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PROCEEDI NGS
(Septenber 19, 2000; 9:35 a.m)

HEARI NG OFFI CER KNI TTLE: On the record. Today's date is
Sept enber 19th of the year 2000. W are continuing the hearing
in PCB Docket Number 99-191, People of the State of Illinois
versus Panhandl e Eastern Pipe Line Conpany. W are continuing
with the case-in-chief of the conplainant's. | do want, as a
prelimnary matter -- well, first of all, is there any
prelimnary matter on behal f of the conpl ai nant before we get
started?

MS. CARTER  No.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: None

HEARI NG OFFI CER KNI TTLE: | have one. 1In response to the
urging of M. Layman and Ms. Carter, | have | ooked into the
busi ness records issue concerning People's Exhibit Nunmber 5. |
do think it is true that a business record is any witing or
record made as a nmenorandum or record of any act, transaction
occurrence or event, and would be admissable if it were made in
the regul ar course of business and if it were in the regular
course of business to nake such a nmenorandum or record at the
time of such event. This, in fact, is the only requirenent that
needs to be nmet for admissability. As M. Layman pointed out,

anything el se, any other issues go to the weight to be given the
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evi dence.
| am standing by ny ruling, though, because | find that
t hi s docunent before us, People's Exhibit Nunber 5, is not a

record in that it was not nade as a nenorandum or record of an

act, transaction, occurrence or event. |In fact, |ooking at the
docunent it says this letter is in response to the Illinois
Envi ronnental Protection Agency's request for guidance. |If, in

fact, it were a summary of a tel ephone conversation or some such
event that was docunented by this letter I would, in fact, find
it adm ssable and any problens that | had that the nmaker of this
letter were not here would go to the weight of the evidence.

But that is what | discovered in nmy off hours research
That's what | amgoing to stand by. So, M. Layman, | just
want ed you to know that | did not disregard your urging.

MR LAYMAN. That's fine. Thank you

HEARI NG OFFI CER KNI TTLE: Now we can get started with the
conpl ai nant' s wi tness, which we have M. Styzens still, | take
it?

M5. CARTER Yes.

HEARI NG OFFI CER KNI TTLE: Do you want to continue his
di rect exam nation?

M5. CARTER Yes, | would like to.

HEARI NG OFFI CER KNI TTLE: Coul d we swear himin again
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(Wher eupon the witness was sworn by the Notary Public.)
HEARI NG OFFI CER KNI TTLE: Al right. M. Carter, your
Wi t ness.
MsS. CARTER  Thank you.
DI RECT EXAM NATI ON (conti nued)
BY M5. CARTER
Q Upon conpl etion of People's Exhibits 8 9 and 10, did
you di scuss these docunents with anybody?
A | amsorry? Could you repeat the question?
Q Upon your conpletion of Exhibits 8 9 and 10 -- do you

have t hose before you?

A Yes.
Q Did you di scuss those docunents w th anybody?
A Well, just as | had said earlier, Dr. Nosari and | were

wor ki ng ki nd of as a team approach. So Dr. Nosari had revi ewed
this econonic benefit calcul ation sheets to review for
reasonabl eness as far as the approach used and doubl e- check
things for accuracy and things of that nature.

Q Did he provide you with any additional conments in your
di scussions of these docunents?

A Just that he felt that it was a reasonabl e approach

Q Ckay. If | could direct your attention to Exhibit 9 and

9A. If you wanted to change the tine period of nonconpliance so
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deternmine a different econom c benefit, could this be done?

A Yes, yes. You can nmake adjustnents in the beginning
starting point of the time frame or the ending point of the tine
frame and nake the necessary adj ustments.

Q Coul d you describe for me how you coul d nake adj ustnents

to the ending point of the tine franme?

A | believe fromthe way we went about it here | think you
could just -- let's say you were going to cut your time frane off
in 1996, on line 11, | believe you could just add up colum H,

11H, all the way up through colum Hl and get a reasonabl e

estimate of the econonmic benefit for that different tine period.
Q Ckay. Thank you. M. Styzens, do you have an opi nion

pertaining to the accuracy of the initial figures that you

utilized in your econom c benefit calculation that we just went

t hrough yesterday? | can break it down for you
A Yes, | don't totally understand.
MR BOYD: | amjust going to object to the I ack of

foundati on for any opinion regarding those nunbers.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER. W went through yesterday his entire analysis
utilizing those initial figures. Since he relied upon those

figures fromthe beginning of his analysis, it is reasonable for
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24 HEARI NG OFFI CER KNI TTLE: The objection is overrul ed.
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1 think sufficient foundation was |aid yesterday.

2 MR BOYD: Well, M. Knittle, if I may --

3 HEARI NG OFFI CER KNI TTLE:  You nay.

4 MR BOYD: | think there was a | ot of testinobny yesterday,

5 approximately 45 minutes about how M. Styzens took nunbers that
6 were provided to himand cane up with the econom ¢ benefit
7 nunbers. What | amobjecting to is any foundation regarding the
8 accuracy of those initial nunbers that he began to rely on

9 There was no testinony regardi ng the accuracy of those nunbers.

10 HEARI NG OFFI CER KNI TTLE: Ms. Carter, anything further?
11 M5. CARTER  Just let nme think for a nmonent. The initial
12 nunbers -- like | said before, it is only inevitable that he is

13 going to have an opinion regardi ng those nunbers due to his

14 extensive utilization of themin his analysis.

15 HEARI NG OFFI CER KNI TTLE: M. Boyd, correct ne if | am

16 wong, but didn't we go over the three factors that this witness
17 | ooked at in terns of reasonabl eness of those nunbers or is that
18 a different set of nunbers?

19 MR BOYD: That was a different set of nunbers. Those

20 three factors that he | ooked at had to do with using the wei ghted
21  average cost of capital to determ ne an econonic benefit. Wat I

22 amtal king about are the nunbers that he began with for the
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annual operating costs. He did not provide any testinony
regardi ng those nunbers in his analysis. He used those nunbers
and that's it. There was no testinony at all regarding those
nunbers.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, any response?

M5. CARTER | can lay nore foundation
HEARI NG OFFI CER KNI TTLE: Pl ease do. | amgoing to revise
ny ruling. | was |looking at the wong set of nunbers. So the

obj ection is sustained.
MS. CARTER.  Ckay.
MR BOYD: Thank you.
Q (By Ms. Carter) If | could direct your attention
pl ease, M. Styzens, to People's Exhibit Nunmber 3, specifically
page 115 contai ned therein.
Page what ?

Page 115.

> O >

Ckay.

Q Can you again explain to ne the process that you
undert ake when conducting an internal audit?
MR BOYD: (bjection. Asked and answered.

Ms. CARTER | amtrying to lay the foundation that M.
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24  objection and give her a little bit of leeway to lay the
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1 appropriate foundation
2 Ms5. CARTER  Thank you.
3 Q (By Ms. Carter) Do you need ne to --
4 A Yes, repeat the question, please.
5 Q kay. In terms of -- can you just explain to ne again

6 the analysis that you typically conduct when you are perform ng
7 aninternal audit?

8 A Ckay. Wien you are performng an internal audit you

9 have to conti nuously nmake an assessnment of the information that
10 you are using for the audit to determine if it is reasonable and
11 accurate. For exanple, during nmy first deposition | had stated
12 that | had a concern about the nunbers that we were using from
13 the BACT analysis on this page because --

14 MR BOYD: | amsorry. Excuse ne. | amjust going to

15 object to this as nonresponsive to the question

16 HEARI NG OFFI CER KNI TTLE: Ms. Carter?
17 MR BOYD: And nove that it be stricken
18 MS. CARTER. Coul d you pl ease read back -- could you pl ease

19 have the court reporter read back the question and answer,
20 pl ease

21 HEARI NG OFFI CER KNI TTLE: Coul d you pl ease read it back
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(Wher eupon the requested portion of the record was read
back by the Reporter.)
MS. CARTER. The response that he was providing was a
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general i zed response.

MR BOYD: | wll withdraw ny objection

HEARI NG OFFI CER KNI TTLE: Do you need to -- can you start
again, M. Styzens? Do you know where you are at?

THE W TNESS:  Yes.

HEARI NG OFFI CER KNI TTLE: Ckay. Pl ease do.

THE WTNESS: In ny first deposition | had stated that
had a concern about the accuracy of the initial capital outlay
figure and the recurring cost figures because in an interna
audit you have to go through a process to exam ne the infornation
that you are using to ensure that it is accurate and reasonabl e.
And | did not -- | had stated in ny first deposition that | did
not performthat test on those two nunbers.

| had requested that if Panhandl e was aware of any better
information pertaining to the initial capital outlays for the
cl ean burn equi pment and the recurring operating and nai nt enance
costs for the clean burn equi pnent, | would sure appreciate, you
know, getting sone better nunbers if they exist. | had said that
in order for nme to exam ne these nunbers on this page | would

have to actually do a another whole internal audit project where
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reason | requested from Panhandl e, you know, better nunbers if
t hey exi st ed.

Q (By Ms. Carter) Ckay. Thank you. D d you ultinmately
recei ve different nunbers from Panhandl e?

A Yes. At the end of ny first deposition Panhandl e
i ndicated that the next step that they were going to take or one
of the next steps was to try to obtain sone better nunbers. Yes,
| did receive sone better nunbers at a |ater date.

(Wher eupon sai d docunent was duly nmarked for purposes of
identification as People's Exhibit 11 as of this date.)

Q (By Ms. Carter) | am handi ng you what has been
previously marked as People's Exhibit Nunber 11. If | could
direct your attention to pages six, seven, eight, nine, ten
el even, twelve -- it is six through thirteen, | believe.

A Ckay.

Q Are you on page six, M. Styzens?

A VWhat is shown on page six? Is it table two or table
three?

Q Can | direct your attention to table one. Do you see

tabl e one?
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A Tabl e one. Yes.
Q When have you -- have you seen this before?

A Yes. | believe after | had requested sone better

nunbers in ny first deposition that | believe at an April neeting
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wi th Panhandl e that they presented this information, which
represented their analysis of some better initial investnent,
capital investnent nunbers, and some recurring cost nunbers
associ ated with the nonconpli ance issue.

Q Ckay. If | could have you turn the page to table two.
Have you seen this sheet before?

A Yes. Again, this was part of the April neeting where
Panhandl e was presenting what they felt were sone nore accurate
nunbers than the BACT nunbers that we initially had used.

Q Ckay. Can | have you turn the page to table three
Have you seen this page before?

A Yes.

Again, what is this page?

A This, again, is resulting fromthe April neeting with
Panhandl e where they are attenpting to provide ne with sone
better nunbers on capital outlays.

Q Again, table four, have you seen this page before?

A Yes. Again, this was as a result of the April neeting

wi th Panhandl e where they are attenpting to give ne capita



20

21

22

23

24

10

11

12

13

14

15

16

17

18

19

outlay infornmation
Q Is it fair to say that tables 4A through 4D were
i ncl uded as wel | ?
A Yes.
Q Did you review this information once you had received
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A Yes.

Q Can you please tell nme a little bit about your review of
this information?

A Basically Dr. Nosari and | both received this
information at that April neeting, so Dr. Nosari and | had sone
di scussi on about how we had both revi ewed the docunentation and
had felt that there -- in this docunent there did contain a
reasonabl e i ncrenmental cost analysis estimating what the initia
capital outlay would have been in 1988 for the clean burn
equi prent and al so a reasonabl e estimate of the recurring costs
and operating costs, maintenance costs, for the sane clean burn
equi prent .

Q Ckay. Just one nonent, please. |If | could direct your
attention to table three contained within People' s Exhibit Nunber
11.

A Yes.

Q Ckay. Do you see the nunber contained therein of

368, 8157
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A Yes, that's the total in the top section of this table

Q What is this the total of, sir?

A It is a-- resulting fromthe increnmental cost anal ysis
associated with the costs that Panhandl e woul d have incurred if
the clean burn equi prent had been installed in 1988, which is
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around t he begi nning of the nonconpliance period.

Q Ckay. Did you enploy this nunber after you received it
from Panhandl e?

A Yes. | determined that | could use that nunber in place
of the BACT figure that -- for the initial capital investnment to
do an econonic benefit analysis starting with the 368, 815.

(Wher eupon sai d docunent was duly marked for purposes of
identification as People's Exhibit 12 as of this date.)

Q (By Ms. Carter) | am handi ng you what has previously
been nmarked as People's Exhibit Nunber 12. Have you seen this
docunent before?

A Yes. | prepared that docunent.

Q Can you identify it for nme, please?

A That is nmy econonmic benefit analysis on the initia
capital investnents that were avoi ded at the beginning of the
nonconpl i ance period, but using the starting point of the initial
capital investnent at the bottom of columm D, the 368,815, which

is footnoted that it was a figure taken from Panhandl e docunent
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dated April 5th, 2000, table three.
Q Ckay. Just one nonent, please
(Wher eupon docunents were duly marked for purposes of
identification as People's Exhibits 13 and 14 as of this
date.)
Q (By Ms. Carter) | am handi ng you what has previously
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been marked as People's Exhibit Nunmber 13. Have you seen that
docunent bef ore?

A Yes, | have.

Q Can you identify that docunent for me?

A Yes. That is ny econonic benefit analysis for the
recurring operating or nmai ntenance costs that woul d have occurred
during the nonconpliance period, the total benefit of which is at
the bottomof colum H But it is using the recurring cost
figure that | attained fromthe April 5th, 2000 neeting with
Panhandl e, taken fromtheir docunent, table four, totaling
29, 806.

Q | al so handed you what has previously been marked as
Peopl €' s Exhi bit Nunber 14. Have you seen that before?

A Yes.

Q VWhat is that docunent?

A That is just an attachnent to People's Exhi bit Nunmber 13
to further analyze the economic benefit of the recurring costs

over tine.
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Q Ckay. If | could just direct your attention back to
Peopl e' s Exhi bit Nunber 12.

A Yes.

Q Once you took the capital costs from Peopl e' s Exhibit
Nunber 11 and enployed it in People' s Exhibit Nunber 12, did you
performthe sanme cal culation that you previously described
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yest erday afternoon?

A | used the sane nethodol ogy for the econom c benefit
anal ysis that | described before on this particular docunent,
Exhi bit Number 12.

Q Are there any differences between the nethodol ogy that
you enpl oyed in People's Exhibit Nunmber 12 and Peopl e's Exhi bit
Number 8?

A No di fferences in the nmethodol ogy.

Q Ckay. Did you arrive at a determ nation of economc
benefit for the initial investment based off of the nunber
contai ned within People' s Exhibit Nunber 117

A Yes, | did.

Q And what was that nunber?

A | determned that the econonmic -- the reasonable
econom ¢ benefit for the avoided initial capital investnent
during the nonconpliance period exam ned was at the bottom of

colum L on Exhibit 12, which is 259, 325.
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Layman exited the hearing room)

Q Ckay. Thank you. If I could direct your attention to
table four in People's Exhibit Nunber 11. Are you on that page,
sir?

A Yes.

Q kay. Do you see the nunber contained therein of
$29, 806. 00?
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Yes, | do.
Where is it?

A It is the bottomof the colum marked total on that
page.

Q Ckay. And does that -- what does that nunber represent
to you?

A That represents an increnental cost analysis of the

operating costs that woul d have occurred throughout the

nonconpl i ance period if the clean burn equi pment had been

install ed back in 1988.

Q

Ckay.

Did you enploy this nunber in your economc

benefit cal cul ati ons?

A

Q

Yes,

| did.

I's that nunber enployed in one of the exhibits that

provided to you just a few nonents ago?

A

Q

Yes,

Ckay.

Exhi bit Nunber 13.

Wiere is that nunber set forth within Exhibit
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A The bottom of colum D has 29,806, which is footnoted as
a figure taken from Panhandl e docunent dated April 5th, 2000,
table four.

Q Ckay. Was the nethodol ogy that you enpl oyed in People's
Exhi bit Nunber 13 the sanme as the nethodol ogy that you previously
enpl oyed in calculating the annual recurring costs as you
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di scussed yesterday in People's Exhibit Nunmber 9?

A Yes, the nethodol ogy is the sane.

Q Are there any differences in the methodol ogy that you
enpl oyed in People's Exhibit Nunber 9 and People's Exhibit 13?

A No.

Q kay. Did you arrive at a determi nation of economc
benefit for the annual recurring costs enploying the nunber that
was previously indicated in People's Exhibit Nunber 117

A Yes, | did.

Q And what was that nunber?

A An exam nation of the avoided annual recurring operating
costs for the nonconpliance period reviewed shows that colum H,
on the bottom of colum H, an economi c benefit amobunt of 361, 612.

Q Ckay. Perhaps | need to back up for just a nonent. In
terms of People's Exhibit Nunmber 14 --

A Yes.
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Q -- is the nethodol ogy that you enployed to determ ne the
annual recurring costs conpounded as the wei ghted average cost of
capital as set forth in People's 14 the sane as People's Exhibit
Nunmber 10 that you discussed yesterday?

A Yes, it is.

Q Ckay. Once you nade a determ nation of the economnic
benefit for the annual recurring costs in the initial investnent

based upon those figures set forth within People's Exhibit Nunber
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11, what was the next step that you enpl oyed? Do you need ne
to --
A Yes, could you repeat the question, please?
Q Yes. | amtalking a little fast. | apologize. Once

you nmade a deternmination of the annual recurring costs, as set
forth within People's Exhibit Nunber 13, and a determ nation of
the initial investnment, as set forth within People's Exhibit
Nurmber 12, what was the next step that you enpl oyed?

A Yes. What | did was just exam ne what the total
econom ¢ benefit is for the nonconpliance period taking the
recurring costs into account and the initial capital investnent.
You woul d do that by adding, on People's Exhibit Nunber 13, the
bottom of colum H, the 361,612, and you would add that to, on
Peopl e's Exhibit 12, the bottomof colum L, the 259, 325, you
woul d add those together to get a total econonic benefit.

Q Wul d you pl ease add t hose together for ne, M. Styzens?
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A Yes. | get 620, 937.

Q Ckay.

A And | would like to correct -- | think I had an addition
error yesterday. | think | said for the BACT nunbers that it was
7,052,453. | believe it is 7,062,453. | had a --

Q You had an addition error fromyesterday' s testinony?

A Yes, | did.

Q Ckay. And you are performng these additions | onghand
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up there?
A Yes.
Q Just one nonent, please
(Wher eupon sai d docunments were duly marked for purposes of
identification as People's Exhibits 15, 16, and 17 as of
this date.)
Q (By Ms. Carter) | am handi ng you what has previously

been nmarked as People's Exhibit Nunmber 15, 16, and 17.

A Ckay.

Q Have you seen those docunents before?

A Yes, | prepared those documents.

Q Can you tell nme what People's Exhibit Nunber 15 is?
A Yes, the division of |egal counsel had --

Q Excuse ne. |If you could hold on just a nonent.

A Sur e.
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Q Thank you. Again, could you just tell nme what Exhibit
Nunber 15 is, please?

A W were requested by the division of | egal counsel to do
sone additional analysis on the econom c benefit for sone
different tinme periods. And so as part of that process, | went
through our initial calculations, and | had found a coupl e of
errors or omssions that | wanted to correct. They were
insignificant, a typo, and we also wanted to deal with the
partial years nore accurately.
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Q Ckay. When you were referring to the partial years, can
you point to exactly what you are referring to on People's
Exhi bit Nunber 15, please?

A Yes. What we did was, you know, as | went through this

to conpare it to People's Exhibit Number 12, which is the

original figures, |I had noticed that there was a typo in plant
cost index for 1996. It was typed originally as -- that's in
colum 11A on Exhibit 15A. | noticed there was a typo there. W

had originally typed it as 384.7 instead of 381.7. And we al so,
on exhibit -- on People's Exhibit Nunber 12, during the course of
the review we were nore concerned with the full year cal cul ations
because we knew there was going to be sonme adjustnent in the tine
periods. | wanted it to be nore accurate before | did anynore
analysis. So |l -- what we did is we just recalcul ated the

partial years that contained a few nonths, January, February,
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March, April and | think it was Cctober, Novenber, Decenber. And
we included the net benefit for partial years of 9, 079.

Q VWhat colum are you referring to?

A | amsorry. It is colum 2L

Q Ckay.

A We brought in that nunber. That nunber was not brought
into our initial investment figure on People's 12. And then we
brought in the 14L, the 6,889, just so that we could not just
cover the full years but make it a little bit nore accurate as
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far as dealing with the partial years.
Q kay. Were these the only nodifications that you nade?
A Yes, these were the only significant changes that |
recal | .
Q Ckay. Was the net hodol ogy that you enployed in
cal cul ati ng Peopl e's Exhibit Nunmber 15 and 15A the sane as the

nmet hodol ogy that you enpl oyed in cal cul ating People's Exhibit

Number 8?
A Yes. | amsorry. | believe it would be People's
Exhi bit Nunmber 15 and People's Exhibit -- well, | have 12. And

guess 8 would --
Q kay. Exhibit 12 would be -- let ne just nake sure
have this correct.

A That is the original initial investnent.
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Q Ckay. M. Styzens, can you tell ne what was the result
of the revisions that you just went through pertaining to
Peopl e' s Exhi bit Nunber 15A and 157

A The number we are concerned with is at the bottom of
colum L, the net benefit change from 259,325 to 276,572, which
is at the bottomof colum L on Exhibit 12 versus the bottom of
columm L on Exhibit 15. So there was a m nor adjustnment on the
net benefit.

Q Ckay. Let nme just back up for just a nonent, M.
Styzens. Based on those nodifications that you nmade to exhibits
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15 and 15A, did the figures -- did it result in a change in the
nunbers in the other col ums?

A Yes, it would, because as you are dealing with PCl, the
pl ant cost index, it will change your inflation figures in the
years surroundi ng the 1996 PCl, the 1995 year and the 1997 year
and all of those changes get factored in as you go across the
table. And, again, really the main change was how we dealt wth
the partial years, where we didn't have in colum L2, L2 we

didn't have the 9,000 figure and in L14 we didn't have the 6,000

figure.
Q Ckay.
A So it will change nunbers because the PCls used to

adjust the initial capital investnment figures in colum D, and as

t hose change it has minor very insignificant changes throughout
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the table.

Q Ckay. Thank you. If | could direct your attention to
Peopl e' s Exhi bit Nunber 16. D d you nmake those nodifications
that you just described relevant to People's Exhibit Nunber 15 in
Peopl €' s Exhi bit Nunmber 167?

A Yes. Again, all we basically did was just rework the
partial year figures in colums two and in colum 14 and then
changed the PCl for 1996, which is 11A from 384.7 to 381.7.

Q Did the nodifications that you just described change the

nunbers that were set forth in the colums in People's Exhibit
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Number 16A?
A Yes. Again, adjusting the PCl will have a reflection

t hroughout the table of the --

Q Ckay.

A -- changes in nunbers.

Q kay. Didit -- did the nodifications that you just
descri bed change the econom c benefit cal culation for the annua
recurring costs?

A Slightly. It changed from in schedule A People's
Exhi bit Nunmber 16, the bottom of columm H, it says 378,328, which
woul d be conpared to People's Exhibit Nunber 13, columm H, which
is 361,612. So | think there was a $15, 000. 00 or $16, 000. 00

di fference.
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Q Ckay. If | could direct your attention, possibly
backi ng up here for a nonment, to People's Exhibit Nunber 17 and
17A.

A Ckay.

Q Did you enploy those -- did you nake those changes t hat
you previously discussed in People's Exhibit Nunber 17A, 17, as
wel | ?

A Yes. Again, we were dealing with the PCl change, which
woul d change slightly the after-tax cash flows that we brought
into this exhibit, and we recal culated the partial years in |line
one and |ine 13.
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Q Ckay. Once you made the calculations that are set forth
wi thin People's Exhibit Nunber 15 and People's Exhibit Nunber 16,
M. Styzens, what was the next step that you enployed in

determ ning the economic benefit?

A | amsorry. You are going to have to repeat the
guesti on.
Q | can repeat the question. Once you conpleted the

calculations that were set forth in People' s Exhibit Nunmbers 15
through 17, what was the next step that you did to calculate
econom c benefit in this case?

A Simlar to the past where you would just take for the
initial investnent on Exhibit Nunber 15, the bottom of columm L,

you woul d take that 276,572, which is the econonic benefit
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resulting fromthe initial investnent, capital investnent
avoi dance during the nonconpliance period exam ned, and you would
add it to the bottomof colum H on exhibit -- People's Exhibit
Number 16, which is 378,328, which is the econom c benefit
associated with the recurring cost avoi dance.

Q Ckay. Can you performthat cal culation here for ne

today, M. Styzens?

A Yes.

Q Thank you.

A | get 654, 900.

Q I's that 900 even?
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A Yes.

Q | just wanted to make sure. |Is that correct?

A Yes.

Q Ckay. How does that nunber differ fromthe previous
nunber that is set forth within -- that you previously deterni ned

for ne based on Exhibits 12, 13, 14, and 157
A It is approximately $30,000.00 in difference.
Q Ckay. Thank you.
M5. CARTER If | could have just one noment, M. Hearing
Oficer.
HEARI NG OFFI CER KNI TTLE: Yes. Let's go off the record.

(Di scussion off the record.)
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HEARI NG OFFI CER KNI TTLE: Ckay. W are back on

(Wher eupon sai d docunents were duly nmarked for purposes of
identification as People's Exhibits 18, 19, and 20 as of
this date.)

Q (By Ms. Carter) M. Styzens, | have just handed to you
what has previously been marked as Peopl e's Exhi bit Nunbers 18,
19, and 20. Have you seen these docunents before?

A Yes.

Q Can you tell me what People's Exhibit Nunber 18 is,
pl ease?

A As | had nentioned earlier, we received a request from

the division of legal counsel to do some additional economc
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benefit analysis but to change to a slightly different tine
period. So what this is, is using a slightly different
nonconpl i ance period in the first colum there of February of
1988 through August of 1999, we are cal cul ating the economc
benefit associated with the initial capital investnent.

Q Have you seen Peopl e's Exhi bit Nunber 19 before?

A Yes.

Q Can you identify this docunment for ne?

A Yes. Again, this is the result of a request fromthe

di vision of legal counsel to do sone additional econom c benefit
anal ysis on the recurring annual operating and mai nt enance costs

but to slightly change the nonconpliance period from February of
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1988 t hrough August of 1999.

Q And have you seen People's Exhibit Nunber 20 before?

A Yes. That is the attachnment associated with Exhibit 19
that, again, recalculates the cost of capital across tine for the
recurring costs but using the new nonconpliance peri od.

Q Do Peopl e's Exhibit Nunmber 18 through 20 all utilize the
sane tinme period?

A Yes.

Q Are there any other changes in People's Exhibits 18, 19,
and 20 from-- just a nonent, please.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, | have a question for
clarification as well.
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M5. CARTER  Yes, sir.

HEARI NG OFFI CER KNI TTLE: People's 18, on the bottom says
02- 10- 88 t hrough 08-31-99.

M5. CARTER  Yes, sir.

HEARI NG OFFI CER KNI TTLE: Exhibits 19 and 20 say February
to August of 1999, it looks like. | just want to get the tine
frames strai ghtened out.

M5. CARTER  They both say -- let me just back up for a
second, if | can, M. Hearing Oficer.

HEARI NG OFFI CER KNI TTLE:  Sure.

MS. CARTER. Does the bottom of People's Exhibit Nunber 18
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say February 10th of 1988 through August 31st of 1999, WACC?
HEARI NG OFFI CER KNI TTLE: Correct, but it is all nunbers.
M5. CARTER Ckay. Then on Exhibit 19 it says February to
August 1999, WACC, right?
HEARI NG OFFI CER KNI TTLE: In letters it says Feb dash Aug,
1999, WACC, which | ooks Iike February through August of 1999.
M5. CARTER | can nmake that clarification with the
Wi t ness.
HEARI NG OFFI CER KNI TTLE:  Ckay.
MS. CARTER: Thank you very nuch
HEARI NG OFFI CER KNI TTLE:  Ckay.
Q (By Ms. Carter) M. Styzens?
A Yes.
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Q Can | direct your attention to People's Exhibits 19 and
207

A Yes.

