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PROCEEDI NGS
(Sept enber 22, 2000; 9:35 a.m)

HEARI NG OFFI CER KNI TTLE: W are on the record. Today is
Septenber 22nd. It is approximately 9:35 a.m W are continuing
with the hearing in PCB 1999-191, People of the State of Illinois
versus Panhandl e Eastern Pipe Line Conpany. W are continuing
with the case-in-chief of the respondent.

| think there is only one nenber of the public here. |
think, if I amnot mstaken, that is M. Layman's wife, correct?

MR LAYMAN: That woul d be correct.

HEARI NG OFFI CER KNI TTLE: Is it Ms. Layman?

MR LAYMAN:  Yes.

HEARI NG OFFI CER KNI TTLE: M's. Laynan, do you want to
provi de public coment here today?

MRS. LAYMAN: No thank you.

HEARI NG OFFI CER KNI TTLE: She is indicating no. So we will
proceed with the case-in-chief.

M. Boyd, you can call your first witness.

MR BOYD:. W call Jasbinder Singh.

HEARI NG OFFI CER KNI TTLE: M. Singh, conme on up and have a
seat .

Wul d you swear himin, please, Darlene.

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

HEARI NG OFFI CER KNI TTLE: M. Boyd.
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JASBI NDER SI NGH

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

fol | ows:
DI RECT EXAM NATI ON
BY MR BOYD
Q Good norning, M. Singh.
A Good nor ni ng.
Q Are you currently enpl oyed?
A Yes.
Q How are you enpl oyed?
A | am enpl oyed by Policy Planning & Evaluation, Inc.
Q What is that?
A It is my conpany, doing consulting work.
Q How | ong have you had your own consulting conpany?
A For 23 years.

Q What ki nd of consulting services does your conpany
provi de?

A At this tinme it can be divided into basically two parts,
the litigation support services, nostly of the type that we are
tal ki ng about, the BEN type services. And then | do econonic
anal ysis of federal regulations for industries.

Q How | ong have you been providing the litigation support

type services?
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Q How about the econom c analysis of federal regul ations?

A That has been al nost for 23 years.

Q Can you describe, when you first began your own conpany
23 years ago, what kind of work you were doi ng?

A | started off -- the first couple of assignments had to
do with determi ning economnmic inpacts of noise control regul ations
on four industries, the snow nobile industry, the bus industry,
not orcycl e industry, and then there was anot her one.

(Wher eupon a docunent was duly marked for purposes of
identification as Panhandl e Exhibit 22 as of this date.)

Q (By M. Boyd) | amgoing to hand you what has been
mar ked as Panhandl e Exhi bit Nunber 22. Can you identify this?

A This is ny resune.

Q Is it current?

A Yes.

Q Coul d you briefly describe your educational background?

A | have a bachel or of technol ogy degree in civil
engi neering and a nmaster of science degree in civil engineering
and | was in the Ph.D. programin regul atory econom cs at
Carnegi e-Mel l on University from1970 to 1973.

Q Coul d you briefly describe the course work involved in
your civil engineering undergraduate degree?

A W had a five year program which focused, obviously, on
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various kinds of structures, mechanics of soils, for dealing with
the bearing capacity of soils, to be able to support various
buil di ngs and structures. Hydraulics. But we also had a
substantial nunber of courses in chemstry and in physics and
English and a couple of courses in econom cs and accounti ng.
Q From where did you obtain your undergraduate civi
engi neeri ng degree?
A From Indian Institute of Technology in Madras, India.
Q When did you obtain that degree?
A In 1967.
Q You said you obtained a master of science degree in
civil engineering, as well?
Yes.
And when did you obtain that degree?
In 1969.

Where did you obtain that fronf

> O >» O >

From Car negi e- Mel | on Uni versity.

Q Can you briefly describe the course work that you took
to attain your master's degree?

A It was -- there were advanced courses in design of
structures, but ny focus was nostly on the mechanics of soils.

Q Can you -- you also nentioned you were in the Ph.D
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A At Carnegi e-Mellon University, too.

887
KEEFE REPORTI NG COVPANY
1-800-244-0190

Was that from 1970 to 19737

o > 0
&
(2]

Can you describe for me what that programentail ed?

A The programis based on -- was based at that time on
gquantitative econonmics, and | took a series of courses in
econom cs, including welfare econonmics. There were courses in
operation, research and nmanagenent science that are very highly
gquantitative. Sonme of the topics covered mght be I|inear
program ng, nonlinear program ng, dynam c programing, and so
forth.

Q Can you just explain generally what regulatory econom cs
is?

A It generally focused on how federal government regul ates
t he busi nesses.

Q Did you obtain a Ph.D. degree?

A No.

Q Why not ?

A I was doing research on safety and efficacy of drugs.
Specifically, | was located for a tinme being at the Food & Drug
Admi ni stration in Washi ngton, DC, |ooking at how they nake
deci si ons about the safety and efficacy of drugs. And

devel oped a sinulation nodel which had to be tested. And ny
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1 necessary data to sinulate, to verify that nodel. And neither

2 the FDA nor the drug conpanies would give ne the data to test the
3 nodel, and at that point | stopped.

4 Q VWhat did you do after being involved in the Ph.D.

5 program at Carnegi e- Mel | on?

6 A I was i medi ately enpl oyed by a conpany call ed

7 International Research & Technol ogy in the Washi ngton, DC area.

8 And that's where | did the first project on the econonic inpacts
9 of federal regulations on the four industries that | nentioned.
10 Q How | ong were you with International Research &

11 Technol ogy?

12 A I was there | believe about two years.

13 Q From about 1973 to 19757

14 A That's right.

15 Q What kind of work did you do with thenf

16 A That was -- those four studies were part of -- one part

17 of the project. And then | was working for about nine nonths or
18 so on a study of the worl dwi de autonobile industry. At that

19 point, as you know, the oil prices had gone up and there were --
20 the sales of big cars had gone down substantially, and that was

21 sort of the inpetus for doing this study at that point.
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23 organi zation, do you recall?

24 A Not that significant that | renmenber, no.
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1 Q What did you do -- where was that |ocated?
2 A In Arlington, Virginia, just outside Washi ngton, DC.
3 Q What did you do after leaving International Research &
4  Technol ogy?
5 A For a very brief period | joined Bolt, Branek & Newnman.
6 That is BBOL-T, BRANEK and Newran. That is a noise
7 control conpany. | don't know whether they -- | would think that
8 they still are in business. They were involved in noise control,
9 and we were just going to do economics of noise controls with
10 them
11 Q VWhat did you do after working with thenf
12 A | joined a big managenent consulting firmcalled Booth,
13 Alen & Hanilton.
14 Q When was that?
15 A | amsorry?
16 Q When was that?
17 A That shoul d have been in the later part of 1975 or the

18 early part of 1976.
19 Q How | ong were you wi th thenf
20 A About two years.

21 Q What did you do with then?
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noi se controls again. They were also involved. They were a
conmpeting consulting firm And | becane involved with the
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Department of Energy, and | believe at that point it was the
Federal Energy Administration. W were |ooking at residentia
appl i ances and what energy standards would do to the appliance
i ndustries.
Q VWhat do you nmean, what it would do to the industries?
A Meaning in ternms if -- at that point, the furnaces, for
exanple, in the hones were very inefficient. And the standards
were going to cone out and basically required themto be much
nore efficient. So the question was which people woul d go out of
busi ness, how the prices would rise, and things |ike that.
Q Did you | eave Booth, Allen & Hanilton?
Yes.
VWhat did you do after that?
| started ny own firm

And what was the inpetus for you starting your own firn®

> O » O

It was basically that | was doing nost of the work in
dealing with the clients and the federal agencies, and | felt
that | could get the contracts nyself. And that really was the
i mpet us.

Q Now, you said at the beginning that you were working on
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kind of work in general for us, when you first began your firnf

A Well, that work has changed quite a bit. Wen we first

didit, it was a bit unsophisticated. | will explain that. But
891

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

|ater on it becanme rmuch nore sophisticated, where the enphasis
was nore on plant closures, whether sonme of the existing plants
woul d close. And the question really was how do you find out
whi ch plants woul d cl ose, what they had to get fromthose plants,
how do you anal yze the financial statenments for those conpanies,
and how do you then discount sone of the costs that were going to
be i nposed upon these plants. And then at a | ater stage we got
into what sort of costs of capital ought to be used to di scount
those investnents.

Q At sone point did you becone involved in products
i nvol ving the anal ysis of econom ¢ benefit due to all eged
nonconpl i ance with regulatory requirenments?

A That canme, actually, nuch later, nore in the 1989, 1990
time frame. | was involved in -- we can go over that. | was
i nvol ved in a nunber of enforcenent type prograns or projects,
and | had expressed ny desire to do this work for the private
i ndustry, and a nunber of -- a couple of people in the EPA gave
me contacts in the industry side, saying if you want to work you
can go work on that side

Q So --
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of nonconpl i ance.
Q Before that time were you doing work for the EPA?
A Before that was entirely, for the nost part, for the
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EPA, but sone Departnent of Energy and sone Departnent of
Interior.

Q VWhat ki nd of work were you doing with the EPA?

A Really, the work can be divided into essentially two
parts. One has to do with the econom ¢ and policy analysis. And
the second part is what | would call the enforcenent type work
even though it is sort of policy oriented. And as a part of the

enforcenent work | devel oped the RCRA penalty policy.

Q | amsorry? The --
A The Resource Conservation and Recovery Act penalty
policy. | did a project on the benefits of including

envi ronnent al auditing provisions and enforcenent settlenents.
did a project on environmental mnanagenment practices. | devel oped
a nodel for ability to pay of nunicipalities. | think those are
sort of the projects that are related to enforcenent. Then there
was sort of all of the economic inpact. | was involved with the
drinking water program the groundwater program the RCRA
program the policy office in the EPA, essentially doing a series

of econom c and policy analysis projects.
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Q When you say econom ¢ and policy anal ysis projects, what
do you nean by that?

A Economi ¢ inpacts, | have nentioned, for exanple, | --
the governnent -- let's take an exanpl e where under the d ean
Water Act the EPA sets -- establishes effluent guidelines. And
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as a part of the regulatory package, they have a report on the
econom ¢ inpacts of the regulations of the industry being
regulated. And then there is also a technical docunent which
says this is what the industry will have to inplenent or do in
order to conply with the regulations. W were devel oping the
econom c -- what should | say -- the economic part of the -- the
econom ¢ docunent, essentially, the back up docunent. W did
that for a series of regulations and for a series of industries.
The policy work, there was sort of -- there were many
projects, actually. It would be difficult to state all of them
But let's say one of the projects had to do with the nunicipal --
with the small municipality issues cane up, and the then
adm ni strator, Thonmas, | believe, he went around the country and
he was aski ng peopl e what are your problens. And the snal
nmuni ci palities were saying the federal regulations are affecting
us tremendously and you need to do sonething. So he canme back
and asked the policy office to do a study of the nmunicipalities,
the inpacts on the municipalities. So | did a study of the

i npact of all of the regulations on nunicipalities.
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And what canme out of that was that the small municipalities
did not have the wherewithal to conply with the regulations. And
then so Admini strator Thomas, as well as other people, took on
that issue and had a series of initiatives about reducing inpacts

on snmall nunicipalities.
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Q During this tinme did you do any work for the EPA
i nvol ving the inpacts of regul ati ons on nonmrunicipalities?
A Well, all of the work on the econonic inpacts for the

nost part is on different industries and different firns.
woul d say about 90 percent of that work is on nonnunicipa
entities.

Q Can you give us an exanple of the kind of work that you
did during that tine frame for eval uating econom c inpacts of
regul ati ons on nonnuni cipal entities?

A Wl |, one of the -- again, going back to the effl uent
gui del i nes, the EPA cane out with effluent guidelines on the
non-ferrous nelting and refining industry and the foundry
i ndustries, a couple of those industries. And we -- all of the
non-ferrous industry have to do with cobalt and ni ckel and
what ever goes into ferrous or iron type industries or iron
production, | should say.

Q You are saying ferrous, FEERR O U S?

A Yes, ferrous, yes, and non-ferrous alloys. O ferrous
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alloys. | amsorry. So we had to find out what the inpacts
were. W collected data fromthe plants and identified which
plants were there and then collected data fromthem and eval uated
whet her sonme plants were going to close or not. Part of our work
is to find out what nethodol ogy shoul d be used to determ ne
i npact on the entire industry, not just for individual firns.
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Q Now, what, in this background, gave you the experience
to begin your work eval uati ng econom c benefit of alleged
nonconpl i ance of regul atory requirenents?

A There were basically two parts there. One really would
have to do with the cost of capital issues. How do you calculate
cost of capital of a firmusing the data that we can get fromthe
financial statements or fromthe stock market. How do you get --
calcul ate the cost of a subsidiary of a corporation that is not
traded, whose stock is not traded. And to analyze financia
statenents of the firns to | ook at various financial ratios to
see whether they are sound or not, and things of that sort. So
that is sort of one aspect of it.

The second part is really the net present val ue
calcul ations. W have these conpani es who are going to be
required to spend noney with increases in capital costs as well
as operating costs. And the question was really how do you
di scount them So that work was done repeatedly for a good ten

years or so.



19

20

21

22

23

24

10

11

12

13

14

15

16

17

Q | amsorry. Wen you say ten years, you nmean --
A Over a period of ten years nany regul ations, many
i ndustries. The nmethodol ogy to be enployed was tailored to each
i ndustry, you know. For exanple, the foundries consist of a
very, very large nunber of small firnms. How you |ook at that
industry is a little different than say the non-ferrous and
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ferrous nelting and refining industry, which is nmuch larger. So
we tailored the nethodol ogy to those industries.
Q You have used the termcost of capital. Wat is that?
A Well, capital inafirmreally consists of two parts.
That is the debt that the firmtakes on to finance its | atest
i nvestrments, and then there is the stock. That is what it --
Q You al so nentioned net present value. Wat is that?
A Net present value is really the present value of a
future stream of costs discounted to the present tine
Q Do you recall when you first becane involved in
anal yzi ng the econom c benefit of an all eged nonconpliance

situation?

A Wuld you like me to discuss the case?
Q Is there a case?

A Yes.

Q A particul ar case?

A A particul ar case.
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Q Ckay. When was that?

A | don't renenber the exact tinme, but | believe it was
around 1989 or 1990.

Q Do you renmenber the case nane?

A It was Pernell Sausage from Louisville, Kentucky, or
close to Louisville. They nust sell in this area.

Q Ckay. What did you do in relation to that case?
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A They were nmaki ng sausages, of course. They were not
treating the effluent properly frommaki ng the sausage. And
was asked to conme in and anal yze the econom ¢ benefit that they
may have gai ned

Q | amsorry. You were asked by whon?

A | was asked by their |awers.

Q Ckay. Have you done work involving the anal ysis of
econom ¢ benefit of alleged nonconpliance since that time?

A That has been the major part of the revenue of the
conpany. | have worked on about 35 different cases.

Q When you say you have worked on 35 different cases, what
you do nmean by that?

A Li ke this case here, and other pipeline cases, cases
l'i ke that, about 35 of them

Q Ckay. Have you offered testinony before invol ving those
cases?

A | have offered testinony in the federal court, in two
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Q Coul d you identify those for us?

A One was the U S, versus Roll Coater. And another one
was the Bethl ehem Steel Corporation. It was the U S. versus
Bet hl ehem St eel Cor poration

Q Ckay. Let's start with Roll Coater. Wen were you

involved in that matter?
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A | believe in 1989 or 1990. | amnot really sure. It
was early on.
Q What role did you play in that matter?
A Well, there were several inportant issues, but two in
which the court ruled in ny favor. One was -- has to do with the

cost of capital. Until that point, the U S. EPA used to use the
cost of equity for discounting purposes. | felt that was not
correct, and so in that case | testified to that one aspect.

Q The court agreed?

A The court agreed with ne on that issue.

Q Ckay.

A Since then the EPA has changed the nodel to reflect the
wei ght ed average cost of capital discounting. The second issue
has to do with whether the costs incurred by the conpany shoul d
be taken into account in calculating the economc benefit. Up

until that point, it had been the traditional practice that
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what ever costs the conpany incurs, the EPA was taking that nunber
into account in calculating the econom c benefit.

In this particular case, the treatnment plant -- in this
particul ar case, the conpany had violated the dean Water Act and
not built a waste water treatnment plant, and the treatnment plant
was designed to serve three production lines. At that particular
poi nt the conpany only had two production lines in place. So |

argued that only a portion of those costs should be taken into
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account to reflect -- to reflect the share of these two |ines.
The court agreed with me on that issue, too.

Q You al so nentioned the Bethl ehem Steel case?

A Yes.

Q Did you offer testinony in this case?

A I did.

Q kay. Let's go back to the Roll Coater case for a
second. Were was that case?

A In the Southern District of Indiana, in Indianapolis.

Q Where was the Bet hl ehem Steel Case?

A Burns Harbor. | believe it is the Northern District of

I ndi ana.
Q VWhat role did you play in the Bethl ehem Steel case?
| calculated the economic benefit in the RCRA case.

| amsorry?

> O >

The RCRA.
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Q RCRA?

A RCRA, yes. You pronounce it a little differently here.
| amsorry. In that particular case | calculated the economc
benefit in accordance with the scenari os that were devel oped by
the attorney. The scenarios didn't sit too well with the judge,
and didn't get well reflected in the final opinion. Al though the
opi nion was |l ater overruled by the appeals court.

Q Have you of fered any other testinony in federal court on
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t he econom c benefit issues?

A No.

Q Have you written anythi ng about your analysis of
econoni ¢ benefit issues?

A | have been very active, nostly for conpetitive reasons
and also for intellectual reasons, in publishing papers. [If I
may draw attention to the [ ast page of ny resune. | have witten

five papers on the BEN Mbdel

Q Wiy don't you start with the earliest one. Is it the
| ast one, nunber five?

A The last one is -- no, five is the first one.

Q That's what | neant, the first one

A The last one has to do with -- actually, that is nunber
one. It has to do with the wongful profits in the Dean Dairy

case. It was really a question of whether conpetitive



16

17

18

19

20

21

22

23

24

10

11

12

13

14

15

advantage -- gain due to conpetitive advantage shoul d be taken
into account in calculating the economc benefit. This is an
area which is an untested area, and so | wote an article about
that, covering all aspects.

Q Was that published in the Toxic Law Reporter in February
of 1999?

A No, it was published in Environnental Law Reporter in
February of 1999. That is a m stake.

Q VWhat is the second one |isted here?
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A The second paper really reflects alnost ten years of ny

experi ence where | found that in nany cases the econom c benefit
of nonconpl i ance was negati ve.

Q What do you nean by negative?

A Meani ng that in those cases the conpany -- the conpanies
| ost noney rather than gaining noney due to nonconpliance. And
the question really was why. Wy is it that the EPA' s BEN Mdel
B-E-N, an acronym gives the positive nunber whereas ny
cal cul ati ons were show ng negative nunbers. The result of that
article is that the EPA's BEN Mbdel does not reflect the actua
situations in the real world and does not reflect all of the
consequences of nonconpliance as well as conpliance, for that
matter.

Q VWhat was that third article |listed here?

A The third article -- in fact, the third and fourth
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articles deal with the raging battle in this area. It has to do
with, again, the discounting issue. And there are people who --
my conpetitors, actually -- they claimthat the after-tax

risk-free rate should be used, rather than the wei ghted average

cost of capital, but after-tax risk-free rate should be used to

di scount the future cash flows. | have taken in this case that
the EPA's position is -- that that advocated position is
i ncorrect.
Q | amsorry. The advocated position about using the
902
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after-tax --

A Yes, the after-tax free-rate is actually incorrect, and
| lay out ny reasons in those articles.

Q What affect would using the after-tax risk-free rate
versus the wei ghted average cost of capital have on an econonic
benefit anal ysis?

A It would really reduce the econonmic -- the estinate of
econom ¢ benefit very substantially.

Q What about the fifth article that is |isted here?

A The fifth article was the first one where | had cone
across a nunber of situations -- a linmted nunber of situations
at that tine, when | found that the econom c benefit of
nonconpl i ance was negative, and | found that the technical reason

in the BEN Model why that -- why the result was -- the technica
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reason for the fault in the BEN Mbdel. That was that the
conpliance costs as of the date of nonconpliance were assuned to
be equal to the conpliance costs as of the date of conpliance,
whi ch nmeans the sanme -- the EPA had assuned that if you spent
sone noney now to conply that is exactly what you shoul d have
spent back then when you were -- when the nonconpliance began

I found that that assunption was incorrect. So that was
the first tine that | wote an article that that was incorrect,

because we find many situations in which those two costs are

different.
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Q Say that again. Wat two costs are you tal king about?
A The conpliance costs as of the date of nonconpliance and

the conpliance costs as of the date of conpliance

Q Ckay. Now, you have nentioned the BEN Mddel. Can you
tell us what that neans, what that is?

A BEN is sort of an acronymfor benefit. That's the EPA s
coi ned acronym for cal cul ating the econom ¢ benefit of
nonconpl i ance, and that is what the EPA uses. It uses it itself
and then it makes it available to the states to use. And over
time it has nmade many changes. And | should say that one of the
changes it has nmade is just this one that | nentioned. Now they
do al | ow - -

Q | amsorry. Wich one did you nention?

A This has to do with cost of conpliance as of the date of
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conpliance -- as of the conpliance date, and the cost of
conpliance as of the nonconpliance date. Now they allow these
two costs to be different starting last year, | believe, in Apri
of 1999.

Q Over the years, have there been -- strike that. Have
you provided any conments to the EPA regardi ng how t he BEN Mbde
cal cul at es economi ¢ benefit?

A | have submitted comments on ny own on these -- on the
various issues that | have nentioned and have actually given them
a series of exanples to that effect.
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Q What changes have been made to the BEN Mbdel or the BEN
Manual as a result of your coments?

A Wll, | would like to think that they have been nade as
a result of ny comments. But | think the EPA has its own
reasons, too. One is the weighted average cost of capital. That
was, of course, put in by them And then this |last one that |
nmenti oned, about the two cost estimates to be different, that was
done as well. Those are the two major chances. There are sone
m nor expl anati on changes and so forth.

Q Now, we tal ked about the Roll Coater case and the
Bet hl ehnem Steel case. | have just a couple of quick questions
about the Roll Coater case. Wre you qualified as an expert to

provi de expert opinion in that case?
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A I was qualified as an econonmi ¢ and an engi neering
expert.

Q What about the Bethl ehem Steel case?

A | don't recall, but | believe | was, on both accounts.

Q Now, we have been tal ki ng about economi c benefit in this
case and through your testinony. Wat is econom c benefit?

A In a sinple sense econom ¢ benefit is the financial gain
realized by a violator. It is an estimate of financial gain.
The idea behind that is to take the financial gain away, to
put -- in order to put a violator in the same position he would
have been in if he had conplied on tine.
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Q How do you general |y approach determ ni ng whet her an
entity has had an econonmic benefit as a result of an all eged
nonconpl i ance?

A | generally prefer to go to the plant or alleged
violating plant and talk with the various engi neers who run the
pl ant, the engi neers who design the control equipnent or the
necessary control equipnent. | talk with the environnental
engi neers as well to see what regul ations need to be foll owed.

But just generally focus on the manufacturing operations,
because | think in calculating the econom c benefit you nust
first look at it in a conmonsensical way, to see what really
happened and devel op the facts of the case, to see whether --

even before we do any cal cul ations does it make sense to assune
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that the conpany may have gai ned an economic benefit.
Q What do you nean by that?

MR LAYMAN. (bjection. Asked and answer ed.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: | amjust asking himto el aborate on what he
j ust said.

HEARI NG OFFI CER KNI TTLE: Wiy don't you rephrase the
guesti on.

MR BOYD: Sure. Do you mindif | have it read back. | am
sorry.

THE COURT REPORTER M. Boyd, do you need the question and
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t he answer read back?

MR BOYD: Yes, please.

HEARI NG OFFI CER KNI TTLE: Yes, if could you please read it
back.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

MR BOYD: Ch, | amsorry. | meant just his answer.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

(By M. Boyd) Wiat do you nean does it nake sense to assune
that they had an economi c benefit?

A I will give you a very sinple exanple. Let's suppose
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that as of the date of conpliance, now that we know what the
particular conpany is going to put in, let's suppose that that
particul ar equi pnent is nuch nore efficient. That equipnent is
much nore efficient than the equi pnment that the conpany was
using. And that would nean that the conpany woul d have saved
on -- saved noney on operating costs if it had installed this
efficient equi pnrent back as of the date of nonconpliance. So it
woul d have saved all of that noney. So, therefore, it would not
nmake sense to assune that they gained an econom c benefit.

Q Ckay. Thank you. When were you first asked to provide
assi stance to Panhandle in relation to this matter?

A | believe it was in -- | don't renenber the exact date,

907

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

but it was before | went to India, okay, so it has to be around
Cct ober of 1999.

Q O 1999?

A Yes.

Q And what were you asked to do?

A | was initially asked to look at -- | was told that -- |
don't remenber exactly what | was told, but | was supposed to --
| was told that the pipeline industry is a regulated industry,
and to provide -- to think about whether there would be an
econom ¢ benefit in such cases, and | devel oped an opinion as a
result of that

Q Were you being paid for your work on this matter?
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A Yes.
Q I's your conpensation at all related or dependent upon
t he opinion you are going to provide today?

