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1 BEFORE THE PUBLIC UTILITIES COMMISSION OF OHIO
2 Inthe Matter of the
Application of The East
3 Onhio Gas Company d/b/a
Dominion East Ohio for
4 Authority to Increase
Rates for its Gas
5 Distribution Service,
Approval of an Alternative:
6 RatePlanforitsGas
Distribution Service,
7 Approval to Change
Accounting Methods,
8 Approval of Tariffsto : Case Nos. 07-829-GA-AIR

Recover Certain Costs 07-830-GA-ALT
9 Associated with a Pipeline: 07-831-GA-AAM
Infrastructure Replacement: 08-169-GA-ALT
10 Program Through an : 06-1453-GA-UNC

Automatic Adjustment
11 Clause, and for Certain

Accounting Treatment, and :
12 Approva of Tariffsto

Recover Certain Costs
13 Associated with Automated :

Meter Reading Deployment :
14 Through an Automatic

Adjustment Clause, and for:
15 Certain Accounting

Treatment. :
16 ---

VOLUME Il - PROCEEDINGS

17

before Ms. Christine M.T. Pirik and Mr. Scott Farkas,
18

Hearing Examiners, at the Public Utilities Commission
19

of Ohio, 180 East Broad Street, Room 11-C, Columbus,

files///A|/EastOhio-Vol %2011 .txt (1 of 590) [8/8/2008 9:08:26 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20
Ohio, called at 8:30 am. on Wednesday, August 6,
21

2008.
22 ---
ARMSTRONG & OKEY, INC.
23 185 South Fifth Street, Suite 101
Columbus, Ohio 43215-5201
24 (614) 224-9481 - (800) 223-9481

Fax - (614) 224-5724
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1 APPEARANCES:

10

11

12

13

14

15

16

17

18

19

Jones Day

By Mr. Mark A. Whitt

and Mr. Andrew J. Campbell

325 John H. McConnell Boulevard, Suite 600
Columbus, Ohio 43215-2673

Jones Day

By Mr. David A. Kutik

and Ms. Meggan Rawlin
North Point

901 Lakeside Avenue
Cleveland, Ohio 44114-1190

Mr. Gene A. DeMarr
1201 East 55th Street
Cleveland, Ohio 44114

On behalf of The East Ohio Gas
Company d/b/a Dominion East Ohio.

Vorys, Sater, Seymour & Pease, LLP
By Mr. W. Jonathan Airey

and Mr. Gregory D. Russell
52 East Gay Street

Columbus, Ohio 43216-1008

On behalf of Ohio Oil & Gas Association.
Bell & Royer Co., LPA
By Mr. Barth E. Royer
33 South Grant Avenue
Columbus, Ohio 43215-3927
On behalf of Dominion Retall, Inc.

Ohio Partners for Affordable Energy
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20 By Mr. David C. Reinbolt
and Ms. Colleen Mooney
21 231 West Lima Street
P.O. Box 1793
22 Findlay, Ohio 45839-1793

23 On behalf of Ohio Partners for Affordable

Energy.
24
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1 APPEARANCES (continued):

2 Chester, Willcox & Saxbe, LLP
By Mr. John W. Bentine

3 Mr. Mark S. Yurick
and Mr. Matt White

4 65 East State Street, Suite 1000
Columbus, Ohio 43215-4213

Mr. Vince Paris
6 5020 Bradenton
Dublin, Ohio 43017

On behalf of IGS.

City of Cleveland
9 By Mr. Robert J. Triozzi
Director of Law
10 Ms. Julianne Kurdila
and Mr. Steven Bedler
11 Assistant Directors of Law
601 Lakeside Avenue, Room 106
12 Cleveland, Ohio 44114-1077

13 On behalf of the City of Cleveland.

14 Janine L. Migden-Ostrander
Ohio Consumers Counsel

15 By Mr. Joseph P. Serio
Mr. Larry S. Sauer

16 and Mr. Gregory J. Poulos
Assistant Consumers Counsel

17 Ten West Broad Street, Suite 1800

Columbus, Ohio 43215-3485
18

On behalf of the Residential Consumers

19 of the State of Ohio.
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21

22

23

24

Vorys, Sater, Seymour & Pease, LLP
By Mr. M. Howard Petricoff

and Mr. Michael J. Settineri
52 East Gay Street

Columbus, Ohio 43216-1008

On behalf of Integrys Energy, Inc.
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1 APPEARANCES (continued):

2

3

10

11

12

13

14
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17

18

19

Nancy H. Rogers, Ohio Attorney General
Duane W. Luckey

Senior Deputy Attorney General

Public Utilities Section

By Mr. Stephen A. Rellly
and Ms. Anne L. Hammerstein

Assistant Attorneys General

180 East Broad Street, 9th Floor
Columbus, Ohio 43215-3793

On behalf of the staff of the Public
Utilities Commission of Ohio.
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1 Wednesday MoZni ng Session,

2 August 6, 2008.

3 - - -

4 EXAMINER FARKAS: Let'sgo on the record.

5 Thisisacontinuation of the hearing in the matter

6 of Dominion East Ohio Gas.