Q Do you see -- what does the bottomline on those
exhi bits state?

A The title?

Q Excuse ne. On People's Exhibit Nunmber 19?

A The title at the botton®

Q Yes, sir.

A It has February through August, 1999. But what that is

supposed to reflect -- it is just a bad title. It should say



12

13

14

15

16

17

18

19

20

21

22

23

24

10

February of 1988. It was just an omi ssion on clarification of
the title. It has the sane time period as People's Exhibit
Nunber 18. The first column reflects February of 1988 through
August of 1999.

Q Ckay. And what about on -- can you tell nme what the
title is contained on the bottom of People's Exhibit Nunmber 207?

A Yes. Again, it stays February, dash, August of 1999,
but the form-- the title would be clearer if it would have said
February 1988 through August of 1999, which is reflected in the
first colum of that table.

Q Ckay. Thank you. M. Styzens, were there any other
changes in People's Exhibit Nunber 18 -- let ne scratch that,
pl ease.
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M. Styzens, can you tell ne if there were any other
changes between Peopl e's Exhibit Nunber 15 and Peopl e's Exhibit
Number 18?

A No, the only change between those two tables was the
time period which is contained in the first col um.
Ckay.
A O course, the net benefit calculation at the very end
of columm L changes as a result of the tinme frane change
Q What is the net benefit that was determ ned based upon

this tinme period for the initial investnent?
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A That woul d be contained at the bottomof columm L on
Peopl e's Exhibit 18, which is 285, 328.

Q kay. And in terms of People's Exhibit 19 and 16, can
you conpare those two for ne? Wre there any other changes nade
bet ween t hese two docunent s?

A The only difference is that a different tinme period is
used in the first colum resulting in a change in the economc
benefit calculation at the end of colum H

Q VWhat is that econom c benefit cal culation set forth
wi thin People's Exhibit Nunber 19 in colum H?

A Exhibit 19, at the bottom of colum His 355, 431.

Q Can you please tell nme if there were any ot her changes
nmade between People's Exhibit Nunber 17 and People's Exhibit 20

besi des for the change in the time period that you previously
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A No. The only change was the tine period contained in

the first col um.

Q Ckay. Based on the cal culations that you enpl oyed in
Peopl €' s Exhi bit Nunber 18 through People's Exhibits 20, did you
nmake a determ nation as to the total economc benefit for this
time period of February of 1988 through August 31st of 1999?

A Yes. You would do that by taking the bottomfigure on
Exhi bit Number 18, columm L, which is 285,328, which is the

econom ¢ benefit for the initial investnent during this
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nonconpl i ance period, and you would add it to People's Exhibit
Number 19, the bottom of colum H which is 355,431, which is the
econom ¢ benefit for the avoided recurring costs and you woul d
add those together to get a figure, which I will do now
Q Ckay. Thank you
A Those two figures conbined then would give you a tota
econoni ¢ benefit of 640, 759.
Q Thank you
M5. CARTER M. Hearing Oficer, if | could just have one
nore nonent, please. Thank you.
HEARI NG OFFI CER KNI TTLE: Let's go off.
(Di scussion off the record.)
HEARI NG OFFI CER KNI TTLE: Back on the record.
(Wher eupon sai d docunents were duly nmarked for purposes of
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identification as People's Exhibits 21 and 22 as of this
date.)

Q (By Ms. Carter) M. Styzens, | have just handed you
Peopl e's Exhibits 21 through 22. [If | could direct your
attention to People's Exhibit Nunmber 21, have you seen this
docunent bef ore?

A Yes, | prepared that docunent.

Q Can you tell nme what this docunent is?

A This is an analysis of the econom c benefit. n
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Peopl e' s Exhi bit Nunmber 21, it is an exam nation of the economc
benefit associated with the avoided initial investnent capita
outl ays that occurred during the nonconpliance period we exam ned
in the first colum. But instead of using the weighted average
cost of capital as the cost of noney over tinme, we used the bank
prinme loan rate, which is -- it is arate that is used by banks
to charge for loans to their best custonmers. |t changes
periodically over the year and we obtained the information from
t he Federal Reserve Board of governor's infornmation on the bank
prime loan rate, and that is contained in colum E on Exhibit
Number 21.

Q Does the bank prinme |oan rate change over time?

A Yes. There is periodically adjustnments in that prine
rate, and it is basically a nationw de type of rate that banks
charge their best custoners, and there are changes over tine
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dependi ng on econonmic data that is occurring at that time, and it
is usually related to the Federal Reserve Board of governors.

Q Ckay. So in terns of People's Exhibit Nunber 21, there
is no longer the weighted average cost of capital contained in
thi s document ?

A Correct. The colum E in an ol der exhibit would have
contai ned the wei ghted average cost of capital, but we had
substituted in colum E the bank prinme | oan rate.

Q Besi des the substitution of the weighted average cost of
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capital with the bank prime |loan rate, were there any ot her
changes enployed in the production of People's Exhibit Nunber
21 -- between People's Exhibit Nunber 21 and Peopl e's Exhi bit
Number 18?

A No, that is the change that was made

Q And based upon this change in the bank prine | oan rate
was a different nunber derived for econom c benefit for
nonconpl i ance of initial investnent derived in this case?

A Yes, that figure would be contained at the bottom of
colum L, |abeled net benefit, which would indicate that using
the prinme loan rate as a reasonable rate to charge for the val ue
of nmoney over time, that the econom c benefit associated with the
avoided initial investnent would be 246, 027.

Q Ckay. How does that nunber conpare with the nunber that
is set forth within People's Exhibit Nunber 18?2
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A The nunbers you woul d conpare woul d be, again, at the
bottom of colum L on both Exhibit 18 and 21. You woul d conpare
on 18 the 285,328, which was the econom ¢ benefit using the
wei ght ed average cost of capital through tinme versus 246, 027,
which is the net benefit on Exhibit Nunber 21 using the prine
rate. So it looks like there is approximtely a $40, 000. 00
di f ference during the nonconpliance period using the prinme rate

versus the wei ghted average cost of capital
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(Wher eupon a docunent was duly nmarked for purposes of
identification as People's Exhibit 23 as of this date.)

Q (By Ms. Carter) If | could direct your attention to
Peopl e' s Exhi bit Nunber 22 and Peopl e's Exhibit Nunmber 23. First
of all, People's Exhibit Nunber 22, have you seen that docunent
bef ore?

A Yes, | created that docunent.

Q Ckay. And can you pl ease describe this docunent for ne?

A Again, it is an econonic benefit anal ysis associ ated
wi th the annual recurring costs that were avoi ded during the
nonconpl i ance period. But instead of using the weighted average
cost of capital, it is using the prine rate.

Q Ckay. |Is there any other changes that were enployed in
generating People's Exhibit Nunber 22 conpared to People's
Exhi bit Number 19?

A No, no ot her changes.
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Q Ckay. Is the tinme period the sane?

A Yes.

Q Agai n, in People's Exhibit Nunber 23, have you seen that
docunent bef ore?

A Yes.

Q VWhat is that docunent?

A That's basically an attachnment to People's Exhibit

Nurmber 22, and that's where you will see the prime rate listed in
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colum B, which would be formerly the wei ghted average cost of
capital which would be contai ned on one of the previous exhibits,
| believe People's Exhibit Nunber 20. And that is where you are
taki ng the annual recurring costs over tinme and instead of
charging the tinme value of noney during that period, instead of
usi ng the wei ghted average cost of capital, you are using what a
typi cal bank woul d charge a conpany if they were to borrow noney
to borrow debt using the prine rate.

Q Ckay. Are there any other changes between People's

Exhi bit Nurmber 23 and Peopl e's Exhibit Number 20?

A No.
Q Ckay.
A The difference is only the WACC versus the prine rate.

Q Ckay. Based upon the prine loan rate for the tine
period of February of 1988 through August of 1999, did you nake a
determ nation for econom c benefit for the annual recurring
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costs?

A Yes.

Q Ckay. What figure or what econonmic benefit did you
cal cul ate?

A You woul d have to take, on People's Exhibit Nunber 21,
the net benefit in colum L, which is dealing with the prime rate

of $246,027.00, and you would have to add that to People's
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Exhi bit Nunber 22, which is, again, dealing with the prinme rate
for the recurring costs.

Q M. Styzens, if | could just back up for just a nonent.

A Yes.

Q M/ question was, did you nmake a cal cul ation for econom c
benefit for the annual recurring costs?

A Ch, | amsorry. Yes. It would be contained on Exhibit
22, the bottomof columm H, 336, 534.

Q And how does the econom c benefit calculated for the
annual recurring cost of the prime loan rate differ fromthe
annual recurring costs utilizing the wei ghted average cost of
capital for that same tinme period?

A Exhi bit Nunmber 19, whi ch would be the equival ent nunber
for using the weighted average cost of capital, is 355,431, and
using the prinme rate on People's Exhibit Nunber 22, colum H, it
dropped fromthat figure down to 336,534, which is about a
$20, 000. 00 di fference.
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Q Now, did you calculate a total econom ¢ benefit
utilizing the prinme rate for the time period of February of 1988

t hrough August of 19997

A Yes.
Q How di d you performthat cal cul ati on?
A In order to get a total econom c benefit using the prine

rate for that nonconpliance period, you would have to take
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Peopl e' s Exhi bit Nunber 22, the bottom of colum H, 336,534, and
add it to People's Exhibit Nunmber 21, for the initial investnent,
the bottom of columm L, $246, 027. 00.

Q Can you pl ease add those for ne?

A Yes. | get 582,561

Q M. Styzens, were there any other factors that you
consi dered in your econom c benefit anal ysis?

A No.

Q Are you famliar with the termretrofit?

A Yes. Retrofit is just a word that you can see in any
dictionary. It just deals with changes or nodifications that are
made to, let's say, a building or a piece of equipnent that is
al ready operating or already in place where you try to enhance
its performance. That's considered retrofit.

Q kay. Are you familiar with the termretrofit in the
context of an econom c benefit cal cul ation?

A | have heard just basically pertaining to this case
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here, the Panhandl e case, there have been sone discussi ons about
retrofit costs and how they relate to econonmic benefit. There
has been sone cal cul ations and discussions related to this case.
That was ny first exposure to economc benefit and retrofit.

Q And what context has the termretrofit arisen pertaining

to this case?
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A | believe it pertains to People's Exhibit Nunmber 11

Q Can you just tell nme in general howit has arisen in
this case?

A In general ? It appears that Panhandl e Eastern believes
that they have had sone avoi dable costs or retrofit costs that
woul d have occurred today versus what woul d have occurred in
1988.

Q Ckay. Does Panhandl e seek to utilize these retrofit
costs in any sort of calcul ations?

A Yes. It appears, fromny review of the information in
t hi s Panhandl e penalty case in nmy audit, that it appears that
Panhandl e i s seeking sone kind of reduction or rebate to the
econom ¢ benefit based on sonme retrofit costs that they have
cal cul at ed

Q kay. Did you enploy retrofit costs in any of your
cal cul ati ons?

A No, | did not.

Q Wy didn't you enploy any type of retrofit costs in the
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cal cul ations that you perforned?

A Well, as part of the internal audit, when I was
exam ning that issue | reached sone concl usi ons regarding the
rel ati onshi p between econonic benefit and retrofit costs.

Q And what were the conclusions that you reached

pertaining to econonmc benefit and retrofit costs?
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MR BOYD: | amgoing to object to the |ack of foundation
for any conclusion. This witness has testified that this is his
first exposure to this issue and has not |aid any kind of
groundwork as to what he has done in this particular case to have
any conclusions at all in regard to retrofit costs.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER M. Hearing Oficer, in this case he has
i ndi cated that he has considered retrofit costs in terms of it
bei ng raised by respondent in this nmatter. Sinply because he did
not enploy retrofit costs does not nean that he did not consider
retrofit costs and their appropriateness for determ ning econonic
benefit calculations. | think the appropriate foundation has
been rai sed based on the previous testinony that he provided.

HEARI NG OFFI CER KNI TTLE: | amgoing to sustain the
obj ection, but that does not prohibit you fromlaying foundation
as to how he reached his concl usions.

M5. CARTER Ckay. Just a nonent, please.

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

(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: (Ckay. Let's take a five minute
br eak.

(Whereupon a short recess was taken.)
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HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record after a brief recess.

M. Styzens, let nme remnd you that you are still under
oat h.

THE W TNESS: Yes.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, you may continue with
your direct exam nation of this wtness.

MS. CARTER  Thank you.

Q (By Ms. Carter) M. Styzens, have you explored the issue
of retrofit?
A Yes.

MR BOYD: (bjection. Asked and answered. W have gone
over this before the break.

M5. CARTER M. Hearing Oficer, | amsinply trying to | ay
the foundation that the Board requested that | do. |If | could
have a little leeway in this --

HEARI NG OFFI CER KNI TTLE: Yes, | will give you a little
leeway on this. | will overrule the objection and |let you ask a
coupl e of background questi ons.
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Q (By Ms. Carter) | amsorry. What was your answer?
Ms5. CARTER. Wat was his answer, M. Hearing Oficer?
HEARI NG OFFI CER KNI TTLE: It was yes.

(Laughter.)

M5. CARTER | amglad | am providing comedy here for
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everybody at |east. I will just continue on. Could she read
back the question as well, please.
HEARI NG OFFI CER KNI TTLE: Pl ease, Darl ene.
(Wher eupon the requested portion of the record was read
back by the Reporter.)

Q (By Ms. Carter) In what context have you explored the
i ssue of retrofit?

A Well, the concept of retrofit costing is commbn anong a
variety of industries in relation to environnental type of
controls, for exanple, the gasoline station industry in Chicago,
they had to go through a series of upgrades of their punping
equi pment to cone into conpliance with air em ssions, so they had
retrofitting involving those pieces of equipnent. The dry
cleaning industry had to do a | ot of changes to their processes
and they had retrofitting associated with comng into conpliance
with environnental regulations. It happens in industries across
the board. Like, there was recently an indication that the
Boeing 737 has to be retrofitted to change its rudder system

things of that nature. So, | nean, it is a conmmon event in
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busi ness, retrofitting equi pment.
| have read sone articles by M. Singh that discuss
retrofit costs and their inpact on economc benefit. | think

there was two or three articles that were presented as a part of



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

this discussion of econom c benefit for Panhandl e Eastern

Again, it is part of -- ny function as an internal auditor is to
becone aware and nore know edgeabl e, as know edgeabl e as
possi bl e, about the topics that | amexanmning in the interna
audit so that | can nmake accurate and reasonabl e anal ysis and
concl usi ons based on that information. And so | went through a
series of, you know, looking at M. Singh's articles. O course,
again, | was aware of these events occurring in other industry
and things of that nature.

Q Ckay. You nentioned articles that you have read
pertaining to retrofit. Can you just tell ne alittle bit about
your understandi ng of what was contained in those articles?

A Yes. M. Singh was doi ng sone exanpl es of econonic
benefit anal ysis where a conpany can have an economnmic benefit but
then there is discussions about a variety of retrofit activities
that would go on with that conpany for let's say nodifying the
building in some way to install pollution control equipnrent or
you know, making any type of changes to structures or taking
apart equi prment, things of that nature. And M. Singh then
rel ated some exanpl es of how you can go through a traditiona
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econom ¢ benefit analysis. But then in M. Singh's article he
gi ves the opinion that there shoul d be sone di scussi on about how
retrofit costs should affect that economic benefit.

Q Are the principles in these articles that you have read
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attenpting to be enployed in this case?
MR BOYD: Objection to the formof the question
HEARI NG OFFI CER KNI TTLE: How so, M. Boyd?
MR BOYD:. Well, it is anbiguous, for one thing
HEARI NG OFFI CER KNI TTLE:  Any ot her thing?
MR BOYD: | didn't understand it at all, so | think it is
t oo anbi guous to under st and.
HEARI NG OFFI CER KNI TTLE: Ms. Carter, a response?
M5. CARTER | disagree that the question is anbi guous.
can rephrase for Counsel for respondent's clarification
HEARI NG OFFI CER KNI TTLE: Pl ease do.

Q (By Ms. Carter) Are the principles pertaining to
retrofit that are set forth within the articles that you
previously referred to, seeking to be enpl oyed by respondent in
this matter?

A Yes.

Q Can you explain specifically how those principles
respondent is seeking -- can you explain specifically how the
respondent is seeking to enploy those principles in terns of an
econom ¢ benefit cal cul ation?
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A It appeared to nme that what they are trying to do in
this particular case, when conparing to M. Singh's articles that

| have read, is a simlar approach where you devel op an economic
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benefit for the avoided initial capital outlays and the recurring
costs over time. So you have a benefit period. But then, as M.
Si ngh discusses in his articles, he deals with what he calls a

di sbenefit period or a retrofit period where you then, according
to M. Singh, are to nake sonme kind of adjustnents to your
econom ¢ benefit calculations based on retrofit costs that may
occur in a different tinme period, a |later date, to nake changes
to equipnent, let's say, in order to incorporate or retrofit an
envi ronnental equipnent on to a -- let's say a piece of

equi prent, |ike an engi ne or whatever.

Q What role do you believe that retrofit should or should
not play in this case?

A Well, as | examined M. Singh's concepts in his articles
and what was being attenpted to be done or discussed in this
Panhandl e case, as an internal auditor, when you are eval uating
or performng an internal audit, you have to al ways exam ne not
only the particular financial calculations and financial concepts
that you are working with, but you have to exami ne the interna
control systens or the systens of internal control that are
involved in your audit project. Because one of our main
functions as an internal auditor is to continuously, for the
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organi zation that we are working for, to exam ne the
ef fectiveness of the internal control system

What | nmean by that is, for exanple, in this case when you
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tal k about economic benefit, it is a financial concept where you
go through financial analysis to reach econom c benefit. But
when | examined it in a broader context of this internal audit,
it is also a key control systemthat the Illinois EPA uses in
their Agency to ensure that their enforcenment programis
effective in ensuring that environnmental [aws are followed, that
capital expenditures are nmade tinely, and it is a key contro
point. |If there is any effort to weaken that control point, that
is where | have to nake sonme kind of determination that is the
control systemeffective or not.

My concl usi on, from exani nation of M. Singh's articles and
what is going on in this particular case is, that any attenpt to
| essen the econom c benefit by, let's say retrofit, would
significantly reduce the effectiveness of the control. For
exanple, if you have a nanager of a conpany, in this day and age
there is a lot of pressure on nanagenent to ensure that the
conpany perforns well financially. And when you exam ne interna
controls, unfortunately, froman auditor's standpoint, you cannot
assune that everybody is a good citizen. You can't assune that
everybody is going to nake the hard deci sions and spend the noney
to conme into conpliance with environnmental | aws.
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That is the internal auditor's role, is to play the devil's

advocate, to assune that naybe there is a manager out there
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wor ki ng for sonme conpany that is going to try to maybe del ay
capital expenditures tenporarily or permanently in order to have
that noney to use on other projects in the conpany and to naybe
not take -- make the right decision to spend the noney on

envi ronnent al equi prment .

Again, the goal -- you have to renenber the goal of the
control system the goal of econonmic benefit is to nake that
manager indifferent between naking the decision to spend the
nmoney on pollution control equi pment or spend it on sone other
investrment. You are trying to take away any benefit that the
manager woul d have for spending that noney inproperly. And if
you have a manager out there that knows that there is retrofit
costs that are going to occur in the future, and that he is going
to get a rebate off the econom ¢ benefit cal culation, then that
does change the effectiveness of the control

That manager is no longer indifferent. There is actually a
reasonabl e deci si on based on that approach that, well, naybe
will delay that cost, because if | can get a recovery fromny
econom ¢ benefit by subtracting off the retrofit costs, then I
may tend to | ean towards del aying the capital investnent rather
t han maki ng the capital investnent.

Q Ckay. |Is there any other conclusion that you nade
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pertaining to retrofit costs in this case?

A Wel |, another concept that | exam ned was in ny econonc
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benefit analysis, what | amtrying to do is go back to the
begi nni ng of the nonconpliance period in 1988. And to
reconstruct what shoul d have happened, what shoul d have Panhandl e
done like their conpetitors had done in 1988. And as | began to
examne this retrofit issue, | analyzed what would be -- if the
conpetitor of Panhandl e that rmade the investnent in 1988, what
woul d be the retrofit costs today. WlIl, the answer in ny mnd
was zero because if you had nade the capital investnment in 1988
you woul d avoid the retrofit costs. That is an avoi dabl e cost
and | don't believe it should be included in your incremnental
cost anal ysi s.

Q Did you nmake any ot her conclusions pertaining to
retrofit in this case?

A Yes. Besides the significant negative inpact it would
have on the control system | also determined that we are dealing
with two tinme periods here. W are dealing with a nonconpliance
time period where you are exam ning the capital avoi dance, the
econom ¢ benefit in this nonconpliance period. The period of
nonconpl i ance goes fromthe nonconpliance date to when the
decision is nade to conply. And that is the period that we
exam ne.

The concepts of retrofit costs that are going on in this
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case, are occurring in an entire different tine period and an
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entire different decision. | could give an exanple where -- so
we just focus the econom c benefit on the first decision in the
first time period, which is what shoul d have happened back in
1988 when they should have conplied. W did not nove our
analysis into the second tinme period or the second decision
period which is what are we going to do now to conply.

And if you try to do analysis covering two different
peri ods and two di fferent decisions, it just cannot be done.

Just a quick exanple is if you are going to try to, let's say,
retrofit clean burn equi pnment on these engi nes and Panhandl e
indicates that there is going to be certain costs that are going
to occur today and into the future to do this retrofitting, and
you take the engine apart to retrofit it, and you open the engine
and you take the heads off and you find there is some significant
probl enms, mechani cal problens, with the engi ne.

Wel I, then you get into the whole thing is, well, what part
of the retrofit costs should we assign to the environnental side
of it, because now you turn it into just froma retrofit activity
for environnental equi prment, now you are going to have to nake
sone nodifications to the engine and nake sone mnai nt enance
changes and there is going to be costs associated with that. So
this whole retrofit thing in this different tine period, you can
get into so many different circunmstances and so many different
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decisions that it would be nearly inpossible to cone up with a
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reasonabl e econoni ¢ benefit cal cul ati on across both those peri ods
since they are so different.

Q Just for a clarification, can you please define for ne
what you nean by a busi ness deci si on?

MR BOYD:. njection to the formof the question and for
f oundati on.

HEARI NG OFFI CER KNI TTLE:  Overrul ed.

MS. CARTER.  Ckay.

THE WTNESS: What | nean by a busi ness deci sion?

MR CARTER  Yes.

THE WTNESS: Well, when you are -- managers of a conpany,
they continuously have to make busi ness decisions. And for every
busi ness decision there is arisk. So if you nmake a busi ness
decision to delay capital expenditures, let's say, especially
related to environmental issues, there is risks associated with
t hat busi ness decision. There is an upside risk. It may result
i n somet hi ng good happening. There is downside risks. There may
be sonething bad that may happen. That is the whol e concept of
risk in business. Business is usually a risky type of activity.

And, for exanple, if a decision is nmade to delay capita
outlays, let's say to cone into conpliance with environmenta
regul ations, | nean, there is really tw | arge conponents of that
ri sk decision, that business decision. One is the risk that you
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are going to get -- that the EPA is going to do an inspection and
they are going to identify a nonconpliance period and they are
going to fine you or penalize you with an econonic benefit. But
the second risk, which is always there, is that costs nay go up
in the future. That is just part of delaying decisions, that it
could cost you nore in the future.

So when you get into these concepts of increasing costs in
the future, to me that is just business, the risk of nmaking a
particul ar busi ness decision. Getting back to nmy first -- one of
nmy points that a conpany that decided to conply in 1988, what was
their extra costs? Wiat was their retrofit costs? Wll, they
happened to luckily or purposely nmake a good busi ness decision in
1988 and they have no extra costs, they have no retrofit costs.
And anot her conpany nmay not happen to nake the right decision
It does not have to be purposeful. It could be accidental or
just because they didn't have a know edge base to nmake the right
decision. But the point is there is always a risk of a business

deci sion no matter what that decision is.

Q Ckay.

A Could I add one thing to that?

Q Is it in response to ny |ast question?

A Yes.

Q Yes.

A The point | amtrying to make with this retrofit idea of
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the deducting it off of the econom c benefit, is you are renoving
too much of the business risk fromthe decision. You are naking
it too easy for the nanager to nake the wong decision. They are
no longer indifferent. That's the goal of econom c benefit.
That's the goal of the control system It is to renpbve any

i ncentive to nake the wong decision. That's what we are trying
to do at the Environmental Protection Agency's enforcenent

pr ogr am

M5. CARTER M. Hearing Oficer, | have no further
questions for this witness at this time on direct. However, |
would like to reserve the right to recall this witness at a later
time.

HEARI NG OFFI CER KNI TTLE: I n your direct or in rebuttal ?

M5. CARTER In direct and in rebuttal.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: |If she is done with the witness on direct, then
she is done with himon direct.

M5. CARTER | may or may not need to recall the w tness on
direct, M. Hearing Oficer. It is -- just one nonent. Let ne
get ny thoughts straight here.

HEARI NG OFFI CER KNI TTLE: Yes, explain to nme why.

Ms. CARTER | know. | amjust trying to get ny thoughts
straight here for just a nonent.

HEARI NG OFFI CER KNI TTLE:  Ckay.
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M5. CARTER M. Hearing Oficer, the only reason that the
State would need to recall M. Styzens on direct is perhaps for
establishing the adm ssibility of sonme of the records that have
been provi ded here today. That would be the only reason.

HEARI NG OFFI CER KNI TTLE:  You nean if you offer an exhibit
into evidence and it is denied and you want to provide further
f oundati on?

M5. CARTER That's correct. That's correct.

HEARI NG OFFI CER KNI TTLE:  You coul d offer themnow if you
want .

M5. CARTER Before we offer these exhibits into evidence,
they do rely upon the weighted average cost of capital
cal cul ati ons that have not been gone into in-depth yet. That
will be directed by Dr. Nosari in his testinony. So because of
that, at this tine the State is not seeking to admt theminto
evidence at this tinme.

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

MR BOYD: Well, with the exception of Exhibits 8 9 and 10
and | think it is Exhibit 7, we don't have any objection to the
adm ssability of the other exhibits at this point in time. So |
don't see that there is any reason to call M. Styzens again on
direct.

HEARI NG OFFI CER KNI TTLE: | am going to overrule the
obj ection and | eave her leave for the |imted purpose of
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addressi ng any objections to the exhibits. | don't knowif he is
involved with 8, 9, 10 and what was the ot her one?
MS5. CARTER. He is involved in 8, 9 and 10. And Number 7

is the weighted average cost of capital sheet that --

HEARI NG OFFI CER KNI TTLE: | don't think that is
i nappropriate. | think it is reasonable. So | will allow you
for that --

M5. CARTER  Thank you.

HEARI NG OFFI CER KNI TTLE: -- limited purpose only. W want
no ot her direct testinony.

MS. CARTER. No other direct testinony fromM. Styzens.

HEARI NG OFFI CER KNI TTLE: Ckay. You can reserve --

MS. CARTER. But reserving, obviously, the right to recall
M. Styzens for rebuttal.

HEARI NG OFFI CER KNI TTLE: Correct.

M5. CARTER. Ckay. Thank you.

HEARI NG OFFI CER KNI TTLE:  Thank you, sir. You nay step
down.

MR. BOYD: No.

HEARI NG OFFI CER KNI TTLE:  No. What am | doi ng.

THE WTNESS: | w sh.