A No.

Q Thr ough your work have you devel oped an under st andi ng of

the -- what is the alleged nonconpliance in this case?
Yes.
Q Can you describe that for ne? Wat was the basis of
your under st andi ng?
A It is basically that Panhandl e had not installed BACT
control, that is B-A-CT, controls in the 1988 tinme frane.

Q And failed to install BACT controls on what?

KEEFE REPORTI NG COVPANY
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A On two engines, 1116 and 1117.

Q Ckay. Sir, | amgoing to direct you to the People's
Exhi bit 8 through 23. Let nme see if | can find themfor you up
there.

MR BOYD. W seemto be missing 11.

M5. SMETANA: It has not been admtted.

MR BOYD: Ch, it has not. GCkay. That is fine. kay.
Thank you.

HEARI NG OFFI CER KNI TTLE: Exhibit 11 is the suppl enental
report of respondent's econonic benefit.

MR BOYD:. kay. Thanks. That is fine.
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Q (By M. Boyd) Let ne just ask you, do you have in front
of you Exhibits 8, 9 and 10, and then Exhibits 12 through 23?
These are People's Exhibits 8, 9 and 10, and then People's 12
t hrough 23?2

A Yes.

Q Let's start with the first three. Have you seen those
Peopl e's Exhibits 8, 9 and 10 before?

A Yes.

Q When did you see thenf

A | believe these are the latest -- 8, 9 and 10, | am

seeing themfor the first tinme now
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last -- since April, | believe, or sone --

Q Again, just referring you to 8, 9 and 10, | wanted to
direct your attention to People's Exhibit Nunber 8 for a minute.

A Uh- huh

Q If you could ook at the columm marked D, initia
capital investnent, and |l ook at the dollar anmount at the bottom
of that.

A Uh- huh

Q The 1,973,582, it looks like. Do you know where that
number came fron?

A That nunber is approximately -- it is approxi nately
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twi ce the nunber, of the capital cost nunber given in the PSD
application, the cost of BACT controls. And also | don't know

whether it is the same or very close to the nunber that the State

had used in doing -- in calculating its econom c benefit, the
first one.
Q Can you tell me, do you have an understandi ng of -- what

PSD application are you referring to?

A | believe it was the PSD application, a copy that was
given to nme around the Decenber or January tinme frame or perhaps
inthat time frane submitted by Panhandle to the State.

Q You don't know when that application was submtted by
Panhandl e to the State?

A | don't recall the date on that application. | am
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sorry.
Q Ckay. Do you have an understandi ng of how that BACT

cost nunber for initial investment was determ ned?

A How t hey were determ ned?
Yes.
A | believe part of it was that Panhandl e deternined sone

costs internally and sonme were reports. But | don't have really
firsthand know edge of that.
Q You had --

A And -- | amsorry. And sone of the -- we will cone to
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the operating costs later. They were deternined based on the
EPA' s gui dance as to how those costs shoul d be cal cul at ed.

Q Do you have any criticismabout using that initial
capital cost nunber in this manner to determni ne an econonic
benefit?

A Yes. | have not only in this case, but | have been
i nvol ved in many BACT related cases in the past and in every one
of them those nunbers were incorrect for the purpose of
cal cul ati ng an econonic benefit.

Q Wy do you say that?

A | don't know all of the reasons, but one is that in the
BACT application the conpanies are required to -- or they fee
the pressure to show that the cost of controls is high in order
to cross a certain threshold. That is one. So, secondly,
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that -- and that's all the people objective -- the people's
objective is. But actual costs are very different, and actua
costs that should be taken into account in calculating the
econom ¢ benefit are also very different.

Q Now | would like you to turn to People's Exhibit Nunber
9 for a mnute. Do you see that?

A Sur e.

Q VWhat is this table attenpting to do, do you know?

A This takes into account the annual operating costs that

are reflected here as recurring costs, and cal cul ates the
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econoni c benefit due to those costs.

Q What recurring cost nunber do they use?

A They used 467,742 as of -- in 1999 doll ars.

Q Do you have an understandi ng of where that nunber cane
fron?

A | believe that nunber also canme fromthe PSD

appl i cation.

Q Do you have a criticismabout using that nunber to
determ ne the econoni ¢ benefit due to avoidi ng annual recurring
costs?

A Yes. It basically is totally incorrect. It does not
refl ect what really happened at the | ocation

Q Ckay. Wy don't you put 8, 9 and 10 aside for a second
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A Ckay.
Q And go back to 12 through 23
A Ckay.
Q Agai n, People's Exhibits 12 through 23?
A Ckay.
Q Can you describe generally what these sheets are?
A These are the State's cal cul ati on of econom c benefit

using the capital and operating costs that | determi ned, but

using different time frames, | believe, and using different
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di scount rates.

Q Now, you said the cost that you determ ned. Wat do you
nmean?

A | amsorry?

Q You sai d sonmet hing about using the costs that you
determ ned. What do you nean by that?

A Vell, | had determined that in 1987 it would have taken
an additional $368, 815.00, and these are year 2000 dollars, to
achi eve conpliance back in 1987. So, for exanple, People's
Exhi bit Nunber 12 reflects that capital cost nunber

Q Where does it reflect that?

A On line 15, colum D.

Q If you | ook at People's Exhibit Nunmber 13 for a second

Does that chart use a recurring cost nunber, as well?

A Yes.
913
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Ckay.
A This is, again, the costs that | cal cul ated which would

have been the increasing costs had they conplied back in 1987,
and the nunber is, in year 2000 dollars, $29, 806.

Q Is it your understanding that each of the sheets and --
well, let's go back here. |In People's Exhibit Nunber 12,
Peopl €' s Exhi bit Nunber 15, People's Exhibit Nunmber 18, and
Peopl e' s Exhi bit Nunber 21, each use the cost you determ ned as

the initial capital investnent?
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A Yes.

Q I's it your understanding that the other sheets each used
the recurring cost nunber that you deterni ned?

A Yes.

Q Ckay. Thank you. Can you identify on People's Exhibit

Nunber 15 where the initial cost nunber that you cane up with is

| ocat ed?
A It is on colum D, line 14.
Q What about on Peopl e's Exhibit Nunber 18?
A On colum D, line 13.
Q What about Peopl e's Exhi bit Nunmber 217
A It is also on colum D, |ine 13.
Q Now, bear with ne a mnute. |If you could go to People's

Exhi bit Nunber 13. Were is the nunber that you cal cul ated
regarding the recurring cost in 2000 doll ars?
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A Yes, in colum D, |ine 14,

Q On the next sheet, People's Exhibit Nunber 14, is that
nunmber reflected there as well?

A Well, the calculations reflect that nunber, but | don't
see the actual nunber.

Q Ckay. If you go to People's Exhibit Nunmber 16 for a
m nut e.

A Exhi bit 167



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q Yes. Does this include the recurring cost nunber that
you cal cul at ed?

A Yes.

Q Where is it located? |If | could just direct your
attention to the colum D, line 14, is that it?

A Yes, uh-huh.

Q And the next page, People's Exhibit Nunmber 17, is the
nunber on that page?

A The sane, where the nunber is not given, but the

cal cul ations reflect that nunber.

Q If you could | ook at People's Exhibit Nunber 19 for a
m nut e.

A Ckay.

Q I's the nunber you cal cul ated regarding the recurring

costs |l ocated on this page?

A Yes, on columm D, |ine 13.
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Q What about Peopl e's Exhibit Number 20?
A The sanme, no nunber given, but the cal cul ations reflect

t he nunber.

Q And, finally, if you | ook at People's Exhibit Nunmber 22
is your recurring cost nunber reflected here?

A Yes, colum D, |ine 13.

Q And what about the next page, People's Exhibit Nunber

23?
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A Yes, the nunber is not there, but the cal cul ations
refl ect the nunber.

Q I woul d assunme you don't have a -- well, strike that.

Do you have any criticismregarding the manner in which the State
has cal cul ated an econonic benefit using those nunbers?

A | have basically three criticisns of this. The weighted
average cost of capital that is used here is, according to ne,
incorrect. The second is that these cal cul ati ons show only
partial econom c benefit and has not taken into account all the
affects that should be taken into account. And the third is that
there are sone snmall mstakes, which I think M. Styzens nade
because he was in a hurry. W can correct those.

I was going to say that there is a fourth one on the

Peopl e' s Exhi bit Nunber 21, 22 and 23. The bank prine |oan rate,

this -- these calcul ations take into account bank prine |loan rate
rather than the weighted average cost of capital. If you want to
916
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take those, that prinme loan rate into account, it should be an
after-tax loan rate and not a before tax. And that would have a
nmaj or effect on the net result.

MR BOYD: M. Hearing Oficer, we have been speaki ng now
for about an hour and five mnutes. | would suggest that this
woul d be a good place for a break

HEARI NG OFFI CER KNI TTLE: M. Laynan?
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MR, LAYMAN. No objection.

HEARI NG OFFI CER KNI TTLE: Al right. W will take a break
now.

(Wher eupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.

M. Singh, let ne rem nd you that you are still under oath.

THE WTNESS: Thank you.

MR BOYD: Before | continue, | would like at this tinme to
nove for the adm ssion of Panhandl e Exhi bit Nunmber 22 into
evi dence.

HEARI NG OFFI CER KNI TTLE: Is that the resume?

MR BOYD: Yes.

MR LAYMAN: No objection.

HEARI NG OFFI CER KNI TTLE: That is admitted.

(Wher eupon sai d docunent was duly adnmitted into evidence as

Panhandl e Exhibit 22 as of this date.)
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Q (By M. Boyd) M. Singh, have you prepared a report that
di scusses your criticismof howthe State cal cul ated economc
benefit in this case?

A Have | subnmitted ny --

Q Have you prepared a report?

A Yes, | have.

(Wher eupon a docunent was duly nmarked for purposes of
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identification as Panhandl e Exhibit 23 as of this date.)

Q (By M. Boyd) Ckay. Let me hand you what has been
mar ked as Panhandl e Exhi bit Nunmber 23. Can you identify this
docunent for us?

A This is the series of worksheets that reflect ny
criticismof what the State has done and has sone of the
background i nfornation.

Q You are going to have to speak up. | am having trouble

heari ng you.

A Yes. | amsorry. Yes. It is my criticismof what they
have done.
Q Ckay.

A Basi cal | y.

Q You nmentioned earlier that one of your criticisns
related to the determnati on of wei ghted average cost of capital ?

A Yes.

Q Describe, in general, your criticismof the weighted

918
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average cost of capital cal cul ation?
A There are really two pieces of criticism The genera

is -- | should say the general approach is okay. It is an
accept abl e approach that Dr. Nosari used. But there are two what
| would claimare mstakes, if | could go over those.

Q Certainly. Are you |looking at sonme page in your report?
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A Yes. In this detail ed worksheet --

Q Actually -- | amsorry. Wat page are you | ooking at?
If | could direct your attention to page -- the fourth page from
t he back.

A Ckay.

Q What are you describing on this page?

A This page actually calculates the growh factor that Dr.
Nosari used, and | believe | calculated in ny way, and in the
correct way.

Q Let's go back just a second. You are talking about
wei ght ed average cost of capital. Does that have nore than one
component ?

A It has essentially two conponents. One has to do with
the debt and the other one, the equity.

Q When we are tal king about equity, is that what we are
tal king about in relation to -- is the growh factor a conmponent
of the calculation of the equity?

A Yes.
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Q Ckay. Do these pages refer to your criticismregarding
the growmh factor that M. Nosari used?
MR LAYMAN. ojection. Leading
MR BOYD: | amjust trying to direct his attention
HEARI NG OFFI CER KNI TTLE: Can you rephrase, M. Boyd?

MR BOYD: Sure.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q (By M. Boyd) What do these two pages represent?

A These two pages actually reflect two things. One is
what is the correct growh factor and the second is that if we
use the nunbers in the way Dr. Nosari used that you could cone up
with very inconsistent growh factor cal cul ati ons and, therefore,
it should not be done that way.

Q Do you know what the growth factor that M. Nosari used
in determning the wei ghted average cost of capital was?

A | believe he used eight percent.

Q Do you know how he determ ned that?

A How di d he determ ne that?

Q Yes.

A | believe he took the stock price of Panhandl e Eastern
Corporation on the last trading day of 1987, and | don't renenber
exactly what that nunber was, but | believe it was 20.25. And
then he took the stock price on the last trading day of 1996,
whi ch was 45, to determ ne how much appreci ation had taken pl ace
in the stock of the conpany.
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Q Do you have a criticismw th choosing the stock prices
in the way that he has done?

A Yes.

Q Can you describe that for us?

A Ckay. If we go to actually the third page fromthe
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back, which shows the --

Q Does it say growh factor, page two at the top?
A Yes.
Q Ckay.
A | took -- we are tal king about a period of about ten
years here. On any given day the stock price can vary very
substantially fromthe stock price another day. And it is
important that -- well, what this calculation shows, like in the
first part here, | took the stock price on Cctober 2nd of 1986 on
t he one hand and then Septenber 27th of 1996 on the ot her hand,
and | come up with a growmth factor of 3.34 percent. |If | take
the stock price on 12-31-86, and then | go to 12-29-86, | cone up
with a growmh factor of approxi mately zero.

Q | amsorry. | think you said 12-29-86. It |ooks like
it says 12-29-95. |Is that what it says?

A Yes, it is actually 1985. | was using different tine
peri ods to show what that woul d do.

Q Those prices, just so | amclear, those are the cl osed
stock prices as of that day?

921

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

A As of that day.
Ckay.
A Then | took one from 12-31 of 1987 through 09-27 of
1996, and | conme up with a growth factor of 5.667.

Q What is the purpose of this page, sir?
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A The purpose of this page it so show that you can pick
any two nunbers during this period. W don't have to pick a
nunber as of the date of conpliance or the date of nonconpliance.
We are tal king about sort of an average growh factor during this
period. Actually, we can even goto a little bit before that,
dependi ng on the conditions in the market. So | amjust show ng
that by picking different nunbers you can conme up with conpletely
different results. And so what was sort of the next step would
be --

Q Before you get to that next step, so picking the nunbers
that M. Nosari used those two points in tinme, he came up with an
ei ght percent growth rate?

A Yes, yes.

Q Ckay. |If you go back to the first page, the one that
says cal culating the growh factor using Pan Energy's stock price
data, what are you doi ng there?

A Wll, it isreally -- the first one just sinply lists on
different dates here the two colums for prices. One is a price

on that date, the first colum. Like for 09-30 of 1986 is 25. 25,
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and the next colum is actually not a 30 week average. It is a

26 week average that the Standard & Poor's stock reports
calculate and reflect in their conplied data.

Q Coul d you stop there for a second. Do you know what
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that information is used for?

A Whi ch information?

Q Wiy does Standard & Poor's calculate a 26 week average
if you know?

A In order to really find out, | called themand | talked
to the people who actually conpile these records. They say that
the investors denmand a --

MR LAYMAN. bjection. W are getting into an area that
is going to be considered in the nornmal course, | think, hearsay.

HEARI NG OFFI CER KNI TTLE: M. Boyd, explain why this is not
hear say.

MR BOYD: Because he is basing his opinion on discussions
that he has had with sonmeone. |f he is using his information
t hat he has been provi ded by sonmeone el se, he should explain what
the basis of the information is.

MR LAYMAN. | don't know that we have any foundation for
it at this point.

HEARI NG OFFI CER KNI TTLE:  Sust ai ned.

MR LAYMAN. And even if we did, it mght still constitute
hear say.
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Q (By M. Boyd) Wiy did you choose the 26 week average to
calculate a growth factor?
A We know that using single day prices lead to

i nconsistent results. So that really what | wanted to do was to
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3

take sonme sort of an average, and the average -- you think of the
situation in this manner. Let's suppose that a very |arge nunber
of investors buy the stock during this -- a certain period in
1986 or 1987 or 1988 tine frame. And those very people, naybe
100 of them or whatever, they sell the stock in the tine period
of 1996 that we are tal king about. On average what sort of gain
woul d they have realized

That is what you are really after, to see what they will
gain in the process. And so you need sonme sort of an average.
And it so happens that the Standard & Poor's stock report

contai ned the 26 week average nunber. And for nme that was the

nmost -- given the tine pressure, the nost expedi ent and correct
thing to do. | nmay have taken maybe a 13 week average or so
forth, but a 26 week average is just as perfectly -- as perfect

as you can actually get.

Q Ckay.
A So | used those nunbers in calculating the growh
factors.

Q Can you explain how you used those nunbers to cal cul ate

a growmh factor?
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A Well, | took the 26 week average as of 12-31-87, which

is 27.05. And let ne just stop for a second here or explain

here, that the stock market crash took place in Cctober of 1987.
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And the price of the stock went down pretty substantially after
that. And, actually, as we know, as of 12-31-86, it had cone
down to 20.25. So this particular nunber takes essentially three
nonths after the stock market crash and three nonths before that.
So it essentially evens out the fluctuation and gives us 27.05.
And then | took Septenber 27th of 1996, which is the | ast day of
the quarter in 1996, a 26 week average.

| didn't want to go to 12-31 of 1996, because it is -- if
you |l ook at the daily stock prices, you will find that the stock
price started going up very rapidly after Septenber of 1996,
because of the inpending nmerger with Duke Energy. So that entire
period gave ne a reasonably long period and stabl e nunbers.

Q What growth factor did you determ ne using those --

A 2.07 percent.

Q What difference would that make if you use a 2.07
percent grow h factor versus the eight percent factor that M.
Nosari used in his weighted average cost of capital calcul ations?

A Well, not only just -- in what aspect? | can discuss
maybe one -- there is a six percent difference on -- in the cost
of equity numnbers.

Q Do you have any other criticisnms about how t he wei ght ed
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average cost of capital nunber was determ ned by the State?
A | believe the cost of debt was not calcul ated correctly.

Q What do you nean by that?
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A Well, Dr. Nosari used total interest during the year
paid and divided that by essentially the |ong-term debt.

Q I will refer you to People's Exhibit Nunber 27. Is that
what you are tal ki ng about?

A I only have up to 23. Ckay. Yes, the --

Q | amsorry. | think I interrupted your question. o
ahead. O your answer.

A kay. On line 15, colum F, the interest expense from
the inconme statenment is 134,358. That is the total interest from
short-termdebt and | ong-termdebt, and then Dr. Nosari divides
that by the current portion of the Iong-termdebt, plus the
long-termdebt of $1.2 nmillion, and cones up with his cost of
debt before tax of 11.15 or 16 percent.

Q VWhat is wong with that?

A What he shoul d have done, and | understand the data
probably was not available, is done one of two things. One is
taken the total interest nunber, 134,358 and subtracted the
short-terminterest expense, or interest expense on the
short-termdebt and then divided by this nunber on Iine 16, or
all of lines -- | should not say all of the lines. To line 16 he
shoul d have added the short-term debt of the conpany at that tine
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and done the cal cul ati ons.

Q I will refer you to the last two pages of your report.
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Can you descri be what these two pages are?

A These essentially duplicate the cal cul ations that Dr.
Nosari did about weighted average cost of capital. The first
sheet here reflects ny calculations. The nunbers that | took I
took from Moody's Public UWility Manual. And so that the
nunbers -- ny nunbers are slightly different than what Dr. Nosari
took fromthe annual reports or the 10-K reports for the sanme
years. And the second page, actually, we redo Dr. Nosari's
calculation with the 2.07 percent growh factor and with the
corrected -- well, what should | call it? The corrected -- the
cost of debt. And what we find is the two cal cul ations give
al nost exactly the sanme results.

Q What do you nean, al nost exactly the sanme results?

A Well, if | conpare ny calculation for 1987, for exanple,
ny --
Q Your cal culation for weighted average cost of capital?
A Wei ght ed average cost of capital for 1987 is 8.147
per cent .

Q Where do you see that?
A It is on the second sheet fromthe back, colum D, and
on line 52.
Q | amsorry. You were conparing that to the duplication
927
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of M. Nosari's WACC wor ksheet ?

A Yes. And at the bottom of --
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MR LAYMAN: Excuse nme. Just for the record, that is the
| ast page of the suppl enent?

MR, BOYD: The | ast page, exactly.

THE WTNESS: That is for the year 1987. The cost of
capital for that year at the very bottomis also 8.1474.

Q Do both these sheets use the corrected 2. 07 percent
growth rate?

A Yes.

Q Do both of these sheets use -- strike that. How do
these sheets calcul ate the cost of debt?

A They both take into account ny nunbers, which are | took
the cost of -- | amsorry. The interest on long-termdebt, and
in order to find the cost of debt | took interest of long-term
debt and divided by the long-termdebt itself, and both of these
nunbers are available from Mody's Public Wility Manual. So
that is sort of the correct way to do it.

If we include the short-termdebt, it is likely that the
cost of debt itself might go up slightly because short-term
expense is usually -- short-termdebt is usually nore expensive
than long-term But it won't nake a material difference in the
cal cul ati ons.

Q G ven the changes you just described to the growh rate
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and the cost of debt number, how does that change the -- what the
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wei ght ed average cost of capital is for the year 1987 through
guess 1995 or 19967

A Well, if I -- 1 don't have Dr. Nosari's calculation in
front of me, but --

Q Let me just refer you then to People's Exhibit Nunber 7
It should be up there to the left.

A Ckay. For 1987 ny nunber is 8.147 percent. This is on
the second sheet fromthe back, colum D, line 52. And Dr.
Nosari's cal cul ati ons show, again, on colum -- in People's
Exhi bit Nunber 7, colum E, line 42, is 11.7482 percent. He
didn't have any nunber for 1988, but used 1987 nunber in his
cal cul ati on, which would be 11.74 or 75 percent. And ny
cal culations conme up with only 6.84 percent.

Q That's in --

A So there is a substantial difference between them

Q Is it fair to say one could conpare the cost of capita
nunbers on line 42 of People's Exhibit Nunber 7 and Iine 52 of
t he second page fromthe back of Panhandl e Exhi bit Nunber 23 and
see that for each year the nunbers you cal cul ated were bel ow t he
wei ght ed average cost of capital nunbers?

A Yes, and | cal cul ated the averages, and | don't have Dr.
Nosari nunber, the average nunmber here. But | remenber his
average was about 10. -- over this entire period 10.0 sone
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percent. And ny nunber is 6.868 percent, so the net affect of
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about three percent or so. Alittle nore than three percent.

Q What does that matter?

A Wl |, this nunber actually feeds into all of the
econom ¢ benefit cal culations and the econom c benefit cal cul ated
by M. Styzens in all of the -- in People's Exhibits starting
with I guess 12 through 23, is it, would be overstated
substantially, actually.

Q If I could direct your attention to the second page of
Panhandl e Exhi bit Nunmber 23. It is marked at the top econonic
benefit due to del ayed capital costs, 2.07 percent growh. Do
you see that?

A Yes.

Q Can you describe this docunent? Wat are you doi ng

here?

A Well, really duplicated | guess the previous version of
Dr. Nosari's -- well, maybe M. Styzens' calculations with
corrected wei ghted average cost of capital. | was trying to see

how far off we were fromtheir cal cul ations.
Q Can you just take us through 1987, for instance, or 1988
or somet hing and expl ain how you did this?
A kay. Really, the first -- | amsorry. They don't have
the colum nunbers here, unfortunately. But the fourth col um,
of course, is the delayed capital investnent.
930
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Q If you will go down to the bottom | amsorry. Were
it says Decenber of 1999 at the bottomthere?

A Ckay. Yes.

Q The 368, 815, what is that nunber?

A That's the nunber -- the capital costs nunber that |
calculated and it reflects the anount that would be required to
conply in 1987 in year 2000 doll ars.

Q Is that the same nunber that the State used in
cal cul ating an econonic benefit in People' s Exhibit Nunbers 12,

15, 18, and 217

A Yes.
Q kay. | amsorry. o ahead
A And then using essentially the sane nunbers that M.

Styzens used for the plant cost index and annual inflation, ny
nunbers are slightly different because | could not read their
nunbers, and the nunbers | got were slightly different for sone
reason. But they're essentially the sane. W find out what it
woul d have cost in 1988, in 1988 dollars. That is what we are
trying to find out. So we -- that 368,815 reduces to 322,325 in
1988.

And then the next colum is the wei ghted average cost of
capital in 1988 of 6.8 percent, .068. W nmultiply those two
nunbers and conme up with an economic benefit before tax effects
in 1988. | may pause for a second here. This nunber, this
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calculation is very simlar to the nunber cal culations that the
Federal Energy Regul atory Conmi ssion conducts. Maybe we --
perhaps we will go over that |ater

Then the next -- let's see. The next five calculations,
essentially do the calculation in the nmanner that M. Styzens
did, calculating the benefit due to depreciation. And the |ast
colum sinply reflects net benefit due to capital costs. That is
a subtraction of 22,037, which is the econom c benefit before tax
effects minus the benefit due to the depreciation, for a net
benefit fit of $6,601.00.

Q And is it fair to say that for each year you did a
simlar calculation?

A Yes.

Q VWhat is the nunber on the right-hand side under net
benefit due to capital costs?