7 Y ou can call your next witness.

8 MR. SETTINERI: | apologize, your Honor.
9 For therecord, I'd like to make a brief appearance
10 if I may. Howard Petricoff, Michael Settineri of the
11 law firm of Vorys, Sater, Seymour & Pease on behalf
12 of Integrys Energy, Inc., aswell astoday we'll have
13 no questions for the witnesses.

14 EXAMINER FARKAS: Thank you.

15 MR. KUTIK: Your Honor, the company for
16 itsnext witness calls Daniel M. |ves.

17 EXAMINER FARKAS: Can you raise your
18 right hand?

19 (Witness sworn.)
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20 EXAMINER FARKAS: You may be seated.
21 Proceed.

22 ---

23

24
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1 DANIEL M. IVES

2 being first duly sworn, as prescribed by law, was
3 examined and testified as follows:

4 DIRECT EXAMINATION

5 By Mr. Kutik:

6 Q. Pleaseintroduce yourself.

7 A. My nameisDaniel M. Ives, and I'm arate
8 and regulatory consultant under contract with

9 Dominion East Ohio.

10 Q. Sir, do you have before you Dominion
11 Exhibit 8.0?

12 A. Yes | do.

13 Q. What isthat?

14 A. It'sthedirect testimony of Daniel M.

15 lves.

16 Q. Do you have any corrections or additions
17 to make to that exhibit today?

18 A. | do. | have one correction to make. On

19 page4, line 11, the $49.4 million figure should have
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20 parentheses around it so it's a negative 49.4

21 million.

22 Additionaly, | would like to note that |

23 retired from Black & Veatch Corporation at the end of

24 February of 2008, so | am no longer employed by
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1 Lukens Energy Group or Black & Veatch. My business

2 addressis 5319A Feagan Street, F-e-a-g-a-n Strest,

3 Houston, Texas 77007.

4 Additionaly, | currently maintain an

5 active status on my Maryland CPA license, and | would
6 further note that | am no longer amember of the

7 American Gas Association Rate and Strategic | ssues
8 Committee. Thank you.

9 Q. Subject to those corrections, if | asked

10 you today the questions that appear in this exhibit,

11 would your answers be as they appear in this exhibit?
12 A. Yes.

13 MR. KUTIK: | have no further questions,

14 your Honor.

15 EXAMINER FARKAS: Thank you.

16 MR. SERIO: Y our Honor, before we do

17 cross, can we go off for a second?

18 (Discussion off the record.)

19
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20 CROSS-EXAMINATION
21 By Mr. Serio:

22 Q. Good morning, Mr. Ives.

23 A. Good morning, Mr. Serio.

24 Q. | have a couple questions about the
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1 corrections you just made or the additions to your

2 testimony.

3 A. Yes.

4 Q. Youindicated that you had resigned from

5 Black & Veatch?

6 A. |did.

7 Q. That means now you're operating

8 independently?

9 A. That's correct.

10 Q. And how long were you with Black &

11 Veatch?

12 A. | waswith Black & Veatch for just over

13 threeyears. | wasaprincipal in Lukens Energy

14 Group, it was a subchapter S corporation so | guess|
15 should say | was a shareholder. We sold the firm to
16 Black & Veatch in 2005 and we had a three-year

17 earn-out kind of arrangement, so at the end of that
18 term | decided to go ahead and retire.

19 Q. Doyouknow if Black & Veatch was

files///A|/EastOhio-V ol %201 .txt (19 of 590) [8/8/2008 9:08:26 AM]



file:///A)/EastOhio-V ol %20l .txt

20 retained by Dominion to do any other work in

21 conjunction with the current proceeding other than
22 your testimony?

23 A. No.

24 Q. And| believe you indicated that you have
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19

11
inactive status as a CPA in Maryland?

A. | have since upgraded it to active status
by taking the requisite number of hours of CPE,
continuing professional education, courses.