HEARI NG OFFI CER KNI TTLE: For sone reason | thought we had
gone through cross and redirect and recross and re-redirect.

MR BOYD: | will have to try to keep you awake then.

272

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

HEARI NG OFFI CER KNI TTLE: No. | amsure you will do a fine
job, M. Boyd. M apologies to everybody.

It is your witness, M. Boyd.

MR BOYD: Just one prelimnary matter. | do notice that
M. Nosari is present in the room | would ask that he be asked
to leave the roomat this point in tine, because he will be
i ntroduci ng evidence |ater on and my cross-exam nation of M.
Styzens rmay cover sone of the same points as ny cross-exani nation
of M. Nosari.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER  Typically I would not have an objection to
that. However, it is ny understanding that an agreenent was nade
bet ween Counsel for respondent and Counsel for conplaint in terns
of the parties being able to be present during all testinony. |
was not a party to that conversation, unfortunately. It was M.
Layman. But that is nmy understandi ng of what took place between
M. Layman and M. Boyd.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: That was not the agreenent. Wat | had asked
M. Layman is we had peopl e from Panhandl e coming in town from
out-of-state for the first few days and | asked if they were
going to limt their participation in the -- during the
conpl ai nant's case-in-chief, that | know that before |I book those
flights and got that all arranged. | never told M. Laynan that
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we woul d not be asking M. Nosari to step out during the
cross-exam nation of M. Styzens.

HEARI NG OFFI CER KNI TTLE: In light of that assertion and
the fact that M. Layman is not here, Ms. Carter, do you have an
obj ection?

M5. CARTER  Yes, | do have an objection.

HEARI NG OFFI CER KNI TTLE: What is your objection?

M5. CARTER  Again, based on the representations of M.
Layman pertaining to his conversation with M. Boyd. |
specifically asked himafter his conversation with M. Boyd if
t hat woul d excl ude our opi nion w tnesses during the testinony of
anot her one of our opinion witnesses and he said it would not.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

M5. CARTER And at this point M. Nosari has already sat
t hrough direct.

MR BOYD: W are seeing an exanpl e of hearsay within
hearsay now. | cannot defend what M. Laynman told her. | can
tell you what | told M. Layman and that's what | have done.

MS. CARTER  Perhaps --

HEARI NG OFFI CER KNI TTLE:  Yes, Ms. Carter?

M5. CARTER Is it possible for me to at least try to get
M. Layman back in here?

HEARI NG OFFI CER KNI TTLE:  Dependi ng on how | ong t hat woul d
t ake.
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M5. CARTER Can | just at least try himat his office?

HEARI NG OFFI CER KNI TTLE:  Yes, you can try himon the
t el ephone.

MsS. CARTER  Thank you.

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

(Di scussion off the record.)

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

Ms. Carter, you were unable to track down M. Layman, |
take it?

M5. CARTER | was unable to track dowmn M. Layman. | do
want to, though, renew ny objection for the record and sinply
based on the representations that I had from M. Laynan of that
t el ephone conversation. And | do want to again indicate that Dr.
Nosari was allowed to sit in for M. Styzens' direct testinony.
And, you know, later on today we will be, you know, presenting
Dr. Nosari as a witness in this matter. And since he was all owed
to sit in on direct and, you know, listen to that, it doesn't
seemto be outside of the scope of reasonableness to allow himto
sit in on cross. There is really nothing else that | can say on
this at this point. However, | adanmantly -- | adanantly disagree
with the representations that are bei ng nade by opposi ng Counsel .

HEARI NG OFFI CER KNI TTLE:  Any further comment, M. Boyd?
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MR BOYD:. The only coment | would nake is, as you recall,
when M. Styzens was deposed we al so nade a simlar notion to
exclude M. Nosari frombeing present. There is no surprise here
that we would do this. Again, if there had been a
m sunder standi ng, then | amsorry if | nmay have been part of the
source of that misunderstanding. But it should not cone as a
surprise to the State that we are asking that their economc
benefit expert be excluded during the cross-exani nation of their
ot her economi c benefit expert.

M5. CARTER It does cone to a surprise to the State,
especially since Dr. Nosari was allowed to sit in during the
direct testinony and based upon the representations of that
conversation and agreenent anongst Counsel. So it does cone as a
surprise, because it is in direct opposition to that.

HEARI NG OFFI CER KNI TTLE:  Anything further, M. Boyd? |
will allowyou to have the |Iast word on your notion here.

MR, BOYD: Not hi ng.

HEARI NG OFFI CER KNI TTLE: | am going to grant your notion
inlight of the fact that M. Layman is not here to di scuss what
any potential agreenent was and M. Boyd is asserting that that
agreenment was not reached. So the safest course of action for ne
is to exclude this w tness.

So, M. Nosari, we are thinking we are not going to be done

here until about 12:30 with this witness and then we are going to
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take a break for lunch. So you may not have to be back here,
aside fromwhat you want to work out here with your Counsel
until about 1:30.
M5. CARTER If | could have just one nonment to speak with
Dr. Nosari
HEARI NG OFFI CER KNI TTLE: Sure. W will go off the record
for a second.
(Discussion off the record.)
(Dr. Nosari exited the hearing room)
HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
record.
M. Boyd, we are ready for cross-exanination of this
Wi t ness.
MR, BOYD: Thank you
CROSS EXAM NATI ON
BY MR BOYD
Q Good norning, M. Styzens.
A Good nor ni ng.
Q Your work with the Agency involves internal audit
projects; is that right?
A | aman internal auditor
Q For purposes of this case you conducted an audit to
determ ne an appropriate econonm c benefit anount; is that right?

A No. | perfornmed an internal audit on topics related to
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econom ¢ benefit, which includes a determ nation of the economc
benefit.

Q Al right. Now, it is true that the IEPA has no witten
econom ¢ benefit policy; isn't that right?

A | don't know. | amnot aware if there is a witten
policy. | amaware that the Illinois EPA has an internal contro
systemcal l ed econonic benefit. Wether there is sone witten
procedures exactly, | amtrying to think here if there is.

Q Well, let ne ask you this. Have you seen anything in
writing describing that internal control systemcalled econonic
benefit?

A Yes.

Q What was the source of that information?

A | received information periodically over the last five
years fromour division of |egal counsel on various interna
audit projects related to econom c benefit analysis that they use
in their settlenent negotiation process, which | believe they use
a federal nodel

Q The federal nodel you are thinking about is the BEN
Model ; is that right?

A Ri ght .

Q Besi des the BEN Model, is there any other nodel or
approach that the | EPA has adopted as their approach to

det erm ni ng econoni ¢ benefit?
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A | believe they rely on the BEN Mbdel for their control
system at the Agency.

HEARI NG OFFI CER KNI TTLE: M. Boyd, we have Dr. Nosari
runni ng back in here.

MR BOYD: Cnh, okay.

DR NCSARI: | apologize. | forgot ny coat.

HEARI NG OFFI CER KNI TTLE: That is perfectly acceptable, Dr.
Nosari. | just didn't want M. Boyd to ask any questions he
didn't want Dr. Nosari to hear.

DR NCSARI: | amsorry. Thanks for your understanding.

HEARI NG OFFI CER KNI TTLE: M. Boyd, you can conti nue.

Q (By M. Boyd) For purposes of this project, though --
A Ri ght .
Q -- the work that you did was based on your independent

and professional judgnment; is that right?

A Yes.

Q Ckay. And that work began in the fall of 1999?

A Correct.

Q Ckay. M. Styzens, when you first becane involved in

this project the scope of your audit was to determ ne an economic
benefit based on nunbers provided to you regarding the cost to
install and to annually operate control equi prent?

A well --

Q That is a yes or no question, sir.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

279
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

A No.

Q You can answer that?

A No.

MR BOYD: Wll, M. Hearing Oficer, | think it is a
sinpl e question. Again, we have an hour until lunch. | would
just ask the witness that if there is a yes or no answer to ny
question that he be instructed to answer that, and that he be
instructed that if there is any clarification that he would Iike
to give that he can do that on redirect.

HEARI NG OFFI CER KNI TTLE:  Yes, | will instruct himso, but
did you answer no to that question, sir?

THE WTNESS: Yes, | did answer no

HEARI NG OFFI CER KNI TTLE: | think he was answering no to
the question and not no to the fact that he couldn't answer the
question with a yes or no answer.

THE WTNESS: Could you repeat the question maybe?

Q (By M. Boyd) Sure. | said when you first got invol ved
inthis audit project, to determ ne econom c -- your scope of the
audit was to determ ne an econom c benefit based on nunbers on
t he annual operating costs and the initial costs provided to you;
isn't that correct?

A No.

Q Well, sir, before you tal ked to us about exhibit -- the
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right?

A Yes.

Q You obt ai ned that docunent fromthe Agency attorneys;
isn'"t that right?

A From the division of |egal counsel

Q Ckay. And that docunment contained information on the
installation costs; is that right?

A The initial capital investment and the annual operating
costs.

Q And those nunbers were, therefore, provided by the
Agency attorneys to use; is that right?

A The division of |egal counsel

Q And that docunent, page 115, also had information on the
annual operating costs?

A Correct.

Q And that al so was provided by the Agency attorneys?

A The division of |egal counsel

Q Al right. You assunmed at that tine that the two
nunbers you were provided were accurate?

A No, that is not correct.

Q Do you recall being deposed in this nmatter in Decenber
of 1999, sir?

A Yes.
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sir?

A Yes.

Q Do you recall me asking you this question? "Wat
assunptions do you need to nake in order to determ ne econonc
benefit in the way you are doing it?" D d you provide this
answer? "Wat assunptions? | don't think we have nany

assunptions. O course, the biggest assunption is these two

figures are accurate.” Do you renenber giving that response?
A Yes.
Q Al right. Isn't it true that when you were provided

t he nunbers on page 115 fromthe Agency division of |ega
counsel, that you did no independent audit of the accuracy of
t hose nunbers?

A Correct.

Q Bef ore you becane invol ved the Agency attorneys had done

a BEN analysis; isn't that right?

A Correct.

Q And they used the sane nunbers from page 115 that you
di d?

A Correct.

Q They cal cul ated the economic benefit of approximtely 8

mllion dollars; isn't that right?
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HEARI NG OFFI CER KNI TTLE: Wat is the objection?

MS. CARTER. He is presenting facts not in evidence, for
starters. It is beyond the scope of the direct.

HEARI NG OFFI CER KNI TTLE: M. Boyd, is this beyond the
scope of direct?

MR BOYD: He testified to what he had done before.

M5. CARTER  The question that M. Boyd was questioning him
on pertained to calculations that were perfornmed by
representatives of the division of |egal counsel. Those
calculations M. Styzens has not testified to. And it was not
questi oned upon in the scope of his direct testinony.

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

MR BOYD: No.

HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the
objection. | think we had testinony that can relate to this
issue. | don't think it is beyond the scope of the direct

exam nati on.
Go ahead, M. Boyd.
Q (By M. Boyd) M. Styzens, that 8 mllion dollar nunber
was subsequently reported in the Agency's response to
interrogatories in early Septenber, wasn't it?

A | don't know.
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benefit of approximately 8 million dollars yourself; isn't that
right?
A Usi ng our approach?
Yes.
Dr. Nosari and nysel f?
Yes.

It was closer to 7 mllion.

o > O > O

Ckay. But you said earlier today that you had -- in
your deposition in Decenber that your inpression was that that
was not a final nunber, that it was a nunber that needed nore
work; isn't that right?

(M. Laynman entered the hearing room)

A I would not phrase it in that way, that | didn't think
it was a final nunber. |, again, addressed a concern that
because | didn't do an internal audit on the accuracy of those
nunmbers, that if there was better nunbers available that | would
i ke to have those nunbers.

Q (By M. Boyd) At sone point the scope of your audit did
change, and you did eval uate whether the cost to install and
annual | y operate control equi pnent were the nost accurate figures

you coul d use?
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that right?

A Yes.

Q You obtained additional information on the cost to
operate the control equipnent?

A Yes.

Q Al right. Then you did an eval uati on of those nunbers
to determ ne whether those were the nost accurate nunbers you

coul d use for your econom c benefit anal ysis?

A For the initial capital investnent and the annual cost,
correct.
Q That information you used, | think you testified

earlier, was information provided by M. Singh, who is
Panhandl e' s expert; isn't that right?

A Yes.

Q And the information on capital costs -- strike that.
You have no criticismof how M. Singh determ ned the annual
recurring cost nunber, do you?

A The annual recurring cost of 29,000, no, | had no
criticismof that.

Q You think his approach was a reasonabl e one?

A Yes, | do.
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good docunentation for his nunbers?
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Q You consi der the annual cost nunber that M. Singh
devel oped to be a nore accurate nunber than the earlier nunber
that you had been provided by the Agency's attorneys?

A The 356,000 figure that | used, yes, it was nore
accurate than the BACT nunber.

Q Ckay. You also have no criticismof how M. Singh
deternmined the cost of the initial investment?

A The 356, 000 figure, yes.

Q That nunber is, again, nore accurate than the origina
nunber you had testified -- | amsorry -- the original nunber you
had for the initial cost?

A That's the conclusion | reached, yes.

Q Ckay. And you woul d not have used those nunbers if you

had any criticismw th thenf

A Correct.
Q Ckay.
A I woul d have voiced ny criticismbefore |I used them

yes.
Q Based on the nunbers that M. Singh provided, you

determ ned an econom c benefit nunber; is that right?
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Q Those are the sheets that we have tal ked about this
nor ni ng?

A Yes, around 600, 000.
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Q Ckay. Well, let ne refer you to one of the sheets. Let
me refer you to People's Exhibit Nunber 15 for a mnute.
A Ckay.
Q Now, M. Styzens, this is People's Exhibit Nunber 15.
A Yes.
Q It is one of the calculations that you did to determ ne

the potential econonmic benefit relating to the delayed initial
i nvestnent; is that right?

A Yes.

Q Ckay. And, sir, if you look at the first -- the second
line of that sheet, you have an indication of Cctober/Decenber
1987. Do you see that?

A Ri ght, right.

Q What you did there was to determne the partial economc
benefit for that partial period of tinme; isn't that right?

A Ri ght, correct.

Q Then if you | ook down at line 14, you did the sane
thing, isn't that right, for the period of January through April
of 1999?

A Correct.
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conpliance period, those were provided by the Agency; is that

right?

A Correct.
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Q The Agency attorneys?

A The division of |egal counsel, yes, the Illinois EPA

Q Ckay. Let nme refer you to Exhibit 18 for a second

A Yes.

Q Now, you al so have a nonconpliance period |listed here
is that right?

A Correct.

Q And, again, those were -- the beginning and end dates

were nunbers that you were provided by the division of |ega
counsel ?

A Yes.

Q Ckay. And this says the beginning date was on line two
of Exhibit 18, February of 1988; is that right?

A Correct.

Q Ckay. And it says end date of August of 19997

A Correct.

Q Ckay. That is about an 11 and a half year period of
nonconpl i ance; is that right?

A Yes.
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wel |, the reason you |isted February through -- February through
Decenber of 1988 on line two is because you were trying to
calculate a partial year economc benefit; is that right?

A Correct.
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Q Ckay. Sir, if you look at the nunber at the end of line
two there, 2L, isn't the nunber you have calculated really for

the entire year?

A | don't think so. It is February, March, April, My,
June -- | nean, it is alnost an entire year as it is.
Q Ckay. Well, look at line 13 for nme. Again, your goa

here, was it not, to calculate a partial econom c benefit for
part of the year, from January to August of 1999; is that right?

A Correct.

Q Isn't it true that the nunber at the very right-hand
colum is for the full year of 1999?

A No, it should not be because, again, the formula that
was used would -- should be for January, February, March, April,
May, June, July, and August. It would be eight nonths. And
believe that that figure should just be for eight nonths,
three-quarters of a year.

Q Let nme refer you to Exhibit Nunmber 21 for a second

A Yes.

Q | amsorry. Let's go back for a second. Let ne refer
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sheet that you prepared relating to the nonconpliance peri od,

February of 1988 through August of 1999; is that correct?

A Correct.

Q And, again, if

you |l ook at line two of Exhibit Nunber
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A Correct.

Q -- it says February through Decenber of 1988?

A Ri ght .

Q And it is your understanding that that was because you
were calculating a partial economc benefit for that year?

A Yes, but in this case that is what | was indicating on
the --

Q If you |l ook at the other side, sir, online 2H, if you
will, 2H, isn't it true that that nunber is determ ned using
information for the entire year of 19887

A No. | believe that that is using eight -- a partial
year.

Q kay. If you look at the line 13, then, again, your
intention was to use a partial year fromthe beginning of 1999 to
August of 1999, is that right, to the end of August?

A Yes. You can see we have a footnote that tal ks about,
you know, Bl14, which I think that should be B13, perhaps. But
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you can see there is a footnote where we tal k about using eight
nont hs.

Q Ckay. And it is your understanding, sir, that the
nunber in 13H is, therefore, the nunber only representing eight
nont hs?

A Yes.
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Q Ckay. Let nme refer you to Exhibit 21, People's Exhibit
Nurmber 21. And, again, | will refer toline two for a second.

It was your intention to determ ne an economc benefit relating
to avoided -- | amsorry -- delayed installation of controls for
a partial year; is that right?

A Yes.

Q Ckay. And it is your understanding, then, that the
nunber at the end of that row under columm L, the 17,848, that
that nunber is for the partial year, February through Decenber of
19887

A Yes.

Q Down at the bottom on line 13, again, your intention
was to determne an economic benefit for the partial year of
19997

A Yes. And you can see a footnote that tal ks about, you
know -- the footnote there says B13 is Al3 tinmes .66. Again, you
are trying to get that partial year in there with that .66

Q Ckay. So your understanding is that the nunber in 13L
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A Ri ght, right.

Q Ckay. Now, |ooking at Exhibit Nunber 22, | amjust
going to ask you the sanme questions. Again, on line twd, this is
the annual recurring costs using the prine |[oan rate. Your
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intention was to cal cul ate an econom c benefit on line two for
just the partial year of 1988?

A Right. It is alnost a full year, but it is mssing
January.

Q Al right. So your understanding of the nunber in 2H is
t hat nunber represents only -- for only the partial year?

A Correct.

Q Ckay. And the sane with 13, your intention was to
calcul ate a nunber for the partial year, January through August
31st of 19997

A Yes. You can see there is a footnote again related to
that particular partial year where we are using the .66 or eight
nont hs.

Q And over in the right-hand col um, the colum H there
the 13H, the 18,866 nunber, it is your understanding that that
represents the econonic benefit only for that partial year

peri od?
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For ei ght nont hs?

> o >

Yes.
Q kay. M. Styzens, isn't it true that you prepared

Exhi bits 15 through 23 on or about Septenber 12th, 2000?

A Yes.
Q Ckay. | think you testified earlier -- if you | ook at
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just People's Exhibit Nunber 15 for a second. |If one were to try

to determ ne an econonic benefit for years with a nonconpliance
period beginning differently than Septenber -- | amsorry -- for
1987 to 1999, they could do that by l|ooking at colum L and
addi ng up those years; is that right?

A My only caution on that is | amconfident of that, that
that is true if you start taking years off fromthe 1999, 1998,
1997, wor ki ng back, you could just deduct those off. | amstill
not clear in nmy mnd whether you can sinply take off the -- you
know, if you took off 1988, if you could just deduct that off.
Because how we do it, if -- as an auditor, if you started
changing the tinme frame | would actually put those figures into
an anal ysis table.

Q Ckay.

A But | amconfident that if you start reducing the tine
frame from 1999, 1998, 1997 back, that | believe you can just

take those dollars off of colum L, off the net benefit.
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Q Ckay. Now, you testified on direct regarding the
Exhi bit 7, People's Exhibit Nunber 7?

A Yes.

Q It is your understanding that M. Nosari used a
Panhandl e specific wei ghted average cost of capital nunber to --
| amsorry. Strike that.

In your cal cul ations of econom c benefit you use the
293

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

Panhandl e specific wei ghted average cost of capital nunber for
t he econonic benefit calculation; isn't that right?

A In part we used Pan Energy, which is Panhandl e Eastern
and we also -- of course, we have sone exanpl es of where we used
the prinme rate.

Q Ckay. But it was inportant to you to determne a
wei ght ed average cost of capital using conpany specific
information; isn't that right?

A Well, | nean, what was inportant to ne was --

Q Again, sir, it is a sinple yes or no question.

MR BOYD: M. Knittle, I amgoing to ask you to ask himto
respond to ny question. There is plenty of tinme for redirect,
and | have lots of questions to get through.

HEARI NG OFFI CER KNI TTLE: M. Styzens, if you can answer
with a yes or no, please do.

THE WTNESS: | don't believe I can answer with a yes or
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no. Could you ask the question again, please?

Q Sure. The wei ghted average cost of capital nunbers that
M. Nosari cal cul ated were cal cul ated usi ng conpany specific
information; isn't that correct?

A Yes.

Q And the wei ghted average cost of capital sheet that has
been nmarked as People's Exhibit Nunber 7 was initially prepared

by M. Nosari; isn't that right?
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A No.

Q Well, sir, ny understanding fromyour deposition was
that there was an initial draft that he prepared and that you
made no substantive changes; isn't that correct?

A Yes, | made no substantive changes, correct.

Q You added f oot notes maybe to expl ain where --

A Well, again, we set up how we were going to go about
devel opi ng the wei ghted average cost of capital. The procedure

was jointly discussed. But the nunbers were pulled by Dr.
Nosari off the financial statenents.

Q Ckay. And he used the financial statenents of
Panhandl e' s parent, Panhandl e Eastern Corporation; isn't that
right?

A Correct.

Q You didn't determi ne a weighted average cost of capita

for Panhandle itsel f?
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A Panhandl e Eastern Pipe Line Conpany?

Q Panhandl e Eastern Pi pe Li ne Conpany.

A No, we thought it was reasonable to use Pan Energy or
Panhandl e Eastern.

Q Ckay. You said yesterday that you used a reasonabl eness
test to evaluate M. Nosari's weighted average cost of capital;

is that right?

A Yes.
295
KEEFE REPORTI NG COVPANY
1- 800- 244- 0190
Q | believe you said that you conpared the wei ghted

average cost of capital nunbers to three different things; isn't

that right?
A Yes, yes.
Q The prime I ending rate?
A Yes.

Q What the BEN anal ysis used for wei ghted average cost of
capital ?

A Yes.

Q And conparing informati on fromthe Uniform Penalty and
Lendi ng Act?

A Right. And interest. The Uniform Penalty and Interest
Act .

Q And I nterest Act?

A Yes.
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Q You consi dered each of these things to make sure that
what M. Nosari cal culated as the wei ghted average cost of
capital for Panhandl e was reasonabl e?

A Correct.

Q Ckay. Isn't it true that none of those indices that you
had used in your eval uation of reasonabl eness nunbers for
Panhandl e Eastern provi des nunbers specific to Panhandl e?

A I don't knowif | can answer that question with a yes or
a no.
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Q They were not nunbers derived from Panhandl e' s econonic
or financial docunents, were they?

A No.

Q Ckay. Isn't it true that those three indices that you
used to eval uate the reasonabl eness of the wei ghted average cost
of capital nunbers are not specific to the natural gas
transm ssion industry?

A No, | don't think that is an accurate statemnent.

Q Well, you used three different tests for reasonabl eness
and none of those three things is specific to the natural gas
pi peline industry, is it?

A No, | don't think that is an accurate statenent.

MS. CARTER. (bjection. Asked and answer ed.
HEARI NG OFFI CER KNI TTLE:  Sust ai ned.

Q (By M. Boyd) Sir, you would expect, wouldn't you, that
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an entity operating in a regul ated natural gas pipeline industry
to be subject to less risk than one operating in an unregul ated
envi ronnent ?

A No.

Q Ckay. Now, you also in your recent econonic benefit
cal cul ati ons determ ned econom c benefit for Panhandl e using the

prinme lending rate rather than the wei ghted average cost of

capital; isn't that correct?

A Correct.
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Q It is my understanding fromyour testinony that you
didn't review those nunbers with M. Nosari; is that right?

A No, that is not correct. Dr. Nosari has seen all of
t hese spreadsheets.

Q Ckay. You calculated I guess we can say People's -- you

cal cul at ed nunbers using People's Exhibit Nunmbers 12 through 23

to devel op a range of potential econom c benefits; is that

correct?
A No, that is not correct.
Q Was the reason that you calculated the -- well, strike

that. The reason that you used the prinme rate to determ ne
econom ¢ benefit in Exhibits 21, 22, and 23 was to provide an
exanpl e of an econonic benefit cal culation that you considered to

be a reasonabl e nunber; is that right?
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A Yes, that was part of ny reasonabl eness testing,
correct.

Q So if you were going to determ ne econom ¢ benefit using
the prime rate, you would do it in the manner that you did in
Exhibits 21 through 23; is that right?

A Yes.

Q Ckay. Now, your calculations on Exhibits 21, 22, and
23, People's Exhibits 21 through 23, don't take into account the
tax affects of borrowi ng noney at the prinme loan rate, do they?

A Yes, | believe they do. W use the net after-tax cash
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flow on exhibit -- on People' s Exhibit Nunmber 22.
Q So it is your understanding that your analysis does take
into account the tax affects of borrowing at the prine rate?
A It takes into account the tax affects of tax
i mpl i cations of environnental expenditures.
Q Let nme switch gears and show you -- have you return to
Peopl e' s Exhi bit Nunber 11 for a mnute.
A Ckay.
Q In particular, | would like to direct your attention to
the ei ghth page in.
HEARI NG OFFI CER KNI TTLE: M. Boyd, can you hold on
pl ease? It looks like this, M. Styzens.
THE WTNESS: GCkay. ©Ch, there it is. Cay. | got it.

Q (By M. Boyd) It is one that says, "table three
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Anal ysis of Capital Costs that Panhandl e Wul d Not Have | ncurred
if Cean Burn Wuld Have Been Installed on Units 1116 and 1117 in
1988." Do you have that in front of you?

What page are you on?

I think it is page eight. It is table three at the top

Table three. Ckay. Yes, | have that.

o > O >

Now, if | could direct your attention to the m ddl e of
that page. The total at the middle of that says 368, 815.

A Correct.

Q That was the nunber M. Singh provided regarding the
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cost to install clean burn controls on engines 1116 and 1117 in
1988; isn't that right?

A The costs that would have incurred in 1988 in year 2000
dol | ars.

Q Ckay. So the 368,815 is what M. Singh determ ned as
the amount in today's dollars that Panhandl e woul d have needed to
pay in 1988 to install engines 1116 and 1117 with clean burn
control s?

A Yes.

Q Ckay. That is in addition to any anounts that Panhandl e
already spent in 1988 to nove and install the engines in d enarn?

A | don't know.

Q You consi dered the 368,815 nunber as an avoi ded capita
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cost when you determ ned the econom c benefit of nonconpliance,
didn't you?

A That is not how | would phrase it, avoided capita
costs. That was the capital costs that shoul d have occurred back
in 1988 that did not occur

Q In other words, since Panhandle did not spend the noney
in 1988 to install clean burn on engines 1116 and 1117, Panhandl e
woul d have had that noney avail able for other purposes?

A Correct.

Q Ckay. And you added that nunber to the nunber you
cal cul ated as the avoi ded annual expenses, which M. Singh
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provi ded i nformation?
A I amsorry. | don't understand that question

MR BOYD: Read it back

HEARI NG OFFI CER KNI TTLE: M. Boyd, the sane rule has to
apply to everyone, unfortunately or fortunately, as the case may
be.

MR BOYD: | amsorry.

HEARI NG OFFI CER KNI TTLE: Darl ene, could you please read it
back.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

THE WTNESS: | don't understand the question

Q (By M. Boyd) | will go back. |If | could refer you to
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t he next page, table four. At the bottomthere is the nunber

29, 806.

A

Q

Do you see that?

Yes.