A Ckay. This would have been the benefit -- the economc
benefit due to capital costs assum ng the nonconpliance began as
of generally 01-88 and ended Decenber 31st of 1998. The | atest
calcul ations submtted by the State, M. Styzen actually takes it
through | believe August of -- or really the end of 1999,
dependi ng on what sheets you look at. So it is alittle
different than that.

Q W are going to talk about that in just a second. But
et me ask you why did you choose the begi nning dates that you
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chose for this chart?

A Wll, | was nerely trying to duplicate what M. Styzen
had actually done in terns of the calcul ations, and the previous
version did not take into account 1999, and that basically was
t he reason

Q When you say "previous version" you nean the previous
version that you had been supplied of M. Styzens' work?

A Yes, that is right.

Q So you picked the sane dates that he had chosen in that
earlier version?

A | amsorry? Well, ny purpose was really to find out
what the approximate difference is. | was not paying very close
attention to the actual dates of conpliance or nonconpliance.

Q Do you have an understandi ng today, as you sit here
what the actual dates of conpliance and nonconpliance are?

MR, LAYMAN. (bjection. Lack of foundation

HEARI NG OFFI CER KNI TTLE:  Overrul ed.

THE WTNESS: | believe in the traditional sense
nonconpl i ance begi ns when you are actually supposed to conply,
when the investnment is supposed to be nade at the plant. And
then you also take it -- to be consistent, you take it to the
time that the investnment is also nade -- | amsorry. The first
part is when the investnent should have been nmade, and when the
i nvest ment should be -- when it was actual ly nade.
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The investnent has not actually been nade yet, so we are

really dealing with hypothetical nunbers here

The i nvest ment

when should it have been nmade or when the engines were actually

installed at the plant, and I don't have the exact date of when

t hat was done

Q

t he nunber

capital
A
Q
A

t abl e.

Q

(By M. Boyd) Ckay. Thank you. Can you expl ain what

cost is?

That nunber

at the bottom of that col um,

is $150, 785. 00.

How di d you determ ne that nunber?

net benefit due to

| sinply added the nunbers in the |ast colum of that

Let ne direct your attention to the next page, the th

page of Panhandl e Exhi bit Nunber 23, marked benefit due to

avoi ded operating costs. Wat is that?

A

That is exactly what the title says,

ird

the benefit due to

t he operating costs that Panhandl e shoul d have i ncurred but

didn't.

Had it installed the pollution control -- the polluti

controls in 1988 or

costs.

Q

1987, then it woul d have

ncurred those

Directing your attention to the bottomof the colum

nmar ked operating costs in the |line Decenber 1989, what is that

nunber ?

A

The nunber

is $304 -
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on
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Q No. | amsorry. You are |looking in the wong place
Under the colum operating costs, under the row Decenber of 1999,
what is that nunber?

A That nunber is $29, 806.

Q Where did that come fron?

A That comes fromny cal cul ati ons of the avoided capita
costs.

Q Ckay. Did you use that nunber, avoided capital costs,
to do the calculations that you did on this sheet?

A Yes.

Q Coul d you wal k through one line for us and tell us how

you did that?

A Ckay. Let me take for 1987. | should say first that
these -- that this table should have been consistent with the
table before. | made ny mstake here. M calculation in this

tabl e begins in 1987, and in order to be consistent with the
previous table they should really begin in 1988.

Q Does that nake a difference?

A That woul d take away the first nunber on the very
ri ght-hand side, the $33,110. | should also say, just for one
second, if | may clarify, if we include that nunber still, the
net econom c benefit, and make all of these cal cul ations
consistent with M. Styzens' cal cul ati ons of February of 1988
t hrough August of 1999, then the difference in ny net result

935

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

woul d be $1,000.00. | did themthis nmorning just so | could find

out .
Q Al right.
A But let me just go through the first row here.
Q Ckay. Thank you
A The operating cost here --
Q | amsorry. Let's go back just to clarify that. Wen

you say the difference woul d be $1,000.00, you nean the
difference at the bottom of the columm marked econom c benefit
woul d be plus or mnus the $304, 000 nunber by $1, 000. 007

A Yes.

Q Ckay. Go ahead

A Qperating costs in the year 2000 dollars was 29,806. In
1987 dollars, they are $25,083.00. You multiply by the tax rate,
which is 39 percent during that year, and the tax benefit then is
9,782. So operating costs after taxes in the next colum is
15,301. And the next colum sinply lists the wei ghted average
cost of capital that we cal cul ated, and the econom c benefit in
year 2000 dollars or in 1999 dollars is 33,110.

Q Agai n, the nunber at the bottom of that page, how did

you determine that, the benefit due to operating costs?

A | just sinply added all of the nunmbers in that | ast
col um.
Q I am unfortunately, going to take have to take you back

936
KEEFE REPORTI NG COVPANY
1-800- 244- 0190



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

for a second. | want to first refer you to People's Exhibit
Numbers 21, 22, and 23.

A Ckay.

Q Do you see that?

A Yes.

Q Dd M. Styzens use the wei ghted average cost of capita
to determ ne econonmic benefit on these three sheets?

A No.

Q What did he use?

A He used the bank prime |oan rate.

Q | think you said earlier one of your criticism was how
he used the bank prine |oan rate?

A Yes, it should be an after-tax nunber. In a very sinple
sense, if we can go back to People's Exhibit Nunmber 7, we can
make -- in order to do these calculations, the cost of equity
woul d be zero.

Q If you could I et me go back, the People's Exhibit Nunber
7 you are looking at is the weighted average cost of capita

wor ksheet that M. Nosari put together?

A Yes.

Q Ckay.

A In this exhibit | would nake everything zero except for
the cost of debt on -- well, he calculates it on a different

sheet, the cost of debt on line 26 here, which is transferred
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from Peopl e' s Exhi bit Nunber 27 and --

Q Li ne 197

A I would take line -- well, M. Styzens' nunbers shoul d
have been put in line 17, and then we woul d have cal culated in
line 19 the after-tax cost of debt. Then those nunbers would
have been carried through, and we woul d have done the
cal cul ati ons.

Q VWhat difference woul d that have nade in the overal
cal cul ati on of economic benefit?

A | did a quick calculation this norning. | believe the
net difference, if you add the capital costs, the economc
benefit due to capital investnment --

Q On Peopl e's Exhi bit Nunber 217

A Yes, that and in People's Exhibit Nunber 22. If you add
those two nunbers, the net difference would be $175, 000. 00.

Q Al right. You are confusing nme now for a second

A Ckay. If | do this calculation with after-tax cost of
debt, the sane cal cul ati ons, ny nunbers obviously woul d be
different here. And the difference between the sumof the
nunbers that | would calculate in -- would be $175, 000. 00 | ower
than the nunbers in People's Exhibit Nunmber 21, which is 246, 027
and added to that the nunber from Peopl e's Exhibit Nunber 22, and
that number is 336, 534.

Q So just to be clear, if you add the 246,027 from
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Peopl e' s Exhi bit Nunber 21 and the 336,534 from Peopl e's Exhibit
Nurmber 22, if you calculate using the prine rate after-tax --
taking into account after-tax effects, the nunber woul d be

$175, 000. 00 | ess?

A Yes.
Q So this -- is it fair to say that the nmanner in which
t he economi c benefit was cal cul ated using sheets 21 -- People's

Exhi bit Nunmbers 21 and 22 overstate the econom c benefit by

$175, 000. 00?

A That's correct.
Q Ckay. Let ne turn your attention to -- well, let ne
keep you on Exhibits 21, 22 and 23 for a second. | think you

said earlier you had an issue with the manner in which the
partial year nunbers were chosen?

A Yes.

Q Coul d you explain what you nmean by that in relation to

Exhibits 21, 22 and 23, please?

A | can use Exhi bit Nunber 21, actually.
Q Ckay.
A If you gotoline 13, if I multiply 368,815 in colum D

with the nunber in the next line, in the colum E which is 8.5
percent, | should get an economic benefit before tax of 31, 349.
That nunber reflects the entire year nunber. It should be

reduced by multiplying by 8 over 12. Eight nonths of August -- |
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mean, eight nonths during the year until August, divided by 12
nmonths in the year. So it is -- the calculations through the
| ast nunber under colum L should be reduced in the sane manner,
so about 67 percent of 27 -- 27,772.

Q So just to be clear, on People's Exhibit Nunber 21, by
not cal cul ati ng the nunber based on a partial year, how nuch nore

is the anount in |line 13L?

A I can do a quick calculation in nmy head here. About
$9, 000. 00.
Q Ckay. It looks like at the line two there is also a

partial year calculation. Do you see that?

A Yes. Line two, depending on -- well, | think that |ast
nunber |ikew se should be multiplied by 10 over 12.

Q Ckay. So what would the net effect of those two changes
have on the initial investment econom c benefit nunmber at the
bottom of 248, 0277

A It would reduce it by about $10, 000. 00.

Q Ckay. Is it fair to say that the sane m stake was nade
on Peopl e's Exhi bit Nunber 2272

A Yes, | believe so.

Q Wul d that have an affect on the total benefit
conpounded at prinme rate on the bottom of 336, 5347

A Yes.

Q Do you know what affect it would have on that nunber
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just generally?

A It depends on how you cal cul ate the nunber but, anyway,

it is going to be about $19, 000. 00.

Q Sir, if I could direct your attention to People's

Exhi bit Nunbers 18 and 19. Are there a partial year calculation

on these sheets as well?

A They shoul d have nmade them but | don't think M.

Styzens did.

Q Do you have the exhibit in front of you?

A | amsorry?

Q Do you have the exhibits in front of you?

A | amgoing to them Exhibits 18 and 19?

Q Yes.

A Yes.

Q If | could direct your attention to line two of People's

Exhi bit Nunber 18.

A Yes.
Q Is that --
A It should be nultiplied by 10 over 12, the |ast nunber

inline two of columm L.

Q VWhat about the nunber on line 13 of colum L?

A That should be multiplied by 8 over 12.

Q So is it fair to say if you do that the amount of the

econonmi ¢ benefit due to the initia

i nvest nent woul d be reduced?
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A By about $10, 000.00 or $11, 000. 00.

Q Ckay. Could you | ook at People's Exhibit Nunber 19 for
a second. Could | direct your attention to line two of that. |Is
there a partial year anount cal cul ated there?

A Yes, sir.

Q Is the 42,573 on line two of colum H represent the

nunber for a partial year?

A Yes.
Q It does? Did he calculate it using the 10 over 127
A Yes.

Q What about line 13? |Is that nunber cal cul ated using the
partial year information?

A That should be calculated with the partial year, but it
is a full year nunber.

Q If I could direct your attention to -- well, never mnd
Strike that.

Earlier we were tal king about the issue with People's

Exhi bit Nunmber 18 and 19 regarding the failure to take into
account the tax effects using the prinme rate. Do you renmenber
t hat di scussion?

A Exhi bits 18 and 19?

Q No, it wasn't. | amsorry. It is Exhibits 21 and 22

A Yes.
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have led to overstating the econom c benefit by about
$170, 000. 00?

A Yes, sSir.

Q Wien you used that $170, 000. 00 nunber, did that take
into account also the error due to partial year?

A No, it did not.

Q Ckay. If | could, let me direct your attention back to

Panhandl e Exhi bit Nunmber 23. Do you have that in front of you?

A Yes.

Q Are you okay? Do you need a break, sir?

A I amfine. Thank you.

Q If you could turn to the fourth page of Panhandl e
Exhi bi t Number 23.

A Ckay.

Q What is that?

A Well, this sunmarizes mny cal cul ation of econom ¢ benefit
using their nethodol ogy but with one exception. The first two
nunbers are taken fromthe previous two sheets, the bottomline
nunbers. |If you notice, the econom c benefit due to del ayed
capital costs on the second page of this exhibit was 150, 785.
That is transferred to this page. And then benefit due to
avoi ded operating costs of 334 --

Q Isn't that 304, 0007
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Ckay.
A It is also transferred to this fourth page. And then |

have cal cul ated the I oss due to extra capital costs incurred by
Panhandl e of $420, 555.00, for the net econom c benefit of 34, 349.
Q VWhat is the loss due to extra capital costs. Wat does

t hat nean?

A Wl I, if Panhandle had conplied in 1988, it woul d have
spent $368,815. | believe that's the nunber. But if -- not if
it conplies. It will conply hopefully sonetinme soon and instal
the technology. |If it installs the same technol ogy today it

woul d spend an extra $575, 133. 00.

Q Sir, let me refer you to the next page here

A Uh- huh

Q I's that where that nunbers cones from the page that
says economc | oss due to extra costs?

Yes.
Ckay.

A So in these calculations | amnerely taking -- all of
these cal cul ations reflect the after-tax cost of this capita
i nvestment of 775,133. That is really --

Q | amsorry. You switched the nunbers around. Is it

575, 1337
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A Yes, 575, 133.

Q Ckay.
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A Yes. That's the capital investrment in the first row

here in the second colunm. So it says recurring costs, but it is
really capital costs. And then we find in the three columms, the
third, fourth, and fifth, | have the depreciation amunt of each
year calculated. And then benefit due to depreciation by
applying the tax effects to that nunber. And then | calculate
the present value as of today in each one of the rows of those
nunbers.

Q Sir, let ne just stop you for a second. Were does the
575, 133 nunber come fron?

A That nunber cones fromthe eighth sheet in this exhibit.

Q Is it table three, analysis of capital costs that
Panhandl e woul d not have incurred if clean burn woul d have been

installed on units 1116 and 1117 in 19882

A Yes.

Q Ckay. Is that an analysis that you did?

A Yes.

Q Ckay. Let's get to that in just a second. So you took

that 575, 133 nunber at the bottom of the page on table three; is
that right?
Yes.

Q And that is the sanme nunber at the top of the page that
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23 marked economic | oss due to extra costs?
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A Uh- huh, yes.

Q Ckay. So what is the nunber at the bottom the benefit
due to depreciation nunber?

A That's 154, 578.

Q Ckay. So what is the -- strike that. Wat is the
nunmber 420, 5557

A Wl |, that nunber is the capital cost nunber after-tax
effects. And that is the nunber that -- that's the net after-tax
i nvestnent, or rather the extra cost that Panhandl e woul d incur

Q Wiy is that nunber in parenthesis?

A Because it is a loss. For purposes of the econonic
benefit calculation, it is an extra cost so, therefore, it is put
i n parenthesis.

Q So the 420,555 nunber was taken fromthis page and noved
to the third page?

Yes.

Ckay.

O the fourth page.

Yes, the fourth page of Pan Exhibit 23.

Yes, that's right.

o >» O > O

Wiy would you -- strike that. Wlat is -- can you



22

23

24

10

11

12

13

14

15

16

17

18

19

20

21

descri be why the cost to conply -- strike that.
I's the 575,133 nunber representing the additional costs
over what it would cost in 1988 to conply today?
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A That's right.
Q Ckay. Do you have an understandi ng of why that is so
much nore expensive today than in 19887
Wiy it is so much nore expensive?
Yes.
A Back in the 1987, 1988 tine frane these engines were
actual |l y purchased from sone ot her conpany and brought to sone
| ocation, | guess, and then they were disnantled conpletely,
first dismantled and then nodernized or upgraded at that
particular tinme. |If we have to nowinstall this new technol ogy,
and | should say that the technol ogy that we would install today,
al though simlar to what was avail abl e back then, is much nore
efficient and can attain much | ower enission |evels.

So we are assuming that what is avail abl e today woul d have
been installed back then and, once again, we have to take the
engi nes apart and upgrade everything. So we are essentially
duplicating a substantial portion of what was done back in 1988,
and woul d have never -- there would have been no need to do that
if this technol ogy was installed back then.

Q What is the basis of taking that extra cost into account

in an econom c benefit cal cul ati on?
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A Well, actually, what | would Iike to do is use an
exanple fromny paper, if | may.
Q VWhat paper are you --
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A The paper on the -- the second paper in ny resune, "Wy
I's the Economic Benefit of Nonconpliance Negative in So Many
Cases. "

(Wher eupon a docunent was duly nmarked for purposes of
identification as Panhandl e Exhibit 24 as of this date.)

Q (By M. Boyd) Al right. Let nme hand you what has been
mar ked as Panhandl e Exhi bit Nunmber 24. Can you identify that
docunent for us?

A This is a paper that | published in 1998 in The Bureau
of National Affairs and the Environnental Law Reporter

Q That was before you becane involved in this case?

A Yes, much before that.

Q You discuss the retrofit issue that we were just talking
about in this article?

A Yes.

Q Can you describe the exanple that you were tal ki ng about
inthis article?

A What | would Iike to do is -- sonetines what happens is
that the discussion of econonmic benefit is nmade conpl ex by

di scussi ng net present value and so | would like to give a very
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general description of the retrofit problem And really it
di scusses sort of a real life problem And the purpose of this

paper was really to show these retrofit kind of situations that
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happen in real life and then show how the cal cul ati on of econonic
benefit would be affected. So that was one objective.
The second objective was to -- which comes up in the | ast

few pages of article, which tal ks about how government agencies
react to the nunbers that are presented to them And by using
this particular exanple, a very sinple exanple, | show how the
State is looking at the case and how it should be | ooking at the
case. This case refers to -- in that one paragraph here, it
refers to a teenager buying a car

Q Sir, could you -- I amsorry. Could you point to the
par agraph you are referring to again?

A This is on page two of -- actually, it is page nunber
2705 in that article.

Q The first colum?

A Page two, the first colum. It says general description
of the retrofit problem

Q Ckay. Thank you

A Short of reading this, but I would like to just -- a
t eenager goes to buy a car fromthe car dealer. He can have the

car imedi ately and have a factory installed radio for $100. 00.
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But if he had the noney at that particular tinme he would spend --
he would buy a radio of his own choice. He would have to spend
$300.00 for the radio and an additional $75.00 for installation

But at that particular tinme, the teenager didn't have the $500. 00
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avai | abl e.
A few nmonths |ater, the $500.00 were available to him
Then knowi ng -- being a teenager, he imedi ately takes his noney
and goes to the -- he goes to a shop, basically, that installs

these radi os and pays $300.00 for the radio, and now he has to
pay for the renoval of the old radio fromthe car and the
installation of the new one and spends his entire $500. 00.

So, in other words, he nearly spent about $600.00 on
getting the radio in his car, whereas if he had done it when he
first bought the car he could have done it for $375.00, which
neans that he | ost $225.00 in the process just because he
couldn't do it back then.

Q Can you explain how that has application in this
scenario, in this case?

A Now, what the State is saying in this case is that we
will take what it would have cost himback then, which is
$375. 00, but even though he spends $100.00, so we wll take
$275.00 as a capital investnment and cal culate the econonic

benefit. O course, that benefit is going to be positive, but we
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do know that he spent $225.00 extra in this whole process and he
| ost noney. That sort of, in essence, is the case. And what |
have done is taken this extra noney that he spent into account in
cal cul ating the econonic benefit.

Q Again, in this particular case?
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A In this particular case, the conpany spent or is going
to spend $775, 000. 00, approximately, nore than it woul d have
spent in 1987.

Q | amsorry. You said 775. But is the nunber 575, 133?

A Yes. | amsorry. It is 575,133.

HEARI NG OFFI CER KNI TTLE: Excuse ne, M. Boyd -- let's go

off the record for a second.

(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE: All right. Let's go back on the
record.

Q (By M. Boyd) Just to turn your attention again to page

four of Panhandl e Exhi bit Nunber 23.
Ckay.
Do you see that?

Ckay.

o >» O >

Do you m nd wal ki ng through the nunbers on this page
just like you wal ked through the nunbers in the exanple in your
article, which is Panhandl e Exhi bit Nunber 247

A VWl |, these are -- of course, the nunbers take into
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account net present value, where the other exanple is nuch nore
strai ghtforward
The benefit due to del ayed capital costs, which would be
sort of nore equal to the $375.00 that the kid didn't spend, is
150, 785. And we al so take into account the benefit due to
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avoi ded operating costs, and that is 304,119. And then |I have

| osses due to extra capital costs, which is extra noney that the
kid ended up spending, $225.00. And over here, the net cost is
420,555 for a net economnic benefit of 34, 349.

Q So taking into account the extra capital costs incurred
had a substantial inpact on the econonic benefit nunber?

A Ch, absolutely.

Q Besides the article you have witten, is there any other
support that you are aware of which supports the manner in which
you cal cul ated the econonic benefit on this page?

A As we di scussed before, this case is also very simlar
to what the EPA now reflects in the BEN Mddel. It allows for a
variety of reasons. The capital costs at the date of
nonconpl i ance to be different than the capital costs as of the
date of conpliance.

M/ support would be that in this particular case we could
actually plug in the two nunbers and cone up with very simlar

results, and the two nunbers being 368,815 as of the date of
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nonconpliance. And if | nmay go to table three of ny -- of
Panhandl e Exhi bit Nunber 23.

Q And table three is the analysis of capital costs that
Panhandl e woul d not have incurred if clean burn had been
installed on engines 1116 and 1117 in 19887

A Yes. If you go to that page at the bottomit says
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total, which is 943,948. So if you plug that nunber into the BEN
Model , and, of course, the outbreaking cost nunbers and so forth,
we will come up with a result that is going to be very simlar to
what we have cal cul ated here.

When you say here, you are tal ki ng about page four?

Yes, page four.

The 34, 000 numnber?

> O > O

Yes, the 34, 349.
(Wher eupon a docunent was duly marked for purposes of
identification as Panhandl e Exhibit 25 as of this date.)
Q (By M. Boyd) Let me show you what we have nmarked as
Panhandl e Exhi bit Nunber 25. Can you identify that for us?

A It is the BEN User's Manual. It is several pages from

Q VWhat is the date of the BEN User's Manual ?
A It is April of 1999.
Q If the record could reflect -- could you just describe

what is here?
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A Wl |, these pages --

Q | amsorry. Let ne be nore specific. |Is it pages 3-18
through 3-25 of the April of 1999 version of the BEN User's
Manual ?

A Yes.

Q Ckay. Wiy are these pages relevant to this di scussion?
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A Well, this particular portion of the BEN Manual now
di scusses how the cost nunbers are different. The date of
conpl i ance and nonconpl i ance shoul d be taken into account in the
BEN Model. And | should say that this BEN Mddel is really
designed for the enforcenent people in the regions as well as at
the State level. So these screens are designed for themto put
in the nunbers. And this particular version of the nmodel runs on
PCs and the W ndows program

Q Ckay.

A If 1 go to page 319, it tal ks about when the
conpliance -- basically what we have to look at is basically the
first two columms here.

Q Can | direct your attention to page 322?

A Ckay.

Q Can you describe what they nean when it says you have
separate cost estimates for both nonconpliance and conpliance

dat e?
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A On 3-22.

Q Yes, 3-22?

A Wll, inthis particular --

Q Sir, | amtalking about the text at the top of the page
It says nunber two. Do you see that?

A h, yes, | see. kay.

Q You have separate cost estinmates for both the
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nonconpl i ance and conpliance date. Do you see that?
A Yes.
Q What is that describing? Do you know?
A This actually shows -- in the first part here they talk

about when these two estimates can be different. And in this
particular case, let's say there is a technol ogi cal change
whereby if a conpany had conplied earlier they would have
basically installed a nore inefficient technol ogy or technol ogy
that would cost nore. And then if the person -- if the conpany
waits for conpliance and ends up spending | ess noney |ater on

So we need to take into account the differences between those two
costs. So this exanple actually hel ps themdo that.

Now, the other part would be a nuch nore gross violation
where the conpany sinply avoids conplying with the law totally.
For exanple, it has a facility and it doesn't conply and then at
sone point in the future it just sinply abandons it. So how do

you take that into account. This part of the nodel hel ps you
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Q And how does that relate to this particular case?

A Well, we are representing a different situation or a
different scenario here. Wat we would do in this case is the on
time conpliance costs would be different than the costs in the
del ayed case

Q So if I could refer you to Panhandl e Exhi bit Nunmber 23
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again, and | think it is table three. Can you describe the
nunbers you would input into the BEN Mddel to -- when there is a
separat e nonconpliance date and conpliance date -- well, strike
that. Wen the costs to conply are different at the

nonconpl i ance date versus the conpliance date?

A | amsorry. Could you ask the question again?

Q Sure. If you turn to table three?

A Ckay.

Q And actually tell us which nunbers -- well, let's just
take it one piece at a tinme. If you |look at the table three,

what nunber woul d you use fromtable three i n Panhandl e Exhi bit
Nurmber 23 as the cost of conpliance at the nonconpliance date?
A The nonconpliance date is sonetinme in 1988 or 1987.
That nunmber woul d be 368, 815.
Q What nunber or -- is the nunber regarding the cost of

conpliance at the conpliance date listed on table three?
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A Yes.

Q VWhat is that nunber?

A That nunber woul d be -- that nunber is actually 943, 948.

Q Al right. Wat is the 575,133 nunber, then?

A That sinply is the subtracti on between those two
nunbers.

Q So 943,948 m nus 368,815 is 575, 133?

A Yes, that is right.
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MR BOYD: Ckay. This would be a good stopping place for

us.

HEARI NG OFFI CER KNI TTLE: Ckay. Let's go off the record a
second.

(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE:  All right. W will take a Iunch
br eak.

