARI NG OFFI CER KNI TTLE: Do you want to respond to the
obj ecti on?

MR LAYMAN. No. | will rephrase the question

Q (By M. Layman) You characterized the conmunications
that were occurring between the conpressor stations and the
envi ronnent al managenent group -- | take that back -- just your
group as being one-way; is that right?

A One-way or nmaybe probably a nore appropriate way woul d
be -- the description would be on an as needed basis. | nean, it
was limted is what | amtrying to say.

MR LAYMAN. Ckay. GCould I have just a noment?
HEARI NG OFFI CER KNI TTLE:  Yes.

(Discussion off the record.)

MR LAYMAN. Ckay. Thank you.

Q (By M. Layman) | would Iike to call the w tness
attention to Panhandl e Exhibit Number 14. You identified that
docunent earlier as a May 3rd of 1995 letter to the Agency

regardi ng the 1994 Annual Em ssion Report; is that correct?
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A Yes.

Q The cover letter refers to four stations, four
conpressor stations; is that right?

A Yes.

Q Has it been your experience that whenever the conpany
provi ded annual em ssion reports to the Agency that it would
include all of the stations inventories in one package?

MR BOYD: Objection to the form

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN: Wi ch means what ?

HEARI NG OFFI CER KNI TTLE: That is my question, too, M.
Boyd.

MR BOYD:. Well, | amnot sure what he neans by all of the
pages in one packet. | amnot sure what he is talking about. It
i s anbi guous.

MR LAYMAN  Then | will steer the witness in the right

direction.
Q (By M. Laynman) Did you submit em ssions inventories for
all four Illinois facilities, that are identified on this page,

i n one envel ope?
A According to letter, the cover letter, yes, we did.
Q And given that you nmentioned several letters, is it fair
to say that woul d have been the practice --
MR BOYD: Again, objection to the form
774
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Q -- (continuing by M. Layman) of submitting --
MR LAYMAN. Do we have an objection standi ng?
HEARI NG OFFI CER KNI TTLE: | am not sure.
MR BOYD: Finish your question, Rob. | amsorry.
Q (By M. Layrman) Is this 1995 submittal for the annual
em ssion report, is that the only instance in which Panhandl e
subm tted a group annual em ssion report to the Agency?
A To the Agency, being the Illinois EPA?
Q That is correct.
A | don't know, wi thout going and | ooking through the
other -- through the other years data.
Q Well, when did you have the first occasion to subnit an
annual em ssion report to the Agency, the |EPA?
A I amnot sure of the exact first date.
Q Did you in 19927
A | don't know.
Q Wuld it refresh your nenory if we had you identify the
annual em ssion report provided to the Agency for 1992?
A | don't know.
Q It is Exhibit Nunber 9.
A Ckay. | have the exhibit.
Q | amsorry?
A I have the exhibit.
Q Ckay. Can you tell fromthis subnmittal whether you

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

775



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

woul d have been involved in the preparation of it to the | EPA?

A | honestly don't know.

Q Ckay.

A Not fromwhat is here.

Q Ckay. Whuld you | ook at Exhibit Nunber 10 of the
Stipul ated Hearing Exhibits?

A Ckay.

Q Can you tell fromthe cover letter that is with the
annual em ssion report from 1993 that was submitted, can you tell
fromthat letter that you woul d have been invol ved?

A Yes, | can.

Q And how can you determ ne that?

A Fromthe cover letter looking at the initials at the
bottomof the letter, the -- it is a big C, bigE big O

Q Uh- huh?

A Slash little D, little A little A

Q Ckay.

A The CEOis -- was Chi Onwuchekwa.

Q So | take it you were not involved in the preparation of
thi s document ?

A No, | was not.

Q Ckay. It is pretty clear fromthe docunent, is it not,

that Panhandle, in this letter, submtted annual em ssion reports
to the Agency on a group basis, if you will?
776
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A That is correct.

Q Ckay. |If you could turn your attention to Exhibit
Nunmber 11. Can you tell fromthe cover letter of the May 3rd of
1995 submittal from Panhandl e to the Agency whet her you had any
i nvol venent with the preparation of that docunent?

A I did.

Q Again, that refers to all four facilities for Panhandl e

inlllinois, does it not?
A This is correct.
Q Is it fair to say, then, there was probably a practice

on the part of Panhandl e of subnmitting data in this respect?
A Not Iimted to the Illinois EPA yes. | know that we
did do it for other states.
Q Ckay. And you did it for --
A For Illinois also.

Q Ckay. Could you turn your attention back to Exhibit

Nunber 147
A Ckay.
Q Got it?

A (Nodded head up and down.)

Q The cover letter that you pointed to earlier in your
testinmony, the paragraph beginning right below the identification
of the various stations and the |ID nunbers, can you call your

attention to that?
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A Yes.

Q The cover letter states that all emi ssions for d enarm
and the Waverly stations as reflected in the DAPC dat abase do not
reflect em ssions fromall sources.

MR BOYD: | amsorry. That is not what it says. |If you
could try it again. That is not what it says.

HEARI NG OFFI CER KNI TTLE: |s that an objection, M. Boyd?

MR BOYD: It is an objection that he is msreading the
letter.

HEARI NG OFFI CER KNI TTLE: Wi ch --

MR LAYMAN: | will rephrase

HEARI NG OFFI CER KNI TTLE: -- docunent ?

Q (By M. Laynman) Does the letter state that allowable
em ssions for denarmand Waverly stations as reported in the
DAPC dat abase do not reflect emi ssions fromall sources?

A Yes.

Q What does that nean exactly?

A If you refer back to page two of the em ssion inventory
which is also | abeled Pan 1324, it was clear at that point in
time when | was looking at this that the all owabl e eni ssions were
low. | did not believe that it reflected all of the equi pnent
that was at the G enarm station

Q And you are specifically referring to the first columm

identified as all owabl e em ssions and the NOx al | owabl e em ssi ons
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for that year of 1,287 --

A That is correct.

Q -- . 41767

A Yes.

Q Ckay. How had you comne to identify that discrepancy?

take it that was just based on your preparation of reported
em ssions for the facility for that year? How did you make that
det erm nation?

A Well, yes, | do believe that the source reported

em ssions for NOx since they were higher, |I had questioned -- had

guestioned why they were higher. The only thing | could cone up
with what the 1,287 referred to was whenever you flip to page
three, which is |abeled as Pan 1325, it says there are four new
conpressor engi nes. Looking at the dates that those were
constructed, those were -- you |l ook at the potential to emt and
those are the four engines that we are tal ki ng about today, 16,
17, 18, and 19, and that's the potential to emt using roughly
AP-42 factors. That's all | had to go on.

Q Ckay. Had the conpany, to your know edge, reported NOx
emssions in earlier years to the Agency that had exceeded the
al | owabl e em ssions identified in the annual enission report
forn?

A I would have to look. | don't know.

Q Let's do that, shall we. | call your attention to
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Exhibit 9, | believe.
A Ckay.
Q Can you tell us whether or not the source of em ssions
reported for that year exceeded the allowable em ssions for NOx?
A They di d.
Q | call your attention to Exhibit Nunmber 10. | wll ask

you the sane question?

A No, they did not. The allowable eni ssions changed.

Q They certainly did. | call your attention to -- just a
second -- Exhibit Nunber 11. That's the one we are referring to
now, | believe, right?

Yes.

Q It changed back, did it not?
MR BOYD: | amsorry. Objection to the formof it changed

back.

Q (By M. Layman) The all owabl e eni ssions that were
identified in the annual emni ssions report changed back?

A Yes, back to the 1,287.

Q Ckay. The cover letter -- referring your attention back
to Exhi bit Nunmber 14?

A Yes.

Q It indicated that the all owabl e emni ssions only reflect
permtted nodifications to these facilities?

A Yes.
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Q Can you expl ain what that neans?

A Again, referring back to page three of the em ssion
inventory that was transmtted fromthe Agency to Panhandl e
Eastern, and it is also |abeled Pan 1325, | found that this sheet
within the inventory that indicated that we had four new engines.
Looki ng back at the engine data that | had, | knew we had four
engines that were installed in the md 1980s. Wat | did was |
took AP-42, multiplied it by the horsepowers, and nultiplied it
by 8760 and canme up with the nunber that approxinmated 1, 287.

Q Ckay. Can you tell us, then, with reference to Pan

nunber 013227

A Yes.
Q Is that the docunent that you created?
A It was either created by me or within ny direction

Q You are not sure as to who would have created the

docunent ?
A Qccasionally we used consultants to do eni ssions
inventories. |t tends to becone a tedious task.

Q Ckay. You don't recall whether you woul d have used a
consultant in this case?

A Not at this point in tine, no.

Q Well, if you would have created this docunent would it
have been relative to just the denarmand the Pleasant H Il

facility?
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A Cenerally, no, it is a state specific spreadsheet.

Q Is it your testinony today that this docunent was
created by you or soneone under your direction --

A Yes.

Q -- in response to your observation identified in the
cover letter of this annual em ssion report?

A No.

Q Ckay. Explain why this docunent was created?

A Thi s docunent was created to cal cul ate emi ssion
inventories. | have a sheet simlar to this for the whole
pi pel i ne system for every conpressor station

Q Thi s docunent here is created?

A Yes.
Q How often is it created in this way?
A This format has been around since 1992.
Q Are you aware of whether or not that format was around

prior to 1992?

A | do not know.

Q It was around in 19937

A | believe it to be, yes.

Q It was -- | believe you answered that it had been around

since 1992; is that correct?

A Yes, that's correct.
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every year since then?
MR BOYD: njection. Asked and answered.
HEARI NG OFFI CER KNI TTLE: M. Laynman?
MR LAYMAN: | will w thdraw

Q (By M. Layman) The formthat | am| ooking at, years
other than what is identified here in 1994 woul d have been set
out or identified in a simlar forn®?

A Yes. W recreate the spreadsheet annually and just plug
in the hours for fuel used to refresh the sheet. The
cal culations remain close to the sane.

Q | amgetting the inpression that you do this relative to
all of your conpressor stations along the |ine?

A Sur e.

Q Ckay. Is it common for you to set themout -- | am
sorry. Strike that. 1Is it common for the facility in this type
of formto identify emissions --

MR BOYD: | would -- | amsorry. Finish your question.

Q -- (continuing by M. Laynan) on a unit by unit basis?

MR BOYD:. njection to the form He said the facilities
on a unit by unit basis, and that is not what M. WAit has said.

HEARI NG OFFI CER KNI TTLE: M. Laynan?

MR LAYMAN: | don't know how to respond to that. | can

rephrase the question.
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Il will -- actually, | amgoing to overrule the objection. |
don't see why he can't answer the question. Wether or not it is
the testinony that has been elicited, it is a fair question

THE WTNESS: |s your question does every facility list the
em ssi ons sources source by source?

Q (By M. Layrman) Wiy don't we get at it this way --

A | amjust trying -- | didn't follow the question
exactly.

Q That's fine. Wen Panhandle used this formin 1992, to
identify its emissions relative to the denarmstation, would
have created that formin much the same way that it is set out
here in this Exhibit, 1322?

A Yes.

Q So it would have identified em ssions on an engi ne per
engi ne basi s?

Yes. How el se would you cal cul ate thenf?

Q | amsorry?
A How el se woul d you cal cul ate then?
Q Well, | have been wondering that nyself. | think with

your testinmony | think maybe we are getting sonmewhere.
Can you identify the reference on this exhibit for engi nes

1116? Can you identify that on the docunment or can you refer to
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Q Have you found it? Can you tell us what the annual NOx

em ssions were reported for for that year?

A | believe it to be -- again, | probably should have a
set of reading gl asses, because this copy is rather snudged.
believe it to be 284 or 294.

Q Ckay. Can you do the sanme for engine 11177

A | believe it to be 208 and a fraction

Q  And 11182

A 89.87, | believe.

Q And one | ast one, 1119?

A 72.

Q Ckay.

A And sone fraction

Q Is it fair to say that the conbined total fromthose

units exceeds the 461.3 tons per year lint that governs those
particul ar units?
A Yes.
Q And this formwould have been created by Panhandle in
1992 --
MR BOYD:. hjection to the form | amsorry.
Q -- (continuing by M. Layman) for what -- let ne

rephrase that.
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MR BOYD: | amgoing to object to the use of the term

Panhandl e. Panhandle is a corporation and the corporation does
not create the document.

HEARI NG OFFI CER KNI TTLE: Response, M. Layman?

MR LAYMAN. W can take it one step at atine. That is
fine. 1 will be glad to rephrase the question

Q (By M. Layrman) M. Wait, you have testified here today
that either you or soneone under your direction would have
created this docunment, and it was created seenmingly in 1995 was
it not?

A Yes. Well, yes.

Q And it was found in your files contained within a copy
of the 1994 Annual Eni ssion Report that was supposedly submitted
to the IEPA; is that correct?

A Yes, it was contained within the docunent.

Q kay. You testified that this sanme form had been around
for years; is that correct?

A It has been around since 1992, yes, at |east.

Q Ckay. Before you took the initiative to have this form
devel oped or created by either yourself or some unknown

consultant, was this form being processed or devel oped in 1992?
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A Again, in 1992, when | was in the group, yes, we had the
form | cannot tell you what happened prior to 1992 for the use
of the form
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Q Ckay. Maybe it would help if you could identify what
you rean by the word fornf

A | amtal king about the sheet that we have been
di scussi ng, |abel ed 1322, the spreadsheet.

Q Ckay. Whuld Panhandl e, in 1992, have filled out the
1994 hours and the emi ssions for all of those pollutants that run
atop -- that run across the top of this headi ng?

A Not in 1992, no.

Q Why not ?

A Because you said 1994 hours.

Q They woul d have expressed those hours in ternms of 1992
hour s?