That's the nunber of the annual recurring costs that you

consi dered in your econom c benefit cal cul ation?

A
Q

Correct.

Ckay. So you determi ned an econonmic benefit related to

t he annua

recurring costs of 29,806, and the del ayed capita

costs of 368,815 for your econonm ¢ benefit anal ysis?

A

Q

A

Q

Those are the two nunbers we used, correct.

Ckay. Let nme turn you back to table three for a second.
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Yes.

The 368, 815 dol |l ar nunber is not what M. Singh

concluded it will cost Panhandle to install clean burn on engi nes

1116 and 1117 today, is it?

A

Q

Yes, | believe that is an accurate statement.

It will cost Panhandl e much nore than that to instal

cl ean burn on engines 1116 and 1117 today, won't it?

A

Q

can't answer that with a yes or a no.

Well, did M. Singh calculate that it will cost

Panhandl e approxi mately $943,948.00 to install clean burn

controls on engines 1116 and 1117 today?

A

can't answer that with a yes or a no.
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Q Sir, if you ook at the chart, there is a nunber under
current cost of conversion to clean burn. Do you see that?

A Yes.

Q Ckay. Then there is a total under that of 943, 948?

A Correct.

Q I's it your understanding that that is the cost that it
is going to take to install clean burn control on engines 1116
and 1117 today?

A Al I know about that nunmber is that it is Panhandle's
nunber where they are saying there is sone avoidable retrofit
costs or retrofit costs that they believe should be incorporated
sonehow i nto sonme kind of economic benefit analysis. | really
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did not use that information in ny econom c benefit analysis
because | didn't believe it was applicable.

MR BOYD: Wuld you go back and read ny question and then
hi s answer, please.

HEARI NG OFFI CER KNI TTLE: The nost recent one?

MR BOYD: M question and his answer.

HEARI NG OFFI CER KNI TTLE: Yes. Go ahead, Darl ene.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

Q (By M. Boyd) Sir, again, do you recall being deposed in

May of this year?

A Yes.
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Q Agai n, you were under oath when you were deposed?

A Yes, yes.

Q Do you renenber nme asking you this question at that
deposi tion?

"Question: M. Styzens, isn't the 943,948 the cost of
installing the equipnent today?
Answer: Yes, | believe that is right."

A | believe | was saying that in the context of that is
what Panhandl e bel i eved was the retrofit costs involved in the
cal cul ati ons on that page.

HEARI NG OFFI CER KNI TTLE: M. Boyd, do we need to go off

the record for a while?
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MR BOYD: Just one second.

HEARI NG OFFI CER KNI TTLE: Ckay. Let's go off the record,
pl ease.

(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE: Ckay. Let's go back on the

record.

Q (By M. Boyd) M. Styzens, isn't it true that the reason

it is going to cost nore today to install clean burn on engi nes
1116 and 1117 than it did or it would have cost in 1988 is
because the engines will need to be conpletely taken apart and

retrofitted today?
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A You are dealing with a tinme period that is starting

let's say today and noving forward.

Q Sir, you --

A You can made all kinds of assunptions.

Q -- are going to have -- excuse ne, sir. You are going
to have enough tine -- you had a |ot of time on your direct

already to tal k about your theory. You are going to have tinme on
redirect. | asked you a sinple question
My question was, isn't it true that the reason it is going
to cost nuch nore today to install controls on those engines is
the fact that they will have to be taken apart and retrofitted
t oday?
A | don't knowif they will have to be taken apart to be
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retrofitted. Maybe there is a new product on the Iine where you
don't have to take it apart. There are all kinds of things that
can happen between now and two years fromnow. | don't know if
you have to take the engine apart.

Q Well, sir, do you know what Panhandl e has proposed to do
wi th those engi nes?

A Yes. | believe you are on the record of saying that you
bel i eve that you are going to take themapart. But | don't know
if you are going to take themapart just to install the clean
burn equi prent. Are you going to take them apart because they

need mai nt enance and you are going to install the equipnent. |
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don't know.

Q So you have no information then to suggest that there is
any other reason that they are going to take them apart ot her
than to put clean burn on, do you?

A The point is | don't have the information. So I am not
going to nake a comment on it.

Q Wll, isn't it true that the clean burn controls are

part of the design of the engines and not separate add-on

control s?
A To sone extent | think there is -- you know, there is
some addition -- you know, sone work that has to be done to

install the equipnent.
Q Isn't it your understanding that engines 1116 and 1117
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have al ready been taken apart once before they were installed in
GAenarm isn't that right?

A It is my understanding that there was sone indication
that back at the begi nning of the nonconpliance period, sonewhere
back there, that they were in pieces.

Q Now, to install clean burn on the engines today they
will have to be taken apart again; isn't that right?

A If you are going to do exactly the same thing that you
woul d have done back in 1988, then | would inagi ne that woul d

possi bly be true.
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Q Sir, I amnot asking about that. | am asking about
installing the clean burn today on the engines. You have an
under st andi ng of what Panhandl e has proposed. Is it your
understanding that they will have to take the engi nes apart today
to put those changes on?

M5. CARTER ojection. M. Hearing Oficer, this is
beyond the scope of the direct testinony that was provided by M.
Styzens. He did not provide any testinony pertaining to the
specifics of howthe retrofit technol ogy woul d be enpl oyed, and
it isreally a technical matter. And in addition to nmy objection
for this question, on the same grounds | nove to strike the
precedi ng questions that pertained to a technical discussion of
what is involved with, you know, the inplenmentation of contro
t echnol ogy.
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HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: Well --

HEARI NG OFFI CER KNI TTLE: How is this not beyond the scope,
because | don't recall --

MR BOYD:. Well, sir, | objected originally to have M.
Styzens provide any testinony about retrofit costs. But he
tal ked about it, he and tal ked about his basis of his opinion
here and tal ked about retrofit costs. | amgoing into the
specific facts of this particular case.

M5. CARTER M. Styzens, on direct testinony, provided a
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di scussion of the costs relevant to retrofit. He did not, nor
was he asked any questions pertaining to the specific
i mpl enent ati ons of, you know, the control technology on the
specific engines. And in addition, you know, if this is
somet hi ng that Counsel for respondent seeks to elicit, perhaps it
should be -- perhaps it is better addressed, you know, by his
witness on this natter.

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

MR BOYD: Wll, again, the issue of retrofit, he has
admtted on his direct, is a prine issue in this case. He is
of fering testinony about econom c benefit. He has admitted that
this is the first case he has ever considered econom c benefit
and retrofit issues. | think it is appropriate for himto
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expl ore his know edge of the facts of this particular case on
whi ch he has based an opi nion or on which he has ignored to nake

hi s opi ni on.

HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the
objection. | think he did state that he didn't think retro costs
were appropriate. | think it is an appropriate matter of

cross-exam nation to find out why.
M5. CARTER kay. M. Hearing Oficer --

HEARI NG OFFI CER KNI TTLE:  Yes.
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Ms. CARTER -- | just would, again, like to renew ny
obj ection on the preceding grounds for sinply --

HEARI NG OFFI CER KNI TTLE: Sure. You can have a standing
objection if you would IiKke.

MS. CARTER.  Ckay.

HEARI NG OFFI CER KNI TTLE: |If you want to restate it
succinctly now | would be nore than -- you would be nore than
wel come to do that.

M5. CARTER | think I have stated ny objection. But I
just wanted to have it as a standi ng objection.

HEARI NG OFFI CER KNI TTLE: Duly not ed.

Q (By M. Boyd) M. Styzens, the discussion of what
Panhandl e thinks it is going to cost today to install the clean
burn, the 943,948, you have no criticismof how M. Singh

devel oped that nunber, do you?
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A Coul d you ask ne the question one nore tine, please?

have no criticisn? O naybe just read it back to ne, | guess.

HEARI NG OFFI CER KNI TTLE: Do you want it read back, M.
Boyd? M. Styzens, do you need it read back?

THE W TNESS:  Yes.

HEARI NG OFFI CER KNI TTLE: Go ahead, Darl ene.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

THE WTNESS: The problem-- | don't have the -- | didn't
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receive the docunentation to support those cal culations, or if |
did, | was not aware of -- | don't believe | had -- as an
internal auditor, | don't believe |I had enough docunentation and
di scussi on about how those nunbers were derived regarding the
retrofit costs.

Q (By M. Boyd) Well, sir, again, you keep tal ki ng about
the retrofit costs.

A Because, | nean, ny audit was dealing with the econonic
benefit associated with avoiding capital expenditures. | didn't
have a detail ed evaluation of all of the docunentation supporting
Panhandl e' s cal cul ation of retrofit.

Q Sir, again, do you recall being deposed in this matter

in May?
A Yes.
Q Ckay. | asked you a series of questions about these
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pages. Do you recall that?

A Ri ght .

Q One of the series of questions | asked you about was the
nunbers on page -- on table two, the table right before this. Do
you remenber that?

A Ri ght .

Q Do you renmenber me asking you the follow ng --

Ms. CARTER M. Boyd, can you -- excuse ne. M. Hearing



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

O ficer, can you direct himto indicate what page he is referring
to on the deposition?

MR BOYD: Sure. It is page 81

M5. CARTER  Thank you.

Q This is page 81. Do you recall nme asking you these
guestions and you providing these answers:

"Question: The next page says table two, expected capita
costs for installing clean burn technology on 1116 and 1117. Can
you descri be your understandi ng of what this page is?

Answer: | believe that this has to do with nore recent
costs associated with installing the clean burn equi pnent on the
two engines in question, the cost of installing the equipnent.

Question: Did you do an analysis of these costs?

Answer: | reviewed the costs in context with the whole
packet .

Question: And you found that the nunbers were adequately
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supported by the docunentation in the packet?

Answer: Yes, we verified the accuracy of the nunbers as
far as maki ng sure our per hour cost times the estinmate of the
nunmber of hours were accurate.

Question: What is your understandi ng of the nunber at the
bottom of table two, the 1,086, 224?

Answer: | believe that is the total cost of installing the

cl ean burn technology in recent dollars."
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Then we go on to further discuss and to clarify --

M5. CARTER  (bj ection

MR BOYD: | amstill talking.

HEARI NG OFFI CER KNI TTLE: Hey, M. Boyd, we can have an
obj ecti on by Counsel

Ms. Carter, your objection?

MS. CARTER  Thank you. | do not understand if Counsel for
respondent is just sinply reading this into the record, if he is
going to eventually have a question. It seens to ne that he is
just taking portions of the deposition and is just ad hoc readi ng
it intothe record. It seens like if he is going to attenpt to
i mpeach the witness he should refer to a specific portion of the
deposition instead of readi ng pages and pages of it into the
record.

HEARI NG OFFI CER KNI TTLE: M. Boyd, how does this inpeach
hi s di scussi on of the nunber on table three --
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MR BOYD:. Wll, again, it is --

HEARI NG OFFI CER KNI TTLE: -- which is the --

MR BOYD: -- toclarify --

HEARI NG OFFI CER KNI TTLE:  Which is the 943, 9487

MR BOYD: The clarification is that the 943,948 nunber is
in 2000 dollars on table three. And on table two, the 1,086, 224

is in 1987 dollars. That is the only difference.
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HEARI NG OFFI CER KNI TTLE: W are not aski ng hi m questi ons
on your cross-exanm nation about table two nunbers, are we? W
have --

MR BOYD: No, sir, but they are the sane nunber. They are
just different dollar nunbers. He was testifying that -- | had
asked hi m about the 943 numnber.

Q (By M. Boyd) M. Styzens, isn't it your understandi ng
that the nunber in the --

HEARI NG OFFI CER KNI TTLE: Are you proceedi ng? W have not
ruled on the --

MR BOYD: | will --

HEARI NG OFFI CER KNI TTLE: -- objection yet, M. Boyd.

MR BOYD: Well --

HEARI NG OFFI CER KNI TTLE: | think you have got to wait for
that, at least. Ckay.

MR BOYD:. | amsorry.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, do you have any
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response before | rule?

M5. CARTER M. Hearing Oficer, if | could ask you to
just have read back what M. Boyd indicated here just for
clarification on ny part. | was having sonme difficulties
following in terns of which specific nunbers he was trying to
utilize this deposition to i npeach the witness on. So that's the

only reason why, | just wanted to nake sure that | amclear on
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exactly what --

HEARI NG OFFI CER KNI TTLE: Wl |, as of now he was referring
in the deposition to table two. But the nunbers that we are
| ooking to i npeach this witness on, and | think M. Boyd woul d
agree, are table three, the nunber is total 943,948, which is the
current cost of conversion to clean burn. |Is that correct, M.
Boyd?

MR BOYD: Correct.

HEARI NG OFFI CER KNI TTLE: | will allow himsone | eeway if,
in fact, he can tie these two nunbers together without reading
much nore of the deposition transcript.

MR BOYD: ay.

MS. CARTER. May | just nmake one nore objection for the
record, M. Hearing Oficer?

HEARI NG OFFI CER KNI TTLE:  Yes, you nay.

MS. CARTER  Again, because he is referring to two separate

tables and attenpting to use one portion of the deposition

KEEFE REPORTI NG COVPANY -
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transcript to inpeach for a separate table, | do think it is
i nappropriate. Secondly, | do want to note that it is not -- he
is seeking to inpeach the witness on a matter that is not
directly applicable to his direct testinony. | just wanted to

note that for the record

HEARI NG OFFI CER KNI TTLE: Wl I, we have already rul ed on
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whet her this is beyond the scope of the direct testinony. |
found that it was not. But | will note it again for the record
And the Board is cognizant of -- will be cognizant of what is
going on. If M. Boyd cannot tie these two nunbers together in
hi s i npeachnent, the Board will take note. And if he does not
tie themtogether pretty quickly, I amgoing to stop him

MR BOYD: (ay.

Q (By M. Boyd) M. Styzens, |ook at the bottom of page --
of table two for a second?

A Ckay.

Q Look at that 1,086,224. That nunber represents the
expended capital costs for installing clean burn technol ogy on
engi nes 1116 and 1117 in 1997 dollars; is that correct?

A It appears so, correct.

Q Now, | will refer you to table three for just a second
That nunber 943,948 at the bottom that represents the cost of
installing clean burn on engines 1116 and 1117 in 2000 doll ars,
does it not?
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A Again, ny response to that | believe in nmy deposition
was that that was -- the reason | was given this packet was to
get new nunbers for ny econonic benefit analysis. So | eval uated
the quality of this docunent on the 368,815 on table three.
beli eve ny response regarding that area was these were

Panhandl e' s di scussion of what they believe are sone retrofit
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costs that they believe in the future they may have to incur to
conplete installation of some kind of equi pment on their engines.

Q What is your understanding of the cost on this table --
on these tables that Panhandl e has represented as the cost to
install clean burn on engines 1116 and 1117 in 2000 dol I ars?

A That Panhandl e believes? |Is that --

Q That's what | said

A M/ understanding i s that Panhandl e believes that the
initial additional costs that would have incurred in 1988 were
368, 815 and then that Panhandl e believes that some tine in the
future, depending on what happens, that perhaps there is going to
be sone retrofit costs totaling 575,133. | nean, that's all
bel i eve about this table.

Q Let's go back to table two for a second

A Ckay.

Q The nunber at the bottomof table two, the 1,086, 224
nunber, isn't it true that you verified the accuracy of those
nunbers as far as making sure that the per hour cost tines the
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estimate of the nunber of hours were accurate?

A My intent of that table two was to verify that the
addi tional costs, the 368,815, that there was docunentation to
support those. That was the intent of ny review of that, because

thi s whol e docunent cane about because of ny request to get two
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nunbers. That's it. So that's all | was | ooking at, was two
nunbers. Now, if you choose to put additional nunbers in there,
that go beyond the scope of ny review, then that's Panhandl e's
option.

Q | amsorry. Just sitting here today, do you have an
understanding at all of what Panhandl e has represented at all to
the State regarding the cost it will incur today to install clean
burn on engines 1116 and 11177?

A Yes, and | have said it over and over again. It
represents two things, in ny opinion. The additional costs in
1988 of 368,815, and then sone costs in the future that nay or
may not occur that Panhandl e is supposing that they exist or wll
exi st of sone retrofit type cost of 575,133. Whether that
happens or not, you know, | am not clear.

Q Well, sir, the 368,815, it is not your understanding
that Panhandle will just spend that anount today and there wll
be clean burn on engines 1116 and 1117, is it?

A Again, in ny testinony | said there is all types of
thi ngs that can happen fromnow, two years, and hence. | am not
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a good predictor of what you guys are going to do to your

engines. | don't know what you are going to do. You may hire
anot her manufacturer. You nmay decide to take it apart because it
needs mai ntenance again in a year or so and then you are going to

put it on. | don't know what you are going to do. Auditors
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don't, like, predict the future. W just exam ne the present and

make cal cul ati ons based on it.

Q Ckay. Thank you. Isn't it true that your economc
benefit anal ysis does not take into account the anount that
Panhandl e will need to spend today to install clean burn on
engi nes 1116 and 11177

A No, that is not true. Could you ask nme the question
again? | amsorry.

MR BOYD: Read it back, please.

HEARI NG OFFI CER KNI TTLE: Go ahead, Darl ene.

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

THE WTNESS: Ckay. | amsorry. | msunderstood. Yes,

that's true. It does not take that into account.

Q (By M. Boyd) You |look at the issue as if Panhandl e made

two separate decisions, the decision in 1988 not to install clean

burn and the decision sonetine in the future to install clean

burn; isn't that right?

A There is two different decisions, two tine periods, two
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sets of costs, two different decisions, right.
Q It does not matter to you whet her Panhandl e

intentionally or unintentionally violated the requirenments?

A Correct. The econom c benefit analysis is blind as far
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as purpose or no purpose, those kinds of things.

Q You feel that your approach to looking at this as two
separate events di scourages conpani es fromnot making the proper
deci sions to make sure they are conplying with environnental
regulations; isn't that right?

A | amsorry. Wat is the question?

MR BOYD: Read it back, please. Could you have her read
it back?

HEARI NG OFFI CER KNI TTLE:  Yes.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

MR BOYD: |If | could go back and let nme rephrase it
because you nissed the one key word.

Q (By M. Boyd) Do you feel that this approach to economc
benefit di scourages conpani es from not nmaki ng proper decisions to
make sure that they are conplying with the environnental
regul ati ons?

A Ckay. Your question is unclear when you say this
approach. Can you tell me what approach are you tal ki ng about.

Q When | ooking at the econom ¢ benefit as two separate
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deci sions, the decision in 1988 and the decision later on to
install control s?
A I mean, | think ny testinony was clear on that, that |

reached the conclusion that if you allow econonic benefits to be
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reduced by retrofit costs that it significantly damages the
control systemand no | onger makes managenent indifferent towards
maki ng the wong deci sion
Q So your approach puts the burden on the conpany to do
everything it needs to do to nmake sure that the operations are in
conpl i ance?
A Yes, | would say the burden is on the conpany.
Q So sonet hing the Agency did or did not do to cause the
conpany to be out of conpliance, that does not nmatter to your
anal ysis either?
M5. CARTER | amgoing to object at this point in tineg,
M. Hearing Oficer, sinply because he is asking the w tness
questions pertaining to any culpability or lack thereof of the
IIlinois EPA. Again, this is sonmething that was not addressed on
direct testinmony with M. Styzens.
HEARI NG OFFI CER KNI TTLE: M. Boyd?
MR BOYD: | don't have a response. He has an econonic
benefit opinion, and | am probing the basis of his opinion
HEARI NG OFFI CER KNI TTLE: The objection is overruled. Sir
do you recall the question?
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THE WTNESS: No, | amsorry.
Q (By M. Boyd) So if something the Agency did or did not

do caused the conpany to be out of conpliance, that does not
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matter to your analysis either?

A No. | would say that is -- as an internal auditor -- |
nmean, as an internal auditor | am supposed to give unbi ased,

i ndependent, objective decision. | amnot supposed to give what
EPA managenent wants to hear. So if | was aware -- during ny
internal audit, if | was aware of some actions taken by the
Agency that would affect the econonic benefit in some manner then
I would take that into consideration. But at the point of ny
audit, | was not aware of anything. But auditors are going to --
are going to hear the information supplied by the corporation and
the information supplied by managenent of the Agency, and we are
goi ng to make an i ndependent assessnment. So if there is
sonet hi ng, again, that | should have been aware of that woul d

af fect economic benefit that the Agency did, then, yes, | would
take that into consideration if | knewit at the tinme.

Q The fact that Panhandle is going to install controls
today that are rmuch nore expensive than it woul d have cost them
to conply when the engines were first installed, that does not
matter to your analysis either?

A Yes, that's correct.

Q Even if Panhandl e's conpetitors had no -- strike that.
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Even if Panhandl e's conpetitors had not incurred simlar retrofit
costs when they installed engines with clean burn control s?

A Correct.
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Q Your position on this point is inconsistent with the
manner in which the U S. EPA addresses econonic benefit; isn't
that correct?

MS. CARTER  Again, objection, M. Hearing Oficer. During
direct testinony we did not ask M. Styzens' opinions relevant to
how the U S. EPA cal cul ates econom ¢ benefit. Again, | do not
recall M. Styzens indicating in his direct testinony either that
he relied upon any information that the U S. EPA has produced
pertaining to how they would or woul d not cal cul ate econom c
benefit.

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

MR BOYD: Well, he nentioned the fact that the State
Agency relies to sone extent on the BEN Model. The fact that he
has disregarded it in this particular case is a -- in fact, he
al so said that he |ooked at it for determ ning the reasonabl eness
of the weighted average cost of capital nunber. So for all those
reasons, to the extent that the BEN Mddel is inconsistent with
this witness' testinony on this point, | think it is relevant and
| should question himon it.

HEARI NG OFFI CER KNI TTLE:  Anyt hing further?

MS. CARTER Yes, | do have sonething further. Again, | do
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want to indicate that M. Styzens did indicate in his testinony

that the econonic benefit analysis that he enpl oyed was based
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upon fundanental principles of financial concepts, econom c and
accounting concepts. In any reliance that he used on the BEN
Users Manual was sinply for a determnation of whether or not the
wei ght ed average cost of capital was reasonable in ternms of the
rates that were set forth therein. So it was sinply to | ook at
the rates that were set forth within the BEN Users Manual and the
rates that they determ ned were appropriate for the weighted
average cost of capital. That has nothing to do with the

nmet hodol ogy that he enployed in determ ning econonm c benefit.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: | have no further response.
HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the
objection. | think this is not beyond the scope.

Do you need the question read back, M. Styzens or M.
Boyd?

THE W TNESS: Yes.

MR BOYD: | can restate it.

Q (By M. Boyd) Isn't it true that your position on this
point is inconsistent with the manner in which the U S EPA
addresses the situation in the BEN Users Manual ?

A That's too vague. | would like -- | would have to have
nore specific informati on on what you are tal ki ng about.
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Q Sure. You are familiar with the BEN Users Manual from

April of 1999, aren't you?
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A Yes.

Q Isn't it true that that nmanual denonstrates how to use
the BEN Model to cal cul ate economnmi c benefit when the costs of
conpliance is different at the nonconpliance date versus the
conpl i ance date?

A Wl l, fromny reading that manual | see no information
about retrofit costs and how they are supposed to be enpl oyed
into the BEN Mbdel

Q So for your purposes the BEN Manual provi des no gui dance
to you in this case; is that right?

A No gui dance on what ?

Q On the issue of retrofit costs?

A | didn't see any reference in there to retrofit costs.

Q Ckay. And it does not provide you any gui dance on the
situation where the cost to conply at the conpliance date is

different than the cost to conply on the nonconpliance date?

A There was information in there about, you know, how
to -- during the nonconpliance period | think there was a
di scussion in the manual about dealing with maybe changes -- | am
not an expert on the BEN Manual. | believe they were -- had sone

di scussion about if there was sone technol ogi cal change that

occurred sonetime during the nonconpliance period that there
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woul d be sone sort of adjustnents nade
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Q But it is true, isn't it, that you have never used the
BEN Manual to cal cul ate an econom c benefit when the cost of
conpliance is different at the nonconpliance date versus the
conpl i ance date?

A Correct. That's true.

Q Ckay. Sir, you have tal ked a nunber of tines about the
control systemthat you have | ooked at?

A Correct.

Q Isn't the discussion that you are presenting nore
appropriate discussion for a gravity conponent of a penalty
versus an econom ¢ conponent of a penalty?

M5. CARTER ojection, M. Hearing Oficer. Wen Counse
for respondent is referring to gravity, that is sonething that
calls for a legal conclusion. Anything in terns of a gravity, as
the Hearing Officer is aware, is set forth within the
Envi ronnental Protection Act, and does call for an analysis, you
know, of the applicable |aw and things of that sort. So, again,
I woul d obj ect based on any discussions relevant to gravity.

And, again, as well, it was not covered in the scope of his
direct testinony.

HEARI NG OFFI CER KNI TTLE: M. Boyd, anyt hi ng?

MR BOYD: No

HEARI NG OFFI CER KNI TTLE: The obj ection is sustained.
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Q (By M. Boyd) Sir, when we net in Decenber for your
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deposi tion and when we net in May for your deposition, isn't it
true that you told us that you don't consider yourself an expert
on gravity; isn't that right?

MS. CARTER  Again, objection, M. Hearing Oficer. |
think any testinony pertaining to gravity shoul d not be addressed
by this witness. It calls for a legal analysis, a |lega
conclusion, and it is not appropriately addressed by M. Styzens.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: The fact is that their entire approach to
econom ¢ benefit is really nmore appropriate to be considered as a
gravity conmponent, and I am --

Ms. CARTER And any --

MR BOYD: | amsorry. Let ne finish ny statenent.
Ms. CARTER: | apol ogi ze.
MR BOYD: | amtrying to elicit fromthis witness his

feelings on that issue.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER M. Hearing Oficer, any argunents that
Counsel seeks to raise pertaining to gravity and the
applicability or inapplicability and relativeness to economc
benefit is nore appropriately addressed by Counsel in the
respondent's brief at the conclusion of this matter. As |
i ndicated before, it does call for a legal analysis and it sinply
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is inappropriate regardl ess of how respondent feels about the
State's econom ¢ benefit approach

HEARI NG OFFI CER KNI TTLE:  Yes, M. Boyd, | amgoing to
sustain the objection. | think that it both calls for a |l ega
concl usion and is beyond the scope.

MR BOYD: Wll, the question | asked hi mwas whether he
consi dered hinsel f an expert on gravity.

HEARI NG OFFI CER KNI TTLE: And | amfinding that to be
beyond the scope.

MR BOYD: Al right.

Q (By M. Boyd) M. Styzens, this is the first tine you
have of fered testimony on econonm ¢ benefit before a Pollution
Control Board hearing; isn't that correct?

A Correct.

Q In fact, you have never before testified in any
proceedi ng as an economi c benefit expert, have you?

A Correct.

Q You never even testified in any proceedi ng regardi ng
penal ti es?

A Correct.

Q You never published any papers on the econom c benefit
t heory, have you?

A Just internal audit reports.

Q You have never published any papers on the cal cul ation
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or how to cal cul ate economnic benefit?

A Just internal audit reports.

Q You never published any papers regarding the role of
retrofit issues in econom c benefit determ nations, have you?

A No.

Q In fact, before becoming involved in this case, you
worked on only one other matter where you assisted the Agency's
attorneys to devel op an econonic benefit of nonconpliance in an

enf or cenent case?

A No, that is not correct.
Q Sir, again, | will call your attention to the deposition
in May.

MR BOYD:. For your reference, Sally, it is pages 97 and

98.
M5. CARTER  Thank you.
Q (By M. Boyd) And it was after a few questions where you
had tal ked about touching on econonic benefit. | asked you the

foll owi ng series of questions, at page 97:

"Question: Wre they situations where you were assisting
the awyers to determne the ability to pay?