(Wher eupon a lunch recess was taken from approxi nately

12:10 to 1:25 p.m)
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AFTERNOON SESSI ON
(Sept ember 22; 2000; 1:25 p.m)
HEARI NG OFFI CER KNI TTLE: We are back on the record after a
[ unch break
M. Singh, let ne renmind you that you are still under oath.
THE W TNESS:  Yes.
HEARI NG OFFI CER KNI TTLE: M. Boyd is continuing with his
di rect exam nation of this wtness.
Q (By M. Boyd) Let ne refer you back to Panhandl e Exhi bit
Number 23, if | coul d.
A Ckay.
Q Let me refer you to the seventh page of Panhandl e
Exhi bit Nunmber 23. It is at the top nmarked table two, expected
capital costs for installing clean burn technology on units 1116

and 1117. Could you describe this page? Wat is this?
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A It reflects the costs that Panhandl e woul d expect to

incur to install the clean burn technol ogy.

Q This is --

A It is in 1997 dollars.

Q I's this page sonething that you prepared?

A Yes.

Q Can you describe the methodol ogy you used to prepare

this table?

A Well, the source of this information came from-- there
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are various sources for this information. The first was what
Cooper gave. | don't know their full name. It is the
engineering firmthat is going to nodify the engines. This is
their estimate that they were asked to provide to Panhandl e in,
bel i eve, 1995 or sonething, or naybe later on 1996. |In 1997
dol l ars the cost was $648,000.00 to provide a clean burn kit.
And it included -- if | could just go down briefly the list of
itens, the itens that are new and are required by clean burn, are
jet cells and the pilot fuel system Those were not installed in
1987, but are going to be new.

Itens that were nodified in 1987, and they include power
cylinder head, turbocharger, turbocharger |ube oil piping,
i ntercool ers, spark plugs, sonme various controls, coolant punp,
and, of course, new engineering has to be done again.

Q Are there conversion gaskets listed there, too?
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items here.

Q | see.

A Then Cooper will also charge for installing the engines,
and their estimate is 141,160. It was also their estinmate. Sone

of the Iabor will be supplied by Panhandle. This is to renove
the cylinder heads and turbochargers fromthe two engines. And
it is estimated that it will cost about 4,685. There will be a
third-party inspector that will conme in and | ook at their entire
959
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installation, and it is Panhandle's estimate in 1997 that it wll
cost about $20,000.00. And then there will be a series of
m scel | aneous costs anmounting to about $50, 000. 00.

There were two additional itens that were -- are going to
be changed at the sane tine as clean burn technology is
installed. One is a newignition systemand the second is the
i ntake manifold. These two itens are really not necessary as far
as installation of clean burn technology is concerned. So their
cost, anounting to about 221,000 or 222,0000 is not included on
the next table.

Q kay. On this table for a second what was the source of
the information relating to itenms three through seven on this
t abl e?

A Well, all of these itens canme fromeither Cooper as part
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of their estimate or from Panhandl e.

Q VWhat does the right-hand columm signify, the
nodi fication required for inplenenting clean burn technol ogy?

A Yes, the very last -- the right-hand col um does refl ect
that. It shows which things are new and whi ch things are not
new, and what is going to be done and basically what is or is not
goi ng to be done, as well.

Q Wll, if there is a no next to an itemin that colum,
what does it mean?

A It means that it is not really required for inplenmenting
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cl ean burn technol ogy, and those are the only last two itens.

Q If you could, turn to table three for a second and tel
us what that is?

A Well, | took the costs fromtable two and inflated them
to calculate the costs in this table, so that all of the nunbers
were in year 2000 dollars. But then we also -- if | may,
addi tional costs that Panhandle would have -- | mean, this table
includes two parts really. One is it provides the current cost
of conversion to clean burn and these are the nunbers that came
fromthe previous page excluding the last two itens and refl ected
in year 2000 dollars, and they total about -- well, not about.
They total 943,948

Q So how does the 943,948 on table three conpare to the

1, 086, 224 nunber on table two?
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A Ckay. |If you take 1,086,224 and subtract fromit the

last two itens, 208,652 and 13,727, and | would think that is

approxi mately 862,000, 864,000, approximately. | inflate each
one of those nunbers to come up with -- | believe the inflation
rate is about three percent. It is three percent. Inflate them

at the three percent rate from 1997 to 2000, and that 864 nunber
becones 943, 948.
Q What does the 943,948 represent?
A It represents the current cost of conversion to clean
bur n.
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Q Now, if | take you to -- okay. Fine. Wat does the top
hal f of this page, table three, represent?

A The top half is concerned with -- we went basically item
by itemto see what is being -- what was nodified back then and
what is nodified today. Let's take in table two, under item 1B
and that is power cylinder head. And in the first line of table
three that is power cylinder head costing 110,181. On the third
colum here under comments it tells you exactly how we cal cul ated
those costs. In 1988 Panhandle installed five cylinders heads.

If they had installed clean burn technol ogy, they woul d have been
required to put in 24 power cylinder heads, each costing
$5, 000. 00.

Q So the nunber 110, 181 represents what ?
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A It represents the cost of extra cylinder heads that
woul d have been installed, including the cost of |abor

Q And that is in today's dollars?

A In year 2000 dollars, yes. In the same nanner, we went
on the other itens as well. Jet cell ignitors, that is
$60, 000. 00. And 24 jet cells would have been required at about
$2,500. 00 each. Those jet cells would have been the new itens,
actually, that are required

Q Sois it fair to say everything at the top half of table
three are newitens that woul d have been required to instal
cl ean burn on engines 1116 and 1117 in 1988?
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A No, no. There are only two itens new at the top hal f,

t he power cylinder head and the pilot fuel system Then the
other itens were all that were installed before, and we are just
trying to show the differences between what woul d have been
installed. Even the power cylinder heads, actually sone of them
were installed, but some were not installed.

Q | see.

A But for nost of the other ones they were installed. So
we are trying to show the differences between what was installed
and what woul d have been installed as nunber one and -- but the
spark plugs and the jet cells are sone of the itens that are
replaced often. And we took the repair records, the repair and

nmai nt enance records fromengine 1118 and 1119 to see how often
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t hese were changed. And then converted those, the rate at which
they were changed, to these 1116 and 1117, and that is how those
nunbers were calculated. So we went rather |aboriously trying to
find exactly what the increase in the costs would be.

Q How nmuch tinme did that take?

A | don't really know, but | would think that | spent a
l[ittle bit nore than 100 hours on this issue.

Q What does the 368,815 nunber in the mddle of table
three represent?

A It represents -- when you see what was done back then in

1987 and what shoul d have been done in 1987, the difference

KEEFE REPORTI NG COVPANY -
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bet ween those two costs is 368, 815.

Q Ckay.

A So that's the noney that -- that is the capital noney
amount that Panhandl e saved in 1987.

Q Let nme turn your attention to table nunber four for a
m nut e.

A Uh- huh

Q Can you describe what this page is?

A Yes, table four actually tal ks about increases in
operating costs due to clean burn technology. | amsorry. | am

confused between sone of the capital costs there and operating

costs here. Here we are really tal king about the operating
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costs. The first itemhere is increase in fuel usage and we
actually look at the operating records and | ook at how rmuch fuel
was used and the assunption here is that the fuel usage will

i ncrease by about two percent.

Q Way woul d that be?

A Because this clean burn technol ogy essentially uses
fuel, alittle nore fuel than the older technology. And it is
partly because it burns -- | believe it burns at |ow tenperature
and produces a |l ower NOx | evel and ends up using nore fuel. In
the sane vein here you have sone itens called check valves. They
are replaced at a certain rate and we cal culate what that rate
woul d be and then cal cul ate the cost.
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Q You cal cul ate both the material costs and the | abor

costs?
A Yes.
Q Ckay.
A Then spark plugs, jet cells, and then turbochargers.

There are five itens here that woul d change. That's the basis
for the operating cost increase.

Q VWhat is the 28,518 nunber in the second col um?

A That is the material costs of these itens on an annua
basi s.

Q VWhat is the 1,287 nunber?

A Labor costs of replacing those spark plugs and jet
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Q What is the 29, 806 nunber?

A That is the total operating costs increase annually.

Q Sir, | amgoing to take you back to pages two, three and
four of your supplenent to your report, Panhandl e Exhi bit Nunber
23. Could you explain to us how you cal culated the -- on the
second page, the econonic benefit due to del ayed capital costs,
what nunber did you use fromyour table two, table three, or
table four to calculate the benefit due to capital costs?

A Fromtable three it is the extra costs that -- | should
not say the extra costs. The costs that Panhandl e shoul d have

incurred in 1987 is 368,815. So | bring that over on page two,
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t he economic benefit due to delayed capital costs, that table,
and on the last |ine, Decenber of 1999, colum four, 368, 815.
That is where that nunber cones from

Q And if you could, on the next page, the page that is
mar ked benefit due to avoi ded operating costs.

A Yes.

Q I's there a nunber that you used fromtable four?

A Yes.

Q Can you explain that?

A In table four the total annual operating cost increase

is 29,806. That nunber is transferred to the last line of this
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tabl e, which says benefit due to avoi ded operating costs in
col um four.

Q So where it says Decenber of 19997

A Yes.

Q Col umm four?

A Yes, colum four.
Q 29, 8067

A Uh- huh

Q Ckay. Sir, if | could direct you to the fourth page of
Panhandl e Exhi bit Nunber 23, the page nmarked sunmmary of economc
benefit cal culations. Where does that mninus 420, 555. 4 nunber
cone fron®?

A That comes fromthe next sheet, which calculates the
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economi c | oss due to extra costs, and these extra costs are in
table three, at the very bottom where it says extra cost
Panhandle will incur, that is, the costs that Panhandl e woul d not
have incurred if it had installed clean burn technol ogy in 1988,
and that is 575,133. The third item loss due to extra capita
costs on page four, which is 420,555 is the after-tax val ue of
that 575, 133.
Q Agai n, on page four, the net --
MR BOYD:. | amsorry. Could | have his answer read back?
HEARI NG OFFI CER KNI TTLE: Darl ene, could you read it back

(Wher eupon the requested portion of the record was read back
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by the Reporter.)

Q (By M. Boyd) Okay. |If | could direct your attention
to, again, page four, at the bottom it says net econom c benefit
of 34,349. Is that just determ ned by sunm ng those three
t hi ngs?

A Yes.

Q Do you believe that your page four depicts the way in
whi ch economi ¢ benefit should be determined in this case?

A The answer is yes and no. Yes, if we essentially use
t he met hodol ogy that the State has used and add to it the
retrofit or the extra cost itens that | tal ked about.

However, the no part of the answer is with the fact that in
this particular case the pipeline industry or the transm ssion of
967
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gas in the pipeline industry is regul ated by the Federal Energy
Regul at ory Conmi ssion, FERC, and under that condition -- | should
say due to the regulation there woul d be no econom c benefit.

MR BOYD: kay. | amgoing to talk about that in a
second.

First, M. Hearing Oficer, | would Iike to nmove for the
adm ssion of Exhibits 23, 24, and 25 into evidence.

HEARI NG OFFI CER KNI TTLE: Ckay. We will take themone at a
time. M. Layman, Nunber 23, supplenent to report.

MR, LAYMAN. Yes. | have no objection to Exhibit Nunber
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HEARI NG OFFI CER KNI TTLE: Al right. That is admitted.
(Wher eupon sai d docunent was duly admitted into evidence as
Panhandl e Exhibit 23 as of this date.)
HEARI NG OFFI CER KNI TTLE:  Exhi bit Nunber 24 is a documnent
entitled -- an article entitled Anal ysis and Perspecti ve.

MR, LAYMAN. No objection to Panhandl e Exhi bit Nunber 24.
HEARI NG OFFI CER KNI TTLE: That is admtted.
(Wher eupon sai d docunent was duly adnmitted into evidence as
Panhandl e Exhi bit 24 as of this date.)
HEARI NG OFFI CER KNI TTLE: And Exhi bit Nunber 25 is portions
of the BEN User's Manual .
MR LAYMAN. | amafraid | do have to object to the
i ntroducti on of the BEN User's Manual. The copy of the manual
968
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that has been presented and marked as Panhandl e Exhi bit Nunber 25
is not a current version, at |least fromny understanding of the
BEN User's Manual published by the United States Environnental
Protection Agency. | believe the one that Panhandle is referring
tois an April of 1999 version. The nore current version is the
Sept enber of 1999, and there are, based on a cursory review of
our docunent, some substantial changes in the docunent.

I will not say that with respect to the particular portion
of the manual that the witness has relied upon is substantially

different. |In fact, the paragraphs that were read from| think
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by the witness appeared to be unchanged. But the presentation of
the paragraphs is different. There appear to be at |east one or
two paragraphs that have dropped out fromthe | atest nanual that
the U S. EPA has published.

So to the extent that it is not an accurate depiction of
the U S. EPA s current manual, | don't know what else we can do
but object to the introduction of in its current form

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: Wll, M. Laynan adnmitted that the portions that
this witness is relying on have not changed. The portions that
are inportant to his testinony have not changed. W have not
sought to introduce the entire BEN User's Manual. The only
portions that are appropriate and relevant to this case are the
di scussions regardi ng estimati ng econom c benefit when the costs
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of conpliance are different in the nonconpliance and conpliance
date. Those have not changed. This is sinply describing that
process, and it is relevant to his discussion and shoul d be
adm tted.

HEARI NG OFFI CER KNI TTLE: | am going to deny the exhibit
based on M. Laynman's objections.

MR BOYD: | amsorry. Could you explain the basis of your
not --

HEARI NG OFFI CER KNI TTLE: | am denying it because, nunber
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one, | don't think we ever laid any foundation for a portion of
the manual. That was not objected to. That is not part of the
issue. Wiy | amgranting it is aside fromM. Layman's
representation that the BEN User's Manual is the sane as this
formof the user manual, the current user manual, all due
deference to M. Laynman, | amnot willing to accept this exhibit
based on his representati on because he did not say that they were
exactly the sane. He said they appeared to be the sane upon a
cursory reading. | don't think that is sufficient credibility
for this and | amgoing to --

MR BOYD: My | lay additional foundation, then, Your
Honor ?

HEARI NG OFFI CER KNI TTLE:  You can lay sone additiona
foundation, but | don't know that it is going to change this

second part of ruling that | was addressing. He didn't object to
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the foundation. | just didn't think that appropriate foundation

had been laid. Part of the objection that | amsustaining is the
fact that | don't think it is the current version

MR BOYD. W are not introducing it as the current version
of the BEN Mbdel. That's not the point. W are introducing it
to show the basis of M. Singh's testinony here.

HEARI NG OFFI CER KNI TTLE: M. Laynan, are you willing to
stipulate to that representation?

MR LAYMAN: | don't believe that we are. | woul d suggest
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that to the extent that we are trying to introduce portions of
the BEN Manual it is not supportive of the witness' testinony of
the nature of the economc benefit that he arrived at in this
case. So essentially we are -- | would hope that it would not be
Panhandl e's intent to put the BEN Model on trial as part of these
pr oceedi ngs.

And | don't know what else to suggest other than a formal
of fer of proof with respect to any of the foundational questions
that may not have been addressed in the direct testinony. But as
the Hearing O ficer pointed out, it does not address the
objection that the State raised.

HEARI NG OFFI CER KNI TTLE:  Anyt hing further, M. Boyd?

MR BOYD: | do. | would like to have, even after this
witness is finished, then, an opportunity when we cone back to

have hi m cone back and introduce the real BEN Manual, the npst
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current BEN Manual. This witness, | think, through foundation

can lay the fact that the current version is no different than
this version. The reason we were using this version is because
it was the version we provided to the State in discovery. That's
the only reason

So | think it is inappropriate nowto nove to have this out
of the record before the Pollution Control Board based on the

ground that sone portions of the BEN Manual, other than the
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portions that M. Singh is relying on, have changed.

HEARI NG OFFI CER KNI TTLE:  Anything further, M. Laynan?

MR LAYMAN | honestly can't tell you at this tinme whether
with respect to anything pertaining to discovery that Panhandl e
provided us that exact copy or |let alone any copy. That may have
been -- | nmean, that nmay have happened. | don't know t hat
personally and I don't know that we are prepared to state that
that is the case now.

I have no objection to Panhandle -- since it is clear that
we are not going to get to the end of this case and they are not
going to close their case, | have no objection to themrecalling
the witness once we reconvene at whatever appropriate tine the
Hearing O ficer deens necessary to go through and deal with this
particul ar issue.

HEARI NG OFFI CER KNI TTLE: That woul d be --

MR BOYD: Well, | would like to do this. | would like to
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if I may, | would like to make an offer of proof at this point in
tinme that this witness has | ooked at the current version, the
Sept enber version, and | ooked at this version and the portions
that he is referring to have not changed. | amgoing to nove for
cause if we have to fly this witness back and it be proven on the
record that they have not changed.

HEARI NG OFFI CER KNI TTLE: That is perfectly w thin your

right, M. Boyd.
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MR BOYD: Thank you.

HEARI NG OFFI CER KNI TTLE: As to this witness, are you
wanting to address that issue nowwth this witness by asking him
some questions about this?

MR BOYD: | would like to

HEARI NG OFFI CER KNI TTLE: M. Laynan, you understand that |
amwilling to admt this if the State will -- for the limted
purpose, as we did with the large oversized exhibits, that it was
the basis for in this case M. Singh's testinmony if you would so
stipulate. That m ght solve our problem But if you don't want
to stipulate to that --

MR LAYMAN. | amnot prepared to stipulate at this tine

HEARI NG OFFI CER KNI TTLE: Then I will allow you to lay this

addi tional foundation. | would also -- | don't want to have to

fly this -- regardless of any notion that M. Boyd may or nay not

file about costs, | don't want to put this witness through the
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difficulty of flying back

This will be with the Board and | would grant you | eave to
file the nost recent version of this docunent at a later point in
time. | think that would cure a |ot of our problenms, too. M
only concern is that regardless of what this witness testified
to, if we don't have the nost recent version of the BEN User's

Mbdel before the Board it could create confusion. | don't want
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that to happen.

MR BOYD: | understand that. | would still like to ask
just a few questions of the witness to nake the record that the
portions that he is relying on are the sane.

HEARI NG OFFI CER KNI TTLE:  Ckay.

OFFER OF PROOF EXAM NATI ON
BY MR BOYD:
Q (By M. Boyd) M. Singh, before we nove on, would you
| ook at the Pan Exhibit Nunmber 25 for ne?
A Ckay.
Q | think you identified this before as an April of 1999
version of the BEN User's Manual; is that right?
A Yes.
Q Where did this cone fron?
A | believe | downl oaded it fromthe EPA website.
Q Are you aware whether this is the nost recent version of
the BEN User's Manual ?
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A That is -- there is another version. | believe the
confusion cane partly because there were two different files on
the EPA's website. | may have | oaded this down first, used it,
| ooked at it, and then when | went back for some reason to the
site and downl oaded and then it cane back with Septenber of 1999
version. And | should also say that the EPAis intending to

file -- to finalize this version of the BEN Mdel, not
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necessarily the BEN Manual, but the BEN Mdel itself very soon
So you may have yet anot her version of the BEN Manual here very
soon.

Q Looki ng at pages 3-18 through 3-25, do you see that?

A Yes.

Q There is a discussion here about specific cost
estimates. Do you see that?

A Yes.

Q Ckay. Have you reviewed the nore recent Septenber of
1999 version of the BEN User's Manual ?

A Yes, and | reviewed not only these pages but nany ot her
pages, and | woul d say nost of the rest of the BEN Manual, and
reasonably carefully except for maybe a coupl e of paragraphs
that -- a couple of paragraphs that really have nothing to do
with -- not only this portion of the calculation, but the entire
portions that deal with the cal cul ations. Those have not
changed. And if anything, the paragraphs that were taken out
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were so uninportant that | paid no attention to themwhen | was
| ooki ng at them because they didn't seeminportant at all

MR BOYD: Ckay. That's really all | have to say. | would
like to renew ny request to have it entered into evidence at this
time.

HEARI NG OFFI CER KNI TTLE: For what purpose?
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MR BOYD: Wwll, for the --

HEARI NG OFFI CER KNI TTLE: Are you just noving this docunent

MR BOYD: Say that again.

HEARI NG OFFI CER KNI TTLE:  You are noving this docunent as
it isinto evidence or for a limted purpose?

MR BOYD: For the limted purpose that these are the pages
that M. Singh relied upon in devel opi ng his testinony.

HEARI NG OFFI CER KNI TTLE: M. Laynan, any objection for
that limted purpose?

(Ms. Smetana exited the hearing room)

MR LAYMAN. | am again, not inclined to do that at this
particular tinme. But | amopen to sonme discussions, | think,
wi th Panhandl e' s Counsel during break to di scuss other related
issues, if you will, regarding the introduction and admi ssibility
of certain documents.

MR BOYD:. Again, | amnot sure what that has to do with
this particular docunment at this particular tine.
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HEARI NG OFFI CER KNI TTLE:  So woul d - -

MR LAYMAN. Well, ny latter statenment has nothing to do
with this particular docunment, but | have not --

HEARI NG OFFI CER KNI TTLE: Are you obj ecting?

MR BOYD: Wll, then he has not stated an objection to

this particular docunment then.
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HEARI NG OFFI CER KNI TTLE: Wl 1, hold on. W have to --

MR LAYMAN Vel l, why should | restate then?

HEARI NG OFFI CER KNI TTLE: | would --

MR, LAYMAN. They have al ready been st at ed.

HEARI NG OFFI CER KNI TTLE: M/ question to you, M. Layman,
is are you objecting to this new noving of this exhibit into
evi dence - -

MR LAYMAN.  Yes.

HEARI NG OFFI CER KNI TTLE: -- under the limted circunstance
that it is being offered for?

MR LAYMAN. Yes, | am on the sane grounds that we just
previ ously objected to.

HEARI NG OFFI CER KNI TTLE: Ckay. Well, ny foundati onal
concerns have been cured. For the limted purpose of show ng
what this witness relied upon, | amgoing to accept this and
admt it into evidence.

MR BOYD: Thank you.

HEARI NG OFFI CER KNI TTLE: But only for the limted purpose
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as stated earlier, to showthat this witness -- what this w tness

relied upon when fornulating his testinony.
(Wher eupon sai d docunent was duly adnmitted into evidence as
Panhandl e Exhibit 25 as of this date.)

MR, BOYD: Thank you.
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(Wher eupon a docunent was duly nmarked for purposes of
identification as Panhandl e Exhibit 26 as of this date.)
Q (By M. Boyd) M. Singh, | have handed you what has
been marked as Panhandl e Exhi bit Nunber 26. Can you identify
this for us?
A It is an opinion | gave sone tinme ago regarding the

econom ¢ benefit that Panhandl e Eastern Pi pe Line Conpany gai ned

due to --

Q Did you -- when did you prepare this?

A I amsorry. Due to alleged nonconpliance.

Q | amsorry for interrupting you. Wen did you prepare
it?

A | believe it was around Decenber or so, approximately
Decenber of 1999. | don't have the exact date, but it was in the

Novenber or Decenber tine framne.

Q VWhat information did you review about FERC regul ations
of Panhandle in the natural gas pipeline industry in relation to
preparing this report?

A There was a series of docunents that -- well, first,
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reviewed -- in ny conpany we had a book by Justice Stephen
Breyer, a Justice of the U S. Suprene Court.
Q Is that referenced in your footnote two on page two?
A Yes.

Q Let me just note for the record that this exhibit,
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Panhandl e Exhi bit Nunber 26, is marked Pan 1751 through 1754. |
am sorry. Go ahead.

A M. Breyer was involved in the deregul ati on of vari ous
industries in the md 1980s or even naybe the late 1970s and he
wrote a book about regulation entitled Regulation and its Reform
In that book he di scusses the cost of service rate regul ation
and part of the reason that | |ooked at the book is not only that
it was readily available to me, but the fact that M. Breyer
takes great pains at criticizing different approaches that have
been taken, their shortcom ngs, and including the shortcom ngs
related to cost of capital and various ways of cal culating the
cost of capital. So it was very useful fromthat perspective.
al so reviewed a nunber of FERC orders pursuant to rate filings by
Panhandl e in the 1980s, |ate 1980s and early 1990s.

Q Are those referenced in your report?

A Yes, | believe so. Panhandle filed rate increases in
1987, 1988, 1991, and 1992. In fact, during this period, |
bel i eve ending 1994, they were required to file rate increases

every three years by FERC because sort of the changes that was
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taking place in the industry.
Q If you |l ook at footnote five, does that |list the FERC

opi ni ons that you revi ened?

A Yes.
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Q Besi des the Stephen Breyer book and t he FERC opi ni ons,
was there any other information that you relied upon in
formul ati ng the opinions expressed in your report?

A Well, yes, in the sense that in the early or nmaybe the
md 1970s | used to be interested in the regul ation of the
trucking industry. And that is when | first came across the
whol e i dea of cost of service regulation, the -- what is the
other word -- the allowable and all ocable costs, terns such as
those, terms such as public conveni ence and necessity. So in the
md 1970s | was aware of those kinds of things. So to junp into
this area it was relatively easy after that. | also downl oaded
sone documents from FERC s website and revi ewed t hem

Q Di d you speak with anybody at Panhandl e about the
regul ati on of Panhandl e by FERC?