A Yes, sir.

MR BOYD: | would object again only because he used the
t erm Panhandl e, what woul d Panhandl e do. Panhandle is the
cor porati on.

HEARI NG OFFI CER KNI TTLE: M. Laynan?

MR, LAYMAN. Panhandl e Eastern Pi pe Li ne Conpany.

MR BOYD:. That's a corporation, too

HEARI NG OFFI CER KNI TTLE:  Further response, M. Laynan?

MR LAYMAN | guess | would think that any enpl oyee or
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agent, such as a consulting firmor engineer, would be enpl oyed
by Panhandl e Eastern Pipe Line Conpany. So | fail to make the

distinction that M. Boyd seens to insist upon
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MR BOYD: Unfortunately, a corporation cannot fill out a
formor create a form |Individuals can. |If you are going to ask

about an individual at a particular tine, | won't have an
objection. But to the extent that he is saying Panhandl e created
the formor Panhandl e generated this, | do have an objection

MR LAYMAN. Well, let's make it easy then. Anytine | am
referring to Panhandl e Eastern Pi pe Line Conpany or Panhandl e,
woul d ask the witness to understand that | amreferring to the
corporation's enployees and not its corporate entity. 1Is that

fair enough?

MR BOYD: | don't believe that is fair.
HEARI NG OFFI CER KNI TTLE: | amgoing to rule here, M.
Layman. At least in terns of environnmental affairs, | think this

W t ness has been properly qualified to speak to what Panhandl e
woul d or would not have done. | amgoing to overrule the
objection and allow M. Layman to proceed as such. |If, in fact,
we branch into an area that | don't think this w tness has been
properly qualified for, | would be willing to sustain an

obj ection, but for environnental decision naking for this

conpany, | amgoing to allow M. Laynman to refer to Panhandl e and
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have this w tness answer.

MR LAYMAN. | apologize, but | don't recall what the
standi ng question is for the witness. Could we have the court
reporter read it back.
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HEARI NG OFFI CER KNI TTLE: Mbst definitely.
MR LAYMAN  Thank you.
HEARI NG OFFI CER KNI TTLE: | f you woul d, Darlene, please.
(Wher eupon the requested portion of the record was read
back by the Reporter.)
MR BOYD: Could we go off the record for just a second.
HEARI NG OFFI CER KNI TTLE:  Yes, sure.
(Di scussion off the record.)
HEARI NG OFFI CER KNI TTLE: All right. Let's take a short
br eak.
(Wher eupon a short recess was taken.)
HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.
M. Layman, we are continuing with your cross.
MR LAYMAN. Yes. Thank you.
Q (By M. Layman) M. Wait, | amafraid | amgoing to have
to again call your attention to Panhandl e Exhi bit Nunmber 01322,
which is part of Exhibit Nunber 14.
A | have it.

Q Can you tell us generally what the purpose of this
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MR BOYD: (bjection. Asked and answer ed.
HEARI NG OFFI CER KNI TTLE: M. Laynan?
MR, LAYMAN. | don't know that we have really got to the
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bottom of that yet. That is what | am hoping to do.

HEARI NG OFFI CER KNI TTLE: | amgoing to allow the question

THE WTNESS: It is used to -- | amsorry.

HEARI NG OFFI CER KNI TTLE: (objection overruled. | amsorry,
sir. | was still -- it is ny fault. | was slow on the draw.

You can answer.
THE WTNESS: It is used to conplete enission inventories.
It is an emi ssion cal cul ati on sheet.

Q (By M. Layman) Ckay. So this would have been used in
prior years as well as subsequent years to 1994 to aid you in
preparing em ssion inventories?

A That's correct, as | said, from 1992 on

Q Ckay. | take it, then, once this docunent was prepared
you woul d assess the total em ssions of all the various
pollutants identified at the top of the heading and fill out the
appropriate annual em ssion report inventories; is that correct?

A W totaled the em ssions for each colum and then -- or
put themon the em ssion inventory forms for the states.

Q Ckay. Typically all you were ever concerned about were
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the total emissions that were identified fromthis form is that
right?

A Correct.

Q Ckay. You never bothered to | ook at the engi ne by

engine NOx emissions in this case for the Aenarmfacility
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because of what reason?
A | am not saying that | never |ooked at the engine by

engi ne nunbers. But in general we were grandfathered up and down
the facility, up and down the pipeline system Therefore, there
was no real need to | ook at engi ne by engi ne data.

Q And you didn't report engine by engine data to the | EPA

in the annual em ssion report either, did you?

A It was not required.

Q | amsorry?

A You are correct. It was not required.

Q Wll, it was required in the AER form the annua

em ssion report form that the Agency sent to Panhandle, a tota
nunber for emissions; is that correct?

A That's correct.

Q You indicated in your earlier testinony that this
docunent was, in your view or belief, subnmtted to the | EPA as
part of the 1994 annual em ssion report submittal?

A By docunent you nean --

Q  Pan 013227



20

21

22

23

24

10

11

12

13

14

15

16

17

18

A Based upon finding it attached to the em ssion
inventory, | have no reason to believe that it was not.
HEARI NG OFFI CER KNI TTLE: M. Laynan, can you identify what
exhibit we are tal king about for this case.
MR. LAYMAN. Exhibit 14 still
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HEARI NG OFFI CER KNI TTLE:  Ckay.

Q (By M. Layman) | amgoing to have to ask you, M. Wit,

when you reviewed the docunents after the Agency -- strike that.

After the Agency informed Panhandl e of potential violations
in 1996, you discovered this docunent, | take it, as a result of
your investigation into the potential allegation or the potenti al
viol ati ons al |l eged?

A At sone point during this process over the last four
years, yes, we have copied that.

Q Ckay. Was the formthat had been generated for the 1992
em ssions fromthe Aenarmfacility, had that been -- had that
been in the file that you revi ened?

MR BOYD: (bjection to the formin terns of what you nean
by "the form™"

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN.  Well, let ne get about this a different way.
I will rephrase.

Q (By M. Layman) In your review of the file that you
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did you find the 1992 em ssions formin the files that you

revi ewed?

A | don't recall finding this, a formlike this 1322, f
1992 in the file.

Q Ckay.
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A It was not -- it was not attached to the em ssions
inventory report if it was there. Al | did was pull em ssion
inventory reports as part of this effort.

Q Ckay. What about for 19937

A | do not believe it to be attached.

Q Was it attached in any --

A | don't --

Q -- annual emi ssion report other than this one that yo

see in front of you?

A Generally those are stand-al one docunents. Wat we
typically -- | nmean, if we keep themin the file they are kept
al one or kept apart fromthe subm ssions.

Q These forns are kept alone a part fromthe em ssion
i nventories?

A The spreadsheet, yes.

Q Who keeps those records?

A Those are kept in the environnental services files.

do.

or
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Q Ckay.
A In an about way.
Q The environnental services fileis afile that | take it
is for the environnental protection group; is that correct?
A Yes, it has evolved into that.
Q Is there any particular reason why that is treated as a
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st and- al one docunent from year-to-year?

A In general we don't submit themwth it.

Q You just used them for purposes of preparing your annua
em ssions i nventory?

A It is a tool, yes.

Q kay. Is it always used?

A For the nost part it is. There may be sone occasi ons
where it has not been.

Q Vell --

A | can't vouch for what M. Chi had done during the
em ssion inventories he did. W also experinmented with an
aut omat ed programthat would cal culate the emi ssion inventories.
It may or may not have been used for those, but in general this
is the formthat we have relied on for the vast najority of
em ssion inventories.

Q Ckay. | would like to turn your attention to Panhandl e

Exhi bit Nunber 21



18

19

20

21

22

23

24

10

11

12

13

14

15

16

17

A Ckay.

Q Can you tell us, M. Wait, when was the first occasion
in which you saw this docunent ?

A Sonetine in -- let me get ny years right. 1In the 1996,
1997 tine frame.

Q Wiere did you |l ocate this docunment?

A | do not know for sure where this docunent cane from
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There is no stanp on it signifying where it cane from It was
received in -- as part of the effort to try to understand, you
know, the docunent search for the potential violation

Q Ckay. At the top right-hand corner of the docunent
there is reference to CO, slash DIV. | recognize the division

VWhat's the COreferring to?

MR BOYD:. | amsorry. Could you tell us where you are
| ooki ng?
MR LAYMAN: | am |l ooking at the front page of Panhandl e

Exhi bit Number 21, right below the top right-hand corner
i nterof fice correspondence.
MR, BOYD: Thank you
Q (By M. Layrman) | would like the witness to identify
what it refers to there?
A Quite frankly, I have no idea
Q Ckay. Do you have any recognition of the two words that

state environnental conpliance?
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A Yes. That would be the other group that we have tal ked
about this afternoon.

Q Ckay. Would it be logical to assunme that this docunent
canme fromthe environmental conpliance group of Panhandl e Eastern
Pi pe Li ne Conpany?

A I mean, that could be a | ogical assunption, yes.

Q But it could have been --
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A It also could have cone fromthe station. It also could
have cone fromtransm ssion, fromeither of those groups.
Q Ckay. The nmenorandumitself is two pages. | believe

you testified earlier that attached to it is an operating permt?

A Yes, this is correct.

Q Coul d you identify the date or the issuance of the
operating permt?

A June 5th of 1990.

Q Can | redirect your attention to the cover |etter again,
or | should say cover nenorandunf?

A Yes.

Q Didn't you testify earlier that the environnenta
conpliance group woul d not have had anything to do with
permtting nmatters?

For new pernits, that is correct.

Q Wul d there be a reason why this operating permt that
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is attached here would have found its way into a file nmaintained

or kept by the environnental conpliance group?

A | think so. Again, as part of the effort, | had
initiated -- nmy first year or so there was to bring all that,
know, everything back under one hat, if you will. | think --

Q M. Wit --

A CGo ahead.

Q Were you enployed in that capacity on August 3rd of

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
19907
A No.
Q Ckay. | guess ny question relates to why it is that

this particul ar nenmorandum woul d have found its way into the

envi ronnent al conpl i ance group?

A | was trying to answer that.

Q Ckay. | amsorry.

A As | said, the new pernmts were acquired by the
envi ronnental protection. | was going on to say that the

day-to-day and ongoing activities were pulled together by

envi ronnental conpliance. That's one of the things | saw as

somet hi ng that needed to change.

MR LAYMAN. Ckay. Thank you. May we have a nonent,

pl ease.

HEARI NG OFFI CER KNI TTLE: O f the record.

(Discussion off the record.)

you
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HEARI NG OFFI CER KNI TTLE: Back on the record.
MR LAYMAN  Thank you.
Q (By M. Layman) | believe perhaps you were continuing
M. Wait, with the explanation as to why the operating permt,
t hen, woul d have been attached to the interoffice correspondence,
t he cover meno?
A | thought | had answered that after you had -- but |

will go on to state that the day-to-day activities, the renewals,
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things |ike that were generally handl ed by environnental
conpliance prior to 1993, sonmewhere in there.
Q Ckay. In this instance the operating pernmt that was

dated June 5th of 1990 woul d have been considered sinply a
renewal permt?

A It woul d have been as part of that effort, yes.

Q You had identified in your earlier testinony M. Hurst
as being a supervisor; is that correct? And | apologize if |
m sstate his capacity. Was he a supervisor at the denarm
facility?

A That's a fair assessnent. He was responsible for the
pl ant side of the station.

Q Pl ant manager ?

A No, there was a person over him

Q Ckay.
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A It was divided up so that you had a manager or a
supervi sor who was in charge of the plant. He had a pipeline
manager, a guy who was responsible for activities outside the
fence. He was the inside the fence guy.

Q kay. M nenory, | amafraid, does not serve ne well
with respect to who you identified a M. R E Snith as?

A He is -- at that tinme he was the supervisor,

envi ronnent al conpl i ance.

Q Ckay. So he woul d have been located in your offices in
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Houston; is that correct?

A | believe he was |ocated in Houston at the time.

Q Ckay. So M. Smith, we can assurme, fromthis
menor andum woul d have sent this to M. Hurst at the plant in
d enarm because of the renewal of the 1990 operating permt; is

that correct?

Yes.
Q Is it fair to say that fromthe context of this neno
that M. Hurst identified -- | amsorry -- that M. Snith

identified the 461.3 tons per year limt in the permt?

A Yes.

Q Is it also fair to say that he identified in the neno
that records are to be kept of the hours of operation and gas
usage of each of the new conpressor engines?

A Yes.
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Q Ckay.

A You are tal king about |ine 2C?
Q Correct.

A Yes.

Q And then line 2D, as well, that records would be kept
for two years and avail abl e to Agency inspectors upon request?

A Yes.

Q You are not aware, given your testinony today, whether

records were kept at the Genarmstation facility, though; isn't

KEEFE REPORTI NG COVPANY 9
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that true?
MR BOYD: (bjection to the form Asked and answered.
HEARI NG OFFI CER KNI TTLE: M. Laynman?
MR LAYMAN | don't know if | have a response, but | would
i ke an answer to the question.
HEARI NG OFFI CER KNI TTLE: | don't recall this question
bei ng asked. | amgoing to overrule it.
THE WTNESS: | do not have direct know edge of the filing
systemof Aenarmat this tine.
Q (By M. Layman) Ckay. Thank you. | believe you also

indicated in your earlier testinony that you had no reason to
believe that M. Hurst would not have received the neno and its
attachnment; is that true?

A I have no reason to know whet her he received it or not.
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Q Ckay. M. Wait, | would |like to call your attention now
to some of the events that took place after 1996 and t he Agency
i ssuance of the violation notice to Panhandle. Isn't it true
t hat Panhandl e, throughout the pernmitting process or the attenpts
to obtain a permt, isn't it true that they were insistent that a
PSD pernmit need not be obtained for the facility at d enarn?