Answer: No. | was --

Question: O were they situations where you were to
determine --

Answer: | was --
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Question: -- (continuing) No. Let nme finish ny question,
pl ease. Situations where you were assisting the lawers to
determi ne an econom ¢ benefit of nonconpliance?"

There is an objection by Ms. Carter, "asked and answered."

"THE DEPONENT: Yes, | was assisting the lawers in
devel opi ng an econom ¢ benefit for nonconpliance.

Question: Okay. Tell me a specific situation where you
were doing that. Wat was the nane of the case?"

Do you recall that line of questioning, sir?

A Yes.

Q Ckay. Do you recall that you tal ked to me about the
Harris Marcus case?

A Ri ght .

Q Ckay. The Harris Marcus case -- Harris Marcus is a |lanp
manufacturer; isn't that right?

A Yes.

Q And Harris Marcus was all eged to have manufactured | anps
usi ng nonconpliant coating; isn't that right?

A Correct.

Q Ckay. In that case you exami ned Harris Marcus' sal es of
nonconpliant itens and determined the profits nmade on the
nonconpliant itens; isn't that right?

A That was part of the internal audit.

Q Sir, after we discussed Harris Marcus, again, going to
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page 99, | asked you the follow ng series of questions:

"Question: Besides the Harris Marcus natter, are there any
other matters you can specifically refer to us today where you
assisted with the econom c benefit anal ysis?

Answer: There is two | amworking on right now currently.
| amso -- | can't remenber the nanes.

Question: Wen did you get involved in those cases?

Answer: Wthin the last nonth and a half or so."

Sir, do you recall giving that series of answers?

A Yes.

Q Ckay. In the Harris Marcus case, you did not analyze
the econonic benefit allegedly resulting fromdelaying installing
control equi pnment, did you?

A | would have to explain how | ow sol vent technol ogy
penal ties are devel oped.

Q Sir, again, did you |l ook at the costs to install contro
equi prent for Harris Marcus?

A | can't recall. | know how !l do it when | performLST
audits, |ow solvent technol ogy audits. You do | ook at economc
benefit. That's part of the process.

Q Ckay.

A Maybe not in that particular case, but in other cases.

Q Sir, on testinony today, in direct testinony today, you
said this was the first case that you worked on involving a
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retrofit issue in the context of economic benefit; isn't that

correct?
A Correct.
Q Ckay. In fact, before this case, you had never done the

ki nd of calcul ation of econom c benefit that you did in this

case; isn't that right?

A Wel I, again, | keep on referring back that you use basic
financial concepts in econonic benefit analysis. So, | nean, in
one formor fashion, | amusing the sane financial concepts, tine

val ue of noney, those sorts of things. So it is hard for ne to
say, ho, | have never touched on these things, because | have
t hr oughout ny education and car eer
Q Sir, | appreciate that you touched on the conponents of
this. But the question was did you ever do the kind of
cal cul ati ons of econom c benefit that you have done in this case
bef ore?
A | have done cal cul ations of tinme value of noney and
i ssues related to econonmic benefit. But have | done it exactly
l'i ke this before? No.
Q Again, sir, referring you to your deposition in Muy.
MR BOYD: This is on page 70, Ms. Carter
MS. CARTER  Thank you.
Q (By M. Boyd) | asked you this question
"Question: Have you ever done this kind of calculation
330
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yoursel f before since you have been with the | EPA
Answer: Since | have been with the | EPA?
Question: Yes.

Answer: No."

Do you recall giving -- that series of questions and giving

t hose answers?
A Yes.

MR BOYD: Al right. | think that's all | have.

HEARI NG OFFI CER KNI TTLE: Al right. Let's go off the
record.

(Di scussion off the record.)

HEARI NG OFFI CER KNI TTLE: W are going to take a | unch
recess now.

(Wher eupon a lunch recess was taken from approxi nately

12:45 p.m to 2:05 p.m)
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AFTERNOON SESSI ON
(Sept ember 19, 2000; 2:05 p.m)
(Ms. Smetana and Board Menber McFawn not present after the
| unch recess.)
HEARI NG OFFI CER KNI TTLE: W are back on the record. W
are commencing with the redirect exam nation of M. Styzens.
M. Styzens, you know you are still under oath
THE W TNESS: Yes.
HEARI NG OFFI CER KNI TTLE: Ms. Carter, you may begin.
M5. CARTER  Thank you.
REDI RECT EXAM NATI ON
BY M5. CARTER

Q M. Styzens, were cal culations pertaining to economc
benefit conducted by the division of |egal counsel ?

A The only thing that | amaware of is that | had
identified a BEN Mbdel run of some sort at the begi nning based,
t hi nk, on BACT nunbers.

Q Did those calculations in any way affect the
cal cul ati ons that you previously described for nme that you
enpl oyed? | can rephrase that.

A No. The only simlarity is that | used simlar BACT
nunbers for the initial investnent and the recurring costs.

Q herw se, | used ny own approach.

Q Ckay. If | could direct your attention to People's
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Exhi bit Nunber 12.

A Yes.

Q Do you have that before you?

A Yes.

Q Do you see a nunber in the bottomleft-hand corner of

this exhibit? It is in the very bottomleft-hand corner, a date.

A A date? Yes, | do.

Q VWhat is the date?

A Sept enber 12t h of 2000.

Q And does this date -- what does this date indicate to

A It just is a date that this particular piece of paper
was printed, is all that is.

Q Does it indicate the date that this docunent was
pr epar ed?

A No.

Q Ckay. Then for People's Exhibits 12 through 23, do you
see a simlar date in the bottomleft-hand corner of all of these
exhi bits?

A Yes.

Q And, again, what does that date represent to you?

A The only relevance is the date that a particul ar piece
of paper was printed.

Q Ckay. Do you have sufficient information from M.
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Singh's presentation of retrofit costs to forman opinion as to
whet her or not these costs were reasonabl e?

MR BOYD:. njection to the formand in ternms of what she
nmeans by these costs being anbi guous.

HEARI NG OFFI CER KNI TTLE: | woul d sustain the objection as
to which costs we are referring to.

M5. CARTER My next question was going to be -- what the
guestion was pertaining to form | understand. Just one nonent
and I will find those.

Q (By Ms. Carter) If | could direct the witness' attention
to People's Exhibit Nunber 11, specifically table three contained
therein. Are you on that page M. Styzens?

A Yes.

Q Now, do you have sufficient information from M. Singh's
presentation of retrofit costs to forman opinion as to whether
the total of 943,948 is reasonabl e?

A No.

Q How does the intention of a conpany with respect to the
decision not to conply matter in an economic benefit anal ysis?

MR BOYD:. nject to the form It is anbiguous and
conpound.

HEARI NG OFFI CER KNI TTLE: Do you understand t he question
sir?

THE WTNESS: No. | probably need it repeated
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HEARI NG OFFI CER KNI TTLE: The obj ection i s sustained then
Q (By Ms. Carter) How does the intention of a conpany wth
respect to the decision not to conply bear upon an econonic

benefit anal ysis?

A Ckay.
MR BOYD: | amgoing to object at this time to "an
econom ¢ benefit analysis.” |If he is going to be asked about his

econom ¢ benefit analysis, then he has laid a foundation that he
has knowl edge as to that. | amnot sure if there is adequate
foundati on about any economi c benefit anal ysis.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, are you willing to
restrict it to his econonic benefit anal ysis?

M5. CARTER  Yes, | can

HEARI NG OFFI CER KNI TTLE:  Sufficient, M. Boyd?

MR BOYD:. That's fine. Thank you

HEARI NG OFFI CER KNI TTLE: Ckay. Can you answer the
question, sir?

MS. CARTER Do you need ne to repeat it?

THE WTNESS: One last tine | guess, yes.

Q (By Ms. Carter) Ckay. How does the intention of a
conpany with respect to the decision not to conply bear upon your
econom ¢ benefit anal ysis?

MR BOYD: | amsorry. Again, in this case, is ny

obj ecti on.
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HEARI NG OFFI CER KNI TTLE: | don't -- do you have a response
to --

MS. CARTER: Wiat is his objection? | didn't hear him

HEARI NG OFFI CER KNI TTLE: He wants you to linmit it to the
econom ¢ benefit analysis done in this case that he did.

M5. CARTER That's fine. | thought | did that. |If | did
not, I --

HEARI NG OFFI CER KNI TTLE: Wl |, you just said -- | thought
it was sufficient, but you said your econom c benefit analysis.

M5. CARTER | can put the clause at the end.

HEARI NG OFFI CER KNI TTLE: We will just note that it is in
this case, as long as everybody agrees.

MR BOYD: That's fine

M5. CARTER That's fine with me.

HEARI NG OFFI CER KNI TTLE:  Ckay.

M5. CARTER | amjust trying to nove forward

HEARI NG OFFI CER KNI TTLE: M. Styzens, do you under st and
t hat question?

THE W TNESS:  Yes.

HEARI NG OFFI CER KNI TTLE: Are you prepared to answer it?

THE W TNESS:  Yes.

HEARI NG OFFI CER KNI TTLE: Ckay. Pl ease do.

THE WTNESS: The financial analysis that | perforned to

devel op the economic benefit for this case did not have any --
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the fact that a conpany intentionally or not intentionally did
anything to not conply had nothing to do with those figures. It
was sinply a financial analysis using nunbers supplied by
Panhandl e to devel op an econonic benefit. Wether they --

whet her the facts around the case have to do with intention or
noni ntenti on does not enter into ny anal ysis.

Q (By Ms. Carter) Ckay. |If a conpany unknow ngly viol ates
the | aw and avoi ds conpliance costs, does that matter in the
econom ¢ benefit analysis conducted in this case?

A No.

Q If the Illinois EPA was al so unaware of the violation
that resulted in the del ayed conpliance costs, would that affect
your econom c benefit anal ysis?

A No.

Q Can you describe the audit that you conducted in a case
called Harris Marcus?

A Yes. These type of internal audit projects that | have
been working with over the |ast couple of years deal with an
econom ¢ benefit calculation associated with conpanies that are
comng into conpliance using | ow sol vent technol ogy, which means
usual ly that they are refornulating chemicals like glues or
solvents to conme into conpliance, rather than making | arge

expenditures for capital inprovenents.
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conpl ex, because the nodel that you use to devel op econonic
benefit, the organization does have to al so supply information on
what type of capital inprovenents they nay have nmade to cone into
conpliance. You still have to do an economic benefit analysis

on -- using capital outlays for pollution control equipnent.

What the nodel uses that for is really to set a ceiling for

settl ement negoti ati ons.

They don't -- the federal governnment, the U S. EPA
i ndicates that they don't believe that the penalty that is
negoti ated shoul d go above the econom c benefit associated with
com ng into conpliance using equi prrent, technology. So that
forns a ceiling. But you still have to go through the process of
determ ning the costs involved in switching fromthe nonconpliant
chemcals to the conpliant chemicals. Frequently it is not a
hi gh dol I ar anount, but you still determ ne those costs from
switching froma nonconpliant chemical to a conpliant, and you do
run a traditional BEN Mddel on those costs.

Then your third conponent is to exanine the profits that
were nade on the sales of nonconpliant itens. So to get the big
picture of the econom c benefit associated with comng into
conpliance with | ow sol vent technol ogy, those are your nmain
steps. Econonic benefit associated with using equi pment to cone

into conpliance, the cost involved in switching fromone chenica
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1 you exami ne the production conponent that they tal k about with
2 the profit margins and the sales of nonconpliant products.

3 Q How, if at all, did the analysis that you perforned in
4 the Harris Marcus matter differ fromthe analysis that you

5 performed in this natter?

6 A In the | ow sol vent technol ogy cases |ike Harris Marcus,
7 you are using the sanme financial principles as you would in the
8 nmet hod | used here, as far as tinme value of noney, avoiding

9 capital outlays. The najor difference, though, is that the

10 econonic benefit anal ysis contains an additional conponent that
11 relates to profit margins on the sale of nonconpliant product.
12 That is really the only large difference, because you are

13 still -- of course, the Agency uses the BEN Mddel in the | ow

14 sol vent technol ogy cases during the settlenent negotiations

15 process to determ ne the econom c benefit for the initial capita
16 outlay that would have taken place and the costs involved from
17 switching to a nonconpliant to a conpliant chemical

18 Again, there is just one additional area that you exam ne,
19 and that is the benefit that the conpany had over its
20 conpetitors. It dealt with this conpany was naki ng products
21 usi ng nonconpliant glues or solvents, and quite frequently they

22 have a conpetitive advantage over the conpetitors that are using
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perform better than conpliant coatings and things of that nature
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that bring in an exam nation of the econom c benefit for
conpetitive type of advantages over other conpanies in the
i ndustry.
M5. CARTER M. Hearing Oficer, | have no further
guestions on redirect.
HEARI NG OFFI CER KNI TTLE: (Okay. Recross, M. Boyd?
MR BOYD: Just a couple of quick ones.
RECROSS EXAM NATI ON
BY MR BOYD:

Q M. Styzens, | wanted to refer you to exhibits --
Peopl e's Exhibits 15 through 23. And on redirect you tal ked
about the nunber in the left-hand corner at the botton®

A Yes.

Q You indicated that the Septenber 12th of 2000 date is
the date that these docunents were printed; is that right?

A Ri ght .

Q Isn't it true that you prepared these versions of the
econom ¢ benefit runs within the |ast nonth?

A Wthin the ast nonth? Let nme see. Exhibits 15 through
like 23, is that what you said?

Exact | y?

A Yes, okay. Wthin the last nonth. Let's see. Yes,
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Q So that was after your depositions in this case?
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A Correct.

Q Now, you al so responded to Ms. Carter and suggested that
whet her Panhandl e intentionally or unintentionally violated the
requi renents, that did not conme into play in your analysis in
this particular case; is that right?

A In the econom c benefit analysis, correct.

Q Ckay. And you already tal ked about the extra costs
today that would be incurred in relation to those controls, and
think you said that you didn't take into account those extra
costs today either in your analysis?

A Wll, | said | didn't take into account any type of
retrofit costs in ny analysis.

Q Now, if the retrofit costs in this case woul d have been
5 mllion dollars rather than 575,133, would you have taken that
nunber into account in your econom c benefit anal ysis?

M5. CARTER ojection. This is beyond the scope of
redirect. In redirect | sinply asked hi mwhether or not the
nunber that was provided, you know, in People's Exhibit Nunber
11, whether or not he conducted an analysis of the cal cul ations
that he performed. | didn't go into anything in terms of, you

know, his utilization or |lack thereof in a determ nation of the
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23 HEARI NG OFFI CER KNI TTLE: M. Boyd?
24 MR BOYD: Wll, he has tal ked about the fact that
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1 intention does not matter to his analysis. Wat | amtrying to

2 probe is, is if the econom c benefit nunber, if the gravity were
3 at acertain level, wuld the intention becone a concern that he
4 would have in his evaluation of the control system

5 HEARI NG OFFI CER KNI TTLE: | amgoing to overrule the

6 objection based on that explanation.

7 Sir, do you recall the question?
8 THE WTNESS: No.
9 HEARI NG OFFI CER KNI TTLE: Darl ene, could you read it back,

10 pl ease.

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

13 THE W TNESS: No.

14 MR BOYD: Ckay. Thank you. That's all | have.

15 HEARI NG OFFI CER KNI TTLE: Re-redirect, Ms. Carter?

16 MS. CARTER  No.

17 HEARI NG OFFI CER KNI TTLE:  All right. Thank you, sir. You

18 may step down.
19 (The witness left the stand.)
20 HEARI NG OFFI CER KNI TTLE: | amgoing to ask for a two

21 m nut e break.
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(Wher eupon a short recess was taken.)
HEARI NG OFFI CER KNI TTLE: Al right. W are back on the

record after a short recess.
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Wuld the State call their next witness, please.
M5. CARTER The State calls Dr. John Nosari.
HEARI NG OFFI CER KNI TTLE: All right. Darlene, could you
swear himin, please.
(Wher eupon the witness was sworn by the Notary Public.)
HEARI NG OFFI CER KNI TTLE: Ms. Carter or M. Layman?
M5. CARTER Ms. Carter.
HEARI NG OFFI CER KNI TTLE: Al right. Your witness, M.
Carter.
M5. CARTER  Thank you.
JOHN STANLEY NOSARI,
havi ng been first duly sworn by the Notary Public, saith as
fol | ows:
DI RECT EXAM NATI ON
BY M5. CARTER
Q Pl ease state your name for the record.
A It is John Stanley Nosari. The last nanme is spelled
NOS-ARI.
Q Can you tell me a little bit about your undergraduate

educat i on?
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A I received ny undergraduate degree from Sout hern
I1linois University Edwardsville in 1967, and | received a
bachel or of science in business administration with a major in
accounti ng.
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Q Ckay. Did you subsequently attain an additional degree?

A | subsequently attained two additional degrees. 1In 1969
| received a naster of science degree in accounting fromWchita
State University, Wchita, Kansas, and | received a Ph.D. in
busi ness administration with a nmajor in accounting and a mnor in
finance from St. Louis University in St. Louis, Mssouri

Q When did you attain your Ph.D.?

A In 1984.

Q And can you tell nme a bit about your teaching experience
since 19767

(Ms. Smetana entered the hearing room)

A Well, inthe fall of 1976 | was an assi stant professor
at Lindenwood College, St. Charles, Mssouri, where | taught in
t he MBA program and the bachel or's of science and busi ness
adm ni stration program And | taught accounting courses,
i ncludi ng a whol e ganut of accounting courses. And then | taught
finance at the undergraduate | evel and manager of finance at the
graduate | evel

Q Dr. Nosari, what type of accounting courses did you

teach at Lindenwood Col | ege?
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auditing, | believe internedi ate.

Q Ckay.

A Ckay.
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Q Thank you

A From-- | only stayed at Lindenwood a year and a hal f
and then went to Sanganon State University.

Q What year did you go to Sanganon State University?

A In 1978.

Q Ckay. Thank you

A And Sanganon State University becane the University of
IIlinois at Springfield in 1995.

Q Ckay.

A So | have been at Sanganon State or University of
I1linois at Springfield from 1978 to date.

Q Ckay. Can you tell nme a little bit about the courses
that you taught when you first arrived at Sanganon State?

A When | first arrived at Sanganon State | taught
nmanageri al finance, cost -- | amsorry. Profit planning and
budgeti ng, advanced accounting. | taught those courses for about

344

two years, and then after that | becane the | ead professor in

audi ti ng.

t eachi ng

So from 1981 to date | have been responsible for

the auditing curriculum which includes courses in
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traditional financial statenent auditing, advanced auditing,
which is a graduate course, and financial statenent auditing.
And | devel oped courses in information systens, devel oped and
taught courses on information systens auditing, and internal and
operational auditing. | also devel oped courses in accounting
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i nformation systens and was a nenber of the comittee that
devel oped the managenent -- the master's degree in information
systens at SSU

Q Ckay. |If we could just back up for a nonent. Wen you
referred to managerial finance courses, what type of curricul um
is that?

A Wl I, managerial finance is taught in the MBA degree,
and it is an elective in the undergraduate accounting degree and
it is also a required course in the bachelor of science and
busi ness admi nistration degree. It is a course that deals with
the responsibilities of the financial manager, mainly which
including being able to tap the capital nmarket as cheaply as
possi bl e and ensuring the liquidity of a business and also trying
to maximze the rate of return on investnment to stockhol ders.

Q Have you held any other positions since you arrived at
Sanganon State University in 1978?

A Yes. | was chair of accounting -- actually, | am
currently on ny fourth stint as chair of accounting. | just

assunmed that position in August. And | was al so Dean of the
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School of Business from1988 -- | amsorry. | can't renenber
now. It was either 1988 or 1989 to 1994.

Q Ckay. Wiile you were Dean at the School of Business did
you al so conduct or teach courses during that tine?

A Yes, | continued to teach auditing.
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Q Ckay.
A And supervi se the people that taught auditing.
Q VWhat courses do you presently teach?
A Presently teach? | presently teach the undergraduate

course in auditing, which we just changed, which deals with
financial statenment auditing, internal auditing, and operationa
conpliance auditing. | also teach information systens auditing
and an accounting course for nonaccountants that is taught to
students who are entering the MBA program and students who do not
have an accounting background prior to entry at U S.

Q Ckay. During this time period that we just discussed
1976 through the present, have you hel d any other positions which
any other entity?

A Yes, uh-huh. | had a special assignnent in the Air
Force Reserve as an individual nobilization augnentee or | NA

Q What is that, sir?

A | was assigned to the Air Force Accounting and Fi nance

Center in Denver, Colorado, where | evaluated Air Force w de
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systenms for 12 years, and | was -- the last two years | was a war
time planner for the conptroller of the Air Force. |In addition
to that, | have been a sole practitioner in public accounting and
a consultant since | arrived basically at Sanganon State.
Q Ckay. | will get to the latter part in just a nonent.
You just nentioned -- did you just nmention the certified public
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accountant? | couldn't hear you.

A | said that | was a sole practitioner in accounting, but
| did not nention CPA

Q Ckay. Do you have your CPA?

A | ama licensed CPAin the State of Illinois.

Q When did you attain your |icense?

A In 1978.

Q Thank you. Do you have any ot her professional
desi gnati ons?

A | ama Certified Internal Auditor.

Q When did you attain that designation?

A In 1998.

Q Ckay. And does this license and prof essi onal
designation that you just nmentioned, do either of these require
conti nui ng educational course work?

A Yes, they both require 40 hours of continuing
pr of essi onal education every year. That's 40 contact hours.

Q What type of course work does that include?
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Well, it includes anything that is related to the field

of auditing and the practice of public accounting. Usually I

take those courses on auditing and taxation

Q

Ckay. You previously nentioned that you independently

consult on the side?

A

Q

Yes.
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Can you tell nme a little bit about your independent

consulting work that you have done |ately?

A
Q
A
Q
A

t he EPA,

Wel |, exclusive of the public accounting practice?

You are maki ng a separation there?

| am aski ng you

Ch, yes. Yes.

kay. M consulting lately has consisted of assisting

the Illinois EPA, and | have provi ded sone consultations

with themin terns of providing themwith a semnar on financia

statenment analysis. And then, of course, helping Gary Styzens

with this case at hand.

Q

done any

o »>» O >

Ckay. |If we could just back up for a nonent. Have you
i ndependent work with any other departnents --

Yes.

-- within the State?

Yes, uh-huh

Ckay. And what departnents woul d those incl ude?
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A Wl |, they would include the Departnent of Revenue, and
the Illinois Departnent of Public Aid. For the departnent of
Public Aid I devel oped a nunber of audit packages or audit
programs for the audits of Medicaid providers. | also testified
as an expert witness in regard to results of audits and the
appropriateness of audit procedures and statistica
ext rapol ati on.
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Q Ckay. Can you tell me alittle bit about the work that
you have done for the Departnent of Revenue?

A The Departnent of Revenue | basically provided sone
sem nars dealing with auditing information systens.

Q Ckay. Dr. Styzens, how el se do you spend your
professional tine? |Is there any other activities that you are
i nvol ved in?

MR BOYD: Ms. Carter, you just said Dr. Styzens.
M5. CARTER. Onh, | apologize. | have a tendency to do
m snonmers, | guess is what | am doi ng.

Q (By Ms. Carter) Dr. Nosari, is there any other things
that you do during your professional tinme?

A Well, | amon the Board of Directors of the Springfield
Chapter of the Institute of Internal Auditors. | am under
contract with the Institute of Internal Auditors to wite a
t ext book on information systens auditing.

Q What is information systems auditing?
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A Well, it is basically -- the approach is on how to audit
nmechani zed systens to ensure that they are accurate, reliable and
have -- | amtrying to think of the term Secure, that they are
secure.

Q I think that you previously nmentioned that you have
testified in some sort of proceedings in the past. How nany
ti mes have you testified in the past?
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A For the Departnment of Public Aid, a nunber of times. |
woul d be hard put to give you the exact nunber. Probably 40 to
60, sonething |ike that.

Q And, again, what did that testinmony pertain to?

A It pertained nostly to auditing and the appropri at eness
of audit procedures, the results of the audits, and the use of
the statistics in those audits.

Q And do you know about what tine period this testinony
had been provi ded?

A I am guessing from probably about 1988 to current.

Q Ckay. And in those proceedi ngs were you permtted to
provi de expert testinony?

A Yes.

Q Ckay. Dr. Nosari, have you prepared a resune that
docunent s t he background information that we have just di scussed?

A Yes.
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(Wher eupon a docunent was duly nmarked for purposes of
identification as People's Exhibit 24 as of this date.)

Q (By Ms. Carter) Ckay. Dr. Nosari, | am handi ng you what
has previously been marked as Peopl e's Exhibit Nunber 24. Do you
recogni ze that docunent?

A Yes.

Q VWhat is that docunent?

A Well, it is a copy of ny resune.
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M5. CARTER At this tine the People nove for the admi ssion
of People's Exhibit Nunber 24 into evidence.
HEARI NG OFFI CER KNI TTLE: M. Boyd or Ms. Snetana?
MR, BOYD: | have no objections except | amnot sure why it
is relevant to be introduced into evidence.
HEARI NG OFFI CER KNI TTLE: No obj ections, though?
MR BOYD: No objection
HEARI NG OFFI CER KNI TTLE: Al right. This is adnmtted.
(Wher eupon sai d docunent was duly adnmitted into evidence as
Peopl e's Exhibit 24 as of this date.)
Q (By Ms. Carter) Have you been exposed to the concept of
the tine val ue of noney?
A Certainly.
Q Can you indicate to nme where in your background you have
been exposed to that concept?

A Well, tine value of noney is used in accounting. It is



17

18

19

20

21

22

23

24

10

11

12

13

14

15

used in finance. The whole idea is that noney has a cost and
that, you know, noney is not free and that cost, of course, is
interest interns of -- that is howwe nornmally think of noney
having a cost, is interest. But also in the area of comon
stock, there is a -- you know, the concept is that if sonebody
makes an investnent into a conpany they are expecting a rate of
return, and that rate of return has a cost toit. And the

concept of time value of noney relates to this concept that
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peopl e nake i nvestnents for a return and that return is referred
to as the cost of noney. And then you asked discount, didn't
you?

Q No, | did not.

A | amsorry. Wat was your question?

Q My question specifically was have you been exposed to
the concept of the tine value of noney?

A Ti me val ue of noney. GCkay. Yes. And so, you know, |
have been exposed to that in all three of ny degrees.

Q Ckay. Thank you. And have you been exposed to the
concept of econom c benefit?

A Well, certainly, uh-huh

Q And in what area of your background have you been
exposed to the concept of econom c benefit?

A Wel |, econonic benefit is a basic concept that, you
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know, is taught in business schools fromthe very el ementary

| evel of taking, you know, begi nning economni cs and accounti ng.
The whol e area of nmanagerial accounting relates in how a managed
busi ness relates to econonic benefit in terns of organizations
nmaki ng deci sions to enhance their return on investnent and naki ng
decisions to make a better profit. Businesses try to devel op
deci sions that enhance their profitability or enhance their cost
reductions. And the whole idea behind it, of course, is economnic

benefit. You can relate that to capital budgeting, to cost val ue

KEEFE REPORTI NG COVPANY 593
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and profit analysis. Basically any type of concept that is
taught in a busi ness school
Q I think that you may have answered this, but | am not
quite for certain. Can you just give ne a definition of what
econom ¢ benefit neans?
MR BOYD: | would object. The context of econom ¢ benefit

in general or inrelation to the particul ar case?

M5. CARTER Well, | amlaying foundation at this point. |
amasking in general and | will get to the nmore specifics of this
case.

HEARI NG OFFI CER KNI TTLE: Ckay. Do you still have an
objection, M. Boyd, in light of that explanation? She wants a
general definition of econom c benefit.

MR BOYD: | wll withdraw ny objection then

Q (By Ms. Carter) Do you need ne to --
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Q Ckay.

A Ckay. Go ahead and ask.