A Yes, | had sone questions. Inmediately one of the first
guestions that cane up was, well, what if the rates cannot be
recovered or cannot be filed very quickly after the costs have
i ncurred, and how woul d you take that into account. So |I wanted
to find out fromM. Gygar. Actually, | talked with M. Gygar

a nunber of tines about the potential delay in filing these rate
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cases. | also was concerned about the allocability of
environnental costs. | talked to himabout that as well. There

were specific itens that | wanted to ask hi m questi ons about.

Q As a result of your review of this information, did you
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devel op an opi ni on about whet her Panhandl e had an econom ¢
benefit as a result of the alleged nonconpliance in this case?

A Yes.

(Ms. Carter exited the hearing room)

Q VWhat is that opinion?

A The opinion is that under the circunstances facing
Panhandl e, facing this case, as well, there would be no econom c
benefit to Panhandl e --

Q Wiy do you say that?

A -- fromthe all eged nonconpliance. Well, the primary
reason is that once the costs are all owable and allocable, FERC
under the rate-naking proceedi ngs, provides you with a just and
reasonabl e return, as they define them And that -- those --
that cal culation of just and reasonable return as well as the
equation that cal culates what is the required revenue woul d be
for a pipeline conpany so that they can earn a just and
reasonabl e return are given on page two.

If | could just briefly describe those equations, the
required revenue in a given year is operating cost in that year
pl us the depreciation, plus taxes in the year, and plus the
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profit. And profit is equal to the rate of return tinmes the
total historical investnment mnus accunul ated appreciation

Then the rate that -- or the prices that are for gas
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transportation that a conpany can charge is equal to required
revenue divided by the quantity sold in that year, in a test
year. | should say that | would like to relate these equations
to actually the manner in which the State has done its

cal culations --

Q Are you | ooki ng at Panhandl e Exhi bit Nunmber 23?

A | can take either one of these.

Q I am | ooki ng at Panhandl e Exhi bit Nunmber 23. WII that
wor k?

A W can take or we can take -- okay. W can take that.

Q Wi chever one you woul d i ke

A | was just going to take People's Exhibit Nunber --

Q | woul d rather you use yours.

A Al right. It would be --

Q Panhandl e Exhi bit Number 23, if you would

A If I may take for a second the first page.

Q In Pan Exhibit 23?

A Uh- huh, yes.

Q Ckay.

A O the second page entitled econonmic benefit due to

del ayed capital costs. | would cone back to the anount of
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del ayed capital in 1998 is 322,325. And then we have the
wei ght ed average cost of capital, which is really the rate of

return on the investor capital, and we have 6.8 percent. And
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t hen econom c benefit before tax effects is 22,037. This is

exactly the calculation in line two in ny opinion -- or inny --
Q Do you nean page two?
A In page two of ny opinion, which says profit in year T,

and T equals rate of return tines total historical investnent

m nus accunul ated depreciation, mnus a new investnent. So there
is no accumul ated depreciation. So it is sinply rate times the
investnent. And that is what the calculation is. And then the
rest of the calculation has to do with the depreciation and tax
ef fects.

That is exactly what is done in sort of the first part, the
first equation there on page two of ny opinion, which says
required revenue equals -- well, it says operating costs plus
depreciation, plus taxes. And so it takes into account taxes.

If you go to the third page of Panhandl e Exhibit 23, that is
where we take operating costs and the associated taxes into
account. And that is exactly what the FERC does, and it is
reflected again in the first equation on page two of my opinion
So these two calculations are exactly alike.

Q VWhat does that matter that they are exactly alike?

A Wl |, that nmeans that if Panhandle had actual ly invested
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this noney, they would have al so gotten all of that noney back

due to the rate cal culation, because this is exactly what the
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FERC woul d have al | owned.

Q | amsorry. Wen you say invested, what do you nean?
A Well, if they had invested -- if they had installed the
cl ean burn technol ogy and invested associated -- or incurred

associ ated capital and operating costs.

Q So we are tal king about the 368, 815 nunber?
Yes, that.
And the operating costs over tine?

Yes.

o > O »

If they had installed clean burn in 1988, what does that
nean in terns of these cal cul ations?

A If they had invested that noney that means that the rate
woul d have increased by that anount, the rate that Panhandl e
could charge or the rate that FERC woul d have all owed woul d have
been a little higher than what was there before. So that neans
that they woul d have gotten back all of the return on the noney
and there would have been no -- on the one hand it is a situation
wher eby Panhandl e coul d borrow noney fromthe bank on the one
hand, pay the interest on the one hand, but sonebody else on this
side also gives themback all of the noney that they actually pay
the bank. The net effect would be a zero benefit in the process.
| should al so say that these equations are not exactly identica
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to what the State has done, but it is very simlar. They are

very, very close, and both net hodol ogi es are very reasonabl e.
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Q I's this nethodol ogy on page two -- well, strike that.

I's the equation you set out on page two an equation that FERC
uses in devel oping the rates?

A This is the generalized -- a cost of service set of
equations, and that is what FERC generally uses.

Q You had nentioned earlier that there were sonme issues
that you had in determ ning whether under the facts of this
particul ar case Panhandl e had an economic benefit. Wat were the
i ssues that you had concerns about?

(Ms. Carter entered the hearing room)

A One was the delay issue, whether there would have been a
delay in the filing of the rate case and then, of course, getting
the rates approved.

Q Wy is that an issue?

A Wll, let's say that if they couldn't file the rate
increase for a while that nmeans they woul d have had to pay out of
their pocket for sonme tinme, at |east everything el se being
constant, that is what they would have done. But in this case
Panhandle did file a rate increase in 1987 and in 1988. And
believe in 1988 they included all of the costs fromthe capita
expenditures that were indeed nade at A enarm So there was very
little delay, if anything. The other aspect is that once the
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rate case is filed, the rates becone effective five nonths after
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filing. So if there was any snall delay, it would have had no
material effect on the benefit cal cul ations.

Q Besi des the delay issue, were there other issues that
you explored in relation to your opinion that Panhandl e had no
econom ¢ benefit as a result of any alleged nonconpliance?

A There was at | east one other issue and that had to do
with the fact that given the changes that were taking place in
the industry that all the significant changes that took place in
the industry, that the risks increased -- the risks of investnent
really increased substantially. And what | found by revi ew ng
the FERC opinions is that FERC explicitly took those risks into
account. They have a different way of cal culating the weighted
average cost of capital, but there was a considerabl e di scussion
about how nuch of the risks, not only to Panhandl e but to all of
t he pipeline conpanies. And they explicitly reflected that in
the rate of return that was all owed.

Q Why woul d the risks associated with the pipelines even
be an issue in your determ nations?

A It would only be an issue because it increases the cost
of capital during that period. So that is an issue very mnuch.

MR BOYD: Ckay. Just one minute. | might be finished.
HEARI NG OFFI CER KNI TTLE: Okay. Let's go off.
(Discussion off the record.)
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HEARI NG OFFI CER KNI TTLE: Ckay. Back on the record.
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Q (By M. Boyd) M. Singh, if | could, | want to refer you
to the first page of Panhandl e Exhi bit 26.

A Ckay.

Q There was a footnote one. Do you see that?

A Uh- huh

Q What did you nean by footnote one?

A At the time that | prepared this report, the State had
supplied a printout froma BEN Mdel run, actually and ol der
version of the BEN Mddel. And | was aware at that point that
Panhandl e woul d have had to retrofit the clean burn technol ogy,
and that if you use sort of the standard nodel run that it would
not give the accurate estinmate of the comng benefit. That is
essentially, | believe, what | had reflected in the footnote.

Q Is it fair to say that based on your analysis relating
to Panhandl e's regul ation by FERC as well as using a traditional
BEN t ype anal ysi s Panhandl e woul d have no econonic benefit as a
result of nonconpliance?

A Yes. No econonic benefit or if anything it is very,
very snall.

MR BOYD:. kay. That's all have.

HEARI NG OFFI CER KNI TTLE: Ckay. Let's take a recess.

(Whereupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
987
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record.

M. Laynman, before we get started with the
cross-exam nation, M. Boyd wanted to introduce Panhandl e Exhi bit
Number 26.

MR LAYMAN. Ckay.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: | nove for the introduction of Panhandl e Exhi bit
Number 26.

HEARI NG OFFI CER KNI TTLE: M. Laynan?

MR, LAYMAN. No objection.

HEARI NG OFFI CER KNI TTLE: That is admtted.

(Wher eupon sai d docunent was duly adnmitted into evidence as

Panhandl e Exhibit 26 as of this date.)

HEARI NG OFFI CER KNI TTLE: M. Boyd, you are done wth
direct?

MR BOYD: Yes, sir.

HEARI NG OFFI CER KNI TTLE: Ckay. M. Laynman,

Cross-exam nati on.

MR LAYMAN:. | have just one brief prelimnary nmatter
before we start back up with the w tness.

HEARI NG OFFI CER KNI TTLE:  Ckay.

MR LAYMAN: | will be brief. W would like to renew and
state as a standing or a continuing matter the State's objection
to the admissibility of the BEN User's Manual, as identified in
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Panhandl e Exhibit Number 25.

I would like to note an additional basis for supporting the
State's objection that the docunment shoul d be consi dered hearsay.
Panhandl e has essentially attenpted to introduce the docunent, a
sel ected portion of the docunent, to prove the truth of the
matter that is being asserted. So, for the record, | would note
that, for what it is worth.

HEARI NG OFFI CER KNI TTLE: Al right. Thank you, M.

Laynman.

M. Boyd, no conment, | take it?

MR BOYD: No comment.

HEARI NG OFFI CER KNI TTLE: | do want to restate that | have
granted Panhandle |l eave to file a current version of the BEN
User's Manual and if necessary a conplete version. It will be up
to you, M. Boyd, what you want to do in that circunstance.

MR BOYD: Thank you.

HEARI NG OFFI CER KNI TTLE: Al right. M. Layman, your
objection is noted for the record.

MR, LAYMAN. Thank you.

HEARI NG OFFI CER KNI TTLE: It is your w tness.

MR, LAYMAN. Thank you.

CROSS EXAM NATI ON
BY MR LAYNAN:
Q M. Singh, can you tell us approxi mately how many
989
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matters you have been retained by a conpany or an individual to
provi de gui dance regardi ng econoni ¢ benefit of nonconpliance?

You had stated earlier a reference to 35, but | wanted the record
to reflect whether or not that neant clients that you have dealt
with generally or sinply matters in which you have provided
deposition or testinony at trial?

A These are considered the nunber of cases in which
actual ly cal cul ated econonic benefit. And in a few of them| may
have either provided testinony, court testinony, deposition
testinony or just sinply participated in settlement negotiations.

Q Ckay. So that nunmber would be nore than 35; is that
correct?

A No, no, that is 35.

Q Ckay.

A The nunmber of clients would be | ess because, for
exanpl e, for Bethlehem Steel alone |I think there were four cases.
For Wirthington Steel there were three.

Q kay. Did all of those matters involve the field of
envi ronnental regul ati ons?

A Yes.

Q O those cases that you worked on, have you had the
experience to be involved with any of your clients that are from
the natural gas pipeline industry?

A No, other than Panhandl e.

990

KEEFE REPORTI NG COVPANY
1-800- 244- 0190



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q O course. How nmany of the cases that you have been
i nvol ved with have invol ved conpani es that are regul ated by FERC

apart fromjust the natural gas pipeline industry?

A Just one. This is the first one.

Q Ckay.

A O certainly | should say that the cases that dealt with
regulations. | don't know whether some of the conpani es may have

been involved in sone way in the regulatory matters, but | am not
aware of it.

Q Ckay. So you may have had a client that retai ned you
that happened to be an electrical utility or soneone |ike that,
that is heavily regul ated by the governnment; is that correct?

A It may have been, but | amnot really aware of that.

Q Ckay. Have there been any cases in which you have, in
provi di ng counsel or guidance on determ ning econonic benefit,
have there been any instances in which you represented state or

| ocal governnents?

A No.
Q How about the federal governnent?
A No, no.

Q Ckay. Any -- have you provided any type of those
services to citizen groups or environnental advocacy groups?
A No.
Q kay. So it is fair to say, then, you prinarily
991
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represent corporations or other profit-making entities in your
consul ting work on econom ¢ benefit?

A As far as the litigation service is concerned, yes.

Q Ckay. So it is fair to say that you are typically hired
by conpani es for the purpose of saving them noney in settlenent

negotiations or in litigation with governnent regul ators?

A I would like to think that | have reduced their penalty,
but I don't know whether that is why they hire nme. | don't know
what their notivations are. But | amhired to give, | believe, a

true estinmate of econonic benefit.
Q Can you tell us what kind of an hourly or project rate

that you charge for your services?

A $250. 00 an hour.
Q Is that hourly rate the sane for deposition testinony?
A Yes, | have nmintai ned the sane anount.

Q You al so get paid for travel and acconmodati ons
associ ated with any services that you provide at trial or
heari ngs?

A Yes.

Q Coul d you dare estimate the nunber of hours that you
have spent handling or being involved with the Panhandl e nmatter
i n which you have provi ded them gui dance or services with respect
to the econom c benefit cal cul ati ons?

A When you say econom c benefit, you nmean both sets of
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cal cul ations, |ooking at your stuff and --

Q As well as --

A I would say 200 to 250.

Q Ckay. Can you tell us when you first began publishing
articles regarding the estimated econom ¢ benefit of

nonconpl i ance?

A | think ny first article appeared in 1993.
Q Ckay. Is it cited in your resune?
A Yes.

Q Ckay. Was that your first published article about
econom ¢ benefit generally?

A Yes.

Q Ckay. Do you recall when you first began witing about
the inpact of retrofit costs on econom ¢ benefit anal ysis?

A | amsorry. Could you say that question again.

Q When did you first begin witing about the inpact of
retrofit situations on economni c benefit cal cul ations?

A Well, there is that one article in there in 1998, but
the first case that cane -- that arose out of an oil refinery
where they had actually spent $30 million installing pollution
control expenditures and essentially made a mistake in either --
in either determning what the regulations really required them
to do or sonething else. But they made a nmistake. So then they
had to go back and retrofit the new equi pment and that was the
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first time that | came across that question. Now since then, for
what ever reason, | have come across many such situations.

Q Di d you provide any sort of deposition or hearing
testinmony in that case?

A In that particular case, no, | only prepared a report.

Q Ckay. Thank you. It was after that that you wote the
article in 1998 regarding the use of retrofit in --

A Ch, very much so. That -- | believe ny sister canme here
fromindia in -- that was probably in 1993 or 1994. That's the
first time.

Q kay. So there were a few years that went by before you
actual ly published the article on that?

A Yes.

Q Ckay. Thank you. In 1997, and | believe you nay have
touched briefly on it in your earlier testinony, you published a
couple of articles regarding the use of an after-tax risk-free
rate theory in econonm c benefit analysis; is that right?

A That's right.

Q Are you aware of any other person or persons in your
field of expertise that have published articles wherein they
adopt or discuss retrofit costs in econom c benefit anal ysis?

A Whet her there was sonebody el se that has published this?

Q I will rephrase the question. Are you aware of anyone
el se in your field of expertise that has published articles about
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t he consequences of retrofit situations?

A I amnot aware of it, but in nost of the manageri al
accounti ng textbooks what you find are exanpl es of replacenent of
equi prent. The type of calculations that are involved are
general ly given in those textbooks.

Q Ckay. Can you tell us whether you can attribute any
i ncrease in your consulting work as a result of your publications
regarding retrofit?

A I don't think so. | think nost of the work has cone
because | think innovatively about situations.

Q Have you tailored any of your opinions expressed in your
articles to be nore conpetitive in your business?

A Have | tailored ny -- what do you nean by "tail ored?"

Q Have you changed or nodified sone of your earlier
opi ni ons?

A M. Laynman, you are inplying that | am di shonest in sone
way --

Q Absol utely not.

A -- and that is not proper

Q | think your earlier testinony did indicate that you

publ i shed these articles for purposes of conpetition, if you

will, with other nmenbers of your field?
A | did, but it could have many neanings. Al that neant
was that if you are ny conpetitor and you publish one, | am going
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to publish another.

Q Very well. In the publisher's note to your 1997
article, the Discount Rate and EPA Penalties: Confusion and
Possi bl e Repercussions, | believe that is the one that you cited
to, one of the ones that you cited to in your earlier testinony,

t he publishers noted that you found the then current BEN Mddel to
be valid generally. Do you renenber that?

A No. Excuse ne. It may have been in the context of the
di scount rate.

Q O the retrofit?

A No, the discount rate. You are talking about ny 1997
article.

Q Yes, that's correct.

A It may have been only in the context of the discount
rate.

Q Ckay. So in that article when you woul d make statenments
about how t he EPA nodel generally provides reasonabl e estinmates
of econom c benefit, you would contend that that is only relative
to the discount rate and not to the nodel results generally?

A Well, first of all, we are referring to the previous
version of the BEN Mbdel where the cost as of the date of
conpli ance was equal to the date of nonconpliance, is that --

Q | believe that's correct.

A | have al ways nmintained that in sinple situations where
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a person was supposed to spend noney and didn't spend noney and
there are no other affects, under that sinple -- there are no

ot her consequences of nonconpliance, under those situations, the
BEN Model, indeed, does provide a reasonable estimate. |In other
words, | have always naintained that the BEN Model is a very
sinple version of the true situations.

Q Ckay. In that article, | think, just for the record
you conpared the BEN Model with alternative di scount and conmpound
nmet hods such as the after-fax risk-free rates and you found the
latter to lead to nonsensical results, | think you said?

A Absol utely, uh-huh

Q Ckay. Less than a year later | think you wote the
article for Analysis and Perspective, the one that is entitled,
Wiy I's the Econonmic Benefit of Nonconpliance Negative in So Many
Cases. You were critical of the BEN Mbdel in that article
because it often defines econom c benefit in very narrow terns.
Isn't that what you sai d?

A That's what | just said.

Q Right. It does not actually depict the structure of the
real world, | think was another statenment that you nade; is that
correct?

A That's true, uh-huh
Q Do you find that there was any change in your phil osophy

about the BEN Mbdel based on what you wwote in 1997, and then
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what you wrote in 1998?

A Wthin in those two tinmes? No, the 1997 article just
dealt with the discount rate issues and nothing else. | nean
those set of issues are different than the set of issues that |
am di scussing in the 1998 article. 1In fact, | think somewhere in
that article -- | don't know whether it was in that article or
sone other article, but | say that focusing on the actua
situation at hand or devel oping the facts of the case should --
is what should occupy an analyst's tinme and not worry about the
di scount rate issues.

Q In the article that -- | believe it is the 1998 article
You seemto enphasis the need for the U S. EPA and ot her
environnental regulators to factor in the consequences of a
conpany's mstakes made in retrofit situations, right?

A That woul d be true, yes.

Q Isn't what you were saying in that article is that the
BEN did not reflect the real world situation because the U S. EPA
is not willing to factor in the retrofit concept in its economc
benefit?

A Wll, it is not only the retrofit concept. | know you
guys have been using this quite a bit, just the retrofit
situation. As | said, the U S. EPA had viewed all along the BEN
Model as a very sinple case of you were supposed to spend noney

and you didn't. Wsiat | amsaying is that you go into a field or
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a plant and see what the situation is, and you reflect all of the
consequences and the consequences of nonconpliance, whatever they
m ght be.

You know, in sonme cases, for exanple, there was a case
where this particular plant was -- | think it was gal vani zi ng
steel and it was in an acid bath and the acid funmes were -- the
acid fumes were the reason for the violation. But at the same
time acid funmes were also eating up the colums on the inside and
destroyi ng the property.

Well, if you don't put in the proper pollution contro
equi pment, what | said is that you nust take into account what
t he consequences of the nonconpliance are, and in that case the
damage to the building and structures. So that has been a very
consi stent position on ny part.

Q Ckay. Thank you. Can you tell us, M. Singh, would
agree with the followi ng description of retrofit. That it is the
costs that have already or at one tinme been spent by a conpany
but which will have to be borne again by the conpany in order to
return to conpliance?

A In that situation sone of those costs do occur, yes.

But | think it is much -- | have not tal ked about that in that
way, but there is much nore to retrofit than what you just said.

But certainly there could be a very large part of the costs that
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Q Is it true that it doesn't matter whether the costs
previously incurred relate to the cost of environnental controls
or pollution abatenent?

A In general we really worry about environnmental costs.

W don't worry about other costs.

Q Are there any cases where you can't distinguish or
di vorce the two?

A I think in nost cases you can divorce -- | nmean, we | ook
at themseparately. | nean, we are basically dealing with
envi ronnental costs and not other costs. | don't recall any case
where we have included other costs. | can't really recall. Most
of the tine it is all environmental costs, what were supposed to
be incurred and then we incur themagain |ater.

Q | don't know if |I had asked you this earlier right at
the start. | apologize if | did. But of the cases that you
provi ded consul ting services regarding econom ¢ benefit, can you
esti mate how many of those involved retrofit costs?

A I think ny paper covers three or four, | believe, and
maybe three or four others.

Q The article that you had witten in 1998 covered three
or four real life or real world exanpl es?

A Yes, yes, those are real cases that | worked on

Q Ckay.
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1000
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
Ckay. Since then, | take it?
A Since then or even before then. | just had picked those

cases to wite articles.

Q Ckay. In that 1998 article you indicated at one point
that you conducted nore than 15 cases in a row in which you had
cal cul ated an econom c benefit that was negative. Do you recal
t hat ?

A Yes.

Q Do you have any idea whether all of those negative
estimates of economi c benefit were the result of retrofit
si tuations?

A | don't think they were. Maybe, as | said, you know,
three or four in that article plus a few nore, maybe six or so
out of the 15.

Q Ckay.

A I haven't really talked carefully in this Iight of the
retrofit situations.

Q Well, the article is about retrofit situations, and the
statenent as to the 15 cases in a row --

A Yes.

Q -- does not necessarily nmean that all 15 of those

i nvol ved retrofit?
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A No, not by any neans.
Q Ckay. You have indicated, though, have you not, that at
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least in that article and perhaps in your testinony earlier that
conpani es often retrofit their equi pnment and | ose noney in the
process; is that right?

A It depends on the delay and it depends on the size of
the costs, yes.

Q How often or how frequently does that occur do you think
inthis --

A They tend to | ose noney or how often do the retrofit
si tuations occur?

Q Is it conmon for conpanies to | ose noney in retrofit
si tuations?

MR BOYD:. njectionto the -- well, objection to the form
in terms of foundation, in terms of conpanies generally.

MR LAYMAN: | think the witness can answer just based on
hi s general know edge of working in the field.

HEARI NG OFFI CER KNI TTLE: | will overrule it.

THE WTNESS: It is nmy bias, if you would say, or just
intuition that in retrofit situations there is going to be a very
| ow economic benefit. Negative? | don't know. But it is going
to be low, nuch | ower than what the EPA would make it out to be

Q (By M. Layman) In the 1997 article, the use of the

after-tax risk-free rate in calculating the EPA penalties, you
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24  capital expenditures |ose noney while those who conply on tine

1002
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
1 nmake financial gains. Do you recall that statenent?
2 A Yes, but that is, again, in the context of the discount
3 rate i ssue that | was discussing.
4 Q Well, you stated, did you not, in that article, that
5 type of result would contradict all fundanmental precepts of
6 financial anal ysis?
7 A Wthin the discount issue, because there were -- you

8 take an expenditure and discount it back and bring it forward.

9 And when you do that, you find that you are gaini ng noney by

10 delaying conpliance. And | said that does not nake any sense.

11 So only in that very limted context. That is why | nade that

12 very strong statenent about nonsensical results.

13 Q Wel I, aren't conpani es who undergo retrofits in nost

14 cases going to have enjoyed sone benefit by havi ng postponed

15 capital expenditures conpared to those conpani es who did conply
16 tinely?

17 A No. | amsaying that if there is any econonic benefit,
18 it is going to be very low and in many cases it will be negative.
19 In fact, ny article says that the presunption should be that they
20 | ost noney, rather than an agency conming in there and, like in

21 this case, ask for an $8 mllion denmand, where you have sort of
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23 sayi ng the presunption should be that if you know that there is a

24 retrofit case, that perhaps they |ost noney and not make that

1003
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
1 denand.
2 Q Wul d you tell us of your understandi ng of the term net
3 econom c benefit?
4 A Netting is like anything else. You subtract, you know,
5 sone nunbers from others.
6 Q Well, | guess what | am asking you is whether that term
7 enconpasses your retrofit situation?
8 A Any situation where you have sone positive nunbers and

9 some negative nunbers and you just add themup or subtract them
10 to come up with a net nunber. |If | give you sone noney and you
11 gi ve me back, you know, we are sort of netting it out to see who
12 got what.

13 Q Ckay. Would you tell us of your understanding of the
14 termnegative benefit?

15 A Negative benefit is nothing but an econonic |oss, which

16 means by not conplying you ended up | osing noney.

17 Q Is that the same thing as a disbenefit?

18 A The sane thing, yes, very much so.

19 Q Ckay.

20 A Sone attorneys don't like ny using the word di sbenefit

21 and others say they don't care. Qhers insist on using, you
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Q Ckay. Just so | amclear, then, the reference to the
term"negative benefit" or "disbenefit" that is distinct from
1004
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"retrofit," correct?