A Yes. | think it is still true today.

Q Panhandl e never did represent that it would be willing
to obtain a PSD permt?

A There is no reason to obtain a PSD pernit. Wth proper
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netting and the engine controls that we outlined and proposed
there is no need.

Q The conpany al ways conmmuni cated its desire to obtain a
PSD avoi dance permt to the Agency during the course of
di scussi ons about the enforcenent and the permitting matters?

A Yes, | believe that to be the truth.

Q Isn't it also true that Illinois EPA representatives
were always willing to listen to Panhandl e's proposal but always
i nsi sted that Panhandl e provi de supporting information for its
proposal ?

A Yes, and | thought we were doing that.

Q Al right. 1Isn't it also true that the |IEPA never
informed the facility that the conpany could avoid having to

obtain a PSD permt?
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A To nmy know edge, there was no direct conmmunication that
said, no, you do not have to have a PSD pernit.
MR LAYMAN. Ckay. Just a nonent, please.
HEARI NG OFFI CER KNI TTLE: O f the record.
(Di scussion off the record.)
HEARI NG OFFI CER KNI TTLE: Back on the record.
Q (By M. Layman) Isn't it true, M. Wait, that em ssion
control equiprment at the Aenarmfacility nust still be installed
in order for the facility to conply with PSD regul ations?

MR BOYD: Objection to the formof the question

KEEFE REPORTI NG COVPANY oot
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HEARI NG OFFI CER KNI TTLE: How so?

MR BOYD: | amnot sure what he neans by still be -- what
engi nes he is talking about or still be installed. | amnot sure
what he is tal ki ng bei ng about.

HEARI NG OFFI CER KNI TTLE: M. Laynan?

MR LAYMAN. | will rephrase

Q (By M. Layman) Isn't it true that em ssion contro
equi pment nust still be placed on engines 1116 and 1117 at the

Genarmfacility?

A Not necessarily.

Q You believe that the facility can denonstrate conpliance
without the installation of control equipnent on those two

engi nes?
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A If we denonstrate conpliance with the properly netted
permt, yes. There would have to be provisions in the permt
that enunerated an hours restrictions for that to occur

Q You have indicated in your direct exam nation you had
experience throughout the late 1980s and 1990s dealing with
permtting operations for Panhandle; is that correct?

A No.

Q You did not have any invol verent with Panhandl e's
permtting operations in the | ate 1980s?

A This is correct.

Q Ckay. Only beginning in 1992 did you have those
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responsibilities?

A That's correct.

Q You al so indicated in your testinony that there was a
period of time in which the conpany would typically seek to
obtai n PSD avoi dance pernmits; is that correct?

A Conpani es within the Pan Energy fam ly of conpani es had
acqui red PSD avoi dance pernmits, yes, we as a famly had PSD
avoi dance permts.

Q Do you say that as a matter of course or routine or,
nmean, was it conmon for the conpany to insist upon conplying with
PSD t hrough avoi dance requirenments?

A Sure. It is too painful to go through PSD. Quite

frankly, if you are doing a replacenent project and you can
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retire em ssions put in new sources and not have to go through
PSD, through the PSD exercise, you are better off. Up in the
nort heast where we couldn't do PSD avoi dance, we woul d go
electric rather than go through PSD.

Q Thr ough your work for Panhandl e begi nning in 1992, did
you becone famliar with the operations at the Houstonia plant in
the State of M ssouri?

A | amfamliar wth Houstonia.

Q How are you familiar with the operations at Houstonia?

MR BOYD: | amgoing to object to this Iine of questioning

as bei ng beyond the scope of direct testinony.
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HEARI NG OFFI CER KNI TTLE: M. Laynan?
MR LAYMAN. | guess ny response at this point intimis

that the testinony of the witness on direct was to, anong other

t hi ngs, operations generally throughout the pipeline or along the
pipeline. 1In this particular case, | don't know that there is
any reason to distinguish between the Houstoni a conpressor
station than that for the Pleasant H Il or the Tuscola or the
Waverly conpressor stations.

HEARI NG OFFI CER KNI TTLE: M. Boyd, where is Houstonia?

THE WTNESS: Pettis County, Mssouri. It is about, 60 or
70 mles --
HEARI NG OFFI CER KNI TTLE: It is not the Illinois station
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that you couldn't recall the nane of ?
THE WTNESS: No, it is not.
HEARI NG OFFI CER KNI TTLE: M. Boyd?
MR BOYD: There is no rel evance for any di scussions

regardi ng the Houstonia station.

HEARI NG OFFI CER KNI TTLE: | amnore inclined on it beyond
the scope. | think we --

MR BOYD:. Well, it is beyond the scope

HEARI NG OFFI CER KNI TTLE: -- have had a fair anmount of not
quite so relevant matters to this point anyway. | amgoing to

sustain his objection that it is beyond the scope.
MR LAYMAN | would -- | guess | would at this point
804
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state, on the record, that the testinony is clearly relevant with
respect to the pernitting of operations up and down the pipeline.

The fact that operations may occur in sone other state apart from

Illinois, | guess | just don't see that as a distinction

HEARI NG OFFI CER KNI TTLE: | didn't find -- first of all,
woul d be interested in hearing howit is relevant. | didn't
think it was relevant on direct examination. | amnot sure it is

rel evant on cross. However, there was no objection on the direct
exam nation whether it was relevant. | was not uphol ding his
objection on the fact that it was not relevant. | was uphol di ng
it because |I think it was beyond the scope of the direct

exam nati on.
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MR LAYMAN:  Well, | guess that is why | ama little
confused. | apologize for that. But M. Boyd, | don't believe,
nmenti oned anyt hing about the Pleasant Hill conpressor station
the Tuscola or the Waverly conpressor station. And | think he
generally put in to issue on his direct exam nation of the
W tness issues pertaining to the permtting operations up and
down the pipeline.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: | don't believe that is the case. W talked
about the denarmstation and his famliarity with the
permtting. But this line of questioning is not intended to
elicit testinony regardi ng Panhandl e's permitting operations
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throughout its facility.

It is intended to elicit information about an environnmenta
litigation involving the Houstonia facility and | object to the
line of questioning for that ground as bei ng way beyond the scope
of direct testinony.

HEARI NG OFFI CER KNI TTLE: M. Layman, | do think it is
beyond the scope. | think we were on direct. And | could be
wong, so |l will allowyou to nmake an offer of proof if you want.
But ny inpression was that on direct we were qualifying this
Wi tness as an expert on Panhandl e permitting matters and things

like that. | didn't want to get into the specifics of various
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permtting situations at different facilities.

Because it has been awhile since we had direct exam nation
| amnot so sure that it is beyond the scope. So | would allow
you to make an of fer of proof. That way when the transcri pt
conmes in | can take a | ook and the Board can took a | ook and see
what it is.

MR, LAYMAN. That's acceptable. Thank you

HEARI NG OFFI CER KNI TTLE:  You coul d nake your offer of
proof by informng us what you think this witness would testify
to. | don't want to get into all sorts of questions as the offer
of proof.

MR LAYMAN. Ckay. So with respect to the offer of proof,
you just want -- you don't want to go through question by

806

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

question with the witness or --

HEARI NG OFFI CER KNI TTLE: Let's go off the record for a
second.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: W are back on the record. M.
Boyd, do you want to go through that again.

MR BOYD: As | said earlier, |I believe that this Iine of
questioning is intended to elicit comments fromthis witness
regardi ng an environnental enforcenent case, which is not
relevant to this proceeding, and that -- to that extent, |

believe the offer of proof will be eliciting questions, even if
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not, you know, entered into evidence, which could be prejudicial.

HEARI NG OFFI CER KNI TTLE: M. Layman, howis it relevant?

MR LAYMAN. How is it relevant?

HEARI NG OFFI CER KNI TTLE: Wel |, of course, we have not
heard what it is yet.

MR, LAYMAN. Right.

HEARI NG OFFI CER KNI TTLE: But what is the rel evancy of what
you are trying to introduce?

MR LAYMAN | guess the rel evancy of what we are
attenpting to get at in this case is that there is a pattern or a
practice, if you will, of avoiding very inportant permtting
requirenents that don't end with just the Aenarmfacility. In
this particular instance, | think we want to be able to adm't
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i nto evidence testinony concerning the operations at anot her
facility that lies outside this state but, nonethel ess, seens to
me to be relevant in terns of establishing any aggregating
factors when it cones to the Board's consideration of issues |ike
penal ty.

MR BOYD: My | respond?

HEARI NG OFFI CER KNI TTLE:  Yes, you nay.

MR BOYD: Wll, M. Laynman has failed to return to the
Envi ronnental Protection Act which describes for us what is

rel evant for the Board's consideration. Section 42 (h) of the
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Act allows the Board in deternmning a civil penalty or any
matters of record in mtigation or aggravation of the penalty
i ncluding the nunber, proximty, tine and gravity of previously
adj udi cated viol ations of the Act by the violator.

MR LAYMAN. M. Boyd, that is not an exclusive standard.
You even repeated the words. The words thensel ves say any
matters of record in mitigation or aggravation of penalty,
including but not Iimted. | guess ny response to that is
notw t hstanding the fact that it ny not have been an adjudi cated
vi ol ati on because of facts that we can get into later in the
of fer of proof, | hope. |It, nonetheless, is going to be a natter
t hat shoul d be considered or could be considered by the Board in
aggravati on.

HEARI NG OFFI CER KNI TTLE: As | said, | can see howit could
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possi bly be relevant. | think under the Act it could be a
mtigating factor. However, | do think it is beyond the scope

and not appropriate for this witness to testify to. So that is
why | have denied -- | have granted -- | am confusing nyself. |
have sustained M. Boyd's objection as beyond the scope. |
suppose if there is a second objection as to rel evancy, you know,
I amgoing to overrule that. Since | have already sustained the
objection as to beyond the scope, we don't really conme into play
her e.

In order to get this testinony in with this witness you are
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going to have to make an of fer of proof. Can you nake that offer
of proof by informng the Board what you -- the questions you
want to elicit or do we have to go through question by question
with this witness?

MR LAYMAN. | would prefer to go through question by
question with the wtness.

HEARI NG OFFI CER KNI TTLE: | don't doubt that.

MR LAYMAN. Only because | generally identified this
subject matter -- | nmean, | amperfectly willing to do that, but
in order to assure that the facts get in the record relative to
what the witness has to testify on, I think I have to go through
a question by question basis.

HEARI NG OFFI CER KNI TTLE: How | ong do you anti ci pate

somet hing like that taking?
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MR LAYMAN. Well, | would hope in normal circunstances to

do it in probably ten mnutes tine.
HEARI NG OFFI CER KNI TTLE: All right. Now, let's go back to
M. Boyd here.
MR BOYD: Sir, we have al ready approached a
cross-exam nation that is alnost as long as ny direct
exam nation. | spent approximately two hours in the direct
exam nation, and according to ny calculations we are just about

to two hours for M. Laynan's cross-examnation. | think the
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scope of his cross-exan nation has been extensive. And having

said all of that, the -- hold on one second.

Having said all of that, the State has not attenpted to

bring in their case-and-chief any evidence to this effect, which

I think would have been what they were required to do under the

standards of the Board procedures. So to spend this nuch tine

with this witness and to try to elicit at this point intine in

his testinmony this kind of offer of proof with very shaky

rel evance grounds and whi ch coul d possibly be very prejudicial,

think is offensive.

HEARI NG OFFI CER KNI TTLE:  Anything further, M. Laynan?

MR LAYMAN  Well, | think I indicated that | was prepared

to make an offer of proof in the tinme span of approxinmately ten

mnutes. |f | have gone on for two hours, it is not because

have not had reason to go on for two hours and | recognize it
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been an extensive cross-exam nation. At least this
cross-examnation will differ with respect to the direct
exam nation that was pretty nmuch verbati mout of the earlier
permt appeal proceedings. But that rmay be neither here nor
t here.

| guess ny point is | think that the State should be

entitled to present an offer of proof, even if it takes 12 or

has
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m nutes, to ensure that we have this wi tness address this issue.

If it makes M. Boyd feel any better, | will have no further
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guestions to address to the witness after we get through this
subj ect matter.

MR BOYD: Well, | amnot so sure that | won't.

MR, LAYMAN. Well, then, how does the length of time that I
have for cross-exani nation bear on any length of tine you may
Wi sh to give to this witness on redirect?

MR BOYD: Well, because, as | said, | don't believe this
is even within the scope of the direct. And | think it is,
again, inappropriate for me to have to spend time on this wtness
on redirect on things that we did not even di scuss on direct.

MR, LAYMAN. Well, that is your litigation strategy, is it
not? You can choose to do so or not.

HEARI NG OFFI CER KNI TTLE: M. Laynman, please address these
argunents to nme. | don't want you guys -- | hate to use the word

spatting back and forth. But | don't want you argui ng back and

KEEFE REPORTI NG COVPANY o
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forth.
| amgoing to allow the offer of proof to stand. 1 am
going to limt it to ten minutes. |If you can get it in, you can
get it in. If not, that is just going to be too bad. | do think
we are going to be going longer than this week here. |f worse

cones to worse, and you feel you have been prejudiced by only
havi ng ten mnutes, then maybe you can bring himback next tine.

I am not going to go beyond ten nminutes for the offer of proof.
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MR, LAYMAN.  Ckay.

HEARI NG OFFI CER KNI TTLE: M. Boyd, in terns of what you

want to do to address this situation -- | amnot accepting it
into evidence. As you know, it is an offer of proof. | am not
going to disallowit. | don't want to mandate that we have to

call this witness back if the offer of proof is granted by the
Boar d.

MR BOYD: Do you mind if we take a five mnute break first
since we have been going since approximately a little bit before
2:15?