Q Let ne ask the question again. |n general, can you

pl ease define for ne the concept of econom c benefit?

A Wl |, economic benefit is the result of a decision. It
is how nuch better off -- in layman's terns, it is how nuch
better off an organization is because it nmade this decision.

Q And does the concept of econonic benefit relate to the
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concept of tinme value of noney?
A Well, certainly, because if you are going to calculate

t he economic benefit over a period of tinme, you would take into
consi deration the time value of noney.

Q Ckay. Have you ever had occasion to conduct an economc
benefit analysis in your work or educational background?

A Sure. Just about -- in dealing with clients and in
dealing with teaching, in doing operational audits or doing
audits or answering questions for clients as to howto do
sonet hi ng we always take into consideration the econonics
i nvol ved in the decision, and that would be an aspect of econonic
benefit analysis. | nean, underlying all of these things there
is an econonmic benefit analysis of why managenment should do what

they should do in terns of nmaximzing their profits or naking a



15

16

17

18

19

20

21

22

23

24

10

11

12

13

14

short run or a |ong-term decision

Q Ckay. Are you familiar with the nane Gary Styzens?

A Yes.
Q How are you familiar with his name?
A Well, Gary is a nenber -- in a couple of ways. One, he
is a menber of the Springfield Chapter of the Institute of
Internal Auditors, and | know himfromthat. And also from
working with himhere at the EPA

Q Ckay. And was the first tine that you were contacted by
M. Styzens pertaining to a semnar that you referenced
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previ ously?

A Yes. The first time | was contacted by Gary was to
devel op a senminar on financial statenent analysis for the Agency.
Q In the past have you devel oped different sem nars on

different topics?

A Certainly, uh-huh

Q Can you tell me what sone of those topics are?

A Well, | devel oped seminars for the Springfield Chapter
of the I A dealing with internal audit standards, auditing under
the Illinois Procurenment Act, COSO auditing, the inpact to the
Conmittee on Sponsoring Organi zations, which is basically a
| andmark report that goes back to 1992 regardi ng the val uation of
internal control. | have done a nunmber of seminars on that.

am wor ki ng on one now that is relating to oversight
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organi zati ons.

Q Ckay.

A And a nunber of other seminars.

Q After you conducted the sem nar that you previously
referenced, did M. Styzens contact you on any other matters?

A Yes. Several nonths or a nunber of nonths |ater he
contacted ne regarding the Panhandl e Eastern case.

Q Wy did M. Styzens contact you?

A Well, | think for a variety of reasons. One, he wanted
sone assistance in working on the case and he particularly was
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interested in getting some assistance in calculating the weighted
average cost of capital for Panhandl e Eastern.

Q Ckay. And when you refer to the weighted average cost
of capital, what does that nean?

A Wl |, weighted average cost of capital is a concept that
relates to what it costs a conpany to fund its assets.
Particularly, if you relate this to the financial statenments in
particularly the bal ance sheet, on one side of the bal ance sheet
you have all of the assets, which is the things the conpany owns,
accounts receivable, inventory, property, plant and equipnent.

On the other side of the bal ance sheet is how those are financed,
with the accounts payable, current liabilities, |ong-term debt,

and common stock. The weighted average cost of capital is a
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nmethod that is used to try to cal culate what that cost actually
is to the conpany. And the wei ghted average cost of capita

takes into consideration then the conponents of -- the conponents
of the right-hand side of the balance sheet and their particul ar
costs to cone up with a figure that is an average for that
conpany as to what it costs themto finance the assets that they
have on the other side of the bal ance sheet.

Q Ckay. After having been contacted by M. Styzens, did
you conduct a wei ghted average cost of capital analysis for this
case?

A Yes, | did.
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Q Ckay. Prior to your conducting an analysis of the
wei ght ed average cost of capital, did you discuss it with M.
Styzens in general terns?

A Well, | discussed the case with himin general. |
di scussed, you know, what the requirenments were, what they wanted
nme to do.

Q Di d you di scuss the approach to the wei ghted average
cost of capital ?

A | probably did, uh-huh

Q VWhat information did you utilize to conduct the weighted
average cost of capital to performthat cal cul ation?

A Ckay. Well, basically | relied on the Panhandl e Eastern

Annual Reports from 1988. | think the last one | had was 1994.
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There were a couple of years that were missing and, in fact, |
don't think | had any information relating to 1988, if | am not
m staken. And then the 10-K filings com ng off of the SEC
website for periods after that. |In addition to that, | used the
standard stock records, stock prices from bigcharts.com and
may have used a couple of other sources that | don't necessarily
remenber .

Q Ckay. If | could direct your attention, Dr. Nosari, |

think there is an exhibit before you that is People's Exhibit

Number 77?
A Yes.
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Q Have you | ocated that docunent?
A Yes, | have.
Q Have you seen this docunent before?
A Yes.
Q Let nme just back up for just a nonent. | think that you

nmenti oned before that you had attained financial data for
Panhandl e Eastern Pipe Line Conpany?

A Yes.

Q Wiy did you decide to attain financial information for
t hi s conpany?

A Well, first of all, |I used Panhandle -- | think you used

the term Panhandl e Eastern Pi pe Line, and | used Panhandl e
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Eastern, which is the parent conpany of the Pipe Line Conpany.

Q Wiy did you decide to use the parent conpany's financia
i nformation?

A Because Panhandl e Eastern Pi pe Line Conpany is a
whol | y- owned subsi di ary, which nmeans that its financial situation
i s managed by the parent.

Q Ckay.

A Anot her -- well, that is okay.

Q Dr. Nosari, do you have anything further that you want
to provide as an explanation to your |ast question -- as an
answer to the |ast question?

A Well, when | said that it was wholly-owned, and | don't
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renenber exactly what | said, but | used the parent conpany
because it manages Panhandl e Eastern Pi pe Line Conpany, meaning
that it is a related party and thus the best estinate of cost of
capital would cone fromthe parent conpany's financial statenents
and not fromthe subsidiary, because the parent woul d influence
t he subsidiary.

Q Ckay. Thank you

M5. CARTER  Just one monent. | need to find this

docunent .

Q (By Ms. Carter) Wiere did you attain the SEC 10-K
filings?

A Well, the 10-K filings that | used we got off of Edgar
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| guess Gary Styzens -- | nean, you know, Gary Styzens got them
of f the Edgar website, which is the SEC website.
Q Ckay. In ternms of the annual reports, where did you
attain the annual reports?
A | got the annual reports fromthe Brookins Library at
the University of Illinois at Springfield and they were on
m crof i che.
M5. CARTER If | could have just a nonment, M. Hearing
Oficer. | have to get sone information put together real quick.
HEARI NG OFFI CER KNI TTLE: A couple minutes or --
M5. CARTER  Just one minute.
HEARI NG OFFI CER KNI TTLE: We will go off the record.
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(Discussion off the record.)

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

(Wher eupon sai d docunent was duly marked for purposes of

identification as People's Exhibit 25 as of this date.)

Q (By Ms. Carter) Dr. Nosari, | just handed you a docunent
that is marked as People's Exhibit Nunber 25. Have you seen this
docunent bef ore?

A Yes.

Q Can you identify this docunent for me?

A VWll, it is the 1987 Annual Report from Panhandl e
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East ern Cor porati on.

Q Ckay. Have you used this annual report in the past?

A Yes.
Q Ckay. How have you used this annual report?
A Well, | used it to gather information relating to their
financial position and the results of operations for 1987.

Q Ckay. And --

A In which -- excuse ne. Wich | incorporated in the
Peopl €' s Exhi bit Nunber 7.

Q Ckay. Perhaps | need to back up for just a second.
can't recall if | asked you to identify People's Exhibit Nunber
7?

A Wll, it isny --
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Q Have you seen this docunent before, sir?

A Yes.

Q Ckay. What is this docunent?

A It is my lead schedule in calculating the cost of

capital, the weighted average cost of capital for Panhandl e
East ern Cor porati on.

Q Ckay. Now, | think you just mentioned to nme, Dr.
Nosari, that you utilized portions of the 1987 Annual Report in
t he wei ght ed average cost of capital docunent?

A Yes.

Q kay. Perhaps we could take this line by line for one
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representative year, in this case 1987. ay. Wat | am asking,
sir, in ternms of row nine, for the earnings per share, can you
tell me where you attained that information fromin the 1987

Annual Report?

A Probably off the inconme statenent.

Q If I could direct your attention to pages 36 and
possi bly 37.

A No, | don't think it is there. | amsorry. It is on
page 36

Q Where are you referring to on page 367
A VWll, it is the consolidated statenment of inconme and it
is the last line or lines at the bottomof the page. It says
earning, parenthesis, |oss per share, and we have conti nui ng
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operations at $2.07 and di scontinue operations at 3 cents for a
total of $2.04 and you will find that -- this is hard to read.
You will find that up here on earnings per share continuing
operations and earnings per share total, $2.07 and $2.04.

Q Which lines are you referring to, Dr. Nosari?

A | amreferring to lines nine and ten of this
spreadsheet .

Q Ckay. Thank you. If | could now direct your attention
to row 11 on People's Exhibit Nunmber 7. Wat does that row

pertain to?
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A Well, row 11 is dividends per share. Ckay. That's the
anount of dividends that were declared and i ssued by Panhandl e
Eastern Corp in that year.

Q Ckay. Did you attain that information fromthe 1987
Annual Report?

A Yes, | did.

Q If I could direct your attention to page one.

A Unh-huh, which is the financial highlights, and you will
see under financial highlights, dividends paid, $2.00, which is
line 11 of the wei ghted average cost of capital worksheet for
that year, $2.00.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, could you identify
the oversized exhibit that the witness is pointing to for the

record or maybe Ms. Snetana can.

KEEFE REPORTI NG COVPANY 508
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M. CARTER It is 7A
HEARI NG OFFI CER KNI TTLE: Exhibit 7A. Thank you.
Q (By Ms. Carter) Dr. Nosari, where did you attain the
information that is on -- excuse nme. Can you identify row 12 for

me on People's Exhibit Nunmber 7?

A Row 12 is a share price close at Decenber 31st and that
cane from bi gcharts.com

Q Ckay. Then in ternms of row 16, what does that row
pertain to?

A Well, 16 pertains to whether or not there is any stock
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splits or stock dividends. And basically for the whole period
under review there were no evidence of any stock splits or stock
dividends. And | can't refer to any particul ar docunent or page
here. But if you just read the whole report and, you know, the
annual 10-Ks and the annual reports you will find that this
conpany did not issue any stock splits or stock dividends for the
period in question.

Q Ckay. Thank you. Then, Dr. Nosari, if | could direct
your attention, | believe, to line 27. Wat does that line
pertain to?

A Wll, line 27 is basically -- it is a blank line and it

is percentage of equity.

Q Ckay.
A All we are doing there is calculating the percentage of
364
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equity --

Q Ckay.

A -- based on information that | attained fromthe annua
reports.

Q kay. In terms of line 29, what does that pertain to?

A Wll, line 29 is the long-termdebt. ay. Line 27,
goi ng back to that cal cul ati on of percentage of equity, and what
we have under that, then, we have the short-termdebt, the

| ong-term debt, the short-termportion of |ong-termdebt, the
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dol I ar armount of preferred stock, the dollar anount of paid
capital. And | used this basically to get the proportion of
these three different elenments in the financial statenents to

cal cul ate the wei ghted average cost of capital, because each one
of these elenments has a different cost. So to get the weighted
average cost of capital you have to calculate their cost and then
multiply it times the percentage that they relate to the total
Ckay.

Q Ckay. But just backing up for just a second, Dr.
Nosari, if | could, in terns of the long-termdebt that is set
forth on line 29, did you attain this information fromthe 1987
Annual Report?

A Yes.

Q Ckay. Do you think that you could specifically show ne

where that information cane from fromthe 1987 annual report?

KEEFE REPORTI NG COVPANY 500
1- 800- 244- 0190
A It is comng fromthe bal ance sheet.
Q Ckay.
A This is on page 37 and 38 of the annual report.
Q Ckay.
A Ckay. But, you know, basically all of this information

relating to the proportion of the elenents of equity, or debt and
equity, conme fromthe bal ance sheet.
Q Ckay.

A So if you would look in ternms of the short-term portion
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of the long-term debt --

Q If I could just --

A Ckay. | amsorry.

Q If I could just back up for just a nonent, sir, to the
line above that, line 29. Do you know where on page 36 you

attai ned that nunber?
A Certainly. | got it in long-termdebt on page 37. It

is 1,033,345, which you will see on line 29, colum E --

Q Ckay.
A -- of the worksheet.
Q Ckay. Now, Dr. Nosari, | may have interrupted you. Was

there sonething that --
A I was just going to show where | got the short-term
portion of long-termdebt, whichis -- let's see. It is 706 -- |

have to find it now (Okay. Current debt. Short-termdebt is

KEEFE REPORTI NG COVPANY 508
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706, 845, which is also listed there on page 37.
Q | amsorry. Dr. Nosari, | amunclear in terns of what
you are referring to right now
A kay. | amreferring to short-termdebt, which is line

28.
Ckay.
In colum E, the 706, 845.

Q Yes.
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A Conmes fromtotal liabilities, total current labilities,
which is 706, 845.

Q Were is --

A That is on page 37 of the annual report.

Q Ckay. Thank you

A Ckay. Then the short-termportion of the |ong-term debt
is -- inthe current liabilities you will see it listed there as
the first item 170,608. And what | amdoing here is | am
capturing these proportions or these percentages to calculate the
wei ght ed average cost of capital. kay.

Q kay. In terms of Iine 32 on People's Exhibit Nunber 7
what does that pertain to?

A Well, paid in capital is the total anount -- in this
case, it is the total anmpunt of common stock and then ot her
comon stockholder's equity or, if you will, it is nornmally

referred to as retained earnings. But | amreferring to it as

KEEFE REPORTI NG COVPANY %7
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paid in capital. It is the total anount of common stock, which
is the total of 330,000 plus the 699, 827.

Q VWhich is on -- just for clarification, is this on page
372

A It is on page 37.

Q Ckay.

MR BOYD: Just for clarification, would you tell us where.

M5. CARTER On page 37 of the annual report, he is
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referring to the third and second fromthe bottomlines.
THE WTNESS: It is the 330 plus the 699, 827
Q (By Ms. Carter) kay. Dr. Nosari, directing your
attention to line 37 on People's Exhibit Nunber 7, what does that

line pertain to?

A | amsorry?

Q In terms of line 37 on People's Exhibit Nunber 7 --

A Ckay. That's the tax rate.

Q Ckay. Wiere did you attain that nunber for 19872

A Well, the tax rate, the effective tax rate comes from - -

cones from a footnote.
Q When you are referencing a footnote, are you referencing
a footnote in the 1987 Annual Report, sir?
A Yes.
Q Ckay. Can | direct your attention to page 457
A Ckay. Page 45. If you look at the top of page 45, on
368
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the right-hand columm, you will see the nmanagenent's cal cul ation
of the effective tax rate, and they cane up with 39 percent.

Q Ckay.

A And which, if you take -- | should nention here that if
you take the tax anount in the incone statenent and divide that
into net inconme you are not going to cone up with the sane

percentage. So this is managenent's representations of what the
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effective tax rate is, which is what | used.

Q This 39 percent, which is on page 45 of the 1987 Annual
Report, is that included in Iine 37 of People's Exhibit Nunber 7?

A It is included in line 37 of People's Exhibit 7, and the
role that that plays is in the calculation of the cost of debt.
W reduce the cost of debt by the tax benefit of that, because
interest is tax deductible.

Q Ckay. Once you conpl eted gathering the information for
1987, Dr. Nosari, did you also gather the information for
subsequent years?

A Yes, uh-huh.

Q Did you go through the sanme process that you just
descri bed here today?

A Yes, basically, uh-huh.

Q Ckay.

A Up until 1990 -- through 1994, which | had the annual
reports and then for 1995 and 1996 | had the 10-K i nformati on
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that we received off of Edgar.
Q Ckay.
M5. CARTER M. Hearing Oficer, could | have just one
nmonent, please.
HEARI NG OFFI CER KNI TTLE: Yes. Let's go off the record.
(Discussion off the record.)

HEARI NG OFFI CER KNI TTLE: Al right. W are back on the
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record. Ms. Carter
M5. CARTER  Thank you.

Q (By Ms. Carter) Directing your attention to People's
Exhi bit Nunber 7 again, Dr. Nosari, for years subsequent to 1987,
did you pull the inputs that are set forth within this docunent
fromthe sane place as those that you just described?

A Yes. From 1987 to 1994, which were the years that | had
the annual reports. For 1995 and 1996, | used the 10-K filings
that were on Edgar. And then in the course of preparing, |
di scovered that the 1990 -- that the 10-K reports that canme off
of Edgar did not have the footnotes that the annual reports did.
It sinply cited -- it sinply cited exhibits that were not
i ncluded. So consequently to that | discovered that | had pulled
t he dividends from Mboody stock records.

Q When you refer to dividends, is that on People's Exhibit
Number 772

A That's on People's Exhibit Nunber 7. That's the
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di vi dends per share here on line 11

Q Ckay.

A And | amtal ki ng about the years 1995 and 1996, which
would be 11Qand R | amsorry. It is 11R and 11S.

Q Ckay.

A | can't read the chart. Sorry about that.
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Q Ckay. Thank you

A The other thing that | discovered was that the effective
tax rate, also | could not find that. |In looking -- you know, in
traci ng back ny steps on the Edgar 10-K, and | al so coul d not
find it in sone additional information that | had. So | have to
tell you that | don't know at this point where | actually got
those at, and that's for 1995 and 1996. | subsequently revi ewed
the 10-K -- the actual 10-K filing and found it, and the tax rate
that managenent cited in their footnote was | ower than the tax
rates that | cited here in Rand S. And a lot of tines these
are -- you know, can be nodified or updated.

Q You are referring to Rand S. Wat row are you

referring to again?

A | amreferring to the tax rate in row 37.

Q Ckay.

A The tax rate in row 37. Wat | amsaying is | got al
of these tax rates in the annual 10-Ks until | got to 1995 and

1996, and then in the course of backtracking ny work, |
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di scovered that | did not have the actual 10-K. | had the 10-K

of f of Edgar. And |ooking at these rates fromthe actual 10-K
di scovered that managenent indicated that their effective tax
rates were |lower than what | have here. And the effect of that
woul d be to managenent's favor in terns of calculating the

wei ght ed average cost of capital. The effect of this would be
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very mnor, but it would be resulting in a | ower wei ghted average
cost of capital had | used the rates that managenment cited in
their 10-K

Q And why -- if you could just explain for nme --

A Wy is that the case?

Q Yes, why is that the case?

A The reason that is the case is because the cost of debt
is the effective interest rate less the tax benefit. So the
hi gher the tax rate, the | ower the cost of debt.

Q Ckay. What would the resulting inpact be on the
determ nati on of econom c benefit?

A Well, it would not have very nuch of an effect because
the different was |ike around one percent. So we are talking a
very mnor effect on these two years only, 1995 and 1996.

Q Ckay. Thank you. Dr. Nosari, do you recall when --
about the tinme you prepared People's Exhibit Nunber 7?2

A Oiginally it was probably prepared at the end of
Decenber, the first part of January.
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Q Did you prepare any type of docunents sunmarizing the
work that you perforned pertaining to People's Exhibit Nunber 7?

A Well, there were two supporting schedules. One is the
cost of debt and the other one was the cal cul ati on of grow h.

(Wher eupon a docunent was duly nmarked for purposes of
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identification as People's Exhibit 26 as of this date.)

Q (By Ms. Carter) | have just handed you, Dr. Nosari
Peopl e' s Exhi bit Nunber 26. Have you seen this before?

A Yes.

Q Can you identify this for ne, please?

A This is a letter that | wote Gary Styzens that
summari zed the work that | did for the Illinois EPA regarding
this case.

Q VWhat is the date of that letter, please, sir?

A February 26 of the year 2000.

(Wher eupon a docunent was duly marked for purposes of
identification as People's Exhibit 27 as of this date.)

Q (By Ms. Carter) | have al so handed you what has been
mar ked as Peopl e's Exhibit Nunber 27. Have you seen that
docunent bef ore?

A Yes.

Q And can you describe this docunent for ne, please?

A Vell, it is the worksheet that | used for the
cal cul ation of cost of debt that was inputted into People's
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Exhi bit Nunmber 7.

Q Did you eventual ly suppl enent Peopl e' s Exhi bit Nunber 26
wi th People's Exhibit Nunber 27?

A Yes. Actually, what happened was in the course of

preparing People's Exhibit Nunber 26, | had two files on ny
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conputer relating to the cost of debt and the one that | printed
out was the first one, which is the top part, basically consists
of the top part of People's Exhibit Nunber 27. And | should have
printed out the file, the subsequent file that | prepared, which
is People' s Exhibit Nunmber 27.

Q Ckay.

A Wi ch, | should have, you know - -

Q Okay. Now, Dr. Nosari, if | could just redirect your
attention to People's Exhibit Nunmber 7. Do you have that before
you, sir?

A Yes.

Q Ckay. Looking at line eight in People's Exhibit Nunber
7, why did you select the tinme period of 1987 through 19967

A Well, the main reason was is the period of nonconpliance
was in 1988, and so | picked -- | used 1987 because the end of
1987 al so happens to be the begi nning of 1988. You know, the
endi ng bal ance sheet of 1987 is the begi nning bal ance sheet for
1988. That's true for, you know, always. The endi ng bal ance
sheet is always al so the begi nning bal ance sheet for the next
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fiscal year.
| ended 1996 because at the end of 1996 through sone tine
in 1997, | don't know the exact date, but Panhandl e Eastern and

Energy, Pan Energy, nerged with Duke Energy. So at that point |
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put ny anal ysis based on 1996.

Q VWhat is your understanding of the term growth?

A Well, getting to the cost of capital, particularly the
cost of common stock, | mentioned earlier that the three
conponents in financing assets in a conpany were debt, preferred
stock, and comon stock. | did not really define, you know, the
el ements of those except that | said that the cost of debt was
the interest rate less, you know, the tax benefit since it is tax
deducti bl e.

In ternms of conmmon stock, common stock has two cost
elenents. One is the dividend yield, which is basically what the
return that the investor is getting fromthe dividends. And the
other one is growh, which is the increase in value of a common
stock over a period of tine. So, in essence, the return -- the
mai n reason that a stockhol der buys stock is the difference
bet ween debt and common stock

If you buy a bond and the bond has an ei ght percent
interest rate, the investor gets an ei ght percent rate of return
over the life of that bond. That's a guarantee. A conmon
st ockhol der is buying a share of stock to get an increase in
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their rate of return or an increase in their investnment, which is
based upon the dividend yield, but also upon the increase in the
val ue of that stock over a period of tinme, which is based upon

the growmth of that stock, or the perception in the marketpl ace
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that this stock is going to grow in val ue.

Q Ckay.

A VWhat growth is, is that perception or that part of the
return that relates to the common -- that relates to the common
stock going up in val ue.

Q Ckay. Now, if I could just direct your attention to
[ine 15 on People's Exhibit Nunmber 7.

Uh- huh.
What does that line pertain to?
Well, that pertains to growth, which | --

How?

> O >» O >

-- calculated at eight percent.

Q Ckay. That was going to be my next question. How did
you calculate the growh factor set forth within line 15 of
Peopl e' s Exhi bit Nunber 7?

A kay. Well, it is very difficult. It is very difficult
to actually nmeasure growh or to neasure, if you will, the part
of additional return that is awarded investors because of the
risk factor, okay. And so what | did is basically |I used an
auditor's approach, being primarily an auditor, in trying to
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nmeasure what the growth was in this stock over a period of tine.
Ckay. You can always conme up with different ways of doing this.

Q Ckay. Are you referring to a certain docunment right
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now?

A Yes, | amgoing to -- yes. 1In the course of talking
about how | didit, it is docunented on an attachnent to People's
Exhi bit Number 26, which is Schedule D, Pan Energy growth portion
of the cost of equity.

Q Ckay. Thank you, Dr. Nosari. | didn't nmean to
i nterrupt your explanation of how you determ ned growt h.

A That's okay. Anyway, in the course of doing this, |
| ooked at a nunmber of itens. And | was trying to cone up with a
reasonabl e approach in neasuring growth. So the first thing
did is | looked at the relationship between 1987 and 1988 and
found, you know, that the growh rate from 1987 to 1988 was over
20 percent. And then in the course of |ooking at Schedule C --

Q When you refer to Schedule C --

A Pardon ne. It is People's Exhibit Nunber 7.

Q Thank you

A My apol ogi es. You know, as | went through the annua
reports, | jotted down the earnings per share. Now, actually, |
did not use the earnings per share in calculating the cost of
capital. It was just there as an itemof interest. As | |ooked
at that you will see that there -- that Panhandl e Energy has a
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very volatile earnings, especially in 1988 they |ost $3.13, and
then in 1990 they lost $2.63 a share. So it has a lot of

fluctuation.
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And so | decided that the best approach would be to take a
| ook, and growth is intended to be a | ong-term neasurenent of
growmh. So | decided that again since we were dealing with the
period of 1988 to the period in tinme that it was consoli dated
into Duke, | used the 1987 cl osed price and the 1996 cl osed price
to get an idea, an estimate of growh. And it turned out in
using those two years that the rate of growh was al nost exactly

ei ght percent.

Q And - -
A And so --
Q Dr. Nosari, when you are referring to your cal culations

of eight percent, can you specifically refer to where that is on
Peopl €' s Exhi bit Nunmber 267?
A Yes, it is in Schedule D

Q Thank you. \Where?

A You will see option nunber two.
Q Ckay.
A Ckay. And | indicated here since Panhandl e has sporadic

earni ngs, select a longer period of tinme to estinate growh to

get a nore stable and | ong-term neasurenent of growth. Ckay.

And then basically | used the conpound sum of the dollar table
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and interpolated and cane up with a growth rate of -- actually,

it is 8. 0004 percent. For practical purposes it is eight percent
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and that is what | used.

Q Ckay.

A And that is just by using the conpound sum of a doll ar
to get the geonetric growh rate over that period of tine.

Q Ckay. Now, Dr. Nosari, what inpact to your analysis of
t he wei ghted average cost of capital would result if the growh
factor decreased?

A Wll, if the growh factor decreased, it would reduce
the cost of common stock. And if we would | ook here in terns of
t he percentage of common stock

Q Thank you. What row are you referring to?

A | amgetting there

Q Ckay.

A It is on line 36. Ckay.

Q Thank you

A So since comon stock only nakes up a certain portion of

how assets are financed, which in this case it happens at 1987.

It is 45 percent. The lowest is -- it looks like it is 29

percent. The highest is 54 percent, okay. So what we are saying

is basically, just ballparking it, if we had |like a four percent

reduction in growh, let's say it went fromeight percent to four

percent, just a ballpark figure, it would have |ike a two percent
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affect, you know. Maybe a little bit nore than two percent. But

sonewhere between let's say definitely between one and a half and
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two and a half percent, just ballparking it. GCkay.

Q Ckay. What is your understanding of the term cost of
preferred stock?

A Wl |, cost of preferred -- preferred stock is a hybrid
bet ween debt and equity, and since actually preferred stock is
just a small mnor portion of the nmethods used to finance assets,
| don't want to spend too nmuch time on it. But basically
preferred stock, it works just |ike debt except that the
dividends on it are not tax deductible. And preferred stock is
sold at par value usually |like a $100.00 par or a $1, 000.00 par
and that par is very simlar to the principal anmount of a bond
except that it is not debt, which neans that a conpany cannot --
a conpany can get by with not paying a dividend and not going in
default since it is not debt but it is equity. And Pan Energy
used preferred stock but, you know, the proportion of preferred
stock is very small. So, in essence, the cost of preferred stock
is what the dividends were that they paid for, that they paid.

Q Ckay.

A There woul d not be a deduction for that because it is
paid out of after-tax dollars.