Q. Okay. Now, | believe in your testimony
you also indicate that -- you cover topics like the
pension expense and others, and you list attached to
your testimony in your Appendix A the different cases
that you've testified in. Can you identify which
specific cases you've actually testified regarding a

pension expense issue?

A. Yes. | have submitted filed testimony in
the state of West Virginiain a 2001 Dominion Hope
case and in a 2005 Dominion Hope case.

Q. And Dominion Hopein West Virginiais
actually an affiliate company of Dominion East Ohio;
isthat correct?

A. ltis.

Q. Andthetwo casesthat you referencein
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20 West Virginia, those were both settled; were they
21 not?

22 A. Yes, they were.

23 Q. And the pension issue that you testified

24 in those two cases, was that similar to the pension
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12
issue in the current proceeding?

A. ltwassimilar inthat they had a pension
credit in both years.

Q. And to the extent that both of those
cases were settled, there are no cases that you're
aware of where you've testified on pension expense
and a public utility commission has issued an order
that adopted a position that you recommended in your
testimony; is that correct?

A. | havetestified in no other cases on
pension expense, so there are no other orders that
would affirm or deny my testimony.

Q. Okay. Now, on page 3 of your testimony
you have kind of a synopsis of what your testimony
involves. At the bottom of the page you indicate
that you will explain how the pension asset isa
result of superior performance of the pension plan
and labor management efforts of the company and not

from ratepayer contributions. Can you tell meif the
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20 pension asset isaresult of shareholder funding?
21 A. The pension asset isaresult of --

22 reflects the growth -- the asset reflects the

23 favorable funding of the plan. The company

24 originaly funded the plan and through the
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1 performance of the plan and management of the plan

2 the company has exercised, the good management of the
3 plan, the pension asset has grown from about

4 $24 million in 1994 to the present level of over

5 $600 million.

6 Q. Okay. Your testimony says, though, it's

7 not from ratepayer contributions. My question to you

8 is: Canyou point to anything that shows it's from

9 shareholder contributions?

10 MR. KUTIK: Objection; asked and
11 answered.
12 EXAMINER FARKAS: Sustained.

13 Q. Canyou point to anything in the

14 company's application that demonstrates that the

15 funding of the pension asset came from shareholders?
16 A. | don't believethere's anything elsein

17 the application that would point to that.

18 Q. Isthere anything else in the record of

19 this proceeding other than your testimony that you
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20 can point to that would demonstrate that the funding
21 of the pension asset came from shareholders?

22 A. I'mnot aware of any.

23 Q. On page4 of your testimony you indicate

24 that there'salong history of pension expense
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1 creditsfor DEO. Do you seethat?

2 A. Yes, thereis.

3 Q. And how long do you mean when you say "a
4 long history"? How far back?

5 A. At least since 1994 which isthe year of

6 the company'slast rate proceeding, there were

7 pension credits of about $6.2 million in the cost of

8 searvice, in the settled cost of service, from that

9 case

10 Q. Andregarding that 1994 proceeding would
11 you accept, subject to check, that that isthe

12 93-2006-GA-AIR proceeding?

13 A. I'll accept that subject to check.

14 Q. And do you know when that case -- when
15 the Commission issued an order regarding that case?
16 A. | don't know the date of the order.

17 Q. Would you accept, subject to check, that

18 it's November 3rd, 19947

19 A. I'll accept that subject to check.
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20 Q. Soyou know at least that far back, but

21 you don't know if previousto that 1993 rate case if
22 there was a pension expense credit prior to that; is
23 that correct?

24 A. | don't know that. Wetried to ascertain
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18

19

15
that and could not find various records.

Q. And to the extent that you're aware of
the history back to '93, how did you learn that
information?

A. Principally from discussions with the
company.

Q. Didyou review the 1993 application at
al?

A. No.

Q. Didyou review the 1993 -- any of the
prefiled testimony or testimony filed by any of the
witnesses?

A. | don'trecall that | did.

Q. Didyou review the staff report that was
issued in the 1993 rate case?

A. 1did not, but Mr. Murphy explained to me
the basics of the staff report.

Q. Didyou review the stipulation or the

opinion and order from the 1993 case?
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20 A. |didnot.

21 Q. Soal of your understanding of the 1993
22 case came from discussions with Mr. Murphy.
23 A. Mr. Murphy and perhaps other company

24 personnel.
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16
Q. Okay. Now, on page 4 of your testimony |

[ —

2 think beginning on line 10 and in that table you

3 indicate that the DEO pension asset as of November
4 31, 2006 [sic] was 615 million. Do you know what
5 FERC account on the company's books that pension
6 asset iscontained in?