HEARI NG OFFI CER KNI TTLE: No, let's -- | do, actually. |
want to finish this and then we can take any amount of tine you
woul d |i ke before you do your redirect.

MR BOYD: Ckay.

HEARI NG OFFI CER KNI TTLE: | don't have a problemw th that.
| want to get the cross-exam nation done, which it essentially is
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except for the offer of proof, M. Laynman?
MR LAYMAN: That's correct.
HEARI NG OFFI CER KNI TTLE: Ckay. Let's note for the record
that the offer of proof is conmenci ng now.
OFFER OF PROOF EXAM NATI ON
BY MR LAYMAN:
Q M. Wait, to your know edge, has the Houstonia facility

located in the State of M ssouri naintained the necessary
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operating permits at its facility?

MR BOYD: (bjection to the formof the question.

HEARI NG OFFI CER KNI TTLE:  Now, hold on. Let's lay sone
ground rules here. | will allowyou to object to alinted
degree, but | don't want a | ot of objections pushing us past what
M. Laynman thinks is going to be the ten m nute period.

MR LAYMAN. Oherwise, | amgoing to need 25 m nutes.

MR BOYD: Wll, what does he nean by necessary forns of
the permts. That is an anbi guous question. W can't have an
of fer of proof even to be saddl ed with anbi guous and mi sl eadi ng
questi ons.

HEARI NG OFFI CER KNI TTLE: W can have -- in fact, | can
al I ow | eadi ng questions any --

MR BOYD: | didn't say |eading.

HEARI NG OFFI CER KNI TTLE: Wl |, you did.

MR BOYD: Msleading | said.
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HEARI NG OFFI CER KNI TTLE: Ckay. Well, | can allow | eading

qguestions if | think they are necessary to speed things al ong.
In this particular instance, | do think they are necessary to
speed t hings al ong.

M. Layman, if you want to rephrase and start over again,
that woul d be hel pful.

MR LAYMAN. | will be glad to rephrase.
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HEARI NG OFFI CER KNI TTLE: But | amrestarting the clock
the ten mnute clock
MR LAYMAN. That's fine. Thank you very nuch.
Q (By M. Layman) Can you tell us, M. Wit, of your
famliarity with the permitting operations at the Houstonia

facility in Mssouri?

A Yes.

Q VWhat can you tell us about that?

A | can start forwards and work back

Q Ckay.

A W have a Title 5 operating pernmit. W have a PSD

permt that we acquired roughly three years ago. Prior to that
we had a situation where we did not have the proper operating
permit to operate engines there. | believe it was four engines.
Q What ki nd of engines are they?
A | don't know for sure.
Q They are conpressor engines, is that not --
814
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A Yes.

Q Ckay. And what were the circunstances surroundi ng the
conpany's failure to maintain the necessary permts for those
engi nes?

A Wl I, having done sonme of the sanme work that | have done
for the Aenarmfacility, talking with the people who were in

charge, | believe that the managenent and environnmental folks at
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the tinme believed that the project that occurred in the 1980s did
not require a construction permt.

Q VWhat kind of project was that in the early 1980s?

A It was a retirement of -- it was a nodernization
project, retirenent of "X' nunber of horizontal engines,
repl acenent with nodern engi nes.

Q Wul d you characterize it as a very simlar project that
was undertaken by Panhandle in 19887

A Yes.

Q Ckay. What happened as a result of the facility not
obt ai ni ng the necessary permts for those engines at the
Houstonia facility?
We received an NOV for that.
Can you describe what that is?
A notice of violation.

From what aut hority?

> O > O

The M ssouri DNR

815
KEEFE REPORTI NG COVPANY
1-800- 244- 0190

Q Ckay. Do you recall what they cited you in violation
of ?
Not specifically, no.
Was it PSD rel ated?
A | don't know if they referenced the federal code or not.

It was like | previously nentioned.
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Q You are suggesting that perhaps M ssouri has an approved
PSD program and thus they would have cited to Mssouri |law for --

A That's possi bl e.

Q -- the violation?

A | amnot entirely -- | mean, it has been a long tine
since | have seen the docunents.

Q Do you recall whether or not the circunstances invol ved
the facility causing a major nodification under PSD?

A | believe that the -- that when you | ook at the project
inits entirety in today's light, yes, it was a potential nmajor
nodi fication, or it should have been netted out.

Q Ckay. | trust that because the facility had not
obt ai ned the necessary pernmts at the Houstonia facility,
em ssions that were enmitted during a period of tine exceeded

certain thresholds that were allowed for those engines; is that

correct?
A I don't know for sure. | nean, quite honestly, this
boi |l ed back to not having a proper construction permt. | don't
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know what the em ssions were.

Q VWhat was the outcone of the permtting aspect of the
problen? Didthe facility obtain the permts?

A We ended up getting a PSD pernit.

Q Did the facility have to obtain -- strike that. D d the

facility have to install control equipnent?
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A W installed control equipnent.

Q Did the -- strike that. How did the -- the enforcenent
matter that was initiated by the Mssouri Departnment of Natura
Resources, how did that resolve itself?

A I have no direct know edge of that. | was in Charlotte
when that occurred.

Q You don't recall seeing any files or -- strike that.
You don't recall seeing any docunents or information pertaining

to the resolution of that nmatter?

A The only thing | know fromthat matter is that we filed
a PSD application. | did the prerequisite nonitoring for the
facility. W began to negotiate the permit. | went to
Charlotte. | came back and I have installed the controls under
my watch. | don't know --

Q So you filed at sone point, then, a PSD application with
the State of Mssouri; is that correct?
A That is correct.

Q You had previously not filed any sort of construction
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permt when you initiated the project?
A In talking with the project nmanager, who was responsible

for that, or who |I believe to be responsible for that, they
reviewed the regulations. The way that the M ssouri regul ations

are witten is you go down the page for requirenments for
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construction permts. It says |like kind replacenents do not
recall permits. It is under an exenption clause. The permt
engi neers at that tinme deened that no construction pernmt was
required.

Q Ckay. Upon the issuance of the PSD pernit to the
facility, was BACT denonstrated for the control equipnent that
was installed?

Yes.

®)

Ckay.
A W perfornmed a BACT anal ysi s.
Q Do you recall the particular type of engines that you
were dealing wth?
Reci procati ng engi nes.
Was it clean burn technol ogy?
The engi nes?
Uh- huh.
O the technol ogy?

The control equi pnent.

> O » O >» O >

It was | ow emi ssion clean -- represented as the | ow

818
KEEFE REPORTI NG COVPANY
1-800-244- 0190

em ssi on clean burn technology. That is not what we installed on
al | engines.

MR LAYMAN. Ckay. My | have just a nonment to confer and
then I think we will finish up

HEARI NG OFFI CER KNI TTLE:  Ckay.
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MR LAYMAN | have one, maybe two foll ow up questions.

Q (By M. Laynman) Do you have any idea of the kind of tine
frane that Panhandl e was dealing with with respect to the
violations that were cited by the Departnent of Natura
Resour ces?

A | don't understand "tine frame."

Q Do you know how nmany years the conpany operated w thout

t he necessary permts?

A | honestly don't know. | could go back to ny file and
| ook, but --
Q So you don't know whether it was one year or ten years?
A More than -- definitely nore than one. It was --
Q Several years?
A Fi ve.
Q Ckay.
A | don't know how nuch nore than that. | don't know when

the project occurred and | cannot renmenber when we were cited.
Q Do you have any understanding as to why it is that the
facility -- well, strike that. | have one nore question if | can
819
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just formulate it.
HEARI NG OFFI CER KNI TTLE: You still have about a m nute and
a half, sonething |ike that.

MR, LAYMAN. Ckay. Thank you
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HEARI NG OFFI CER KNI TTLE: W didn't tal k about tine-outs.

MR LAYMAN. | think we will call it a day on the offer of
pr oof .

HEARI NG OFFI CER KNI TTLE: Al right. Thank you, M.
Layman. As | recall, you had no further questions for this
Wi t ness?

MR LAYMAN: | believe that is correct.

HEARI NG OFFI CER KNI TTLE: M. Boyd, | amgoing to all ow you
during your redirect a simlar opportunity to respond to the
of fer of proof within the context of the offer of proof if you
want to. You are under no obligation to do so. As you know, you
can address it in the posthearing brief, if you so desire. |If
you want to ask questions of this witness relating to the offer
of proof, | amgoing to want to limt it in a simlar fashion as
I limted M. Laynan.

MR BOYD: | have no redirect and no information to elicit
regarding the offer of proof.

HEARI NG OFFI CER KNI TTLE: kay. Do you have a redirect at

all?
MR BOYD: None.
820
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HEARI NG OFFI CER KNI TTLE: Al right. Sir, you may step
down.

(The witness left the stand.)

HEARI NG OFFI CER KNI TTLE: | thought you wanted a break
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before we reached that determ nation.

MR BOYD: Ch, well, | apologize for that. Thank you,
t hough.

HEARI NG OFFI CER KNI TTLE: Al right. Let's go off the
record.

(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. W wll take a break
now.

(Wher eupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Okay. W are now back on the
record.

Sir, can you state your nane, please, for the record.

THE WTNESS: M nane is WlliamW Gygar.

HEARI NG OFFI CER KNI TTLE: Thank you. Before | junp the
gun, M. Boyd, this is your next witness, correct?

MR BOYD: It is. Thank you.

HEARI NG OFFI CER KNI TTLE: Ckay. Could you swear himin,
pl ease.

(Wher eupon the witness was sworn by the Notary Public.)

HEARI NG OFFI CER KNI TTLE: It is your w tness.
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MR BOYD: Thank you.
WI LLI AMW GRYGAR

havi ng been first duly sworn by the Notary Public, saith as
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3

fol | ows:
DI RECT EXAM NATI ON
BY MR BOYD:
Q Good afternoon, M. Gygar.
A Good afternoon.
Q By whom are you currently enpl oyed?
A I am enpl oyed by Panhandl e Eastern Pi pe Line Conpany,
which is a subsidiary of CVM5 Energy Corporation.
Q VWhat is your position with Panhandl e Eastern Pi pe Line
Conpany?
A I am Vice President of Rates and Regul atory Affairs.
Q How | ong have you been Vice President of Rates and
Regul atory Affairs?
A Si nce 1991.

Q What did you do with -- were you at Panhandl e before

A Yes, | was.

Q VWhat did you do with Panhandl e before that tine?

A | began work with Panhandl e in February of 1973. |
general ly progressed in positions of responsibility in the rates
and regul atory affairs departnment to ny position as Vice

822
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Presi dent of Rates and Regul atory Affairs.
Q What are your responsibilities as Vice President of

Rates and Regul atory Affairs?
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A | amresponsible for all of the conpany's interaction

with the Federal Energy Regul atory Commi ssion. | prepare
certificates of public convenience and necessity. | prepare rate
filings. | prepare various conpliance and reporting type filings

on behal f of the conpany.
MR BOYD: Could | ask that the answer be read back?
HEARI NG OFFI CER KNI TTLE:  Sure
(Wher eupon the requested portion of the record was read
back by the Reporter.)

Q (By M. Boyd) Sir, what is a certificate of public
conveni ence and necessity?

A A certificate is a permt or an authorization that is
requi red by the FERC before the pipeline, any interstate pipeline
i ncl udi ng Panhandl e, nove forward with the construction of new
facilities. It also is required for changes in service.

Q What do you nean by changes in service?

A Services are the contracts that Panhandle utilizes to
provide service for primarily today transportati on and storage
cust omer s.

Q VWhat does changes in service nean?

A A change in service would be sone nodification to that
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service or the request to provide a new service.

Q You al so said your responsibility includes rate filings.
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VWhat is a rate filing?

A Arate filing would be an application by the conpany to
change the rates that it charges for its services.

Q You al so nentioned various conpliance and reporting type
docunents. Wat did you nean by that?

A The FERC requires interstate pipelines to provide a
variety of data on its operations and | prepare that data and
file it with the FERC.

Q Bef ore becom ng Vice President of Rates and Regul atory
Affairs, did you have -- or did you work on each of those three
different kinds of areas?

A Yes.

Q Did you -- what is the highest |evel of education you
have attained, sir?

A | have a naster's in business adnministration from
Sout hwest Texas State University.

Q When did you obtain that?

A I n Decenber of 1972.

Q VWhat was your undergraduate degree in?

A | have an undergraduate degree in finance fromthe
Uni versity of Texas.

Q When did you obtain that degree?
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A In 1969.

Q Di d your undergraduate degree and your MBA prepare you
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1

for your work with rates and regulatory affairs at Panhandl e?

A It provided the proper background in business and
accounting, finance, economcs. Mich of the rate and regul atory
work is | earned on the job.

Q Have you consistently been -- strike that. D d you go
to work for Panhandl e after getting your MBA?

A Yes.

Q Ckay. Now, we tal ked about rates and service. |n your
capacity dealing with the rates and the regulatory affairs, have
you becone fanmiliar with the types of services that Panhandl e
provi des to custoners?

A Yes.

Q Can you describe the services provided to custoners
t oday?

A Yes. Panhandl e provides a variety transportation and
st orage services.

Q Excuse ne. Let ne stop you. Wen you say
transportation services, what do you nean?

A Transportation service involves Panhandl e taki ng gas on
behal f of a shipper at a point of receipt, transporting it
through its interstate pipeline systemand delivering it to that
custonmer at a point of delivery. An exanple may be a custoner
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gi ving Panhandl e gas in Okl ahona for transportation to Centra



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

I1l1inois Light Conpany here in Illinois.

Q You al so nentioned one of the services provided is
st or age?

A Yes.

Q What is that?