Q Ckay. If | could just direct your attention to line 25
on Peopl e's Exhi bit Nunber 7.
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A Uh- huh.
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Q VWhat does that line pertain to?

A Well, that's the cost of preferred stock. And basically
what | did is going to that footnote that | disclosed before, the
financial statenments, which we had a | engthy discussion of
preferred stock, its make-up in dividend yield, which is
reflected basically on lines 18 through 22, okay.

Q Ckay.

A And basically the cost of preferred stock I total in
line 23, the total par value of preferred stock that is issued
and outstanding, and | total the anmount of dividends that were
paid to preferred stockholders in dividing colum Cinto E, the
cost of preferred stock in this case for 1987 was 7.1 percent.
Now, as | nmentioned to you, | do not want to spend a lot of tine
on that because the proportion of preferred stock for the tota
nmake-up is less than two percent.

Q Ckay.

A In this case it happens to be 1. -- | think it is 1.1
percent or .011, and then, of course, preferred stock di sappears
in 1992. They redeened them

Q Ch, okay. Thank you. What is your understandi ng of the
term cost of debt?

A Well, the cost of debt is what it costs the conmpany to
borrow noney. It is usually -- as | nentioned before, it is
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usually -- we usually figure that after we deduct the tax benefit
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of interest being deductible.

Q Ckay.

A So, for exanple, if the cost -- if the cost is ten
percent to borrow noney and let's say that the effective tax r
was 30 percent, then the after-tax cost of debt would be 7
per cent .

Q Ckay.

A Ten less three, 30, 100 percent. Ckay.

Q Ckay. If | could direct your attention to line 26 on
Peopl e' s Exhi bit Nunber 7?

A Uh- huh

Q Can you tell me how the cost of debt was cal cul at ed?

A The cost of debt was cal culated on the procedures on
Peopl €' s Exhi bit Nunber 27. kay. Basically what | did is |
took the interest expense fromthe income statement for the
publ i shed financial report and divided that.

Q What line are you referring to?

A | apologize. | amreferring to line 15 in People's
Exhi bi t Nunber 27.

Q Thank you

A For exanple, in 1987 the total anount of interest
expense on the incone statenent was 134, 358.

Q Ckay.

KEEFE REPORTI NG COVPANY
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A

The total

current and | ong-term debt on the bal ance

sheet, the current portion and the | ong-term debt on the bal ance

sheet was 1, 203, 953.

Q
A

Q
A

Agai n, where

That

Ckay.

So |

is line

So ny cost of that was .111597 or 11.1597.
are you referring to?

17.

took basically the interest fromthe incone

statement on line 15, divided it by the total current long-term

portion of debt on the bal ance sheet, line 16, and then | got ny

cost of debt on 17, and then | reduced it by the tax savings on

line -- multiplying that tines one mnus 39 percent. | got the

cost of interest being in this case, .068074 or 6.8 percent.

o > O

A

spr eadsheet

And,

That

Ckay.

Now,

again, what rowis --

is row 19.

you wil |

notice also that the first portion of this

is the cost of debt based on current and | ong-term

liabilities and long-termdebt. Oiginally I had calculated this

using all

of the current liabilities and all of the long-term

debt. And the difference between these two approaches is that

you will

notice that the top part, the cost of interest or the

cost of debt,

is lower. The reason for that is that there is a

certain portion of current liabilities that do not have any

i nterest expense attached to them which is basically accounts
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payable. Gkay. And | decided that that was inappropriate
because if we fund -- if we fund planned expansi on, okay, one of
the rules in finance is that if you make a | ong-term i nvest nent
you finance that long-terminvestnment with | ong-term financi ng,
whi ch is common stock and | ong-term debt, which is why | used
this second approach.

Q Ckay. What inpact does your anal ysis of the weighted
average cost of capital would result if the cost of debt was to
change?

A Well, if the cost of debt would change, we nentioned
earlier in your earlier question about the effect of comon
stock, cost of common stock or the growh rate of comon stock
going down in its effect, and | said that if we |ooked at this,
the proportion of common stock was 45 percent. | think the high
was 50 in, | think, 1996.

Q Again, what row are you --

A | amsorry. Well, let me just -- | amjust going back
and then | will talk about it.

Q Ckay.

A The percentage of common stock is on row 36. kay. As
I nmentioned, it consisted of between -- well, the lowis 29
percent and the high is 54 percent. So, |ikew se, the percentage
of long-term debt goes from 70 percent to -- if | can follow the
lines -- we got 53 percent in 1987, and 67 in 1989, and 70
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percent in 1990. And then it drops down to 45 percent in 1996.
So if it dropped two percent -- let's say the interest rate
dropped two percent after the after-tax rate, was two percent
then, you know, in essence, it would have an effect of being
sonewher e between one percent, depending on the proportion of
debt, okay. So if we were at -- let's just take a year here.
Let's take the easy year, 1987. So the proportion of |ong-term
debt is 53 percent. |If we had a two percent reduction in the
cost of debt, the weighted average cost of capital would drop one
per cent .

Q Ckay. Thank you

A Do you want nme to go to another year? Then if we went
to anot her year where the debt was 70 percent, okay, what year
is that? It is here sonewhere. 1In 1990. So if we had a two

percent reduction in cost of debt and we are at 70 percent, it

woul d be . 6. It is .6 percent that you woul d have a reduction
Ckay.
Ckay.
A So the idea being that as each one of these elenents

changed in the proportion or the percentage of the total, then as
t hose el enents, the percent of the cost of those el ements change,
so does the wei ghted average cost of capital
Q Dr. Nosari, what is your understanding of the term
wei ght ed average cost of conmmon st ock?
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A Well, the weighted average cost of common stock woul d
be -- inthis particular case it would be the cost of comon
stock nultiplied tines the proportion that comon stock nade up
of the total assets.

Q Directing your attention to line 39 of People's Exhibit
Number 7.

A Ri ght .

Q Are you there, Dr. Nosari?

A Uh- huh, right.

Q How i s the wei ghted average cost of commobn stock
cal cul at ed?

A Ckay. Well, the way -- what your at here is the
wei ght ed average cost of common stock. W have two el enents of
common stock, the cost of common stock, which is line 14, which
was the dividend yield. GCkay.

Q Ckay.

A And line 15, which is growth. So if you add those
toget her, you would get .176385 or basically 17.6 percent. W
would multiply that tinmes the percentage of common stock, which
is .455814.

Q Doctor, where --

A Inline 36. GCkay. To get the weighted average cost of
comon stock, which is Iine 39, which is eight percent. And if |
could, what | could do is just tell you that what we are doing is
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as we calculate the cost of each one of these conponents and we
then nultiply themtines the percentage of |ong-termdebt, the
percent age of preferred stock, and the percentage of common
stock, to get the weighted average cost of preferred stock in
line 38, the weighted average cost of common stock in 39, and the
wei ght ed average cost of debt in line 40.

Q Ckay.

A And then | totaled Iine 38, 39, and 40 to get the cost
of capital for the year, which in 1987 was .117482. And
applied that nethodol ogy for each year. Ckay.

Q Ckay. | just want to nake sure that sonmething is clear
In terms of your calculation of the wei ghted average cost of
debt, in line 40, could you just explain that for ne
st ep- by- st ep?

A Ch, the wei ghted average cost of debt?

Q Yes.

A Ckay. Well, sure. If we go back to line 26, which is
the cost of debt, the cost -- on the cost of debt worksheet. So
if you bear with me to go -- to answer your question thoroughly,
if we go back to People's Exhibit Nunber 27, you will see that we
calculated -- we took interest expense fromthe incone statenent
and divided it by the total current and | ong-term debt on the
bal ance sheet to get the cost of debt of 11 percent, which is in
1987 columm, which is colum F, line 17.
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Q Ckay.

A And then we multiplied that tinmes one mnus 39 percent
to get the net cost of interest of basically .068 or 6.8 percent,
whi ch we brought over to the People's Exhibit 7 on -- | have to
find it here. It is line 26. Then | just nmultiplied that .06807
times the proportion that debt consisted of on the bal ance sheet,
which was -- | amsorry. | have to come up here. Percentage of
long-termdebt in line 34, .532884 to get ny wei ghted average
cost of debt of 3.6 percent.

Q Again, that is indicated in --

A That is in colum -- | amsorry. It is row 40, of
colum E

Q Ckay. Thank you. Dr. Nosari, if you could just explain
for me how you did calculate the cost of capital for a specific
year, take for instance 19877

A Ckay. The weighted average cost of capital ?

Q Yes, sir.

A Ckay. Again, once we have the cost of preferred
stock -- you remenber how | did that. | took --
MR BOYD:. | amjust going to object if he is going over
the testinony he has already given. |If he is going to say how he

has added lines 38 through 40, that's another matter.
HEARI NG OFFI CER KNI TTLE: M. Carter?
M5. CARTER | was going to have himattenpt to sumari ze
388
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sone of his preceding testinony because it is conplicated in
terms of all of the nunbers that we are dealing with that we
ended up with the one wei ghted average cost of capital. In
addition to that, you know, to get down to M. Boyd' s concern in
terns of the final calculation, to get down to the weighted
average cost of capital nunber.

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: Again, if it is things he has gone over before,
it is asked and answered and it is cunulative. And it is getting
late today. It is alnost 4:00. | amgoing to respectfully
request that we just found out how he got to the nunber, which is
the real key here.

HEARI NG OFFI CER KNI TTLE: | aminclined to grant that --
sustain that objection. It is getting late in the day. So that
objection is sustained. W don't want cunul ative testinony that
has been provided before. Do you have sonething in addition to
that, Ms. Carter, that you are trying to elicit?

M5. CARTER | amnot trying to provide cumul ative
testinony. But | amtrying to get to exactly how he did arrive
at the final calculation of the weighted average cost of capita
for a specific year. He was been going through 1987, and | just
wanted to get through the final calculations for that year

MR BOYD:. Wll, | don't have an objection, as | said, to
the final calculation. That's a different nmatter than

389
KEEFE REPORTI NG COVPANY



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

1-800-244- 0190

summari zi ng or goi ng back over testinony before.

HEARI NG OFFI CER KNI TTLE: Yes, | don't have a problem
either with the remaining calculations that are needed to go
over. |If you could proceed al ong those |ines.

THE WTNESS: GCkay. Wll, once we cal cul ated the cost of
long-term debt, the cost of preferred stock, and the dividend
yield and the growth rate and comon stock, we basically
multiplied those tinmes the percentage of |ong-termdebt, the
percentage of preferred stock and the percentage of common stock

Q Again, Dr. Nosari, what --

A Those are lines 34, 35, and 36. And that gave ne, then
t he wei ghted average cost of the preferred stock, the weighted --
inline 38, the weighted average cost of comon stock, in line
39, and the weighted average cost of debt in line 40. Then the
cost of capital for that year is the sumof line 38, 39 and 40
or if you will, the sumof the weighted average cost of preferred
stock, the wei ghted average cost of common stock, and the
wei ght ed average cost of debt added toget her

Q Ckay.

A Ckay. What that does, then, is it takes into
consi deration the cost el enent of each one of the three mgjor
areas of financing assets, nultiplying it tinmes the percentage
that they make up of the whole, to get the weighted average cost

of capital
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Q Ckay. Thank you, Dr. Nosari. This methodol ogy that we
just went through for our exanple year of 1987, did you enpl oy
t he sane nethodol ogy in your cal cul ations of the wei ghted average
cost of capital for the subsequent years?

A Yes.

Q Ckay. Wiy did you cal cul ate the wei ghted average cost
of capital rather than utilizing another factor? | can clarify

that if you need ne to.

A Pl ease
Q Ckay.
MR BOYD: | would just object to leading to sone extent.

HEARI NG OFFI CER KNI TTLE: Are you going to ask another
question, Ms. Carter?
M5. CARTER  Yes.
HEARI NG OFFI CER KNI TTLE: Ckay. Then | am not going to
rule on that then.
Q (By Ms. Carter) Dr. Nosari, are there other factors that
you coul d have enpl oyed?
A Yes.
Q Ckay. Wiat are those?
A Wel I, the big one was | coul d have used the nargi na
cost of capital, which would have been nore expensive because it
takes into consideration the cost of floating new comon stock or

new bonds. There is a flotation cost and | did not use that --
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Q Ckay.
A -- for two reasons. One, it would have been hard to
neasure what the flotation costs were. And second of all, it

woul d have resulted in a higher wei ghted average cost of capita
to the respondent.

Q When you refer to the termmargi nal cost of capital
what are you referring to, Doctor?

A Well, | amreferring to the cost related to getting
addi tional debt for additional stock that has not been fl oated
al ready but woul d be fl oat ed.

Q Ckay.

A O i ssued.

Q Ckay. After conpleting your wei ghted average cost of
capital analysis, what did you do with this docunent, sir?

A Well, | gave it to Gary Styzens, who then used it in
calculating the cost benefit anal ysis.

Q Did M. Styzens provide to you any docunents prepared by
himthat utilized your wei ghted average cost of capital that is
set forth here in People's Exhibit Nunber 7?

A Yes.

Q Dr. Nosari, if I could direct your attention to -- |
think there is a pile of exhibits sitting before you?

A There are, indeed.

Q Ckay. If | could direct your attention to People's
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Exhi bit Nunber 8.

A Ckay.

Q And al so Exhibit 9

A Ckay.

Q And Exhibit 10

A Ckay.

Q Do you have those?

A | have them

Q Ckay. Have you seen -- let nme take this one at a tine.

Have you seen Peopl e's Exhi bit Nunber 8 before?

A Yes.

Q Can you identify this docunent for ne?

A This is an initial calculation that was done by the
internal audit departnment of Gary Styzens regarding an initia
investment figure in this particular case.

Q Ckay. If | could direct your attention to People's
Exhi bit Nunmber 9. Have you seen this docunent before?

A Yes.

Q Can you identify it for me, sir?

A This is, again, a schedule that was prepared by Gary
Styzens in the internal audit departnent regardi ng cost benefit
anal ysis for recurring costs of operating the two engines in
qguestion had they been nonitoring.

Q kay. Also, | would like to direct your attention to
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Peopl €' s Exhi bit Nunber 10.

A Peopl e's Exhi bit Nunber 10 is used in calculating
Peopl e's Exhi bit Nunber 9 or basically it is used to create the
net present value of cash flows over a period of tine.

Q Ckay.

A Because it is too conplicated to do that one -- | guess
you coul d have done it on one spreadsheet but they opted to do it
on two spreadsheets. But it relates to People's Exhibit Nunber
9. And it basically just calcul ates the present val ue based on
t he foregoing operating costs frominitiation fromfigures that
were originally provided by Panhandl e Eastern for BACT anal ysi s.

Q Ckay. Prior to the generation of these documents,
Peopl e' s Exhi bits Nunber 8 through 10, did you discuss the
nmet hodol ogy that woul d be enpl oyed in those docunents?

A Yes, | did, uh-huh

Q Ckay.

A | discussed it with Gary Styzens.

Q Can you tell me a bit about your conversation pertaining
to the nmethodol ogy to be enployed in these exhibits, People's
Exhi bits 8 through 10?

A Well, yes. W discussed -- there is a couple of things
that are enpl oyed here that we discussed. One was the plant cost

i ndex. You are looking for an index to deflate dollars and the
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Styzens about this, and we decided to use the plant cost index as
an index to try to go back and deflate dollars. W also
di scussed depreciation. And, again, trying to be conservative --
or, yes, | guess conservative in terns of |ooking at depreciation
and its benefit, we thought that -- we estinmated that the useful
life of the asset would be 15 years, and we depreciated on the
doubl e decli ni ng bal ance net hod.
Actually, | believe that the assets in question would have

a longer life both in terms of how they woul d be depreciated on
the tax return but, again, we wanted to be conservative in terns
of calculating a cost benefit analysis. So we actually gave it a
15 year useful life and then we al so use the doubl e declining
bal ance nmet hod, which is an accel erated net hod of depreciation
The affect of this would be to reduce the benefit of not
investing in this asset or not nodifying the engi nes because what
we have done, in essence, through depreciation here we have given
the client or the respondent benefit of a higher depreciation
rate than what they probably woul d have had on their tax return

Q Ckay. Is there anything else that you can specifically
recall pertaining to your conversation with M. Styzens?

A Wl I, you know, basically I reviewed the whol e process
with himand how they actually went back and nade these

calculations. And basically they enpl oyed, you know, traditiona
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val ue of the benefit, today's dollars in benefit for not naking
this investnent.

Q Are you referring to your subsequent review of these
docunments then? | just want to nmake sure

A Well, I amtal king about, you know, ny review of the
docunent after Gary Styzens prepared it --

Q Ckay?

A -- in terns of the approach

Q Ckay. Sir, is the weighted average cost of capital that
you previously calcul ated enpl oyed in People's Exhibit Nunbers 8
t hrough 10?

A Yes, it is.

Q VWhere is it?

A It is enployed -- in People's Exhibit Nunber 8, it is
enployed in colum E, where it is |labeled WA-CGC, WACC, okay.

Q Ckay.

A Basi cal | y what we have done here is used it to calculate
t he econonmic benefit for that year. W used each specific
wei ght ed average cost of capital times the econom ¢ benefit of
that year. Ckay.

Ckay.
A And, likew se, it was enployed in Exhibit 10, which
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24 Q Where do you see the wei ghted average cost of capital
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1 that you previously generated on Exhibit 107?

2 A Ckay. It is on columm B in Exhibit 10.

3 Q Ckay. | know you previously discussed sone of the

4 things that you reviewed in regards to People's Exhibit Nunber 8.
5 Di d you make any sort of determination upon reviewi ng this

6 docunent ?

7 MR BOYD: (bjection again to the vagueness of the term

8 "determ nation."

9 HEARI NG OFFI CER KNI TTLE: Ms. Carter?

10 M5. CARTER | would hate to be any nore specific in that
11 question or else be leading the witness. | guess | can rephrase,

12 but | did not want to lead the witness in any way.

13 HEARI NG OFFI CER KNITTLE: | will let the question stand.

14  The objection is overrul ed.

15 MR BOYD: If | may, only that | want to make sure that M.
16 Nosari does not get into areas where there has been no foundation
17 laid for his testinony. The question was so open-ended that |

18 was afraid that m ght happen.

19 HEARI NG OFFI CER KNI TTLE: If it happens we will deal with
20 it. Dr. Nosari --

21 THE WTNESS: Wuld you repeat the question?

22 HEARI NG OFFI CER KNI TTLE: Do you need a second? The
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witness is asking you to repeat the question.
M5. CARTER | amsorry. Can | have one second?
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HEARI NG OFFI CER KNI TTLE: Sure. Let's go off the record
for a mnute.

(Discussion off the record.)

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

MS. CARTER Coul d you have the court reporter please read
back ny | ast question.

HEARI NG OFFI CER KNI TTLE:  Wbyul d you mi nd, Darl ene.

(Wher eupon the requested portion of the record was read

back by the Reporter.)

Q (By Ms. Carter) Dr. Nosari, did you review People's
Exhibit 8?

A Yes.

Q Ckay. Did you review People's Exhibit 8 in ternms of its
enpl oynent of the weighted average cost of capital ?

A Yes. | reviewed it in terns of the calculations. | did
not exam ne the original economic, you know, benefit that we
started with, 1,949,102, that was provided by Panhandle. Ckay.
But in terms of the nethodol ogy that was used | found it to be,
you know, correct, reasonable.

Q Ckay. Again, before you, Dr. Nosari, there is a pile of
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23 Nunmber 12, 13, and 14.

24 A Ckay. Exhibits 12, 13, and 14. | have them
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1 Q Have you seen these docunents before? Let ne take them

2 one at a tinme. Have you seen People's Exhibit 12 before?

3 A Yes.
4 Q Can you identify this docunent for me?
5 A Wll, it is labeled People's Exhibit 12 and it is

6 dealing with an initial investnent, economnmic benefit before tax
7 original estimate of 364,244. | amsorry 368 -- | think that is

8 815. There is a pencil mark here, so | assunme that it is 815.

9 Q Ckay. And have you seen People's Exhibit Nunmber 13
10 bef or e?
11 A I amsorry. Yes. It is recurring costs, and starts

12 with recurring costs of 29, 806.
13 Q Ckay. Again, have you seen People's Exhibit Nunber 14

14 bef or e?

15 A Yes. It relates to Exhibit 13.

16 Q Ckay. And in People's Exhibit Nunber 12, sir --

17 A Uh- huh

18 Q -- does it utilize the weighted average cost of capital

19 that you calculated that is set forth in People's Exhibit Nunber
20 77

21 A Yes, it does. It is -- again, it is found in colum E,
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Q Ckay. And what about Peopl e's Exhibit Nunbers 13 and
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A Well, it is actually not found on 13. You will find it

in 14, which goes back to 13 in colum B.

Q Did -- were you done with your answer?

A Yes.

Q | didn't nmean to interrupt you

A Yes. Colum B of Exhibit 14. | amsorry.

Q Did you review Exhibits 12 through 14 in ternms of its
enpl oynment of your wei ghted average cost of capital ?

A Yes.

Q And did you nake a determ nation based upon your review?

A Well, | found that the nethodol ogy that was used
basically was correct in terns of how they cal culated the

econoni c benefit.

Q Ckay. | need to back up

A But, again, based on the initial anmounts that were
provi ded.

Q kay. | need to back up. | don't think | was as clear
as | probably could have been on ny question. | apologize for

that. D d you conduct a review of People's Exhibits 12, 13, and

14 in ternms of its enploynent of the weighted average cost of
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capital ?
A Yes.
Q Ckay. And did you make a determination in terns of the

enpl oynent of the wei ghted average cost of capital ?
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Yes.
Ckay. What was your determ nation?
A M/ determination was that it was a fair estimate of the

cost benefit in ternms of taking into consideration the beginning,
you know, of the economic benefit value, the total -- the initia
capital investnent requirenent, and the recurring operating
costs. The recurring operating costs being on Exhibit 13, and
the initial capital investnment being on Exhibit 12.

Q Ckay. Dr. Nosari, if I could direct your attention to
Peopl e's Exhibits 15, 16, and 17, which should be sitting before
you.

A | have them

Q Can you identify -- have you seen Peopl e's Exhibit
Number 15 bef ore?

A Yes.

Q Can you identify that for ne?

A It is |labeled using revised -- | amsorry. It is
| abel ed original revised usi ng WACC.

Q Ckay.

A On Peopl e's Exhibit Nunber 15, and it is also | abel ed
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initial investment. Exhibit 16 is annual recurring cost at the
wei ght ed average cost of capital, WACC, original revised. And,
of course, Exhibit 17 supports Exhibit 16 just like it did
previously.
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Q Does People's Exhibit 15 utilize the wei ghted average
cost of capital that you calculated in People's Exhibit Nunmber 7?

A Yes.

Q Does People's Exhibit Nunbers 16 and 17 utilize the
wei ght ed average cost of capital that you generated in People's
Exhi bit Number 7?

A Yes.

Q Ckay. If | could direct your attention to People's
Exhi bits 18, 19, and 20, sir?

A I have them

Q Ckay. Have you seen People's Exhibit Nunmber 18 before

A Yes.

Q Can you identify it for ne?

A Wll, it isinitial investnment, and it is using the
wei ght ed average cost of capital from02-10-88 to 08-31-99. That
is Exhibit 18. Exhibit 19 is the annual recurring cost at the
wei ght ed average cost of capital, WACC, and it is |abeled

February to August of 1999, WACC. That's how it is |abeled.
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Actually, it uses fromFebruary 1988 to August of 1999. That's
how it was | abeled. And then, of course, People's Exhibit Nunber
20 supports People's Exhibit Nunber 19, just as the other
exanpl es that we went over.
Q Ckay. And does People's Exhibit Nunber 18 enpl oy the
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wei ght ed average cost of capital ?

A Yes, it does.

Q Does Peopl e's Exhibit Nunber 19 and 20 enpl oy the
wei ght ed average cost of capital that you generated in People's
Exhi bit Number 7?

A Yes.

Q Al right. Dr. Nosari, if | could direct your attention
to three nore exhibits that should be sitting before you.
Peopl €' s Exhi bits Nunber 21, 22, and 23.

A | have those

Q Ckay. Have you seen Peopl e's Exhibit Nunber 21 before?

A Yes, | have.

Q Can you identify that for ne?

A It is initial investment. At the bottomis 02-10-88 to
08-31-99, based on -- it says prine, meaning basically that they
substituted my cal cul ati on of the wei ghted average cost of
capital with the bank prine | oan rate. People's Exhibit Nunber
22, is annual recurring cost at the bank prime loan rate, |abeled

February of 1988 to August of 1999. And if you | ook at People's
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Exhi bit Nunmber 23, that supports that, you will see in colum B
that the wei ghted average cost of capital is replaced with the
bank -- | amsorry -- the prinme bank rate.

Q So in People' s Exhibit Nunbers 21 through 23, was your

wei ght ed average cost of capital that was generated in People's
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Exhi bit Nunber 7 enployed in these exhibits?

A No, it was not. Instead, they used the bank prime |oan
rate.

Q Have you been exposed in your background to the term
prinme | oan rate?

A Sur e.

Q What does that term nean?

A Well, it is the bank -- basically it is the |owest rate
that the bank will |end a conpany that has a very strong credit
rating. It is usually a short-termloan, so it is usually the

| owest rate that a bank will give sonebody.

Q Ckay.

A That's a commerci al borrower.

Q Dr. Nosari, how does the prime |oan rate conpare to the
wei ght ed average cost of capital that you generated in People's
Exhi bit Number 7?

A In general or year-by-year? O what do you want ne to

do?
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Q First in general, please?

A Ckay. | didn't nmean to laugh. | amsorry.
Q That' s okay.

A

In general ternms it is lower. There is one year
actually, where ny rate is lower than the prinme |oan rate, but

generally it is lower by, let's see, maybe one or two percent,
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maybe in sone cases three. | can't -- you know, but it is -- you
know, generally it is lower. It is going to be |ower.
Q Ckay. That answer -- was that based upon your review
ri ght now?
A Well, it is based upon ny review and it is al so based

upon ny know edge of what the bank prinme loan rate is. But as |
nmentioned, for exanple, in 1989, ny wei ghted average cost of

capital is 9.2 percent and the bank prine rate is 10.5 percent.

Q Ckay.

A In 1990 | am 2.9 percent higher than theirs. So, you
know, there is not a real consistent pattern. In 1991, the prine
rate is 7.2 percent. | amat 8.8. so that is about 1.6 percent

difference. Except for that one year generally the bank prinme
rate is going to be | ower.

Q Ckay. Do you have an opinion regarding the use of one
of these rates over another?

A Certainly.

Q What is your opinion, sir?
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A My opinion is that bank prine loan rate is
i nappropri at e.

Q Wy is it inappropriate?

A Because this is the rate that a bank would lend a prine
borrower, a preferred borrower for a short period of time, which
is about -- | would not call it riskless rate, because it is to a

405

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

conmercial borrower. But it is certainly for a short period of
time, and in addition, the | onger you borrow noney there is a
risk premumattached to it. The | onger you borrow noney the
hi gher the interest rate.

Q I's that what you nean when you say a risk prem un?

A Yes, by a risk premumwe are tal ki ng about an
addi tional cost of borrow ng because of the risks associated with
it. And Panhandle Eastern, first of all, not all of their assets
are financed by debt. Their assets are financed by a conbination
of debt and common stock equity, and common stock equity has the
hi ghest cost. Because, one, it is not tax deductible and, second
of all, it is the highest -- it has the highest cost because of
the growmth factor. And al so because we are rewardi ng peopl e
nmaki ng an investnent in comon stock because of their willingness
to assunme a higher risk

The higher risk being that if this conpany goes belly up or

it goes bankrupt or any conpany goes bankrupt, they are the
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peopl e who get paid last, that are residue equity of the
corporation in case the conpany does go into financial
difficulty. So this would be a very conservative neasurenent of
what the costs would be.