A Ch, very much so
Q Ckay.
A Very nmuch so

Q Ckay. Wen you refer to the fact that the U S. EPA and
other authorities and, again, | think I amreferring back to your
1998 article, you said that they should consider all of the
consequences of the nonconpliance decision. Does that mean both
good and bad consequences?

A Ch, absol utely.

Q You have indicated that retrofit situations are
oftenti mes m stakes or bad judgnments, right?

A I f people did nmake judgnents, yes, that is true.

Q And as | think you have indicated in your article, the
bad consequences often result in the conplete offsetting of the
benefit that a traditional econom ¢ benefit analysis would
derive; is that right?

A | don't know Did | say the conplete?

Q | don't think you said the word "conplete" in the

article. | amasking you whether that is --



21

22

23

24

10

11

12

13

14

15

16

17

18

19

20

A In some cases. In sonme cases that would be offset. In
other cases it would be -- an estinmate woul d be reduced
significantly.

Q Can you describe for us any good or favorable
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consequences that woul d be associated with a decision not to
conpl y?

A Unfavorable? | nean, there could be -- there could be a
conpetitive advantage, obviously.

Q Ckay.

A That would be one. | nmean, | can think of many others.
In fact, you would save noney in many cases. | can give you

exanpl es of those various situations.

Q

conpetitive advant age.

Vel |,

you indicated in your answer the concept of

gai ning an increase in narket share?

A

Q
A

O course.

Can it be other things besides that?

| amsure that there are other things,

Is that the same thing as a conpany

you know.

nmean, we are tal king basically about two concepts that we dea

wi th usually.

It is the financial gain due to this calculated in

this manner or market share would be one too, of course. Those
are the two traditional ones. | would have to think hard for
ot hers.

Q Wel |, where does the concept of illegal profits fit in
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A That's part of the conpetitive advantage di scussion
That is part of ny first article listed here, the wongfu
profits in the Dean Dairy case
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Q | amsorry? Wre you referring to the article you
wote --

A Yes.

Q -- on Dean Dairy; is that right?

A Yes, Dean Dairy.

Q Ckay. Do you agree, then, that a conpany can benefit
fromits nonconpliance through conpetitive advantage?

A Yes.

Q | think you have indicated that. |In fact, couldn't the
conpany benefit fromits nonconpliance through that conpetitive
advantage so nmuch so that it mght wi pe away any of the
consequences associated with, say, a retrofit situation?

A Wll, inthis -- when we say that there is a conpetitive

advant age, yes, in sonme cases that nmay be true, but it would have

to be a very unusual case for a very sinple reason. In nost
cases the cost of environnmental controls -- sone people nmay be
surprised by this -- are a very snmall part of the overall cost of

operations. So even if you apply the traditi onal BEN Mdel to

that and cal cul ate the econom c benefit, | say traditional, the
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old version, in a sinple way, even that ampunt is not going to
change your narket share in nost situations.

Q Well, what do you nean by that? Do you nean that your
nmar ket share benefit would be rmuch larger in conparison to the

| oss faced by the conpany as a result of a retrofit?
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A No, no. Wuat | amsaying is let's suppose -- let's take

this $8 mllion econom c benefit that you calculated initially.

| nean, | hate to use that nunber, but that nunber is not

m nuscul e conpared to -- even that a |large nunber is mnuscule
conpared to the total rate base of the conpany. Saying that they
woul d gain a greater nmarket share is sort of surprising to ne

And if we take the | ower nunmber that we cal cul ated, even

$365, 000. 00 or $368, 000.00, even if we take that into account, it
isa-- it is going to anount to a hill of beans as far as the
mar ket share is concerned.

Q Well, did you consider any of the possibilities such as
the market share or inproved conpetitiveness that coul d have been
associ ated wi th Panhandl e' s nonconpliance in this case?

A W gave sone thought to it, yes.

You did sone?
W gave sone thought to it, yes.

VWhat ki nd of thoughts were they?

> O » O

That if we -- that even if we don't pay any attention to

the retrofit issue and just assunme that they were supposed to
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spend $368, 000. 00 and sonehow -- not sonehow, and if at that
poi nt those costs had been incurred in 1988 and included in the
rate filing of 1988, what sort of an effect would that have. W
just did some quick calculations on that issue. It cane to .01
percent of the rate being charged the gas custoners, .0l percent.
1008
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Again, we did a quick calculation and the .01 percent is going to
anount to a fraction of a penny of the cost of transmtting the
gas.

Q So how did you assess or cal culate, then, the type of
conpetitive advantage that coul d have been obtained by Panhandl e
in this case?

A You | ook at -- the market share woul d depend on the
difference in the cost. Let's say that we both buy gas from
sonmebody, and if both -- one is selling it at 35 cents, whatever,
cubic feet, and the other one is selling it at 35.1 cents, it is
not going to nake any difference in our decision as to who we buy
it from not that part alone. It would be made from ot her parts.
So the same here.

If you tal k about, you know, .01 percent, it is going to be
even a |l ess significant nunber than what | have just given you,
the 35 versus 35.1, 35.01 cents. So there is nothing there. |
nean, consumers won't even notice. Not even the consumer won't

notice. | don't even think the conpany woul d notice.
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Q Well, you didn't actually in calculating that on sort of
a rough estinmate basis, you didn't go to any other conpanies
along or in the pipeline industry or assess -- well, strike that.
In calculating what you just described, you didn't look to
Panhandl e' s conpetition, did you, for specific nunbers or
anything like that?
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A No. This nunber is so small, you know, that it didn't
nmake any sense to do any of that stuff.

Q So what you cal cul ated was essentially on the basis
of -- or was based on just Panhandle's -- well --

A Let nme just explain. What | would be concerned about
and what anybody shoul d be considered about is that if the cost
of gas is 35 cents for whatever unit per unit, and the
environnental costs increase that cost by let's say five cents or
ten cents. Ten cents, yes, | would be concerned, because then
am worried about whether | can be conpetitive with ny
conpetitors. But if it is .01 cent, let's be reasonable, nobody
is going to be concerned about that.

Q In your article about why it is that econonic benefit is
negative in so nany cases, you indicate that an econom c benefit
anal ysis is not concerned with whether the violator was
intentional or unintentional in its actions. And that the
circunmst ances surrounding the infraction don't really matter in

cal cul ating an econom c benefit; is that correct?
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A The circunstances? |n fact, what | amsaying is the
circunstances actually do matter. What doesn't matter is what
the intention of the violator is.

Q Right. The intention surrounding the conmpany or the --

okay.
A Yes. Because you want to see whether -- it does not
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matt er whet her sonebody -- you know, whatever ny intention was in
doi ng something, if | lost noney, | lost noney. O | gained

noney, or whatever it might be. The intention does not matter.
MR LAYMAN.  May | have just a nonment?
HEARI NG OFFI CER KNI TTLE:  Yes, you may. Let's go off the
record.
(Discussion off the record.)
HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.
MR LAYMAN. Ckay. Thank you
Q (By M. Layrman) M. Singh, | amagain going to cite to
the article about the use of the after-tax risk-free rate theory,
the 1997 article.
A Ckay.
Q Which | read thoroughly for the purposes of this
hearing. You state that environnental expenditures are not

risk-free and that by not conplying the violator avoids not only
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expendi tures, but also the risks associated with them You go on
to state that the avoided risk represents a benefit to the
violator. Do you recall stating that?

A Sure, of course

Q Ckay. Isn't it true that the risks associated with
avoi di ng environment al expendi tures includes the risk that future

conpl i ance costs could increase?
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A It isnot -- it isreally -- they may increase, but that

is not what we are tal king about there. W are talking nostly
about the financial risks, not to the conpany, but the risk of
bankruptcy and things of that sort.

Q Isn't it a financial risk if the conpany has to spend
nore noney in the future?

A It is in the context of a financial theory. It is a
cost risk maybe, but that is not what is being --

Q Wll, | will maybe grant you that your article and the
quote in your article was confined just to that topic that you
address therein.

A (Nodded head up and down.)

Q But apart fromthat, isn't it true that the risks
associ ated with the cost of not conplying includes the risk that
they will have to -- that a conpany will have to retrofit its
engines or its equipnment in the future?

A No, not in the context of that |ight, no, absolutely
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Q Wy woul dn't that be a financial consideration?

A Whenever we tal k about some costs increasing in the
future, this is the context that we are neani ng, engi neers and
cost analysts and all of that that discuss it, is that you have
one technol ogy, one sinple technology, and then that in the
future the costs of that -- that technol ogy may becone nore
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efficient, or in sone cases less efficient. They may end up
spendi ng nore noney or |less noney. |In nost cases it is less
noney.

But that's the context in which people tal k about del ayi ng
expenditures and what the risk of costs increasing, but it is
really a single piece of equiprment and not an entire situation
where you may want to retrofit or not. That is not really part
of the discussion

Q Isn't that a rather narrow view of risk, though, for
pur poses of --

A No, absolutely not. Absolutely not. | think that is a
traditional way for -- | nean, that's how people discuss it in
t he profession.

Q Doesn't your opinion that the retrofit costs should be
consi dered to offset econom c benefit, doesn't that elimnate or

inmpair the risks that would nornmally be associated with del ayed
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expendi t ure?

A Say that again. Doesn't the --

Q Don't you elimnate or inpair or take away sonme of the
ri sks that would normally acconpany a conpany's decision to
conpl y?

A No, absolutely not.

Q And why is that again?

A Because that is a different concept of risk that we are
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tal king about. This is whether there is an econom ¢ benefit or
not. Wiether the person |lost noney or didn't |ose nobney. It can
happen even when, you know, as | gave the exanple of retrofitting

the car with the radio. You know, the kid | ost noney.

Q Vell --
A And - -
Q | guess | amgetting a little confused. | go back to

the discount rate article of yours, and | read in there this
reference that conpliance is not voluntary. It is required by
law. Regul ated conpani es do not have the luxury of investing in
some riskless venture. They nust invest in environnental
expendi tures, whatever the risks associated with them nm ght be.
By not conplying they avoid the expenditures and the risks
associated with them |Is that consistent with a --

A That is very consistent. That article is about discount

rate. It has nothing to do with this, actually.
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Q Well, it may be about discount rates, but --
A | should say that you are very --
Q Wy isn't that rel evant?
A | should say that you very brave reading that article
and trying to understand and al so you are very brave at

connecting that article to the retrofit situations.

Q Vell, let ne --
MR BOYD: | amjust going to object if M. Laynman is just
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going to read portions of the article into the record. |If he has
qguestions about it, then he should ask them
MR LAYMAN That is what | am doing by reference to --
HEARI NG OFFI CER KNITTLE: | will overrule that as |long as

M. Layman is reading for a purpose here.

Q (By M. Layrman) Do you generally agree with a statenent
that | believe maybe the U S. EPA has nade that the goal of the
econom ¢ benefit is to make a violator financially indifferent to
the decision as to whether to conply or not?

A That is exactly the standard that | was using in
applying to the retrofit situations, yes. Howyou do it is the
qguestion. Absolutely that's the standard.

Q Ckay. Well, maybe you can explain to ne if a conpany
knows ahead of tinme that a ten year delay in its purchase of

equi prent will be offset or even w ped away in a consideration of
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any of its economc benefit, is that conpany going to be

indifferent to the decision as to conply or not conply?

A If it knows in advance that it is going to be -- | have
never found a situation where people know this in advance. In
fact, the --

Q If the conpany anticipates that they are going to --

A Retrofit and --

Q Exactly.

A And actually end up | osing noney maybe? No.
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Q O that the noney will be recouped or ignored in the
consi deration of an economnic benefit determ nation?

A The peopl e who have cone across who nmade the deci sion
have no idea, none whatsoever. | have never found one person
In fact, in this one case the conpany was losing $2 mllion a
year, and when | did ny analysis they were so surprised that they
had actual ly | ost noney.

Q Ckay. Thank you

A The standard is if you have --

MR BOYD: M. Singh, there is not a --
THE WTNESS: Ckay. Sorry.
MR LAYMAN. Do we have a question --
MR, BOYD:. -- (continuing) question pending
Q (By M. Layman) Can you tell us, M. Singh, what you

refer to as an after-tax risk-free rate? Wat is your
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understandi ng of an after-tax risk-free rate?

A Well, the risk-free rate is about -- give and take a few
percentages here -- four percent or so. It is really the -- sone
people use it for the nost part in the short-termas a 30 day
treasury rate. Some people use it on a longer term and
dependi ng on what their tinme frane is, it is basically the
treasury rate, and you apply that. So what these people are
saying is that basically their investnents are risk-free so it
shoul d be discounted at that rate.
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But when you do the calculation it is like the debt costs
that we were talking about. It is -- we apply that to the
after-tax issue, you know, one mnus the tax rate. So if it is
four percent and the tax rate is the 40 percent, you nultiply the
four times .6, so one mnus .4, .6 so that cones to 2.4 percent.
So what they are saying is that this thing should be brought
forward at that rate and ignored the risk that --

Q You are referring to people who advocate the use of an
after-tax risk-free rate --

A Yes.

Q -- to calculate the econonic benefit?

A Yes, and you basically take the risk out of the whole
picture and treat this as debt.

Q When the authors of those articles that confronted you
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with those argunents, did their reference to an after-tax
risk-free rate refer to the shorter termT-bill rate or a | onger
term or do you know?

A The cal culations that | have seen are short-term but,
you know, they could be 20 year bonds, too, if you want to, you
know, that is perfectly okay, too. |If you want to take it over
the period of 20 years you could take a little higher rate as
long as those are, you know, treasury stock, that is okay.

Q Wl |, which have you found to be the standard when

conpani es contend that the risk-free rate ought to be used?
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A It depends on the investnents | amlooking at. |If they
are short-terminvestnents, | will take a shorter period. |If it

is longer term | normally cal culate cost of capital using the
capital asset pricing nodel. And there are a series of variables
inthat, soif we want to take -- a risk-free rate is one of the
variables. So if | take that as a short-termthen |I have to take
everything else as a short-term So it is the consistency that
matters rather than, you know. ..

Q It is true, is it not, that in some of your articles you
have advocated the use of a risk adjusted rate rather than the
risk-free rate?

A Yes, that is the rate calculated by the capital asset
pricing nodel. It is very simlar to the stuff that Dr. Nosari

has done, except Dr. Nosari just used a different formula. There
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is an explicit consideration if risk is not there. But in the
CAP-- what we call the CAP method, the capital asset pricing
nodel , the risk is explicitly considered. |If you invest in
stocks you have a better value of the stock and I ess of a risk
factor.

Q Can you give us an expl anation of how you have nade the
type of rate adjustnments that you describe in those articles?

A Basically use that nethod to cal cul ate cost of capita
using the capital asset pricing nodel, and it automatically takes

i nto account .
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Q Ckay. In your calculations that you conducted in this

case affecting Dr. Nosari's weighted average cost of capital,
isn't it true that sonme of your rates identified as, again, the
wei ght ed average cost of capital for individual years, isn't it

true that sonme of those are below or near the five year treasury

rate?

A You nean there are sone nunbers that are six percent or
so0?

Q Well, | will call your attention to | guess the very

| ast page of Exhibit Nunber 23, where you duplicated Dr. Nosari's
cost of capital.
A | amsorry? Wat exhibit?

Q | amsorry. Panhandl e Exhi bit Nunmber 23
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Ckay.

It is your supplenment to the econom c benefit report.

> o >

Ckay. Unh-huh, sonme of themare | ow

Q Ckay. Wich ones would you identify as being | ow from
the last --

A Low in the sense that -- these are, first of all

after-tax rates.

Q Ckay.
A These are not before tax rates. The second is that they
essentially reflect Dr. Nosari's calculations. They -- | just

plugged in the correct data. They reflect his calculations, his
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matter of doing the work, not mne.
Q But --
A Vell, let me --
Q Isn't it true, though, M. Singh, that your nethod of

cal culation or your revision of Dr. Nosari's cal cul ations
affected the growth and the short-term debt conponents of the --

A Yes, those are the two, yes.

Q Ckay. Isn't it true that the results of your revisions
ended up in there being a weighted average cost of capital that
at least in sone of these instances cones close to the risk-free
rate?

A No. The risk-free rate -- if you take a look at the

risk-free rate now!l think it is probably much less than -- this
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docunment is in the md 1980s here. The thing is that for this
conpany, for this conpany, it is a regulated industry, nunber
one. Nunmber two --

Q This is what? | amsorry? | didn't quite --

A This is a regulated industry, the conpany is, you know,
rat e- maki ng, where the risks are | ow, nunber one.

Q Ckay.

A Nurmber two is that during this period, and | nean this
period from 1986, 1985, onwards through 1996 or so, the conpany
was | osi ng noney, we know, in sone years we | ost noney.

Q Do you know how many years they | ost noney?

1020
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A | believe in two, in 1988 and 1990. And in couple of
ot hers the anount of noney lost is -- the amount of noney earned

is less than normal, you could say. This is the entire conpany
that we are tal ki ng about, fluctuation in the stock. And you

al so had the reduction in dividends in a nunber of years. |If you
see that dividends were given to people, you will see they have
been reduced.

What you find under those conditions is that the growh
factor is going to be very low, the cost of stock, the price of
stock is not going to go up unless there is sone extenuating
ci rcunst ances otherwise. So the calculations here other than the

grow h factor, other than the growh factor all of the other
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nunbers are what they were, you know, the cost of debt and there
is nothing to -- this is what the nunbers are cal cul ated and t hat
is what it is.

Q Ckay. Did you conpare the weighted average cost of
capital estimates that you derived fromthe results of your

calculation, did you conpare themwith the risk-free rate or the

T-bill rate that existed at that tine?
A | didn't do that. But, again, these are after-tax,
wei ght ed average cost of capital. You just can't do that, you

know, conpare themto that.
Q | guess | amnot sure if | understand you in that

regard.
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A This takes into account the tax effects on debt, for
exanple. That is -- what is the cost of that here in? The
pretax cost of debt varies between -- | amjust going to eyebal

this nunber. The lowest is 7.7 percent and the highest is 10 or
12 percent.

Q | amsorry. Wat are you referring to on the docunent?

A If you will look at ny sheet of cal cul ations.

Q Ckay. Your sheet?

A Online 18 all the way through it starts at .08404 for
1987.

Uh- huh.

A And if you run through all the way through to 1995, the
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rate varies from-- the lowest is 7.7 -- | amjust -- 7.71
percent in 1988. And then we have 11 point -- what is the
hi ghest nunber? 11.71 percent in 1993. This is |line 18.

Q Uh- huh.

A So it is reflective of that debt |evel that the conpany
owed. And then as far as the stock was concerned, it was taking
a beating. That is what the cost effect would be. That cost
effect fell very low during that period. That is -- what can you

do, that is the way it was.

Q | realize that is your contention in this case. Let
rre--
A If Dr. Nosari feels they are | ow here he could use sone
1022
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other nethod to calculate the cost of capital. This is not ny

nmet hod or choi ce.

Q Wl |, but your revision to the nethods enpl oyed by Dr.

Nosari --
A Using --
Q -- clearly change the outcone --

A Using the --

Q -- fromthe estimate, did it not?

A Using the correct nunbers. Dr. Nosari is not -- he
shoul dn't be using high nunbers and they are the wong nunbers.

He shoul d be using the right nunbers. That is all the difference
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is.
Q Ckay. Gve ne just a second before | ask you anot her
guesti on.
(M. Layman and Ms. Carter confer briefly.)
Q (By M. Layman) | want to go back just briefly, if I
may, and have you speak to the capital asset pricing nodel. Can

you tell us what the conponents are of the capital asset pricing

nodel , what does that consist of?

A The risk-free rate plus -- the risk-free rate plus beta
of the stock, times the risk premium | think that is what it is
basi cal | y.

Q Ckay. What is the beta that you referred to? The beta

coefficient?

1023
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A Yes, the beta coefficient represents the risk conpared
to the market.
Q Unh-huh, and that is factored in in the --
A Yes, at value one it would be no risk at all. At nore

than one it woul d be higher than the market risk.

Q Ri ght .

A And the risk premumrepresents the risk prem um

Q Ckay. And that is enployed in the capital asset pricing
nodel ?

A Yes.

Q Ckay. |If a conpany | oses noney, can you tell us what
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general Iy happens to risk and the cost of capital ?

A The cost of capital -- when conpanies | ose noney -- like
now, you have earning reports of Intell just today that is in the
newspaper. Intell does not have enough revenue. | amnot sure
if they are going to | ose noney, but they do not have enough
revenue. The stock price is going to go down, in general. It
depends on the conpany. Some conpani es are a sl eepy conpany and
nobody notices. But Intell you notice fast and in general a
di vi dends reduction, an earnings reduction will reduce the price
of their stock.

Q I would like you to turn your attention now, if you may,

to the i ssue of how you val ued Panhandl e's grow h.

A Ckay.
1024
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Q I think your earlier testinony had indicated that growth

is a conbination of dividend yield as well as the value of the
stock over tinme; is that correct?

A Uh- huh, yes.

Q You also, | think, referred in your testinony to the
fact that -- well, in fact, you can refer, if you like, to
Panhandl e Exhi bit Nunber 23, and to this table that |1ooks like it
is four pages fromthe back

A Uh- huh

Q Where you cal cul ate the grow h factor using Pan Energy
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stock price data.
A Ckay.
Q | think that you indicated in your testinony, and pl ease

correct me if | amm staken, that you used a 30 week average

because --

A It is a 26 week. | amsorry.

Q | amsorry. That is right. 1 am/looking at 30 on ny
not es.

A Yes, | know | understand.

Q But | understand that you did correct that to represent

a 26 week average. Now, | think you had referred to S&P

St andard & Poor's --

A Yes.
Q -- for that reference?
1025
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A Stock reports. Stock reports.
Q Ch, it is just --
A S&P St ock Reports, yes.
Q -- stock reports? GCkay. Wat was that a report of, if

you will?

A S&P regul arly publishes books, essentially, to give you

stock prices of any conpany, each day over a period of time. So,
in fact, the books | use contain all of the conpani es whose stock
is traded. | believe it is all of the conpanies. Maybe it is

just the S&P 500. | amnot sure. But each conpany's stock every
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day is listed al phabetically by the conpany's nanme and this --
and this data are given here.
Q Ckay.
It is available in any library.
So you | ooked in the S&P report --
Yes.

-- for Panhandl e Eastern Pipe Line?

> O » O

Yes.
Q Ckay. Was that a report that woul d have been published

during the time franme that you cal cul ated the econom ¢ benefit

for --
A | amsorry. | amnot -- let ne just correct -- |
antici pate your question here. It is a not a report of the
conpany of Panhandle. It is not one single report referring to a
1026
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conpany. It is essentially in a book form
Q Ri ght .
A The stocks of all of the conpanies are given, and
Panhandl e is only one of the conpanies.
Q Ckay.
A So for each page the conpany stocks are given
Q Ckay. | think | understand. Again, you used -- | am
sorry. Did you say Pan Energy or Panhandl e?
A It was Panhandl e until, | believe, 1995 or 1996. For a
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very short period it was Pan Energy, just before they were
bought .

Q Do you know why there is a reference in that report that
breaks the stock val ue down on a 26 week average rather than a --

A You are going to call this hearsay, but | will --

Q Well, all | want is your know edge, not what soneone
el se tells you.

A Well, | went to an authoritative source, the people who
prepared those reports, to find out what this is for. And they
said, one, it has been a practice for a very long tinme to give
the 26 week average. Second, they often get calls frombig
investors -- | nean, like mutual funds and all -- to find out
what capital appreciation or the increase in stock of a conpany
is, and they | ook at a 26 week average.

Q Do they provide any sort of reporting or calculation for
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the 52 week average?

A No, that is the only nunber given, 26.

Q Ckay. The 26 is the only reference made in the S&P
report?

A Yes. They actually give -- it is 26 week running
average given at the end of each quarter, the previous --

Q So the estimte that you used, was that for --

A For the 26 weeks ending on that particul ar day.

Q Ckay. It was not a 26 week average taken out of the
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entire year?

A No, it is just the previous 26 weeks.

Q So it is a running total, in other words?

A Yes, a running total of that.

Q Ckay. Can you tell us as to whether or not -- well
strike that.

Di d your estimation of growh of Panhandl e stock over tine
take into consideration the potential strengthening or the
i ncreased potential of growh shown by Panhandle in [ate 19967
A Well, that reflects the data through 1995, ny
calculations. There was a significant increase in sone nunbers
in 1996, so | didn't take those into account. But they got
bought by Duke in early 1997, | believe, very early.
Q That's correct.
A But the nunbers increase significantly for 1996, and
1028
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that is part of why | didn't take 1996 into account.

Q But | guess ny question is the fact that Panhandl e stock
val ue may have been rising at the tine that you pulled your
reference of the 26 week average, did you factor that in at al
or did --

A The only thing | could have done, if at all, is chosen a
different date to -- as a reference point, maybe the end of 1996,

could have given -- if we take a ook at ny first page, | could
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have given a -- let's see. The 26 week average on 09-27 of 1996

was 32.375. And then at the end of 1996, on 12-31 of 1996, it

was 35. 75.

Q Ri ght .