A Storage service entails Panhandl e taking gas froma
shipper, injecting it into its storage fields, maintaining the
i nventory of gas in the storage field and redelivering it to the
customer on denmand. Cenerally storage involves the injection of
gas during the several nonths which run for storage injection
purposes. The sunmmer nonths are identified as the period from
April 1 to Cctober 31, and the withdraw period is the period from
Novenber 1 through March 31

Q Are there different rates charged for the different
transportati on and storage services?

A Yes.

Q Ckay. The services that Panhandl e provides -- strike
that. Are transportation and storage the only services that
Panhandl e provi des customners today?

A Those are the principal services. W have other
servi ces such as park and | endi ng services. But generally
transportati on and storage are the primary services that
Panhandl e provi des today.
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changed over tinme?

A Yes, they have.

Q Are you famliar with the types of services that were
provided in the early 1980s?

A Yes.

Q Can you describe that?

A In the early 1980s the principal service that Panhandl e
provi ded was a sal es service

Q What is the sales service?

A Sal es service entail ed Panhandl e purchasi ng gas at the
wel |l head in the production areas on its system which consists
of the Panhandl e of Okl ahonma and Texas and central Kansas,
aggregating that gas, gathering it, transporting it, storing it,
and delivering it to sales custoners on demand. W were buying
and selling gas in the early 1980s.

Q Today, do you buy and sell gas?

A No, we do not.

Q So the gas transported through the Panhandl e pi peline
system is that owned by Panhandl e?

A No. Today the gas is owned by the shippers w th whomwe
contract for transportation and storage services.

Q But in the early 1980s it was owned by Panhandle; is
that right?

827
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A Yes.

Q Ckay.

Panhandl e been providing that kind of sales service up unti

early 1980s?

You described the sal es service how |l ong had

t he

A From t he begi nning of the pipeline, which would be in

t he 1930s.
Q Di d somet hing change in

servi ces being provi ded?

the 1980s to change the type of

A Commencing in the md 1980s the FERC began nodifying the

services that
restructuring the industry.

Q What do you nean by nodi

A In 1985, the Conmi ssion
permtted the sales custoners to
period, a portion of their sales
transportation. That order also
rate between the mnimumand the
flexibility to provide the chang

Q Ckay.

i nterstate pipelines provided.

They began

fying the services provi ded?
i ssued Order 436. That order
convert, over a five year
contract demand to

permtted pipelines to charge a
maxi mumrate to give us nore

ng transportation services.

A That order al so established a new way for pipelines to

sell their services to what

is called first cone,

first serve

The way that worked is as custonmers cane to us and requested

service, they were put

then the first person in the cue

into a cue.

As capacity becane avail abl e,

was offered a contract for the
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servi ce that was bei ng requested.

Q Was that different than the systemthat had operated
bef or e?

A Primarily before, we had |long-termcontracts with our
sal es custoners for the sale of gas.

Q You nmentioned that the Order 436 permitted sal es
custonmers to convert to transportation. Wat does that nean?

A Over a five year period a sales custoner could gradually
convert fromtaking all of its gas from Panhandl e and no | onger
buying it from Panhandl e and instead contracting for that gas on
its own behal f in the production area and havi ng Panhandl e
transport that gas to its city gate.

Q You al so nentioned the Order 436 all owed pipelines Iike
Panhandl e to charge between the mni num and the maxi nrumrate.
What are those two ternms? Wiat is a mininumrate and a maxi num
rate?

A The minimumrate includes the pipelines variable costs.
Al of the other costs are included in the maximumrate. \Well,
in addition to the variable cost the maxi mumrate woul d be a
conbination of the mninmnumrate and the fixed costs that are
included in the -- | didn't explain that very well, so let's
start over. The maximumrate is the total rate that the conpany
can charge for its transportation and storage services. The
mninmnumrate is only the variable costs.
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Q Ckay. How did -- strike that. Did Oder 436 lead to
changes in the types of services that Panhandl e provided to its
cust oners?

A Yes. Oder 436 resulted in the pipeline offering its
transportati on services on a self-inplementing basis. That neans
that a custoner can come to Panhandl e and Panhandl e can contract
for that service with that custoner w thout prior FERC approval.
Prior to Order 436, any custoner that requested service would
have to be individually certificated by the FERC prior to that
servi ce conmenci ng.

Q Were there any other changes to the services that
Panhandl e provi ded custoners as a result of Order 436?

A | think that those were the principal changes of O der
436.

Q Were there -- earlier you had, in relation to the
m nimumrates, you had di scussed variable costs. Wat are
vari abl e costs?

A Those are the costs that vary with the throughput on the
system the costs that vary with the | evel of the throughput.

Q When you say throughput, you nmean the anmount of natural
gas bei ng pi ped through the systen?

A Yes.

Q Ckay. Besides Oder 436, were there other FERC orders
inthe mdto late 1980s that affected the services that
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Panhandl e was provi di ng?
A The other order in the 1980s that nodified the pipeline

services was Order 380. Oder 380 elimnated the pipelines

mnimumbill, the pipelines fixed cost mninumbill.

Q | amsorry? Einmnated the pipelines fixed cost m ninum
bill?

A Yes.

Q What do you nean by that?

A Mnimumbill is a feature or was a feature of the
pi pel i nes sales contracts. The pipeline entered into a contract
with a sales custoner and the sales custoner agreed that it would
take a mininumquantity of gas. Normally on Panhandle it was 75
percent of the annual contract quantity. That varied from
pi peline to pipeline and service to service. The quid pro quo
for that requirenment, that the custoner could take up to 75 per
of the annual contract quantity, was that Panhandl e woul d go out
and buy the reserves to neet that custoner's requirement for the
total length of that contract. So there was a -- there was a
sharing of responsibility. Panhandle bought the gas in the field
and the custoner agreed to take the gas at the city gate.

Q How did Order 380 change that?

A O der 380 elimnated the sal es custoners requirenment to
buy gas from Panhandl e.

Q What affect did that have on Panhandl e's services?
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A The --

Q Can | -- maybe | could just ask anot her question. |
have heard of the termtake or pay. Wat does that nean?

A Well, take or pay is a feature that Panhandle had in its
contracts with producers of gas. Since we had the contracts with
the sales custoners that required the sales custoners to take gas
fromus, the producer accepted a conparable provision in the gas
purchase contract. So the pipelines often agreed to a take or
pay clause which required themto buy the gas that the producer
was able to produce under the various contracts. Wen the
Conmi ssi on decoupl ed the obligations between the pipeline and
the -- between the pipeline sales custonmers and the pipelines
producers contracts, that resulted in the take or pay problem
that the industry had to deal with during this time period.

Q That decoupling was as a result of the Order 3807

A Yes.

Q We have nentioned Order 436 and Order 380. Wre those
orders applicable to all natural gas pipeline conmpanies?

A Yes.

Q | amsorry. Wat was the take or pay problemthat
devel oped as a result of that 380 Order?

MS. CARTER. (bjection. Asked and answered.
HEARI NG OFFI CER KNI TTLE: M. Boyd?
MR BOYD: | can restate it.
832
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Q (By M. Boyd) What problens did Order 380 cause
Panhandl e?

A Panhandl e had a significant quantity of gas in their
contract with producers and it was unable to sell that gas under
its sales contracts because the sales custoners were no | onger
requi red to buy gas from Panhandl e.

Q What di d Panhandl e do about that?

A Panhandl e went to its producer/suppliers and
renegoti ated those contracts.

Q Were there any other FERC orders in the md or late
1980s that affected the types of services that Panhandl e was
providing its customners?

A Not services specifically that | recall.

Q How woul d you general ly describe the activities of FERC
in the 1980s and the early 1990s? Wat were they trying to do?
A The FERC was trying to restructure the natural gas
pi peline industry. Their goal was to increase conpetition, give

the custoners nore alternatives as to where they sourced their
gas. They were generally trying to introduce nore players in the
buyi ng, transporting, and selling of gas.

Q You said in the early 1980s you had the sal es type
services. Did that change with this activity by FERC?

A Yes, it was ultimately elimnated with Order 636 in
1991, | believe, or maybe perhaps it might have been in 1992.
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But as a result of Order 636 pipelines were required to make
conpliance filings. Panhandle's filing went into effect in 1993
and with that filing we were totally out of the sales function.

Q When you say conpliance filing, what do you nean by
t hat ?

A This particular conpliance filing nodified Panhandl e's
tariff and nodified Panhandle's services. The nodification to
the services was to unbundl e the various functions that Panhandl e
provides. After 636 Panhandl e had a separately stated gathering
service, a separately stated transportation service, and a
separately stated storage service

Q I think you nentioned earlier that today Panhandl e's
services include transportation and storage; is that right?

A Yes.

Q Sonetinme in between the early 1990s and today what
happened to the gathering service?

A Panhandl e's gathering facilities were transferred to a
field services affiliate over about a three year period starting
in 1994. So that today we no | onger have any gathering
facilities. W only have transportation and storage facilities.

Q Is it fair to say that over a period in the early 1980s
to the early 1990s the type of services that Panhandl e was
provi di ng changed fromthe sal es services to the unbundl ed
services?

834
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A Yes.

Q When we began you nentioned that one of your
responsibilities involves filing rate proceedings; is that right?

A Yes.

Q What is a rate case?

A Arate case is a filing that interstate pipelines are
permtted to nmake to adjust the rates that they charge for the
services that they provide

Q M. Gygar, on what are the rates that Panhandle is
permtted to charge based?

A Under the Conmission's regulations and policies and
practices, a pipeline's rates are based upon its cost of
providing those services. The termof art that the FERC uses is
cost of service.

Q What is included in the termof art cost of service?

A The cost of service includes the pipeline s operating
and nmai nt enance expenses, which woul d include | abor and supplies
and material. It would include a conponent for depreciation
expense, a conponent for property taxes, a conponent for state
i ncone taxes and other |ocal state taxes, a conponent for federa
i ncone tax, a conponent for administrative and general expenses,
whi ch woul d include functions like the regulatory affairs
departnent, |egal, accounting, purchasing, human resources. It

woul d al so include a conponent for earnings on the investnent in
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the pipeline's facilities.

Q What do you nean earnings on investnment in the
pipeline's facilities?

A A pipeline is permtted to earn a rate of return on the
i nvestrment in gas, plant, and service.

Q Have the rates al ways been based on those things you
j ust enumer at ed?

A Yes.

Q Have the rates always been based on earni ngs on
investrment in the pipeline facilities?

A Yes.

Q So have they always included a rate of return on the
i nvest ment ?

A Yes.

Q When is a rate case filed?

A The pipelines nake that determination. GCenerally a rate
case is filed when the costs of providing the pipeline services
have i ncreased or the volune determines that are utilized to
cal cul ate the various rate conponents have changed

Q Are you famliar with rate cases filed in the late 1980s
and early 1990s?

A Yes.

Q Were rate cases filed nore frequently during that tine

period than the earlier tine period?
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A From about 1987 through 1992, that was true. Panhandle
had several rate cases during that tinme period

Q Wiy was that ?

A Well, this was the time period that we were previously
di scussing, the tine period during which the FERC was
restructuring the pipeline industry. So during this tine period
we had a | arge nunber of changes in the custonmer mx, the type of
custoners that we were serving, the change fromthe sal es
function to the transportation function, so that during this
peri od the cost of providing service often were msallocated
bet ween the various mx of custoners that we were serving. So
rate proceedi ngs were filed to better match the cost of providing
the service with the customers who were actually utilizing the
services that the pipelines were providing.

Q Do you have an understandi ng of how the rate of return
allowed in these proceedi ngs changed or was affected?

A The rate of return that was allowed during this tine
period was in the 12 to 13 percent range. This is the return on
equity.

Q Was that before tax or after tax or --

A That woul d be after tax.

Q How di d that range conpare to the ranges in the early
1980s?

A It was somewhat hi gher



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

837
KEEFE REPORTI NG COVPANY
1-800-244- 0190

Q Ckay. Can you describe the process that Panhandl e
undergoes to -- can you describe the process that Panhandl e
undergoes to initiate a rate case?

A Panhandl e woul d review its cost of service fromthe
prior rate case. W would evaluate the cost underlying the
current rates and see how those costs had changed. |f the cost
had changed significantly, then we would prepare a new rate case
filing to nodify the rates.

Q What do you nean by new rate case filing? |Is that
sonething filed with FERC?

A Yes.

Q VWhat is included in that filing?

A That filing would include all of the support for the
rates that the interstate pipeline is requesting. It would
i ncl ude support for all of the costs that | have previously
identified as being conponents of the cost of service and it
woul d al so include detail ed support of the custoners that were
recei ving those services.

Q Over what period of tine are the costs considered for
the rate case?

A Under the Conmission's regulations, a cost of service is
based upon 12 nonths of actual experience. This period is called
the base period. To the base period a pipeline is pernmitted to

nmake adjustnents for a nine nonth test period. So that when a
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rate case is filed we have, in effect, a 21 nonth period of
eval uati on.

Q Has the process you just described regarding rate cases
changed over time?

A CGenerally, no. There have been sone changes in the kind
of information that is required to be provided. W provide nore
i nformati on today on transportati on custoner vol unes, since we no
| onger have a sales function. So we no |onger provide
i nformati on on gas purchases, for exanple. But outside of that,
the basic rate case nodel has renai ned unchanged.

Q You were tal king about costs of service and the el enents
of the cost of service. Are there kinds of costs that FERC does
not all ow?

A Cenerally the only cost that conmes to mind that FERC has
not allowed would be in the nature of penalties, fines, sonething
of that nature. In ny experience nost other costs of providing
the services has been pernitted to be recovered.

Q What about the costs of operating conpressor stations?

A Yes, those certainly are a conponent of our cost of
service

Q And mai nt enance regardi ng those costs of the conpressor
stations?

A Yes.
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conpressor engi nes, would that be included in the cost of service
for a rate case?