Q Ckay.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, do you have anot her

question?
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M5. CARTER | apologize, M. Hearing Oficer. | wll have
nore questions for this witness. However, | amat a stopping
point if Dr. Nosari -- we had discussed earlier off the record

Dr. Nosari needs to be el sewhere, if that is possible

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

(Di scussion off the record.)

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

Ms. Carter, do you have any other questions for this
Wi t ness.

MS5. CARTER No. | apologize for the confusion before. W
have no further questions for this wtness.

HEARI NG OFFI CER KNI TTLE: Ckay. At this point in tine you
are closing your direct examof this wtness?

M5. CARTER Ch, let nme back up for just a nmonment. | am
going to need to seek to adnmit into evidence certain exhibits,

and if | could go through that at this time | would like to do
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HEARI NG OFFI CER KNI TTLE:  Yes.

M5. CARTER. | have a whole long list here. | guess | wll
just take themone at a tinme, M. Hearing Oficer, if that is
okay.

HEARI NG OFFI CER KNI TTLE: For the record, | have everything
admtted up to People's 7 is not admtted. Everything before

407

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

that is admitted.

MS. CARTER. Ckay. So you have through Exhibit 6 as
adm tted?

HEARI NG OFFI CER KNI TTLE: Except for Exhibit 5, which was
deni ed.

M5. CARTER And then 24 is adnmitted, too, right?

HEARI NG OFFI CER KNI TTLE:  Correct.

M5. CARTER Ckay. At this time | nove for the adm ssion
of the wei ghted average cost of capital sheet, Nunmber 7. Do you
want nme to read them out?

HEARI NG OFFI CER KNI TTLE: Wl |, actually, are you going to
nove for the adm ssion of themall here right now?

M5, CARTER Vel --

MR BOYD: W can let this witness go if we are done.

HEARI NG OFFI CER KNI TTLE: Wl |, the problemis that | think

that she -- if you are going to object she m ght want hi m here.
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| amgoing to try -- | amtrying to find out what she is trying
to offer right now and then we can --

MR BOYD: Ckay.

MS. CARTER.  Ckay.

HEARI NG OFFI CER KNI TTLE: Are you going to offer Exhibit 8
t hrough 27, except for 24, which is already admitted?

W can see if we have an objection, and then if not we wll
| et you go, Doctor.
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THE WTNESS: Ckay.

M5. CARTER Ckay. At this time we are seeking to admt
Exhi bits 7 through 10, M. Hearing Oficer.

MR BOYD:. Well, can we stop right there for a second and
tal k about those first, then?

HEARI NG OFFI CER KNI TTLE:  Well, | just want to know which
she is --

MR BOYD: Ckay.

HEARI NG OFFI CER KNI TTLE:  Yes, we will take themone at a
time or in a group.

MS. CARTER. Then | was going to seek as well Exhibits 12
through -- are there 27 exhibits, sir?

HEARI NG OFFI CER KNI TTLE:  Yes.

MS. CARTER.  Through 27, except for 24, which has already
been adnitted.

HEARI NG OFFI CER KNI TTLE: Right. Gkay. Wy don't you nove
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t hose right now.

M5. CARTER kay. The People nove for the adm ssion of
Exhi bits 7 through 10 and 12 through 27 at this tinmne.

HEARI NG OFFI CER KNI TTLE: Except for 24.

MsS. CARTER  Yes, except for 24.

HEARI NG OFFI CER KNI TTLE: Okay. M. Boyd?

MR BOYD: No problemwi th Exhibit Nunber 7.

HEARI NG OFFI CER KNI TTLE: Okay. That is admtted.
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(Wher eupon sai d docunent was duly adnmitted into evidence as

Peopl e's Exhibit 7 as of this date.)

MR BOYD: Exhibits 8 through 10 are the initial investnent
sheet and the annual recurring cost nunmbers using those earlier
BACT nunbers that have been testified to. During M. Styzens
deposition in this matter | asked hi mwhet her these sheets were
part of his report, and he reported at that tine, no, they are
not part of ny report. And there was no testinony at all either
fromM. Styzens or M. Nosari to suggest that these sheets are
part of their report.

MB. CARTER Can | --

MR BOYD: Wit a minute. Let ne just finish. There has
al so been no testinony to suggest by anyone fromthe State that
the nunbers in these pages, fromwhich an econonic benefit can be

determned, are legitinmate, reliable nunbers to use for
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determ ni ng econoni c benefit. For those reasons | strenuously
object to the adm ssion of Exhibits 8, 9, and 10.

HEARI NG OFFI CER KNI TTLE: Ms. Carter?

M5. CARTER If | could just ask the Hearing Oficer to ask
Counsel for respondent specifically what pages of which
deposition of Gary Styzens that he is referring to.

HEARI NG OFFI CER KNI TTLE:  Yes.

MR BOYD:. Sure. It is page 43 of the May 16th deposition.

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

HEARI NG OFFI CER KNI TTLE: W are letting Dr. Nosari go. He
has business to attend to at 5:00 today, and it is tough to get
across town at this tine on a Tuesday ni ght.

(The witness left stand.)

HEARI NG OFFI CER KNI TTLE: W are leaving -- we are giving
conpl ai nant | eave to bring himback if, in fact, she needs to |ay
foundation for any of the exhibits which we are addressing right
now, but for that limted purpose only. Oher than that, the
direct exam nation of this witness is closed. That's it.

Let's go off the record.

(Di scussion off the record.)

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

M5. CARTER Ckay. In ternms of what Counsel for respondent
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indicated in terns of the reports or whether or not these
docunments were included in sonme report, first of all, it is
anbi guous in ternms of what is being referred to here. In
addition to that, the reliability of the nunbers in which --
which were utilized in that report can be attested to sinply by
the signature in which is attached, you know, to the nunbers that
were subnmitted to the Illinois EPA

In addition to that, those nunbers are crucial -- not the
nunmbers thensel ves are crucial, but the docunents thenselves are
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crucial, M. Hearing Oficer, because those were the docunents
that were enployed in M. Styzens' testinony in terns of his
anal ysis of the economc benefit in this case. The State does
not have a problem you know, | guess, excluding the nunbers, you
know, |ike the nunbers thenselves, but we need -- | don't know if
I am naki ng nysel f clear

VWhat | amtrying to say, though, is that we need the
docunents in because it pertains to the anal ysis that was
enpl oyed by the State and they were referenced when M. Styzens
was referring to his analysis in which he inplemented in this
sheet fromthe basis of his discussion in terns of his subsequent
analysis. So in that regards, it is crucial

Al'so, not only that, those docunents were sinply

illustrative, | guess, is a better way to termit, for the
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subsequent anal yses that were performed by M. Styzens, and the
State does not have a problemw th stipulating that the BACT
nunbers are not representative of any economic benefit, you know,
bei ng sought by the State or any econonmic benefit received by
Panhandle in this matter. However, we sinply need the docunents
in to denonstrate the analysis that M. Styzens perforned, |ike
sai d before, because those were the sheets that he relied upon
you know, in providing his testinony.

HEARI NG OFFI CER KNI TTLE: M. Boyd, if she so stipul ates,
do you still have an objection to Exhibits 8, 9, and 107

412

KEEFE REPORTI NG COVPANY
1- 800- 244- 0190

MR BOYD. Yes, | do have an objection. The objection is
that when you ook -- the only reason they want to get these
sheets inis that if you | ook at the nunbers on the bottom you
can cal cul ate an economi c benefit close to 7 million dollars.

And | think that's prejudicial

Now, as far as her point goes about using these docunents
as the foundation for the other docunents, there is plenty of
testinony in the record that the analysis that he used to
cal cul ate the econom c benefit using Exhibits 8, 9, and 10 is the
same met hodol ogy used in the other exhibits. | have not noved to
strike that testinony. There is nothing that is going to be
excl uded regardi ng the net hodol ogy that he enpl oyed regardi ng the
ot her docunents. Wat | want excluded are these three pages

only.
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M5. CARTER May | respond, M. Hearing Oficer?

HEARI NG OFFI CER KNI TTLE:  Yes, you nay.

MS. CARTER In ternms of what Counsel for respondent
perceives to be the rationale for the State seeking to submt
t hese, you know, specific exhibits into evidence is not because
we are seeking to prejudice the respondent in any way, shape, or
form However, it was sinply eliciting testinony fromM.
Styzens in terns of the direction in terns of the tinme franes of
his analysis. The first analysis that he conducted pertained to
t hese BACT nunbers, and so we were showi ng sinply the devel opnent
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of his analysis with those nunbers. It was not in any way,
shape, or formto prejudice the respondent.

In addition to that, if the Board was required to rely upon
subsequent exhibits and then to nmatch those up with the precedi ng
exhibits in an attenpt to follow the cal culations that M.
Styzens perforned, | think it would be cunbersone for the Board
to have to do so. And the goal in this entire proceeding is,
obviously, to nake a record that is as clear and conci se as
possi bl e.

MR BOYD: |If | could respond?

HEARI NG OFFI CER KNI TTLE:  Yes.

MR BOYD: There is no confusion. The colums are exactly

the sane. The lines are the same. He has already testified that
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he used the sanme nethodol ogy for these other docunents.

MS. CARTER May | --

HEARI NG OFFI CER KNI TTLE:  No. | amdone. | amsorry. |
amgoing to admt these. | think they are relevant. They were
testified to. There has been proper foundation laid for them

MR BOYD: Wll, then, | would ask that in stipulation
that they are only relevant in terns of the methodol ogy enpl oyed
for determ ning wei ghted average cost of capital be stipul ated
here and that the Board, under no circunstances, consider the
nunbers used as appropriate econom c benefit to Panhandle in this
case, because there is no testinony to support to that.
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HEARI NG OFFI CER KNI TTLE: W1 I you stipulate to the first
part? | amnot going to address whether the Board, under no
circunstances, will use these nunbers. But will you stipulate
that that is what you are intending these exhibits for?

M5. CARTER As | represented to the Board before, we are
not seeking to provide any prejudice to the respondent. So, yes,
we will stipulate to that.

HEARI NG OFFI CER KNI TTLE:  To --

M5. CARTER To the fact that those nunbers are not -- |
don't know exactly how to phrase this. But those are not the
nunbers that the State seeks to enploy in its econom c benefit
cal culation or that those nunbers are a reasonabl e econonic

benefit calculation in this case.
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HEARI NG OFFI CER KNI TTLE: Ckay. These are so adnitted.

(Wher eupon sai d docunents were duly adnmitted into evidence

as People's Exhibits 8, 9, and 10 as of this date.)

HEARI NG OFFI CER KNI TTLE: Let's nove on to -- now, | have
8As and 9As occasionally witten down here, but | don't have
anyt hi ng about those. | amassuming that they are the bl owups of
all of these exhibits, correct?

M5. CARTER  Yes.

HEARI NG OFFI CER KNI TTLE: Can we assune and, M. Boyd,
will you concur to this, that any tine we adnmit an 8, 9 or 10 we
will admit the correspondi ng A?
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MR BOYD: | have no problemw th that.

HEARI NG OFFI CER KNI TTLE:  Well, then, let's just assume now
that 8A, 9A, and 10A, if they exist, are admtted.

(Wher eupon sai d docunents were duly admitted i nto evidence

as People's Exhibits 8A, 9A, and 10A as of this date.)

HEARI NG OFFI CER KNI TTLE: Al right. Wich takes us to
Exhi bits 11 through 23.

M5. CARTER M. Hearing Oficer, we did not seek to admit,
at this tine, People's Exhibit 11.

HEARI NG OFFI CER KNI TTLE: Oh, | amsorry. M m stake.
Ckay. Exhibits 12 through 23, correct?

MB. CARTER  Yes.
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HEARI NG OFFI CER KNI TTLE: Ckay. M. Boyd, how do you fee
about Exhibits 12 through 23? Do you want to take themone at a
time or do you want to take themas a group?
MR BOYD: | think take themone at a tine. Hold on for
one second.
HEARI NG OFFI CER KNI TTLE:  Sure.
MR BOYD: In terns of Exhibits 12 through 20, | have no
obj ecti ons.
HEARI NG OFFI CER KNI TTLE: Ckay. Exhibits 12 through 20 are
adm tted.
(Wher eupon sai d docunents were duly admitted into evidence
as People's Exhibits 12 through 20 as of this date.)
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MR BOYD: | do object to 21 through 23, based on M.
Nosari's very clear testinony that he does not consider using the
prine rate as an appropriate way of |ooking at things,
al though -- well, that's all.

HEARI NG OFFI CER KNI TTLE: Ms. Carter? This was Exhibits 21
t hrough 23?2

MR BOYD: Yes.

HEARI NG OFFI CER KNI TTLE: kay. Ms. Carter --

M5. CARTER In ternms of docunments 21 through 23, those
docunents, | do believe that the foundation has been -- that is
necessary for those docunents has been provided in this case.

And it sinply provides an alternative approach to the weighted
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average cost of capital. And in addition serves as, | guess, you
know, a test of its reasonabl eness of, you know, that which was
enpl oyed in the past, which we have heard about fromM. Styzens.
So based on that, | think that the foundati on has been laid for
Exhi bits 21 through 23.

HEARI NG OFFI CER KNI TTLE: Al right. M. Boyd, anything
further?

MR BOYD: Not hi ng.

HEARI NG OFFI CER KNI TTLE: | will admt these. | think that
they were properly -- foundation was properly laid for M.
Styzens. If, in fact, and | don't recall at this nonment, Dr.
Nosari testified, as M. Boyd indicated he testified, the Board
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wi Il consider that in thinking about the weight of these
exhibits. So these are admtted 21, 22, and 23.

(Wher eupon sai d docunents were duly admitted i nto evidence

as People's Exhibits 21, 22, and 23 as of this date.)

HEARI NG OFFI CER KNI TTLE: W have Exhibits 25, 26, and 27.
Do we want to nove to adnmit those as well?

M5. CARTER Yes. | amtrying to think

HEARI NG OFFI CER KNI TTLE: | can tell you which ones they
are.

M5. CARTER  Yes.

HEARI NG OFFI CER KNI TTLE: Exhibit 25 is the annual report,
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oversi zed, of Panhandle fromthe Edgar site. No, that is from
m crofiche. Excuse ne.

M5. CARTER Yes, it is frommcrofiche.

HEARI NG OFFI CER KNI TTLE: Exhibit 26 is a letter from
Nosari to Styzens, dated 02-26-00. Exhibit 27 is the cost of
debt wor ksheet.

M5. CARTER M. Hearing Oficer?

HEARI NG OFFI CER KNI TTLE:  Yes.

MS. CARTER. The People would seek to admit those docunents
at this tinme.

HEARI NG OFFI CER KNI TTLE: M. Boyd, how do you feel about
257

MR BOYD: Well, Exhibit Number 25 | ooks to be a mcrofiche
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copy of something. There is witing on the docunent which does
not ook to be part of the 1987 Annual Report. And this is
certainly not the original of the annual report that was prepared
by Panhandl e. The annual reports were provided to the State in
response to discovery requests. | would object to the adm ssion
of this docunent, because it is hearsay and certainly not the
best evi dence of what the annual report says. Having said that,
however, if it is admtted for the limted purpose of show ng
what M. Nosari relied on in terms of his Exhibit Nunber 7, then
| would not object to it.

HEARI NG OFFI CER KNI TTLE: Ms. Carter, how do you feel about
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t hat ?
M5. CARTER. Well, | have a response. Just a noment. In

terns of documents itself, in terns of what Counsel for

respondent has indicated, | don't think that it affects the
authenticity of the annual report. 1In addition to Counsel for
respondent's concerns, pertaining to hearsay, | do believe there

is an exception

(Ms. Carter and M. Layman briefly confer.)

HEARI NG OFFI CER KNI TTLE: Well, let nme -- Ms. Carter, do
you have the actual 1987 annual report from Panhandl e?

M5. CARTER  Those we did obtain of the mcrofiche.

HEARI NG OFFI CER KNI TTLE: | think that M. Boyd indi cated
that those were provided via discovery to you.
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MS. CARTER In ternms of what was provided via discovery, |
bel i eve we were provided the SEC 10-K filing in discovery.
don't recall being provided the annual reports in discovery from
the respondent. And in addition to that, | think I do find it
very ironic that Panhandle itself is saying that a docunent that
they generated in the regular course of business, an annua
report, in which, you know, their investors and everybody el se
relies upon, is hearsay.

HEARI NG OFFI CER KNI TTLE:  Well, let me interject. | don't

think that that is M. Boyd' s argunent, and correct nme if | am
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wong. | don't think it is the annual report that he objects to,
but it is the formof the annual report. 1Is that correct, M.
Boyd?

MR BOYD: That's correct.

HEARI NG OFFI CER KNI TTLE: | do want to get this in, at
least in sone form because he did testify fromit, and I think
it is inportant for the Board to consider and have this in front
of them when they are naking their decision. But | am cognizant
of the fact that this mght not be the exact actual annual
report. | would like to renmedy that if we could by getting an
actual copy of the annual report to subnmit as well.

How do we feel about that, M. Boyd? Do we have an actual
1987 annual report that we would submit in coordination with
t his?
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MR BOYD: Well, | amnot sure | have it with me.

HEARI NG OFFI CER KNI TTLE: O herwise, | amgoing to admt
this at least for the Iinmited purpose of testinony.

MR BOYD:. Wll, again, as | said, | have no objection to
admtting it for that limted purpose.

HEARI NG OFFI CER KNI TTLE: Is that sufficient for the People
of the State of Illinois? O the annual report itself in a form
other than this is clearly adm ssable evidence. Al we need is
that, you know, and | would admit this as well and then | think

t hat any possi bl e hearsay objection of this docunment woul d be
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cured by having the actual annual report in front of the Board.

amtrying to make this easy. | amtrying to suggest a nunber of
sol uti ons.

M5. CARTER | understand.

HEARI NG OFFI CER KNI TTLE: | don't think | am doing that.

That is ny intention anyway.

MS. CARTER.  Ckay.

MR BOYD: Wll, | nean, | suggest that we adnmit it for the
limted purpose today, and if there is another report that we
want to provide, we can get that admtted as well

MR LAYMAN. As long as it is the sane report inits
entirety in a different format.

HEARI NG OFFI CER KNI TTLE: Yes. Well, this, | agree with
M. Boyd, | don't --
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MR LAYMAN: Because it is a mcrofiche docunent.

MS. CARTER Is that the probl en?

HEARI NG OFFI CER KNI TTLE: Well, there is witing on it. W
didn't get into any foundation about where he obtained this, what
m crof i che.

M5. CARTER He did indicate that he obtained it fromthe
University, but | don't think anything el se.

HEARI NG OFFI CER KNI TTLE: | think there coul d be some

foundation laid that even woul d make this adm ssable. | nean,
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am sure the Sanganon State Library system and how they go about
obtaining mcrofiche -- | just don't know.

MR LAYMAN. | think he attenpted to do that and found it
expensi ve and cunbersone to --

HEARI NG OFFI CER KNI TTLE: Like | said, | amnot suggesting

that -- | think we are all okay with admitting this for the

limted purpose right now, correct, M. Boyd?

MR BOYD: Correct.

HEARI NG OFFI CER KNI TTLE: | amgoing to give you | eave to
substitute a corrected copy if you so desire.

MR LAYMAN.  Ckay.

HEARI NG OFFI CER KNI TTLE: M. Boyd, what is your --

MR LAYMAN: Could I ask a question?

HEARI NG OFFI CER KNI TTLE:  Yes. | was just going to have

M. Boyd sunmmari ze his opinion of what the limted purpose is and

KEEFE REPORTI NG COVPANY 122
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see if you agreed with it, but go ahead and ask your question.

MR LAYMAN | trust that the basis of the objection is
related to the hearsay rather than the authenticity or the
identification of the docunment or what.

HEARI NG OFFI CER KNI TTLE: Is that correct, M. Boyd?

MR BOYD: | was quickly looking in ny rules of evidence.

| think there is a hearsay issue, and | don't think it is the
best evidence of what the actual annual report is. To that

extent, as | said before, | would not have an objection to the
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actual annual report.

HEARI NG OFFI CER KNI TTLE:  You coul d probably get on -- |
don't know i f Panhandl e has a website, but | amsure if they do
t hey have the annual report listed.

MR, LAYMAN. They do.

HEARI NG OFFI CER KNI TTLE:  And i f you coul d have somneone
testify that he got on Panhandl e's website and pulled down the
annual report from Panhandle, | woul d suggest that would be
sufficient foundation to submit that copy.

MR LAYMAN.  Well, fortunately, | think you can downl oad
their annual reports, but they only date back to 1996 or 1997.
know t here were the |ast three years.

HEARI NG OFFI CER KNI TTLE: That's fine. E ther way, there
is sone way we can get a copy of this.

MR LAYMAN | truly question the basis for hearsay
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obj ection given that we are using the information froma docunent
that the conpany prepared for its stockholders essentially. It
is a publicly avail abl e docunent and we are extracting
information fromits content for the purposes of evidentiary
adm ssi on.

HEARI NG OFFI CER KNI TTLE: | amonly granting it because
amnot sure this is the conpl ete docunent.

MR LAYMAN. kay. That's fine.
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HEARI NG OFFI CER KNI TTLE: That's the only reason | am
sustaining this objection. And I amnot sure that -- | don't
think it has been altered in any way, but | don't think we have
t he necessary precautions in place to nake sure that it hasn't
been. That's the purpose of the hearsay rule, at least in part.
But, no, M. Layman, | am cogni zant of your argument as well. |If
there were no objection, I would admt it.

MR BOYD. Sir, again, the limted purpose that | would
agree to is to showthat M. Nosari relied on the nunbers in
Exhi bit 25 for the purposes of devel opi ng his wei ghted average
cost of capital.

HEARI NG OFFI CER KNI TTLE: Okay. M. Layman, did you hear
his Iimted purpose?

MR LAYMAN. | amsorry. | was talking. | apologize.

MR BOYD: | would not object to the admissibility of
exhibit -- of People's Exhibit Nunber 25 for the Iinmted purpose
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to showthat it is the docunent that M. Nosari relied upon in
devel opi ng his nunbers in People's Exhibit Nunber 7, the weighted
average cost of capital nunbers.

MR, LAYMAN. The Hearing Oficer will grant that condition
if you will, provided that the State will have | eave to nove at
some point during these proceedings for the admssibility of a
docunment that neets the concerns that we have expressed here

t oday?
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HEARI NG OFFI CER KNI TTLE:  Yes, we will accept it with that
stipulation and | hereby, as of now, give you leave to subnmt
that at a later point in tine if you can get it.

MR LAYMAN. | trust that |eave will extend through our
case in rebuttal ?

HEARI NG OFFI CER KNI TTLE:  Yes.

MR LAYMAN. Ckay.

HEARI NG OFFI CER KNI TTLE: |s there an objection to that,

M. Boyd?

MR BOYD: No. Again, the only thing | amstruggling with
is the relevance of the annual report for other purposes and, you
know, to the extent that there is sone relevance linked that is
established as well, then it can be brought in. But, again, the
rel evance so far has been that it is the support for M. --

HEARI NG OFFI CER KNI TTLE: Wl 1, | think that would be the
rel evance in the future as well.
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MR LAYMAN. That is just the point. To the extent that
they present a case-in-chief that rai ses sone issues that m ght
have contents provided in the annual report then, | mean, that
would put us in a different position than where we are at right
now.

HEARI NG OFFI CER KNI TTLE: Okay. Under those statenents, we

wi |l accept this.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

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

Peopl e's Exhibit 25 as of this date.)

HEARI NG OFFI CER KNI TTLE: Wi ch takes us to People's
Nunmber 26, the letter from Nosari to Styzens of 02-26-00. M.
Boyd?

MR BOYD: No objections.

HEARI NG OFFI CER KNI TTLE: Ckay. This is admitted.

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

Peopl e's Exhibit 26 as of this date.)

HEARI NG OFFI CER KNI TTLE: Peopl e's Exhibit 27 is a cost of
debt wor ksheet prepared by M. Nosari, | think.

M5. CARTER  Yes, sir.

MR BOYD: No objection

HEARI NG OFFI CER KNI TTLE: That is adnmitted as well.

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

Peopl e's Exhibit 27 as of this date.)

HEARI NG OFFI CER KNI TTLE: That is all we have for now
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MR BOYD: M. Knittle, if I mght, | would Iike to ask for
your reconsideration regarding Exhibits 8 through 10. | know
that we, at the close of M. Styzens' testinony, you left open
the possibility of having himcone back to testify on foundation
grounds if there were any exhibits that could not be included.
woul d suggest that based on the testinony provided that it may be

appropriate, rather than admtting Exhibits 8 through 10, to have
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M. Styzens cone back for the limted purpose of |aying the
foundation for the other docunents, so that we don't have to rely
on 8 9, and 10, if that's the State's --

HEARI NG OFFI CER KNI TTLE: Is there a response fromthe
State?

MS. CARTER Yes, there is a response. It seens |ike up
until this point Counsel for respondent has been concerned about
keeping this case noving along. | just want to nake sure | am
under st andi ng what he is proposing here. |s Counsel for
respondent proposing that we call back M. Styzens to seek to |ay
nore foundation or to go through the analysis that we perforned
relative to the BACT nunbers relevant to sone other cal cul ati ons
that he perforned to assure that the record is clear for the
Board in their, you know, review of M. Styzens' anal ysis?

HEARI NG OFFI CER KNI TTLE: M. Boyd?

MR BOYD: Wll, as | said earlier, nmy feeling is that
sufficient foundation has been laid for all of those docunents.
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That's why | didn't have an objection to the admissibility of the
| ater docunments. | amstill very much concerned about the
prejudicial affect of Exhibits 8 through 10, whether or not it is
the intention of the State to cause that affect or not. | would
think that for the limted purpose of |aying any additiona

foundation that is necessary to support the other docunents,
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having M. Styzens cone back woul d be appropriate.

MS. CARTER M. Hearing Oficer, | would again just
reiterate that, you know, you originally ruled that the
foundati on was appropriate or had been laid for Exhibits 8, 9,
and 10. And in addition to that, the State willingly stipul ated,
you know, for the limted use for these docunents.

HEARI NG OFFI CER KNI TTLE: Right. | have admitted these
docunents already. If, in fact, you want to bring hi mback
pursuant to M. Boyd's suggestion, | would allowit, but it is up
to you. | amnot going to order that you do so

M5. CARTER. kay. Thank you.

HEARI NG OFFI CER KNI TTLE: So are you guys pl anning on
bringi ng himback or not?

M5. CARTER It is not -- based on --

MR LAYMAN: Recall in direct.

MS. CARTER Recalling M. Styzens.

MR LAYMAN: In direct.

HEARI NG OFFI CER KNI TTLE: Ri ght.
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MS. CARTER. To lay foundation for the exhibits.

HEARI NG OFFI CER KNI TTLE:  Well, | don't think that is
entirely what -- let's handle this off the record and then
tomorrow as well. Wy don't the parties talk about it. | don't
think they know exactly what you are looking for, M. Boyd. | am

not going to order it, but they might agree to it.
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So we will see you tonorrow at 9:00.
(Hearing Exhibits retai ned by Hearing

Oficer Knittle.)
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STATE OF ILLINO'S )
) SS
COUNTY OF MONTGOMERY)

CERTI FI CATE

I, DARLENE M N EMEYER, a Notary Public in and for the
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County of Montgonery, State of Illinois, DO HEREBY CERTI FY t hat
the foregoing 212 pages conprise a true, conplete and correct
transcript of the proceedings held on the 19th 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.
IN WTNESS WHEREOF | have hereunto set ny hand and affi xed

my Notarial Seal this 13th day of October A D., 2000.

Not ary Public and
Certified Shorthand Reporter and
Regi st ered Prof essi onal Reporter
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My Conmi ssion Expires: 03-02-2003
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