A | could use that nunmber but on the other hand, | could
al so go before Septenber of 1986. | could go a little bit before

that and the prices were higher then. The prices were higher

back then in 1986.

Q In what year? | amsorry?

A In 1986.

Q 19967

A In 1986, actually.

Q Ckay.

A So if I extend the time period on that side it was
hi gher, too. So the thing that -- rather than focusing on

speci fic nunbers, you look at the entire period, approxinmately
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ten years, and essentially the stock price is flat. That's
really what it conmes down to. And that's reasonable a -- that is

just what was going on in the market at that point.

Q Ckay. There is a reference here to the Decenber 30th of

1998 -- | amsorry -- the 1988 date?
A Uh- huh
Q | couldn't help noticing the price per share val ue of

the stock is $25.25, and it is the same for the 30 week average.
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I's that just a coincidence?

A | think that's a coincidence, but --
Q Ckay.
A -- maybe I am-- nmaybe | didn't wite it down right, but

| don't think so.

Q Ckay. Did you pull the price per share estinmate that
you used or depicted in this chart fromthe sanme source that you
pul l ed the --

A Yes, it is fromthe sane page.

Q Ckay. Do conpani es report or pronote, advertise, if you
wWill, their return on equity in their financial reports?

A | imagine it would depend on how -- no, | have never
seen thempronote it. | have just seen themstated in different
ways.

Q Where have you seen them stated?

A Sonetines in the annual report. They give you the
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information as part of the -- as sort of the appendi x and
sunmari ze the data for ten years or sonething.

Q Uh- huh.

A W often find themthere.

Q Do you recall whether you ever obtained that kind of
estimates fromany annual reports filed by Panhandl e Eastern?

A Actually, we couldn't get themthat easily. 1 have not
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seen any Panhandl e reports.

Q Ckay.

A W had trouble getting them

Q So you are not aware of whether they ever reported
annual -- | amsorry -- strike that.

You are not aware of whether Panhandl e Eastern ever
reported sonme neasure in growh rate to i nvestors?

A | don't think it would say growh rate. It mght say
return on equity based on the nunbers. That they m ght do. No,
| have not seen them

Q What is the distinction, then, between your reference to
growh rate and return on - --

A Well, return on equity nunbers given in the financia
statenent are based on the financial data, and not calculated in
this manner. | mean, you are talking about long-termgrowh. It
is just basically calculating the return on equity and see what

the net incone is and what the stock value is, and then divide
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the two. That's what they would do
Q Ckay. So please correct ne if | ammstaken. It is

true that if a conpany's return on equity is high then investors
woul d be nore likely to invest in them is that right?

A Very nmuch so

Q I's the conpany's growth rate, then, a useful indicator

for investors?
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A Yes. | don't think people were willing to invest in

Panhandl e.

Q | amsorry?

A | don't think people were willing to invest in Panhandl e
in the 1980s.

Q Wel I, wouldn't an annual growth rate of two percent,

that you calculated in this case, be so low as to refl ect
sonething that if | were an interested investor | would be likely
to shy away fronf®

A | think you would be crazy during that period, unless
you are -- you know, unless you wanted to invest for a very long
peri od and, obviously, the conpany is going to do sonething to
i ncrease the value of the stock. You know, if you wanted to take
that long-termview you could do that and woul d naybe be
consi dered very wise to do that.

But | amnot sure that given the opportunities that you
have in the market, | don't think you would do that. But let ne
1032
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just say one nore thing. The two percent growh rate here during
this period is not as bad as you mght want to make it out to be.
Q Well, why do you see that?
A Because the FERC actually allows -- you know, will
consider four to five percent as a decent nunber.

Q Who had, now?
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A FERC.
Q FERC?
A Uh- huh. So, you know, two percent, given the conditions

there, is not that bad, actually.

Q And where did you derive the estinmate that you did with
respect to FERC s --

A Vell, the --

Q -- growth rate?

A Well, | calculated the Value Line information fromthe
Val ue Line data fromthe library on a nunber of pipeline
conpani es, distribution conpanies, sone not as large, and they
di scussed the dividend yield and all of that and said, well,
this is not in the right ballpark or people are getting concerned
about this, it is too low, or in sone cases it is very healthy.
| also talked with M. Gygar, and he said that naybe they shoul d
hire John Nosari if he can get an eight percent growh factor.

Q Wl I, you indicated that your Val ue Line reference has

identified a five percent rate of return --
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A Wll, that is sort of --
Q -- right, allowed by FERC?
A Wl I, not only Value Line, but FERC, based on M.

Gygar's

Q Oh, you relied on M. Gygar for that information?

A Right. But | also |ooked at the data from Val ue Li ne.
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Q And what specific information did you | ook to in Value
Li ne?

A The dividend yield, for the nost part.

Q And was that specific to the conpany or to the industry
in general ?

A To conpani es.

Q Ckay. You woul d not have any interest -- strike that.
You woul d not believe it appropriate to |l ook at an industry
average for that conponent?

A During that period -- | think we are tal ki ng about that
period. Yes, | think the correct approach is to actually |ook at
the industry, not the conpany, per se. Because even in Panhandl e
Eastern Corporation, Pan Energy is only, if | remenber, 30

percent, maybe 25 percent of the conpany. And wthin Panhandl e

then there are different -- the pipeline is only one sector
They have -- they used to, and they still do, | believe,
buy and sell gas on the spot market. Buy and sell. Nothing

cones through their pipelines. And so it is the affect of
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various things. So you want to isol ate pipeline conpani es whose
stock is trade and | ook at their information in order to
calculate the cost of capital. That is sort of the correct way
to do things.

MR BOYD:. | amsorry. |If | may, do you know how rmuch
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| onger you are going to have? Could we take just a two minute
br eak?

MR LAYMAN: Yes, we can take a break. If we do that |
t hi nk maybe we will run us to 5:30 or 5:45.

MR BOYD: To 5:307?

MR LAYMAN: | amsorry. To 4:30 or 4:45. | amsorry.

MR BOYD:. kay. That's fine.

HEARI NG OFFI CER KNI TTLE: Let's go off. W will take a
break. Let's try to nmake it relatively short, though.

(Whereupon a short recess was taken.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.

M. Laynman, continuing your cross.

MR LAYMAN:  Yes. Thank you.

Q (By M. Layman) | have a smattering of questions nowto
ask you that may or nmay not be related to each other, so we wll
take themone at a tine if you don't m nd.

In your earlier testinony you had indicated that the -- let
me think for a second. ay. | have got it now. In your
1035
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earlier testinony you had indicated that you had found a
reference to the rate of return allowed by FERC of | think five
percent and that --

A Gowh factor.

Q Gowh. You are correct. And that conpared to the two
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percent you arrived at in your calculation. Had you factored in
a five percent growh rate to your analysis, that woul d have had
a pretty significant inpact, wouldn't it have?

A A significant inpact? WMybe a one percent affect on the
bottomline. That is just ny seat-of-the-pants, you know,
conpared to the three percent difference between Dr. Nosari and
m ne.

Q | guess | amthinking in terns of you having recognized
the cost of debt conponent, the inpact of that bei ng somewhat
margi nal or inmmaterial?

A (Shook head fromside to side.)

Q No?

A That's your characterization of that nunber, not m ne.

Q Ckay. Let me think for just a nonent. Your answer to
ny earlier questions seened to suggest that had you used a five
percent growh rate rather than a two, it would not have had a
significant inpact on your analysis?

A I, quite frankly, don't know what kind of inpact it
woul d have had. Al | can say is that the nunbers cal cul at ed
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woul d have been hi gher, but for 1987 rather than 8.14, maybe 9. 14
or sonmething like that.
Q Ckay. And with respect to the cost of debt issue that

you had addressed with Dr. Nosari, was it your understandi ng that
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had -- strike that.
Wth respect to that issue, was it your understandi ng that
the result of that -- strike that.
Let me think for just a mnute. GCkay. | wll get about it
this way, M. Singh.
A Ckay.
Q Wbul d you characterize the change that you had nade to
Dr. Nosari's WACC cal culation, with respect to the cost of debt,
woul d you characterize that as significant?
A | don't know what criteria you want to determ ne for
significant or insignificant.

Q Ddit have -- did it have --

A It is an inmaterial affect.

Q Ddit have a --

A It is immaterial. That's how!l would like to say it.
Q Ckay.

A Significant or not significant, | don't --

Q Ckay. Well, let ne ask you this, then. Didit have a

mar gi nal inpact on your analysis if you were to have excluded the

changes that you made to the growh rate?
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A Again, marginal is not defined. But it would have had
sonme affect, yes. | nean, | think any affect is nmaterial one

shoul d consi der.

Q So you are not --
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A

know, |

Let me just put it this way. |If you have to -- you

nean, if you ask a conpany

$150, 000. 00, there is a difference.

nean --

Q

to pay you $50, 000. 00 versus

$100, 000.00 is not small. |

Ckay. So you are not prepared to sort of weigh the two

primary changes you had nmade to Dr. Nosari's WACC cal cul ati ons

and say that one was nore of an inpact than the other; is that

right?

A

Well, clearly, the growh

debt issue, obviously.

Q
A

Ckay.

I nmean, we can redo these

can do them

rate had nore inpact than the

cal cul ati ons, you know, you

Q Ckay.

A No probl em

Q Ckay. Thank you. |If a stock price goes down, doesn't
that reflect -- or doesn't that nmean that the cost of capita

actual ly goes up?

A

buy --

Q
A

conpany,

You have the cost -- if the stock price goes down, you

1038
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If it goes down?

0190

You are going to -- the investors expect less fromthe

so it should -- you know,

t he expectations of the cost
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of capital based on what investors expect fromyou --

Q

o » O >

A

nmoney,

It would not have any inpact on --

No, it would have if --

-- the cost of capital? It could have?
It woul d have

Ckay.

I mean, you are going to have -- if a conpany is |osing

you will have to pay the investors a lot for themto cone

in and buy the stock in sone manner. So the expectation is that

you woul d not nmake noney and so, therefore, they would not

invest. So that is what would happen. That is the problemwth
sone of these calculations, the calculation nethod. It does not
refl ect those expectations.

Q Ckay. Thank you. Do you recall what the dividend yield
was for Panhandl e that you identified in Value Line?

A | didn't have any Val ue Line report for Panhandle. |
did not have -- | had for other conpanies.

Q Ckay.

A And it varied fromone or two percent to five or six
percent depending on the year and dependi ng on the conpany.

Q Isn't dividend yield only one part or one conponent in
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the cost of common stock?

A Yes. It is the value of the stock itself that matters.

That is how we did the cal cul ati ons.
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Q Ckay. Wen you referred to Value Line in your
consi deration, did that service or publication identify what the
grow h was for the industry, as you indicated?

A They only give dividend yields. They give the price of
the stock, but they don't calculate the growh factor

Q Again, that was relative to other conpanies and not to
Panhandl e specific --

A Yes, there --

Q -- information?
A -- was specific informati on on other conpanies, not just
Panhandl e.

Q Ckay. Wouldn't the cost of conmon stock be both
di vidend yield and growth together?
Yes.
Ckay.
In this nethod of calcul ation
In this particular nmethod of cal cul ation?

Yes, it is the one that is used here, yes.

o >» O > O

Ckay. There are others?

A That's what | said, the cost of equity using the capita
asset pricing nodel, it will give you --
1040
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Q Ch, okay.

A That's a conpletely di fferent nethod.
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Q Al right. Thank you. D d you consider the use of a

beta coefficient to determ ne the reasonabl eness of your growth

estimation? | know you had indicated earlier that that was one
conponent of the capital asset -- what is the reference again?
A The -

Q The capital pricing nodel ?

A No, that only captures the --

Q But did you --

A That does not capture the growh factor. It captures

the risk factor.

Q Ckay.

A And, no, | did not use the -- | did not use that method
at all.

Q So --

A I was just sinply duplicating Dr. Nosari's cal cul ations

and M. Styzens' cal cul ati ons.
Q Ckay. Could you tell us what your understandi ng of the
termbeta coefficient is?
MR BOYD:. njection. Asked and answered
HEARI NG OFFI CER KNI TTLE: M. Laynman?
MR LAYMAN:  Well, | think he indicated that the beta

coefficient was a concept enployed in the capital asset pricing
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actually went into too nmuch detail regarding the neaning of the
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termbeta coefficient or howit is used by finance exports -- |
amsorry -- finance experts or investors, either one.

HEARI NG OFFI CER KNI TTLE: | think the question has been
asked, as evidenced by your response, correct? Ws that on your

exam nation that that definition was provided?

MR LAYMAN:  Well, | think | had --
HEARI NG OFFI CER KNI TTLE: | recall you asking the question
so | amgoing to sustain the objection. You asked another -- a

coupl e other questions in there that | think would be not
guestions that have been asked and answered.

MR LAYMAN. Well, | don't want to go into too nmuch detai
or prolong the proceedi ngs any | onger than what | have to, so
guess that --

HEARI NG OFFI CER KNI TTLE: | appreciate that.

MR LAYMAN If | could be allowed just a little | eeway on
getting the witness' response to that question, | will let it go
after that.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: | think you sustained the objection. Asked and
answer ed.

HEARI NG OFFI CER KNI TTLE:  Yes. As nmuch as | would like to
get us out of here earlier, M. Layman, | think the question has
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been asked and answer ed.
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MR, LAYMAN.  Ckay.

HEARI NG OFFI CER KNI TTLE: So | am sustai ning the objection

MR LAYMAN. Ckay.

Q (By M. Laynman) Well, let me ask you this with regard to
beta coefficient. WIIl, strike that. | think you have al ready
answered it.

Can you tell us, if Panhandl e stock woul d be found to
closely followthe market, if it were neasured by the use of a
beta coefficient, what could you tell us about -- what woul d that
tell you about Panhandle's return on equity?

A There are two questions here, as | see them ne is
that this -- well, the first part of the question is this is a
regul ated industry. So it is less risky than the average firmin
the stock market, which neans that the beta value is going to be
| ess than one.

So its cost of equity is going to be less than the average,
the cost of equity of the average in the market. And what woul d
that be? You know, the BEN Mddel uses the average nunbers in its
cal cul ations, and they use anywhere from 10.1 to 10.2, sonethi ng
l'i ke that.

For a discount rate?

A For a discount rate. And it reflects the average, so it
is going to be less than that.
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Q | amsorry? \Wat?
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A
nunber,

Q

A

Q

t esti nmony,

It is going to be |less than the ten point sone percent

t hi nk, overall.
Ckay. But again --

The wei ght ed average cost of capital,

actual ly.

But, again, | think consistent with your earlier

you did not derive or obtain a beta coefficient for

Panhandl e Eastern during the period of tinme we are considering in

this case?

A

Q

reference of Moody's Public Uility Manua

No, no.

Ckay. Can you nmaybe clarify for us how you used the

in your earlier

testinmony? | think you indicated that Mbody was identified as a

source of authority with respect to your worksheet that you

created here?

A

> O > O

Yes.

Ckay.

And the nunbers | use fromthe industry.

The nunbers you used with respect to

Al of the nunbers here in ny table,

what ?

t he second page

fromthe back in Exhibit 23, come from-- except for the growh

rate cone from Moody's.

A

Ckay.

They provide each year in the public utilities manual

KEEFE REPORTI NG COVPANY
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there is a page for the conpanies who forma part of the utility
group and Panhandl e used to be one of them And you can get al
of the information you want fromthem and each year the financia
statenents are given. Those nunbers are slightly different than
what you find in the annual reports.

Q So the wei ghted average cost of capital would conpare --
that you identified for each of the years would conpare w th what
was identified in Mbody's or based on information that you
obt ai ned from Mody' s?

A Based on information | obtained from Mody's.

Q That wei ght ed average cost of capital was the specific
out conme or the product of --

A Absol ut el y.

Q -- that information?

A Yes.

Q Ckay. Thank you. Can you tell us whether you are aware
of whether Panhandle is a public utility, as defined by Mody's?

A I don't know what the definition -- their definition is.

Q Ckay.

A But they provide -- they assign, you know, nmaybe 15
pages each year to Panhandl e.

Q Sir, you don't know for certain whether or not S&P
treats Panhandl e Energy as a nenber of the public utility or a
natural gas industry?
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A | think it is autilities industry. So it is a natural
gas industry.
Q Ckay. In calculating the cost benefit using the prine

rate that you had di scussed in your earlier testinobny on

direct --
A Uh- huh
Q -- is it fair to say that your position is that if you

use the prine rate for the cost of capital you would reduce this
cost by the tax benefit?

A Yes.

Q Ckay. Does this not, then, assune that all investnent
was rmade up by debt?

A By debt ?

Q Uh- huh.

A Well, sone people assunme -- | don't know what M.
Styzens was assum ng, but sone peopl e assune that sone conpanies
will go and borrow noney fromthe bank and incur those
expenditures and make the investnents, and sone people may very
wel | do that.

Q But you do not?

A My position is that, as in the Roll Coater case, is that
some conpanies may, in fact, do that. On average this is not
done. Nobody tends to borrow noney. Mybe a snall copy mght.
But the | arge conpanies just take noney fromtheir ongoing
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operations and use the noney.

Q Well, isn't capital a major portion of investnent
financing or, again, does that depend upon --

A Wi ch capital? Capital is the entire investnent, debt
or equity.

Q Ckay. So how, exactly, does capital relate to

i nvest ment financing generally?

A Li ke you see here --
Q Is it a nmgjor part of it or --
A The capital, total capital is -- it does not natter

where the noney conmes from You construct a building or
construct a plant, it does not really matter. That's the
capital. And then the debt part of it is what is financed by
banks or whatever, bonds, banks. And that is what is reflected
in-- that is what we do in weighted average cost of capital

Q Ckay. Thank you. | believe | really only have one
remai ni ng subject nmatter to discuss with you, but that wll
consi st of a few questions.

A Ckay.

Q So bear with me if you will. | think you indicated
earlier in your testinmony, and correct me if | am m staken, that
prior to your involvenment in assisting Panhandle in this matter

you did not provide any consulting work to the gas pipeline

i ndustry?
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A That's true.

Q I think you even indicated in your deposition testinony
that you don't consider yourself an expert on FERC?

A On FERC nmatters, no.

Q Is that fair to say?

A Yes, not in the manner that Bill Gygar spent his entire
lifetine, no.

Q Ckay.

A Not at all.

Q You are aware, are you not, that deregul ation of the
natural gas pipeline industry has nmade the industry nore
conpetitive?

A Yes.

Q Can you tell us generally when -- strike that. Can you
tell us what your understanding is of when this conpetitiveness
was sought to be fostered by FERC?

A | believe it was in 1986, and they were given five years
as sort of a transition period.

Q And that is what is referred to as the deregul ati on?

A Yes, that is --

Q Is that what the deregul ation of the industry is
referred to as?

MR BOYD: (bjection to foundation
THE WTNESS: The deregul ati on of --
1048
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HEARI NG OFFI CER KNI TTLE: M. Boyd?

THE WTNESS: | am sorry.

MR BOYD: M. Singh, when there is an objection you shoul d
stop tal ki ng.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

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

HEARI NG OFFI CER KNI TTLE: Can you rephrase the question
pl ease.

MR LAYMAN: Yes, | believe | can

Q (By M. Layman) Is it your understanding that the

deregul ation of the natural gas pipeline industry has nade it

nore conpetitive?

A | don't know what you nean by deregul ation

Q Well, there were a series of FERC orders beginning in
those -- in the late 1980s, | believe. Are you aware of --

A You are referring to those, that part of the --

Q Exactly.

A | amnot sure that is characterized as deregul ati on, but
anyway - -

Q | think the nore appropriate term to help you, mght be

t he unbundling of the services --
A Sure, sure.
Q -- that those orders addressed?
A Sure. Ckay. That nade it nore conpetitive? 1s that
1049
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t he question?

Q Uh- huh.

A Yes.

Q You indicate in the witness report, and just for the
record -- hold on a nonent, please. | believe it is Panhandl e
Exhi bit Nunmber 26, and correct ne if | am mi staken, but you
indicate in that report that the BEN Mddel is applicable to

conpani es operating in unregul ated conpetitive nmarkets; is that

correct?
A Unregul ated narkets? Yes.
Q You go on to indicate in the sanme paragraph, | believe

that the gas pipeline industry is regul ated by FERC and,
therefore, the BEN Mddel is not generally applicable to this
case; is that --

A That is exactly what | say.

Q Ckay. Does that proposition also hold true for any type
of econom c benefit analysis of any entity regul ated by FERC?

In general, yes.

Q Ckay. So anyone regul ated by FERC would --

A Wul d be, yes, | think so.

Q Ckay.

A There is sonme qualifications but anyway in general, yes.
Q | f FERC had been noving in the direction of naking

i ndustry nore conpetitive, can you tell us how your opinion that

1050
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Panhandl e operates in an unconpetitive narket,

support ed?

A They are making it nmore conpetitive

they are totally unregul at ed.

how can that be

That doesn't nean

They are assured a return, and

they are bound to eventually get the return no matter what

happens. And |et

Q You will

me -- | will et you continue.

Il et ne continue?

A I will let you continue and ask ne anot her question

Q Ckay. Let the record reflect that is

the first tine

t hi s has happened during this cross-exam nation

Maybe this touches on the sane point or question, but isn't

it true that the nore conpetitive that an industry behaves, the

nore likely it is that they wll

not conply with the environnmental regulations?

MR BOYD:

gener al

have sone econom ¢ incentive to

Again, | amjust going to object to industry in

MR LAYMAN: Well, how about the natura

i ndustry --

HEARI NG OFFI CER KNI TTLE: Sufficient, M.

MR LAYMAN:

MR BOYD:

-- as point of reference.

gas pipeline

Boyd?

will withdraw nmy objection if he could

rephrase the question and relate it to the natural gas pipeline

i ndustry.

MR LAYNAN:

Thank you.

KEEFE REPORTI NG COVPANY
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THE W TNESS: Um - -

MR BOYD. | amsorry. Could --

HEARI NG OFFI CER KNI TTLE: M. Laynman, would you --
MR LAYMAN: Shall | repeat it?

HEARI NG OFFI CER KNI TTLE: Pl ease.

Q (By M. Layman) Isn't it true that the nore conpetitive
that this industry behaves the nore likely it is they will have
some economic incentive to not conply with environnenta
requi renents?

A | have never evaluated this incentive. It depends on
the cost and it depends on the degree of regulation and in
general if you are saying, well, | amgoing to be nore
conpetitive and | have to cut costs, it depends on what ki nds of
costs you have to cut. There is a -- there may be sone
incentive, but there are many, many factors, and it is sonething
that | have not eval uated.

Q Ckay. Is it your understanding that in order to foster
nore conpetition in this industry that FERC has devel oped or
tried to devel op a nore narket-based rate system as opposed to
the traditional rate-based systen?

A That is what | have read. They have tried to. | don't
know -- | have not read anything el se beyond that as to how
successful they have been. Reading M. Breyer's book, they said

that actually what FERC is trying to do is what the market would
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do in terms of setting up the rates and ensuring a just and
reasonable return, and it says that it is not perfect, they way
they are going about doing it. You know, so how rmuch difference
is going to be there between the narket-based return rates versus
other rates, | don't know.

Q Ckay. Do you have any know edge as to the rate

i ncreases that have been sought by Panhandl e since 1988?

A What part of that? | nean, that's a very broad
guesti on.
Q Well, | guess | am asking you generally about the rate

i ncreases that were sought by the company.
A Percent wi se?

Q No, just how nmany?

A Ch. | amaware of at |east four here that we nentioned
in nmy paper.
Q And you are aware, | trust, as to how nmany of those rate

i ncreases were approved by FERC?

A | think they were all bundled together and there was a
rate increase approved in 1994, and then it went through a
little -- | guess a little litigation process and finally
approved in 1997.

Q Do you know how oft en Panhandl e has actually increased
its rates?

A | amsorry?
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Q Do you know how often the conpany has actually increased
their rates to the | evel authorized by FERC?

A I n what period?

Q For any of the periods that we are | ooking at, 1988
t hrough 19967

MR BOYD: M. Hearing Oficer, | amjust going to object
as to foundation. He had M. Gygar here who was the person to
ask these questions to, and he has not |aid any foundation that
M. Singh woul d have any know edge of any of these questions.

MR LAYMAN. | guess that | would assune, based on the
adm ssion of the report pertaining to FERC, that the witness has
relied upon the expertise of M. Gygar in this area, and at
| east has sone know edge as to what Panhandl e was doi ng during
that period of tine with respect to its rate increases. | think
it has a direct bearing, too, on the underpinnings of his
opi ni ons.

HEARI NG OFFI CER KNI TTLE: All of that may be so, but | am
going to sustain the objection until the appropriate foundation
is laid.

MR LAYMAN. Ckay.

Q (By M. Layman) M. Singh, could you tell us what your
understanding is with respect to the rate increases that were
sought by the conpany wi th FERC begi nning in 1988?

A I don't know what you are asking for. | mean, in those
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rate increases there is many, many things you can ask about. You
sai d general understanding? | know that they filed the rate
increases, and | have seen -- | have read discussions of it in
FERC opi nions, and | have | ooked at sone data, you know, as to
what the size of -- | have | ooked at sone data regardi ng the size
of those requested rate increases.

Q Did you I ook and review t he FERC opi ni ons?

A | read all of the FERC opinions, yes.