7 A. | think the company was recording that in
8 account 186 for debits,

9 Q. Now, you indicated that you had tried to
10 find out information going back prior to the last

11 case but weren't able to get the information; |

12 Dbelieve that's what you indicated.

13 A. Yes.

14 Q. Canyou explain to me what efforts you

15 went through to try to get that information?

16 A. | met several timeswith Dominion East

17 Ohio personnel and other personnel from the Dominion
18 organization and there were extensive searches of

19 records trying to find the kind of information that
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20 wewould like to have.

21 Q. But you were unableto get any

22 information going back prior to the '93 case that

23 would provide any additional insight into the history

24 of the pension asset; isthat correct?
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17
A. Wedid come across the 1992 contribution

that | mention in my testimony, and prior to that I'm
not aware of any other materials.

Q. Do you know what the date certainisin
this proceeding?

A. March 31gt, 2007, | believe.

Q. And do you know what the date certain
bal ance of account 283, the accumulated deferred
income taxes related to pensions, was as it was

presented in the application in this case?

A. Itwasaround 215- or 220 million
dollars.

Q. On page4 of your testimony | think you
Identified that it was 215 million. Do you know what
date you're referring to when you identify the
215 million?

A. | think the 215 million was at the end of
December '06.

Q. And you mentioned a $220 million figure.
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20 What date does the $220 million figure relate to
21 then?

22 A. I'mnot exactly sureif that was March or
23 December.

24 Q. Now, to the extent that the accumulated
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18
deferred income taxes have grown from 215 million to

220 million, what would that be attributed to?
A. That would be attributable to the
continued growth of the deferred tax balance, the
continued growth in the pension asset.
Q. So asthe pension asset grows, the
accumul ated deferred income tax is growing also.
A. Yes.
Q. Now, on page 20 of your testimony on line
6 you describe Dominion's proposed adjustments to set
its rate-making pension expense credit to zero and to
remove the associated accumulated deferred income
taxes from rate base. Would you explain to me how
the accumul ated deferred income taxes are associated
with the pension expense credit?
A. Yes. The pension expense credit gives
rise to the deferred income taxes in the company's
Income statement and the cumul ative balance of those

deferred taxes become the accumulated -- or, reside

file:///A|/EastOhio-V ol %2011 .txt (35 of 590) [8/8/2008 9:08:26 AM]



file:///A)/EastOhio-V ol %20l .txt

20 inthe accumulated deferred income tax account in the
21 company's books.

22 The accumulated deferred income taxes are

23 caculated at the statutory tax rate of 35 percent,

24 and you'll note that the balance of the accumulated
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deferred income taxes at 215 million is directly

related to the magnitude of the pension asset, the
615 million, it's 35 percent of that balance.

Q. Sothepension credit itself isdirectly

tied to the pension asset, correct?
A. That's correct.

Q. And the pension asset is directly

connected to the deferred -- accumul ated deferred
Income taxes, correct?

A. Theaccumulated deferred income taxes are
directly related to the pension asset and the pension
expense.

Q. Soisthepension asset, then, aso
directly related to the deferred taxes?

A. 1think | just said the deferred taxes
are directly related to the pension asset. They're
caculated, effectively, off of that.

Q. Now, can you explain to me the difference

between Dominion's book accounting treatment for the
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20 pension and Dominion's tax treatment for the pension
21 that resulted in the pension related accumulated

22 deferred income taxes?

23 A. The company for book purposes

24 represented -- for book purposes they calculated
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20
pension income because of the growth in the plans and

the favorable performance of the plans, as| also had
testified, the rightsizing efforts of the company to
contain their labor costs, and so those factors help
giverise to the increase in the pension asset or the
negative expense, if you will, for the plan.
So the negative expense generates
deferred taxes that at some point in time may turn
around, so accumul ated deferred income taxes are
provided on the negative pension expense. And that's
consistent with FAS 87.
Q. Now, you just indicated it may turn
around intime. Do you mean at some point in the
future the pension expense can go from being
overfunded to underfunded?
A. Conceivable.
Q. And has the company done a projection as
to when they anticipate that such a turnaround might

occur?
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20 A. I'm not aware that they have, but | do

21 citein my testimony that | believe that the most
22 recent five-year forecast at the time that this

23 testimony was prepared did not indicate a need for

24 any cash contributions to the plan.
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21
Q. What kind of forecast are you talking

about when you reference that five-year forecast?

A. | just understand that the company
forecasts its cash requirements and that no cash
requirements were thought to be necessary for the
pension fund based on the information at that time.