A Yes, it would.

Q Ckay. How does FERC treat costs of environnenta
control s?

A The FERC woul d consider those to be one of the
requi renments of changing regul ation and as those facilities are
added by the pipeline they would be treated as any other pipeline
facility.

Q Besides rate cases | think you told ne at the beginning
that you have al so responsibility in rates and regulatory affairs
for certificates of public conveni ence and necessity; is that
right?

A Yes.

Q What are those?

A Certificates of public convenience and necessity are
permits. |f a pipeline needs to expand its transportation
facilities, it would be required to request a permt fromthe
FERC prior to expandi ng the pipeline system

Q When you say expandi ng the pipeline system what do you
mean by that?

A I ncreasi ng the throughput.

Q Wul d an approval by FERC al so be necessary if you were
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Yes.

Ckay.

Those woul d be cal | ed abandonnent proceedi ngs.
Have those proceedi ngs changed over tine?

No.

o >» O > O >

In your capacity wth Panhandl e have you becone fanili ar
with the @ enarm conpressor station?

A Yes.

Q Do you understand generally what the role of the
Panhandl e station is in the Panhandl e natural gas distribution
syst enf

A Yes.

Q Can you describe that just generally for us?

A A enarmis one of the nmain |ine conpressor stations that
is |located on the Panhandl e pi peline system

Q Have you ever been involved in any FERC filings or
notices involving increasing or decreasing the certificated
capacity at d enarn?

A No. Al of the authorizations to nodify the conpression
at denarmtook place prior to ny enploynment with Panhandle. |
amfamliar with those filings. | have | ooked at themin the

files, but they were not filed at the tinme that | was enpl oyed
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that there was a noderni zation of the denarmstation in the md
1980s or the late 1980s?

A Yes.

Q Did that require any kind of filing with FERC, that
noder ni zat i on?

A The nodernization itself did not. Under the
Commi ssion's rules, a pipeline is permitted to replace facilities
t hat becone aged or obsolete or which for liability reasons need
to be replaced. The filing that was nade in conjunction with the
d enarm conpressor station was to abandon two conpressor units at
t he Hugoton conpressor station. And in conjunction with the
filing we told the FERC that we were going to be noving those two
engines to d enarm

Q Were you involved in that -- was that an abandonnent
pr oceedi ng?

A Yes.

Q When did that take place?

A | believe it was filed on Septenber 30th of 1986.

Q So at that point in tine you knew that you were going to
be novi ng engi nes from Hugoton to @ enarn?

A Yes.

Q If the capacity at the denarmstation was going to be
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A Yes.

Q That is the abandonnment type process that took place at
Hugot on?

A Yes.

Q You were tal king before about the rate proceedings in
the late 1980s and early 1999s. Do you know if the costs that
Panhandl e i ncurred to take out the 12 old engi nes at d enarm and
replace themw th four new engi nes as part of that nodernization
were covered in any rate proceedi ng?

A Yes, | do.

Q How do you know t hat ?

A In 1988 Panhandl e prepared a rate filing. It was filed
on Septenber 30th of 1988 in Docket Nunber RP88-262. That filing
was prepared under ny direction and supervision. In conjunction
with that filing, there was an adjustnent to gas plant to be
included in that filing for the @ enarm nodernization program

Q What do you nean by gas plant? | amsorry.

A Gas plant would be all of the pipeline, conpressor
storage fields, conpressor building, our home office building,
the trucks and cars and the conputer equi pment, all of the plant

that is utilized by the conpany to provide the transportati on and



22

23

24

10

11

12

13

14

15

16

17

18

19

20

21

st orage services.
Q In that rate proceeding -- | amsorry -- did you say

RP88- 2627

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

A Yes.

Q Did you detail the costs that Panhandl e spent to take
out the 12 old engines and replace themw th the four new
engi nes?

A Yes.

Q Do you have an understandi ng or menory of what those
costs were?

A Yes, it was approximately $20 mllion

Q Do you know how that amount relates to the anounts at
the tine that Panhandl e was spending yearly for routine
mai nt enance and repl acenent ?

A Panhandl e spends approxinmately $50 nillion for those
type of activities.

Q Was that a typical nunber for that period of tine, 50

mllion?
A Yes.
Q Ckay.
A That's an annual nunber

Q That does not relate to one particular station? It
relates to all of the entire pipeline; is that right?

A Yes.

843
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ot her costs and not just the nodernization project at d enarn®
A Yes. denarm of course, would only be a very snal
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conponent of all of the costs that were included in that filing.

Q Do you recall what the total cost in service was that
was bei ng sought in that rate proceedi ng?

A The total cost of service was about $650 mllion

Q VWhat does that represent?

A It is an accunul ation of all of the costs conponents
that we were describing, the operation and nai nt enance expenses,
t he depreciation expense, the state and | ocal taxes, federa
i ncone taxes, return on our investnent.

Q Did FERC ultimately allow the rate increase requested in

RP88- 2627
A Yes.
Q Did they allow the costs associated with the @ enarm

noderni zation to be included as part of the plant and service
costs?

A Yes.

Q Were any of those costs disall owed?

A No.

Q Were the rates that Panhandl e charged increased as a

result of the rate case RP88-2627
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Q

Yes, they were.

If the costs at d enarm noderni zati on had been i ncreased

by $300, 000. 00 what affect would that have had on Panhandle's

rates?

A

Q
A
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It would have had no affect on rates.
Wiy do you say that?

An addi ti onal $300,000.00 in gas plant would have only a

negligible increase in the total cost of service.

Q

A
Q
A
Q
A

Well, what if the increased costs had been $500, 000. 00?
It would still have had no affect on rates.

M. Gygar, do you know Jashi nder Si ngh?

Yes, | have nmet M. Singh.

When did you first meet hin?

In sone of the prelimnary discussions in conjunction

with this proceeding yourself and M. Singh and M. Deisch asked

nme to nmeet with M. Singh to discuss the federal regulatory

process,

the rate process, how costs are recovered in rates, and

we had a general discussion about that process.

Q

o > O

hi nf

Kind of simlar to the talk we just had today?
Yes.

Did you know M. Singh before this case?

No.

How often have you talked to himsince you first met
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A Since the initial neeting we had one, perhaps two,
t el ephone conversations. | also net himand spoke with him at
the tine of nmy deposition and, of course, this week.
Q Dd M. Singh ask you questions regardi ng FERC
846

KEEFE REPORTI NG COVPANY
1-800-244-0190

regul ati ons of the natural gas pipelines?

A Yes.
Q Did you answer his questions?
A Yes.
MR BOYD:. kay. That's all | have.

HEARI NG OFFI CER KNI TTLE: M. Laynman, Ms. Carter, do you
have a cross?

M5. CARTER Yes, there will be a cross. |If | could have
five mnutes, please.

HEARI NG OFFI CER KNI TTLE:  Yes, let's take a five mnute
br eak.

(Whereupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.

I will remnd you that you are still under oath, sir.

THE WTNESS: Yes, sir.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, your witness.

M5. CARTER  Thank you.

CRCSS EXAM NATI ON
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BY MS. CARTER
Q M. Gygar, in your direct testinony you spoke of the
regul atory changes by FERC in the mid 1980s, specifically those
pertaining to the decontrolling of well head prices of natura
gas. Does the decontrolling of the well head prices of natura
847
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gas create a nore conpetitive well head market where market
forces could play a nore significant role in determning the
suppl y?

MR BOYD: | amgoing to object to the formas anbi guous.
| don't renenber anything about decontrolling well head gas
prices in the direct testinony.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

MS. CARTER. He spoke specifically to the fact that prior
to a certain time period, | believe the md 1980s, that the
conpany was, you know, a seller of natural gas. And then after a
certain tine period they no | onger were. He discussed this in
the context of the Federal Energy Regul atory Conmi ssion. And he
al so spoke specifically of the unbundling of the services that
were provided by Panhandle. Wen he spoke of unbundling, again,
he spoke of the distinction between, you know, that which was
pertaining to well head and the transportation and the storage
factors. So | do think it falls within the scope of direct.

HEARI NG OFFI CER KNI TTLE: | am going to allow the question

The objection is overrul ed.
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Did you understand it though, sir? | didn't but then

again, | amnot soneone who understands this type of thing as a

general rule.

guesti on go.

If you understood it, | would be happy to let the

THE WTNESS: | know the topic that she is tal ki ng about.

| didn't --

848
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MS. CARTER. | can break it down.

HEARI NG OFFI CER KNI TTLE: Wy don't we break it down to a

coupl e of questi ons.

MS. CARTER.  Ckay.

Q  (By

wel | head pri

Ms. Carter) In terms of the decontrolling of the

ces, didn't this, in essence, create a nore

conpetitive well head market?

A Yes,

Q And

it -- yes.

inthis creation of this nore conpetitive well head

market, couldn't the market forces then play a nore significant

role in determning supply and denmand?

MR BOYD: (bjectionto the form It is asking for

specul ati on.

HEARI NG OFFI CER KNI TTLE: M. Carter?

M5. CARTER No, | don't think it is asking for specul ation

at all. This expert has -- or this opinion witness -- |

apol ogi ze --

has provi ded background information into his
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credentials pertaining to the Federal Energy Regul atory
Conmi ssion and what was going on at that tine. | believe he has
over 20 years of experience in this area. | don't think it calls
for speculation on his part.
MR BOYD: | amalso going to object, M. Knittle, that it
i s going beyond the scope of the direct testinony. Just like M.
849
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Layman before her, she is trying to get into areas that were not
covered on direct testinony.

HEARI NG OFFI CER KNI TTLE:  Just so you know, | --

M5. CARTER May | respond to that?

HEARI NG OFFI CER KNI TTLE: You may in one second. Before we
get to the beyond the scope, which I can't rule on yet because,
of course, | have not heard your response, but | would overrule
t he previ ous objection

M5. CARTER. Well, pertaining to the second objection that
it goes beyond the scope, it pertains to the imediate -- the
i mredi ately precedi ng question in which you already overrul ed
that objection. It pertains to, again, the unbundling of the
prices -- or excuse ne -- the unbundling of the well head prices
fromthe other storage and transportati on conponents that you
al ready rul ed upon. And specifically --

HEARI NG OFFI CER KNI TTLE: | will -- go ahead.

M5. CARTER  And al so specifically, | think, if I am

correct, it actually pertains to Order 380, which he did testify
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directly to.

HEARI NG OFFI CER KNI TTLE: | will overrule it. | don't want
to go too far afield into this area. | amnot entirely -- this
is atechnical area that | don't have a |lot of expertise in. |
am going to give you sone |atitude because I amnot exactly sure
what flows fromwhat, in terns of what is an acceptabl e scope on
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cross-exam nation. That's ny real problemhere, M. Boyd and M.
Carter. But to the extent that | think it is -- to the extent
that you can explain to ny satisfaction why it is not beyond the
scope, | amgoing to allowit to go on, and you did that tine.
So the objection is overrul ed.
M5. CARTER  Thank you.
Q (By Ms. Carter) Do you need the question read back, M.
G ygar?
A O restated.
HEARI NG OFFI CER KNI TTLE: Wi ch one, Ms. Carter? Can you
restate it?
M5. CARTER | will try to restate it because | don't want
to have to ask the court reporter to go back that far.
Q (By Ms. Carter) Didn't these regul atory changes,
specifically FERC Order 380, regarding the decontrolling of the
well head prices, didn't it affect or -- let me back up. Let ne

strike that. GCkay. Because | don't think I am being clear.
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Didn't these specific regulatory changes pertaining to the
decontrolling of the well head prices play a significant role in
determ ni ng supply and demand in the industry?

A The regulation that you are referring to there is the
Natural Gas Policy Act of 1978.
Q Actually at that point intine | was not referring to

the Natural Gas Policy Act of 1978, but we can take it back that
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far if you would like to, sir.
A Well, if you want to tal k about the decontrol of natura

gas prices, that woul d be where you --

Q | think that's --
A -- would need to start.
Q -- the appropriate tinme period and let's begin there

MR BOYD: |Is there a question pendi ng?

M5. CARTER | did provide hima question. | can put it
back out there again.

HEARI NG OFFI CER KNI TTLE: Sir, do you understand the
qguestion in the context of 1978 tine frane?

THE WTNESS: Yes, | believe so. Cenerally the answer
woul d be, yes, that the Congress initiatives that were
i mpl emented with the Natural Gas Policy Act of 1978 did have an
af fect on the supply and denmand of natural gas supplies at the
wel | head.

Q (By Ms. Carter) Ckay. Also didn't the Natural Gas
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Policy Act of 1978, specifically the decontrolling of the well
head prices -- well, let nme strike that and I et ne just nove on.

| apol ogi ze.

| believe in your direct testinony, M. Gygar, you
i ndicated that during the md 1980s regul atory changes resulted
in a separation of transactions between the sale of gas and the
transportati on of gas. Wre you then specifically referring to
852
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O der Number 4367

A If we were tal king about the md 1980s, yes.

Q kay. And as a result of Order Nunber 436, wasn't the
sal e of gas by the pipelines no |onger regul ated by the Federa
Ener gy Regul atory Conmi ssi on?

A No. The sale of gas by interstate pipelines was al ways
regul ated by the FERC, both before and after Order 436.

Q And when you refer to sale of gas here, are you speaking
to both the transportation and the actual sale of the gas?

Yes.
And is that in existence still today?
No.

When did that change take place?

> O > O

Wth the inplenmentation of the Commission's initiatives
under Order 636.