Q Ckay. So you were able to identify the settlenent rate
for those various orders?

A | amsorry? Able to identify --

Q Whet her or not the conpany had obtained its requested
rate increase or whether or not the rate was settled or --

A I think that --

Q -- resolved short of the requested rate?

A Wll, as M. Gygar testified yesterday -- well, he
didn't testify to this. But | can say that thereis alittle
gane being played in requesting these rates. Everybody knows
that they are not going to get what they want, so they ask for
nore than what they are going to be rewarded. So each tine that
you go in for a rate increase, you are going to get |ess than
what you asked for. So it is not a surprise that you won't get
what you want. It doesn't mean anyt hing.

Q Well, then | will ask this question again with respect
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to how Panhandl e woul d have behaved followi ng its request for
rate increases during that period of tine. Do you know whet her
or not they went ahead and increased their rates to match that
| evel that was approved by FERC?

A | know that the rates have actually decreased
substantially.

THE COURT REPORTER: | amsorry?

MR LAYMAN. | amsorry? Wat did you say?

THE WTNESS: Have decreased substantially.

THE COURT REPORTER  Have decreased --

THE WTNESS: Have decreased, decreased over the previous
rates.

HEARI NG OFFI CER KNI TTLE: Have decreased substantial ly.

Q (By M. Layman) Is it fair to say that increased
conpetition in this industry may be one reason why Panhandl e nmay
not have been able to historically increase its rates?

MR BOYD:. | amsorry. | have to object to foundation
here, too.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN | guess ny response would be that we laid the
foundation in earlier questioning on his understandi ng of FERC
his readi ng of the opinions of the orders provided by FERC

MR BOYD:. Wiat he is asking about is the actual rate that
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foundati on about that.

HEARI NG OFFI CER KNI TTLE: Darl ene, could you read back the
questi on.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

HEARI NG OFFI CER KNI TTLE: | am going to overrul e that
obj ecti on.

Sir, do you recall the question?

THE WTNESS: | think what M. Gygar testified to
yesterday is that essentially there were different -- the nunber
of conpani es supplying gas in an area were increasing. So if
they reduced their rates, you reduced your rates. Wat | would
like to add to that is that |eaves the inplication that somehow
that they were not going to be able to pass this cost along. But
the fact of the matter is that the conpany had gone through major
restructuring and had becone far nore efficient and cut out al
of the fat that there was. And, now, which costs would you
actually cut? Not the environnental costs. You are going to cut
other costs. And as -- | don't -- | have not seen the nunbers,
but Panhandl e' s pi peline operation, | believe, were very
successful during this period, had been very successful during
this period, the pipeline transm ssion operations. And that's

because they had -- it had taken them sone tinme, but they have
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So, you know, they would -- they woul d have been required

to -- they would have spent that noney in 1987, and FERC woul d
have approved the high rate, but the facts of the nmarket are
that -- are supported by sone data that all pipeline conpanies,
not just them have noved to cut their costs substantially.

Q Well, | guess the point | was getting at earlier is if
they are not able to increase their rates, doesn't that nean that
Panhandl e was not really operating in the type of unconpetitive
mar ket that you described in your report?

A In 1987 that was the start of the period at that point.
That is what we are tal king about. The incentives were very
different then than nmaybe they are today.

Q VWhat about the remrai nder of the period?

MR BOYD:. | amjust going to object to the form | am not
sure what he neans by renai nder of the period.

THE WTNESS: | --

MR BOYD:. M. Singh, | amsorry. There has been an
obj ection. Please be quiet.

HEARI NG OFFI CER KNI TTLE: M. Layman, are these all part of
the five mnutes worth of questions that we had on one particul ar
area?

MR LAYMAN. | don't think | indicated it would be five
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| had several questions.
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HEARI NG OFFI CER KNI TTLE: Right. Well, you had indi cated
that --

MR LAYMAN: And the record will reflect it.

HEARI NG OFFI CER KNI TTLE: The record will indicate that we
woul d be done at 4:25 or 4:30. That much | know.

MR LAYMAN: | am --

HEARI NG OFFI CER KNI TTLE: So whether or not | hit the five
mnutes or not on the nail, | know there has been some
indi cations here, both on and off the record, that we would be
finishing up relatively quickly here. |If we are not, | just want
to know so that we have --

MR LAYMAN. | amattenpting to wap it up. | certainly
don't want to have to have the wi tness come back before we cl ose
wi th himtoday.

MR BOYD: Well, he will not cone back. W will finish
t oday and --

HEARI NG OFFI CER KNI TTLE: Hold on. Hold on. | amthe one
who deci des what happens here, M. Boyd.

MR BOYD: M. Knittle, with all due respect, these are
guestions that are beyond the foundation laid for this wtness.
They are questions that should have been posed to M. Gygar if

they were going to be asked. Sone of themwere posed to M.
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MR LAYMAN: | think that --
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MR BOYD: To ask this witness these questions where he

| acks the foundation and he is possibly speculating, | think is
er roneous.
HEARI NG OFFI CER KNI TTLE: Well, if there is an objection to

any certain question, please bring it up and we will rule onit,
as you have been doing. That will be our course of action on
t hat .

MR LAYMAN: And for the record, | probably have seven or
ei ght questions renaini ng.

HEARI NG OFFI CER KNI TTLE: Al right. D d we have an
obj ection or was this just a spurious outburst by ne?

MR BOYD: There was an objection, but I will withdraw it
if M. Layman rephrases the question

HEARI NG OFFI CER KNI TTLE: M. Layman, will you rephrase the
guestion, please.

MR LAYMAN | certainly will. If I can renenber what it
was.

Q (By M. Layman) If it is true that Panhandl e was not

able to increase its rates based on sone of the considerations
that you nentioned in your earlier testinony, doesn't this nean

t hat Panhandl e was not really operating in that type of a
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nonconpetitive market that you described in your report?
A No, it still was regulated. You know, if sonebody says
do what you want to do, but you are assured of whatever, a 10 or
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12 or 15 percent return, go ahead and do whatever you want to do.
I amassured. | feel confident that -- so it still was operating
in aregulated market. Not only that, but Panhandle still had to
set sone mininumrates, too. So it is not like you are

conpl etely conpetitive. You know, there is sone conpetition

t here.
Q Ckay.
A | should also add -- | want to add one thing. You are

asking ne questions that are really beyond ny area of expertise,
and | should tell you that a man with little know edge is very
danger ous.

MR BOYD: Sir -- | amsorry. Never nmind. Go ahead

Q (By M. Laynman) Irrespective of that, though, it is fair
to say that you based -- you based -- your discussions with M.
Gygar -- well, strike that.

Irrespective of that, you have set out some assunptions
that you used in reaching your opinions in this expert report
regarding the inapplicability of economc benefit to FERC
regul ated industry; isn't that right?

A In general, yes. On that --

MR BOYD:. M. Singh --



22 THE W TNESS: Yes?
23 MR BOYD: | believe you answered his question. |f you

24  would just answer his question and we can nove on, and then we
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1 wll get out of here nmuch sooner. Pl ease.
2 HEARI NG OFFI CER KNI TTLE: M. Laynman?
3 MR LAYMAN. | don't know to respond to that. There was a

4 questi on posed and the witness was answering it. So what is the

5 basis for the objection?

6 HEARI NG OFFI CER KNI TTLE: M. Boyd, do you have anythi ng?
7 MR BOYD: No, just withdraw it.
8 HEARI NG OFFI CER KNI TTLE: | amgoing to want to -- if you

9 think the witness has gone beyond the scope of the question, or
10 if he is not responding to the question, please feel free to
11 object and then we will ask himto stop, and if M. Layman

12 doesn't agree then --

13 MR BOYD. | appreciate that.

14 HEARI NG OFFI CER KNI TTLE: M. Laynman?

15 MR LAYMAN. | just --

16 HEARI NG OFFI CER KNI TTLE:  You can ask a fol | ow up.

17 MR LAYMAN. Ckay. Thank you.

18 Q (By M. Layman) | think I will go in this direction, if
19 vyou will. Are you aware, M. Singh, of any instance in which

20 FERC has found environnmental expenditures to be unreasonabl e?
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A I have not done an independent investigation. It is
based on ny conversations with M. Gygar.
Q | think in your report you indicated that environnmenta

expenditures were generally consi dered reasonabl e and, therefore,
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woul d be approved by FERC, is that right?
A That's right.
Q Is it possible that where a conpany does not conply for

a nunber of years and they knowi ngly don't conply or they
negligently don't conply, that FERC would find those costs
unr easonabl e?

MR BOYD: Again, | amgoing to object to the |ack of
foundati on. The witness has already testified that this is
beyond hi s know edge.

HEARI NG OFFI CER KNI TTLE: M. Laynan?

THE WTNESS: There is no reason to --

HEARI NG OFFI CER KNI TTLE:  Sir.

MR BOYD: Sir, please

THE WTNESS: | am sorry.

MR BOYD:. Sir, if |I have an objection, please wait unti
it is ruled on. Thank you.

HEARI NG OFFI CER KNI TTLE: M. Laynman?

MR LAYMAN. | guess ny response is if the witness believes
that it is beyond his scope of expertise, he will tell nme so. He

i ndi cated that he generally understood that environnental
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FERC.

HEARI NG OFFI CER KNI TTLE: You understand that it is M.

Boyd's job to object if he thinks it is beyond the witness'
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experti se.

MR, LAYMAN. Absol utely.

HEARI NG OFFI CER KNI TTLE: The w tness is under no
obligation to tell you --

MR LAYMAN. Absolutely, and | guess that --

HEARI NG OFFI CER KNI TTLE: -- (continuing) that it is beyond

his scope of his knowl edge. So | amgoing to sustain this

obj ecti on.

Q (By M. Layman) You indicate in your report, M. Singh,

that gas pipelines and other regul ated busi nesses i ndeed face

risk in their business operation; is that correct?

A Yes.

Q Specifically, |I think you say that they cannot afford to

spend noney that m ght be deened by FERC to be unreasonable at a

later date; is that right?

A That's right.

Q Ckay. Is there any risk to a conpany that does not

spend noney, such as where they delay conpliance with

environnental requirenments, and then find out later that FERC
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wi |l not approve the costs as reasonabl e?
MR BOYD:. njection to the formin terns of conpanies
agai n.
HEARI NG OFFI CER KNI TTLE: M. Laynman, are you willing to
[imt it to this particular conpany?
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MR LAYMAN.  How about the natural gas pipeline industry?

HEARI NG OFFI CER KNI TTLE:  You can answer the questi on.

THE WTNESS: | have already answered this question or this
formof this question in another form M know edge is based on
ny conversations with M. Gygar, and he said that -- he said --
this is what he said. |Is that the objection to cost cones from
peopl e who are going to pay the costs, who pay for the gas. And
he had not cone across anywhere where the peopl e buying the gas
had objected to those environnmental costs being included in the
rat e- maki ng proceedi ngs.

Q (By M. Layman) Ckay. | just have one or two |ast or
remai ni ng questi ons.

A Ckay.

Q Are you aware of whether the U. S. EPA has ever addressed
the argunent that you presented in your expert report about the
i napplicability of econom c benefit to a FERC related or -- well,
a FERC rel ated conpany?

A No, | amnot aware of it, no.

MR LAYMAN. Ckay. | think that's all | have.
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HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: Just a second.

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

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
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record.
M. Boyd, your wi tness on redirect.
REDI RECT EXAM NATI ON
BY MR BOYD:

Q M. Singh, on cross-exam nation M. Layman was tal ki ng

about conpetition, increased conpetition. |If a conpany is facing

nore conpetition, wouldn't it want to avoid | osses or decisions
that would lead to | osses?

MR LAYMAN. (bjection. Leading.

HEARI NG OFFI CER KNI TTLE:  Sust ai ned.

Q (By M. Boyd) If a conpany is facing increased
conpetition -- well, strike that. Let nme refer you back to
Panhandl e Exhibit 23.

A Ckay.

Q Go to three pages fromthe -- to four pages fromthe
end. Do you see that? This is where you calculated the growh
factor?

A Yes.
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Q Ckay. You cal culated the 2.07 percent growh factor?

A Yes.

Q Do you believe the 2.07 percent growh factor that you
calculated is accurate for this period of tinme for Panhandl e?

A Yes.

Q And why do you believe that?
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A It is reasonabl e because, as | nentioned, that given the

decrease in dividends and the depressed stock price of the
conpany in general, and sone of the adjustnents that Panhandl e
had to nake to its operations and sone of the |osses that were
suffered, that during that period the growmh of stock was flat,
if nothing -- was very low, if not there at all. And this nunber
is still one half or 40 percent of what FERC, in norna
conditions, allows anyway. So for that period it is a very
reasonabl e nunber.
THE COURT REPORTER: | amsorry. | didn't hear the | ast
f ew wor ds
THE WTNESS: That FERC allows in normal cases. This
nunber, the 2.07 percent nunber is about 40 percent of the nunber
that FERC allows in normal cases.
Q (By M. Boyd) So why does that nmatter and why does this
support your 2.07 percent nunber?
A Excuse ne? Wy?

Q Wiy does the five percent nunber that FERC allows in
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sone circunstances support your 2.07 percent nunber?

A Only because those are sort of nornal average firns.
Whereas here the condition was that the conpany was | osi ng noney
and the dividends were being cut, and it is not possible at all
that the stock value would go up during that period. So | think
it is a very reasonabl e nunber.

1067

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

MR BOYD:. kay. That's all | have.

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

MR LAYMAN. No thank you.

HEARI NG OFFI CER KNI TTLE: Al right. Sir, thank you. You
may step down.

THE WTNESS: Thank you.

(The witness left the stand.)

HEARI NG OFFI CER KNI TTLE: We will stay on the record. W
are not calling any other w tnesses today, right, M. Boyd?

MR BOYD: No, sir.

HEARI NG OFFI CER KNI TTLE: Al right. W want to tal k about
what we have left in terms of tinme.

MR BOYD: My | suggest that we convene next week?

HEARI NG OFFI CER KNI TTLE: | want to do this on the record
here now.

MR BOYD: Ckay.

HEARI NG OFFI CER KNI TTLE: | want an estimate as to how | ong
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this is going to take in light of the fact that this hearing has
gone so rmuch further than the original estinmate that we did in
t he prehearing tel ephone status conference.

So, M. Boyd, how many wi tnesses do you intend to call for
t he remai nder of your case?

MR BOYD: At this time we have five additional witnesses,
and | would suspect that they will take two days.
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HEARI NG OFFI CER KNI TTLE: Who are the five w tnesses?

MR BOYD: They are Sabi no Gonmez, Bruce Dundi, John Stefan,
Dave Kol az, and Jam e \Wade, WA-D-E.

HEARI NG OFFI CER KNI TTLE: Ckay. | don't know if --

MR BOYD: And they have all been previously identified.

HEARI NG OFFI CER KNI TTLE: Yes. M. Layman, Ms. Carter, up
to this point, of course, there still may be sone rebuttal that
cones fromthe remaining five witnesses. How many rebuttal
wi tnesses do you intend to call?

MR LAYMAN: In our rebuttal case?

HEARI NG OFFI CER KNI TTLE: R ght.

MR LAYMAN. | would anticipate no nore than three.

HEARI NG OFFI CER KNI TTLE: Do you have identities for those
peopl e?

MR LAYMAN. Two of the three | think we can identify at
this time. It will be either -- well or both, Gary Styzens and

Dr. Nosari. | amgoing to | eave open the possibility that we may
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try to obtain the services of another w tness that we have not,
as of this tine, identified or disclosed. | don't knowif | can
say anynore at this point without it being sinply nere

conj ecture.

HEARI NG OFFI CER KNI TTLE: How many days do you anti ci pate
for your three witnesses? O up to this point? And you, of
course, realize | amnot going to prohibit you from addi ng
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anot her wi tness based on any of the wi tnesses that come fromthis
poi nt forward.

M5. CARTER | think | want to say a day and a half just to
be on the safe side.

MR LAYMAN: Yes, | think that is fair.

HEARI NG OFFI CER KNI TTLE: Okay. W have two days for you,
M. Boyd?

MR BOYD: Yes, that is what | amestimating at this tine.

HEARI NG OFFI CER KNI TTLE: Well, | amnot going to all ow
this to go past whatever tine we set again. | can't control
them because they have rebuttal that is, at this point,
dependent upon you and what you put on in your case-in-chief. |
amgoing to give you a set anount of days and after that you are
out of [ uck.

MR BOYD: Wll, | will not ask for nore than two days.

HEARI NG OFFI CER KNI TTLE: Ckay. Then you will have your
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two days. And then you will have your two days, right? O if
there is sonething that comes up in the interim | understand
that. You know, | want to give you a fair opportunity to put on
your case, just like | want to give M. Boyd a fair opportunity
to put on his case.

M5. CARTER  Yes.

MR, LAYMAN. Right.

HEARI NG OFFI CER KNI TTLE: To this point, though, M. Boyd

1070

KEEFE REPORTI NG COVPANY
1- 800-244- 0190

has had about three -- this will be about five days al nost, if
you take the two days, four and three-quarters days for your
case-in-chief.

MR BOYD:. | don't think -- oh, four and three-quarters at
the end?

HEARI NG OFFI CER KNI TTLE: Right. If we add two days to
what we have already had -- we have had al nost three days on your
case-in-chief.

MR BOYD: Well, we finished the cross-exam nation of M.
Nosari late in the norning on Wdnesday.

HEARI NG OFFI CER KNI TTLE:  Well, | think it was a little
earlier than that. But, regardl ess, we have had enough tinme that
I think that the case-in-chief for the respondent can be safely
and fairly limted to another two days.

MR BOYD: | nust say that | have been surprised by the

I ength of cross-exam nation by the State, and that it has
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approxi mated the length of ny direct exami nation of wtnesses.

HEARI NG OFFI CER KNI TTLE: Wl |, understood. | have to say
that | have been surprised by the length of both direct and
cross-exam nati ons on sone of these issues, but that is not ny
decision to nake. That is your decisions to make for your
respective cases.

MR BOYD: M. Knittle, if | may, with respect to this
third as yet to be identified potential rebuttal witness, | would
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like to have that witness identified at sonme point in time, and
m ght al so add that discovery was closed in this matter a | ong
time ago. The statenents and opi nions of our w tnesses have been
di scl osed for nonths and nmonths. | think it would be
i nappropriate to give the State an additional nonth or two to
prepare rebuttal wi tnesses after we cl ose here today, given the
fact that we have had so nmuch tine since the close of discovery
in this case

HEARI NG OFFI CER KNI TTLE: Right. | understand your
feelings, M. Boyd. There is nothing |I can do about it unti
they get to their case in rebuttal and tell nme who they are going
to use as their rebuttal witnesses. They are under no
obligation, | think, as you know, to tell ne now who they want to
use in rebuttal

MR BOYD: Right.
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HEARI NG OFFI CER KNI TTLE: Especially in light of the fact

that you are not done with your case-in-chief. |If you were done
with your case-in-chief, | could make themtell ne right now.
MR BOYD: | understand that. | mean, in a particular

relation to the witnesses that have already testified. M. Singh
has prepared his report and it was subnmitted in Decenber of 1999,
for instance. M. CGonez, the sane thing. M. Dundi, the sane

thing. The reports were all submitted in Decenber of 1999. They

have had plenty of tinme to identify who their wi tnesses are goi ng
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to be. It would be inappropriate, | think, to give thema second

chance at discovery wi thout giving us the opportunity to conduct
some additional discovery on that particul ar person

HEARI NG OFFI CER KNI TTLE: Right. Once again, although
under stand your conments, | can't do -- ny hands are pretty nuch
tied at this point intime. | don't think | can nake them
di scl ose any of their rebuttal w tnesses until your case-in-chi ef
is done. | can't imagine there is anything |I can do about this.
It would be inthe -- it would be like a preenptive ruling on ny
behal f before | have the necessary information or actually the
facts before me to rule on. | amnot going to do that. If
something like that cones up, we will take it up at the
appropriate tine and place on the record.

MR BOYD: Thank you.

M5. CARTER | don't want to interrupt if you have
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addi tional issues.

HEARI NG OFFI CER KNI TTLE:  No, feel free.

M5. CARTER On Wednesday we were provided a copy of a
noti on by Counsel for respondent, and | amunclear in terns of
what the tinme period is in which we should be responding. Is
this sonething that should be attached to our brief and response
to this entire matter, or how does the -- oh, never nmind. |
guess this doesn't need to be on the record. M co-counsel and
are not communicating very well.
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HEARI NG OFFI CER KNI TTLE:  Wel |, unfortunately, it is on the
record. We can't cut it off halfway.

MS. CARTER.  Ckay.

HEARI NG OFFI CER KNI TTLE: Unless there is an agreenent for
an extension of time, then you have seven days from--

MR LAYMAN. | woul d hope, even at this late hour, that ny
di scussion with M. Boyd earlier would support at |east a seven
or a ten day extension, and then |I think based on our earlier
di scussion we were prepared to discuss sinply waiving or allow ng
both the State and Panhandl e to address the notion as to briefs.
| think that is something M. Boyd wants sone nore tine to
consi der.

MR BOYD: | have no problemw th the seven day extension

We can spend next week, while we are fresher, thinking about how
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to handl e that issue.

HEARI NG OFFI CER KNI TTLE: You are granting -- you are
agreeing to a seven day extension right now?

MR BOYD: | amagreeing toit. Not granting it.

HEARI NG OFFI CER KNI TTLE: Right. | will grant it.

MR LAYMAN. May | ask, rather than the seven, to obtain
the ten.

MR BOYD: Ten is fine.

MR LAYMAN. From Wednesday to that next Friday -- it would
be a week from next Friday.
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MR BOYD: That's fine.

HEARI NG OFFI CER KNI TTLE: Today is the 22nd, so that woul d
be Cctober 6th. M. Layman?

M5. CARTER  Yes.

MR LAYMAN: | believe so.

M5. CARTER | will speak for him

HEARI NG OFFI CER KNI TTLE: Al right. | will grant that.

MR BOYD: Do we want to talk about dates for a second
go-round?

HEARI NG OFFI CER KNI TTLE: How about next week? | amin all
week. W could do it on Wdnesday.

MR, LAYMAN. What are we referring to?

HEARI NG OFFI CER KNI TTLE: Oh, M. Boyd suggested that we

set up atinme to talk about setting up for the next --
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MR LAYMAN. Onh, | thought you were setting up a tine for
the hearing itself.

HEARI NG OFFI CER KNI TTLE: No. 1s next Wednesday okay,
though, in terns of a tel ephone status conference?

M5. CARTER That's fine with the State.

MR LAYMAN: | think that's fine.

HEARI NG OFFI CER KNI TTLE: How about you, M. Boyd?

MR BOYD: It looks fine to nme. Wat tine?

HEARI NG OFFI CER KNI TTLE: | have the whol e day open. What
is better for you? Does the afternoon around 2:00 sound good?
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MR LAYMAN: That is fine.

MR BOYD: The afternoon is perfect.

HEARI NG OFFI CER KNI TTLE: Okay. W will set this at 2:00.
Al right. That's all | have got. Once again, | want to note
that there are no nmenbers of the public. Ch, there is Ms. Beth
Pitrolo. M. Pitrolo, do you want to provide public conment here
today in your capacity as a citizen of the State of Illinois?

M5. PITROLO No thank you, M. Hearing Oficer.

HEARI NG OFFI CER KNI TTLE: Okay. Thank you. Well, other
than that, there are no nenbers of the public.

Yes, M. Laynman.

MR LAYMAN | have one renaining question, and it pertains

to the preparation of the transcript. | trust that there won't
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be any preparation of the transcript for this hearing until the
hearing is cl osed whenever we reschedule, or howis that going to
work with a continued hearing?

HEARI NG OFFI CER KNI TTLE: Usually we get the transcripts
now I i ke in seven to ten days, or whatever the -- eight business
days. What doesn't happen is | amnot going to -- | can't do ny
hearing report, the credibility determ nati on and the exhibit
list, until we get all of the hearing done.

MR LAYMAN. O course.

HEARI NG OFFI CER KNI TTLE: But you should get it. Wrk out

what you need with Darlene or talk to nme about a copy of the
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transcript.
MR, LAYMAN.  Ckay.
HEARI NG OFFI CER KNI TTLE: | did want to note -- | don't

think I finished about no nenbers of the public being present.
If they were here, they would be wel cone and allowed to give
public commrent. Since that is not the case -- any nenbers of the
public? No answer.

So this hearing is ended. Thank you all very nuch for your
time.

MR, LAYMAN. Thank you.

MR, BOYD: Thank you

M5. CARTER  Thank you.

(Hearing Exhibits retai ned by Hearing



14

15

16

17

18

19

20

21

22

23

24

10

11

12

Oficer Knittle.)

1077

KEEFE REPORTI NG COVPANY
1-800-244- 0190
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CERTI FI CATE

I, DARLENE M N EMEYER, a Notary Public in and for the
County of Montgonery, State of Illinois, DO HEREBY CERTI FY t hat
t he foregoing 198 pages conprise a true, conplete and correct
transcript of the proceedings held on the 22nd 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 Line Conpany, in proceedings held before John C. Knittle,

Chi ef Hearing Oficer, and recorded in nmachi ne shorthand by ne.
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