Q  Oder 6367
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A In the early 1990s.
Q So it was in this tinme period, though, of the nmd 1980s
through the early 1990s, though, that you previously testified
t hat Panhandl e was, | guess, shifting the conpany's focus in
terms of whether or not they would be focusing on the sale of the
gas or the transportation of the gas or the storage of the gas?
MR BOYD:. | amgoing to object. It is anbiguous what she
nmeans by shifting the conpany's focus.
853
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M5. CARTER | specifically indicated what | was referring
to. | indicated that | was referring to the transportation, the
storage or the sale of the gas. | can be nore specific.

HEARI NG OFFI CER KNI TTLE: M. Boyd, is that necessary in
light of her --

MR BOYD:. | find it to be necessary.

HEARI NG OFFI CER KNI TTLE: Wiy don't you rephrase at this
poi nt .

MS. CARTER.  Ckay.

Q (By Ms. Carter) During the time period of the md 1980s
to the early 1990s, did Panhandl e Eastern Pi pe Line Conpany shift
their focus fromthe sale of natural gas to the transportation
and storage of natural gas?

A Well, during this period of time in conjunction with
i mpl ementing Order 436, the pipeline's customer base was shifting

fromsal es custonmers to transportation custoners. |If that is
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what you are referring to, yes, that is what happened during this
time period.
Q Ckay. Doesn't the change in the role of the pipeline
M. Gygar, after the issuance of O der Nunber 436 denonstrate
the increased conpetition facing the industry subsequent to 1985?
A | suppose it could be one conponent of conpetition

Q Are you famliar with the term spot market?

A Yes.
854
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What does that term mean?

A The spot nmarket evolved as a result of the Comm ssion
i ssuing Order 380, and the pipeline is no |onger buying the
majority of the producers gas to supply their sal es custoners.
The spot nmarket began as the -- that extra gas that was no | onger

bei ng bought by the pipelines that the producers were now selling
on a nonth to nonth basis. It gradually evolved to today, where
it is a very sophisticated market and virtually all gas is bought
and sold in the spot market.

Q Doesn't the creation of the active spot market for gas
at this tine denonstrate the increased conpetition in the sale of
nat ural gas?

A Yes.

Q Ckay. And in addition, didn't Order 436 authorize

pi pelines to discount their transportation rates bel ow the
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maxi mumrate in order to adjust the price?

A Yes, we were permtted to charge between the nini mum and
the maximumrate to give us additional flexibility in meeting the
demands for transportation services.

Q Doesn't this allowance to address transportation rates
bel ow t he maxi mum rates have the affect of adjusting price to
nmeet conpetition fromconpetitive fuels or other pipelines?

A That's one of the reasons that we discount, yes.

Q Weren't there tinmes in 1988 that Panhandl e di scount ed
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their maxinumrate that they charged?
A Yes, we did discount some of our rates during that tine

peri od.
Q Wasn't one reason for this discount to try to attract
new custoners to the system away from ot her pipelines?
A Yes, that was one of the other reasons for discounting.
Q kay. In fact, since 1988, hasn't Panhandl e conti nued

to discount the maxi mumrate all owabl e through FERC?

A Yes, we do discount our services fromtine to tine
t oday, yes.
Q Ckay. | believe in your direct exam nation, sir, you

i ndicated that Order 380 elimnated the custonmers requirenents to
buy gas fromthe pipelines?
A Yes.

Q kay. Prior to -- when was Order 380 enacted, passed?
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A | believe it was in 1983.

Q kay. Fromthe tine period of 1985 to approxi nately
1993 -- excuse ne. Let me rephrase that.

Fromthe md 1980s to the early 1990s, wasn't Panhandl e's
transitioning out of the purchase and sale of natural gas?
Wasn't that your earlier testinony?

A Yes, that was going on. W were renegotiating a | ot of
our gas purchase contracts and we were reduci ng the anount of gas
that we had under contract. The sal es custonmers were converting
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sone of their sales capacity to transportation capacity.

Q And as a result of this, didn't Panhandl e have to
subsequently work harder to maintain their custoners, their
cust omer base?

A During this time period that is generally true. W did
have to work harder to nmaintain custonmers. Custonmers were no
| onger required to buy gas from Panhandle. The customners that
had alternatives to other pipeline supplies had the opportunity
to have their gas requirenents transported on those pipelines.
So Panhandl e was required to conpete with those other pipelines
during this tine period. Sone custoners interconnected with
ot her pipelines, as well as Panhandl e al so took the opportunity
to interconnect with custoners that were not previously connected

t o Panhandl e.
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Q And you just spoke about sonme of Panhandl e's
conpetitors. In the late 1980s, wasn't Panhandl e facing
conpetition fromother pipelines, such as Natural Gas Pipe Line
Conpany of Anmerica?

A Yes, that is one of the pipelines.

Q In the late 1980s wasn't Panhandl e facing conpetition
from ANR Pi pel i ne Conpany?

A Yes.

Q And in the [ate 1980s wasn't Panhandl e facing
conpetition from Texas Gas Transm ssi on Corporation?

857

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

A Yes.

Q Were there any ot her pipeline conpani es that Panhandl e
was facing conpetition fromin the |late 1980s?

A Those are the three | argest pipelines. There are sone
smal l er systens |like Mdwest Gas Transm ssion Conpany. But those
three are the largest.

M5. CARTER  Just one nonent.

HEARI NG OFFI CER KNI TTLE: W will go off the record.
(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE: Back on the record.

(Wher eupon a docunent was duly nmarked for purposes of
identification as People's Exhibit 36 as of this date.)

Q (By Ms. Carter) M. Gygar, | just handed you People's

Exhi bit Nunmber 36. Have you seen that docunent before?
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A Yes, | have.

Q Can you identify it for ne?

A It is a sunmary of return on rate base and return on
conmon equity that was prepared by Texas Eastern Transm ssion
Cor por at i on.

Q Ckay. | believe in your direct testinony you testified
to rate increases that were sought by Panhandl e during the late
1980s and early 1990s. |If you would turn to what has been narked
as actually Pan 1764?

A Yes, | have that.

KEEFE REPORTI NG COVPANY °08
1- 800- 244- 0190

Q Are you on that page, sir?

A Yes.

Q Ch, you are. Ckay. Does the bottom portion of Pan
docunent 1764 docunent the rate increases that were filed and
attai ned by Panhandl e during the 1980s and 1990s?

A Yes, those are identified.

Q Are they all identified?

A There was one additional proceeding in the 1990s,
RP92-166 that is not on this analysis.

Q | apologize if you already answered this question, sir,
but does Panhandl e make use of this docunent?

A It is just a resource or a reference. It would not have

any use other than that.
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But you have seen this before, sir?
Yes.

Who updates this docunent?

> O » O

It was maintained by ny counterparts at Texas Eastern
Transm ssion Corporation after Panhandl e Eastern Corporation
nmerged with Texas Eastern Corporation in 1989 perhaps early 1990.
The Rates and Regul atory Affairs Departnment of the conbi ned
conpani es updated this nateri al

Q Sois it fair to say that subsequent to a nmerger wth
Texas Eastern Transni ssion Corporation that Panhandl e conti nued

to update this docunent?
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A Yes, we did.
Q Ckay. Is it updated through today?
A It is not currently being nmaintained by nmy staff. | do

not know whether it is being nmaintained by Texas Eastern or not,
the regul atory personnel at this tine.

Q Do you know t hrough what date it was continued to be
updat ed by Panhandl e?

A Thi s docunent that you gave nme indicates that it was
updated in Cctober of 1991. | don't recall if it was updated
again after that tine.

Q Ckay. Isn't it true that Panhandl e has not al ways
achi eved the specific rate increase that Panhandl e has sought

bef ore the Federal Energy Regul atory Conmi ssion?
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A That is true.

Q I's that indicated on this docunent before you
specifically page Pan 17647

A Thi s docunent woul d capture what nmay have happened to
one conponent of rates, the requested return on equity. It does
not | ook at the overall picture.

Q Ckay. When you are referring to return on equity, what
exactly are you referring to? By that | mean | amlooking for a
definition, sir. | can rephrase again. How would you define
return on equity?

MR BOYD: | will object. Howit is defined here or how
860
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does he define it in general?
M5. CARTER | can clarify.

Q (By Ms. Carter) M. Gygar, how would you -- how does
this docunent define return on equity on page Pan 17647?

A Thi s docunent reflects the requested return on equity by
t he various pipeline conpanies and the settlenent return on
equity that resulted fromvarious rate proceedings. The return
on equity is the conponent of the overall return that is utilized
to determi ne one of the conponents of the cost of service. That
conponent woul d be the anmount of return that the pipeline is
permitted to earn on its investnent in its pipeline facilities.

Q I think you specifically referred to rate case nunber



13

14

15

16

17

18

19

20

21

22

23

24

10

11

12

RP88- 262 in your direct testinony, didn't you, sir?

A Yes.

Q And | believe you specifically indicated that FERC
al | oned Panhandl e a rate increase per that rate filing?

A Yes.

Q Di d FERC al | ow Panhandl e the specific rate increase that
Panhandl e sought in rate case 88-262?

A No, it did not.

Q Do you recall the rate that was sought by Panhandl e in
rate case 88-2627?

A Rate is too broad a term

Q | can clarify for you, sir. Do you recall the return on
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equity that Panhandl e sought in rate case 88-262?

A VWll, with the help of Exhibit Nunber 36, we requested a
16 percent return on equity.

Q Do you recall the return on equity that was approved by
FERC in rate case 88-2627?

A | believe we achieved a 13.25 percent.

Q Do you recall why FERC did not provide Panhandle with
the full rate increase that they sought in rate case 88-262?

A The FERC found that we did not justify the anmount that
we request ed.

Q Were there specific portions that the Federal Energy

Regul at ory Conmi ssion determ ned that Panhandl e did not justify
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in seeking a rate increase in 88-262?
A You are asking nme about the rate of return on equity?

Q Yes, sir.

A It would be the difference between 16 percent and 13.25
per cent .

Q No, sir, what | amreferring tois -- let nme back up for
just a second -- whether or not you recalled the reason why the

Federal Energy Regul atory Conmmi ssion did not grant Panhandl e the
return on equity that it sought in that rate case?
A I don't recall the reasons specifically.
Q Ckay. In other rate making that you have been invol ved
with in Panhandl e, where Panhandl e has not attained the return on
862
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equity in which they sought, do you recall the rationale or the
reasons why FERC did not provide that anount which Panhandl e had
sought ?

MR BOYD:. | amjust going to object to the formin terns
of the anmount that they sought. | amnot sure if it is the rate
on return of equity you are tal king about or the specific anmount
of the rates or --

M5. CARTER | can do it again.

HEARI NG OFFI CER KNI TTLE:  WI 1 you rephrase, Ms. Carter?

M5. CARTER  You got it.

Q (By Ms. Carter) M. Gygar, in terns of the rate naking
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that you have been involved with, that have not attained the ful
return on equity that Panhandl e sought before FERC, do you recal
the reasons for lack of justification that the Federal Energy
Regul at ory Conmi ssi on i ndi cat ed?

A It would be a conbination of reasons. Anything from
updating the data fromthe tinme that the conpany filed to the
time that the conpany issued its decision, that data nay have
reflected different elenents in the dividend yield or the price
of the conpany's stock, a different evaluation of the conpany's
ri sk, business risk and financial risk. A different evaluation
of the estimated or the risk prem umor the changes in debt that
may have took place after the conpany made filings. It is sone
conbination of all of those. | can't give you anything specific
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with any of these particular filings.

Q Ckay. Doesn't Panhandl e have a procedure in place to
set aside noney to refund custoners if FERC does not approve a
rate increase sought by the conpany?

A | believe you are referring to generally accepted
accounting principles, which require a conpany to disclose to
sharehol ders and creditors if there is a possibility of a
material event and in conjunction with rate filings, the conpany
does establish such a provision in the event that there would be
a difference between the conpany's filed requested rates and the

ul ti mate outcone at the FERC.
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Q M. Gygar, are you aware of any tine period within the
1990s that Panhandl e had a net |oss?
A There nay have been a tine in the early 1990s when we
had a net |oss.
Q Do you recall the specific year?
A No, | do not.
M5. CARTER  You are going to have to bear with me. [|f |
could have just a noment, M. Knittle.
HEARI NG OFFI CER KNI TTLE: Let's go off the record.
(Discussion off the record.)
HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record. Yes, M. Boyd?
MR BOYD: | just wanted to pose an objection that this is
864
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beyond the scope of the direct exam nation again.

HEARI NG OFFI CER KNI TTLE: This question? To be honest with
you, | can't recall where we are at. Could you read it back to
nme, Darl ene.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

HEARI NG OFFI CER KNI TTLE: So there is not a questi oning
pendi ng at the nonent.

MR BOYD: Then | will withdraw ny objection

Ms. CARTER | will anticipate it.
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Q (By Ms. Carter) M. Gygar, are you aware whet her
Panhandl e Eastern Pi pe Line Conpany had a net |loss for the fisca
year endi ng Decenber 31st of 19882

MR BOYD: | amgoing to interpose ny objection now This
i s beyond the scope of direct.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5, CARTER May | respond? Thank you. In direct
testinmony | believe it was elicited fromM. Gygar the different
steps that were enployed in fashioning a rate maki ng proceedi ng.
Specifically they referred to the fact that they | ooked to
different factors that were included in a rate naking, those
different factors. And | amjust trying to elicit whether or not
this information woul d have an affect on the rates that were
bei ng sought by the conpany.
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MR BOYD: |If she follows up with further questions
regardi ng how that m ght have an affect on rates, then | wll
wi t hdraw ny obj ecti on

MS. CARTER  That's exactly where | am goi ng.

HEARI NG OFFI CER KNI TTLE: Ckay. W will give her sone
| eeway. So the objection has been withdrawn.

M5. CARTER Ckay. | cannot recall ny last question, M.
Hearing Oficer.

HEARI NG OFFI CER KNI TTLE: That's the question that you

just -- that we waited that break for for you to ask, though
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correct?

M5. CARTER  The --

HEARI NG OFFI CER KNI TTLE: That was your very first question
after the break, so you should have that question ready to go.

M5. CARTER | don't have it witten down. | will try to
find it.

Q (By Ms. Carter) M. Gygar, do you recall whether
Panhandl e had a net loss for fiscal year ending Decenber 31st of
19987

A Sitting here today, | do not recall

Q Ckay.

HEARI NG OFFI CER KNI TTLE: Do we need to go off the record
agai n?
Ms. CARTER: | apol ogi ze.
866
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HEARI NG OFFI CER KNI TTLE: Is that a yes that we need to go
off the record?

MS. CARTER Yes, just for a second, please.

HEARI NG OFFI CER KNI TTLE: Of the record.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.

Q (By Ms. Carter) M. Gygar, do you recall whether or not

Panhandl e Eastern Pi pe Line conpany had a net |oss for fisca
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year endi ng Decenber 31st of 19897

A Again, | do not recall.

Q And, again, do you recall whether or not Panhandl e
Eastern Pipe Line Conpany had a net loss for fiscal year ending
Decenber 31st of 19907

A Not frominformation that | can recall. No, | do not
know.

Q You previously testified that you did recall that
Panhandl e Eastern Pi pe Line Conpany had a net | oss sonmetine in
the early 1990s?

A Yes, that is ny recollection.

Q Ckay. | believe you also previously testified on your
direct exam nation that Panhandl e Eastern Pi pe Line Conpany was
entitled to earn a rate of return on pipeline service?

MR BOYD: | amjust going to object to the formof the
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guestion, what she means by pipeline service.

M5. CARTER Rate of return on pipeline service, on
transportation service.

HEARI NG OFFI CER KNI TTLE:  Sufficient, M. Boyd?

MR BOYD:. Pipeline service is not a terml understand or
know.

MS. CARTER | can totally rephrase.

HEARI NG OFFI CER KNI TTLE: Pl ease do.

Q (By Ms. Carter) | believe in your direct testinony, M.
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Grygar, you indicated that in making -- in determning a rate,
the pipeline is entitled to earn a rate of return on
transportation service?

A It is gas plant service.

Q Ckay. What is gas plant service?

A Gas plant service is all of our pipeline facilities, our
conpressor stations, our storage fields.

Q Ckay.

A Qur office buildings, our warehouses, conputer
equi prrent, furniture, trucks, other heavy equi pnment that we may
own to performwork, maintenance on the pipeline.

Q Ckay.

A It is all aggregated into a plant or an accounting term
that is called gas plant, and the service neans it has been
constructed and it is in service and being utilized by the
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conpany to provide the transportation and storage service as
opposed to under construction, which would not be in service.

Q kay. How does a net |oss conport with your previous
testinony that the pipeline was entitled to earn a rate of return
on this service?

A You are thinking of and | ooking at net |oss associated
with an accounting net loss. That doesn't conpute in ternms of

are we or are we not earning a return on our investnent. Those
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are two -- they are not totally different concepts, but they
are -- there is a lot that would have to be taken into account
and eval uated before you coul d make a general statement that net
loss translates into not earning a return.
Q How woul d an operating | oss conport with the conpany or
Panhandl e Eastern Pipe Line Conpany having the -- strike that.
How woul d an operating | oss or how does an operating | oss
conport with the pipeline's ability to earn a rate of return on
their service?
MR BOYD: njection. Asked and answered. That is what he
j ust answer ed.
HEARI NG OFFI CER KNI TTLE: Ms. Carter?
MS. CARTER | am aski ng hi mabout an operating | oss and
not a net incone | oss.
HEARI NG OFFI CER KNI TTLE: Overruled. Sir?
THE WTNESS: The answer would be the sane for an operating
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| oss.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER  Just one second.

HEARI NG OFFI CER KNI TTLE: Do you need to go off the record?
Is that raising one index finger neans?

MS. CARTER No, just one second.

HEARI NG OFFI CER KNI TTLE:  Ckay.

Q (By Ms. Carter) M. Gygar, isn't the natural gas
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transported by -- strike that.
Isn't the natural gas that is transported by Panhandl e
actually transported to consumers such as utility conpani es?
A Much of it is, yes.
Q Who el se are the custoners that Panhandl e transports to?
A Panhandl e transports gas for a variety of custoners. 1In
addition to the utilities that you nmentioned, such as Centra
IIlinois Light Conpany or Central Illinois Public Service Conpany
or Illinois Power Conpany that you may be famliar with here in
IIlinois, we transport gas for industrial uses. An exanple of
that m ght be Archer Daniels Mdland in Decatur. W also
transport gas on behal f of narketers and then resell the gas
perhaps to those sanme utilities or industrial custoners that we
may serve directly.
Q Ckay. But in ternms of the natural gas that is
transported to consuners, such as utility conpanies, the utility
870
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conpani es don't al ways represent the end consuner, though, do
t hey?

MR BOYD: (bjection to the phrase end consuner. It is
anbi guous.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

MS5. CARTER | guess | don't understand what is anbi guous

about the termend consuner.
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HEARI NG OFFI CER KNI TTLE: | amgoing to overrul e that
objection. Sir?

THE WTNESS: The utilities normally are now purchasing the
gas to serve their custoners, so principally residential and
smal | comercial customers behind their city gate. For exanple,
Panhandl e provides natural gas to the Gty of Springfield.
Uilities also transport gas in a simlar fashion to Panhandl e.
By that | nean that they take gas from Panhandl e and then they
transport it through their distribution systemdirectly to an end
user.

Q Ckay.

MR BOYD: M. Hearing Oficer, | would Iike to note for
the record that it is now 5:13. The cross-exani nati on began at
4:23. M direct exami nation |lasted 50 m nutes. The cross has
now | asted 50 minutes. So both the cross of M. Wait and the
cross of M. Gygar has lasted | onger than the direct
exam nat i on.

871

KEEFE REPORTI NG COVPANY
1-800-244- 0190

HEARI NG OFFI CER KNI TTLE: | don't know whet her the -- |
have not been keeping track, but your representation is on the
record.

Do you have a response?

MR, LAYMAN. | guess ny formal response for the record
woul d be so what.

HEARI NG OFFI CER KNI TTLE: | can note it for the record, M.
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Boyd, but to be honest with you, | have not been keeping track of
the times of the direct and the cross, both of which I think have
been fairly lengthy today. But | do want to know how nuch tine
we have to go on the cross.

MS. CARTER | have probably one or two nore questions.

HEARI NG OFFI CER KNI TTLE: One or two nore questions? Ckay.
Are you ready to continue?

M5. CARTER  Yes, | am

Q (By Ms. Carter) Did Panhandl e, from 1988 through 1996

pass all the pipeline operational costs on through rate

i ncreases?

A | would say during that tine period that all of our
costs were included in our rates. | don't recall a conponent of
cost that, you know, rmay not have been -- or that it may have

been excluded fromthe rates.
Q What about take or pay?
A Take or pay, you would -- | think you were tal ki ng about
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operating costs, and that was the context in which | answered it.
Take or pay was a special category of costs. W did incur a
significant level of costs to reduce the take or pay exposure
under our gas purchase contracts, sone 400 nmillion dollars.

The FERC had a special provision for pipelines to file for

the recovery of such costs. Panhandle elected to utilize a
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provision that the FERC established that resulted in recovering
only half of those costs. And Panhandl e and the sharehol ders
absorbed half of those costs. So we expensed approxi mately $200
mllion. | don't recall the year in which that event took place,
but it was in the |late 1980s.

M5. CARTER kay. M. Gygar, thank you. | have no
further questions.

THE WTNESS: Thank you

HEARI NG OFFI CER KNI TTLE: M. Boyd, do you have a redirect
for this w tness?

MR BOYD: Just one second. | have a few qui ck questions.

HEARI NG OFFI CER KNI TTLE: Let's go of f.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the

record.
REDI RECT EXAM NATI ON
BY MR, BOYD:
Q Let ne refer you to what has been nmarked as People's
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Exhi bit Nunber 36 for a minute. | think it is page Pan 1764.

A Yes, | have that.

Q I think you said on cross-exani nation that this page
lists the return on equity as requested in various rate filings
by Panhandl e and the return on equity settlements that Panhandl e

was allowed by FERC, is that right?
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A Yes.

Q What significance is it that the return on equity as
filed is different than the return on equity in the settlenent?

A The pipelines generally request the maxi numall owed rate
of return that they believe is warranted gi ven the financi al
conditions at the tinme of the filing. Those various paraneters
and situations change and/or the regul ator has a different
opi ni on about the level of return that the pipeline should be
al l oned and accordingly they reduce that level. By "they" | mean
t he FERC

Q Was it unusual for the rate of return on equity as
filed -- | amsorry. Strike that. The return on equity in the
settlenent to be less than the return on equity as filed?

A No, that is a regular occurrence at the FERC. It is a
regul ar practice.

Q If you look at this page, just this one page, Pan 1764,
wasn't the return on equity in the settlement for each of the
conpanies listed different than the return on equity as filed in
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the rate cases?

A That is correct.

Q What significance does the settlement return on equity
have to Panhandle's ability to recover its cost of plant and its

servi ce?
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A It has no inpact on the recovery of the cost of plant
and service. That conponent of our rates is depreciation
expense.

Q Ms. Carter also asked you about discounting. What is
di scounting of rates?

A Di scounti ng began when the Conmi ssion permtted
pipelines to state their rates on a naxi mum and a m ni num basi s.
A discount is when the pipeline charges | ess than the maxi num
rate, but at least or nmore than the mninumrate.

Q So this was sonething that FERC all owed all pipelines to
do?

Yes.

Q Wiy did they allowthemto do that?

A The FERC pernmitted that rate formto give pipelines nore
flexibility to adjust their price to neet conpetition, to attract
custoners, to better recover their costs.

Q And di d Panhandl e di scount rates in the 1990s?

A Yes.

Q How about the |late 1980s?
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A Yes, we did.
VWhat was the purpose of discounting rates, if you know?
There were nultiple reasons. The principal ones are to
nmeet conpetition, conpetition fromother pipeline transportation

service providers, conpetition fromalternate fuels where
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custonmers have dual fuel capability. Pipelines discount their
services to attract new custoners or to maintain existing
customers. Sonetinmes pipelines will -- discounts were given to
secure a |longer termcontract.

Q Over the period of the |late 1980s through the present,
have the rates that Panhandl e has charged even w th di scounting
been sufficient to recover its cost of plant and service?

Yes.

And to obtain a fair return on equity?

> O >

Yes.

Q Ms. Carter al so asked you about the conpetition facing
Panhandle in the md to late 1980s. Wy was Panhandl e
experiencing conpetition at that tine frame or increased
conpetition during that tinme frane?

A I think the principal reasons for that are that the
demand for gas was declining at that period of time, and so in
the M dwest there was an excess of pipeline capacity. So we were
conpeting with other pipelines who al so had excess pipeline

capacity to try to transport as nmuch gas as we could. Al so, not
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in the late 1980s but after the 1980s, there were some new
pi peline suppliers introduced into the Mdwest which introduced
new supplies of gas, so Panhandl e al so nust conpete with that

addi ti onal supply.
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Q Now, is it fair to say that the increased conpetition
had sonmething to do with the way that FERC was regul ating the
natural gas pipeline industry in the late 1980s, the early 1990s?

A Yes, | believe it is, yes.

Q What steps, if any, did FERC take to ease risks
pi pelines were facing as a result of that increasing conpetition?

A Well, in addition to the rates, the mnimum and maxi mum
rates, the FERC permtted pipelines to put all of their fixed
cost in their reservation charge or their demand charges, which
are fixed nonthly charges. The Conm ssion al so nade it easier
for pipelines to devel op and i npl enent new servi ces, new types of
services, so that we a could attract and maintain different types
of load profiles. A good exanple of that today is the
construction of new power plants that Panhandle is attenpting to
hookup to its systemas well as the other pipelines are also
conpeting to try to hook those plants up. So | think those are
the principal things, the flexibility to provide our services in
a different way and to collect our rates in a different way to
better recover our costs, naintain throughput, naintain
cust omers.
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MR BOYD: Thank you. That's all of the questions | have
HEARI NG OFFI CER KNI TTLE: Recr o0ss?
M5. CARTER  Not hing further

HEARI NG OFFI CER KNI TTLE:  Sir, you nmay step down. Thank
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you for your tine.
THE WTNESS: Thank you.

(The witness left the stand.)

HEARI NG OFFI CER KNI TTLE: | think we are done for the day.

What tine do we want to start tonorrow?

MR BOYD: 9:00 for nmne.

HEARI NG OFFI CER KNI TTLE: |s 9: 00 okay or do we want to go
back to 9:30? W are noticed up for 9:30. | don't think there
is abig push to -- let's go off.

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: W are going to start at 9:30
t oror r ow norni ng, Septenber 22nd.

(Hearing Exhibits retained by Hearing
Oficer Knittle.)
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I, DARLENE M N EMEYER, a Notary Public in and for the
County of Montgonery, State of Illinois, DO HEREBY CERTIFY t hat
t he foregoing 216 pages conprise a true, conplete and correct
transcript of the proceedings held on the 21st of Septenber A D.,
2000, at 600 South Second Street, Springfield, Illinois, in the
matter of People of the State of Illinois v. Panhandl e Eastern
Pi pe Li ne Conpany, in proceedings held before John C. Knittle,
Chi ef Hearing Oficer, and recorded in nmachi ne shorthand by ne.
IN WTNESS WHEREOF | have hereunto set ny hand and affi xed

ny Notarial Seal this 16th day of Cctober A D., 2000.

Notary Public and
Certified Shorthand Reporter and
Regi st ered Prof essional Reporter
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