Q. Sothere'snot a specific type of
forecast that you're aware of ?

A. Waéll, | don't know the name of the report
or forecast, but | was --

Q. You know --

A. Excuse me.

Q. I'msorry.

A. I'msorry. | don't know the name of the
forecast, but | wastold that by company personnel
and | believe -- | have no reason to doubt that.

Q. Who told you that information?

A. Mr. Murphy.

Q. And do you know what five-year period
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20 that forecast covered?

21 A. | don't know exactly, but it would have

22 been five years from 2006, | think out through 2011.
23 Q. And again, that information would have

24 come from Mr. Murphy, the period that it's actually
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22
1 covering?

2 A. Yes

3 Q. IsDominion alowed to useits FAS 87

4 pension expense for tax purposes?

5 A. Excuse me. Can you repeat the question?
6 Q. Sure. Toyour knowledge, is Dominion

7 permitted to useits FAS 87 pension expense for tax
8 purposes?

9 A. No.

10 Q. And do you know what the allowable tax
11 expenseisfor pension?

12 A. Yes. Thealowabletax expense for tax
13 purposesisthe amount of the cash contribution.
14 Q. Soto the extent that Dominion has not
15 made a cash contribution since at least 1993 there
16 has been no related allowable tax expense for the
17 pension, correct?

18 A. That's my understanding.

19 Q. And that understanding would come from
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20 Mr. Murphy, again?

21 A. Mr. Murphy; I think Mr. Taylor testified
22 tothat on August 1st.

23 Q. Okay. Now, you've referenced in your

24 testimony this morning and in your prefiled testimony
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23
1 that the growth in the pension fund was due to

2 favorable performance of the pension plan's

3 investments coupled with ongoing labor management
4 efforts. I'dliketo look at those one at atime.

5 A. Okay.

6 Q. When you say "favorable performance of

7 the pension plan'sinvestments,” what specifically

8 areyou referring to?

9 A. | think if you turnto Exhibit DMI 8.3

10 which is attached to my testimony.

11 Q. I'msorry, could you identify that again?

12 A. Exhibit 8.3 which is attached --

13 Q. Okay.

14 A. --tomy testimony.

15 Q. Andthat'sthe one that'stitled Dominion

16 Resources Pension Fund Investment Performance as of
17 December 31, 20067?

18 A. That's correct.

19 Q. Okay.
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20 A. Exhibit 8.3 indicatesthat thisisa

21 Dominion Resources consolidated pension fund

22 consolidating all of the Dominion plansincluding
23 Dominion East Ohio and the East Ohio, West Ohio,

24 River gas plants, al of those would be rolled up
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1 intothe $5 billion total fund. This indicates that

2 theannualized rate of return over atime horizon of
3 oneyear, three years, five years, and ten years are
4 14.1 percent, 12.6 percent, 9.9 percent, and

5 10.3 percent.

6 Q. Okay. Just so | get the dates straight,

7 theone-year, the 14.1 percent, would reflect what
8 period?

9 A. Theannualized return for that one year
10 for the 12 months ended December 2006.

11 Q. And the three-year would be December
12 31st, 20037

13 A. Yes. Butthat'san annual rate of return
14 over that period.

15 Q. It'saveraged over the three years?

16 A. Yes.

17 Q. Just aregular total the three and divide
18 by three average?

19 A. I'mnot sureif it'saweighted average
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20 or asimple average. | would assumeit would be a
21 weighted average.

22 Q. And then the same with the five- and the
23 ten-year?

24 A. Yes.
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1 Q. Anddo you know if those returns are

2 consistent with results from the stock market as a

3 whole?

4 A. The stock market asawhole, | didn't

5 research the specific years, but generally the stock
6 market as awhole has been running around 8 percent.
7 | dsothink that, just another fact isthe growth in

8 the pension asset itself over the time period would
9 indicate favorable performance of the plans.

10 Q. What do you mean by the growth of the
11 planitsef?

12 A. Wiédll, the growth of the pension asset

13 over the time horizon would also be an indicator of
14 the favorable performance of the plan.

15 Q. Canyou explain to me how one would be
16 connected to the other?

17 A. Wédll, the pension asset itself isa

18 function of the performance of the plan, so asthe

19 pension asset has grown over the time horizon from

file:///A|/EastOhio-V ol %2011 .txt (49 of 590) [8/8/2008 9:08:26 AM]



file:///A)/EastOhio-V ol %20l .txt

20 1994 through 2006, it would indicate that there was
21 favorable performance in the plan.

22 Q. You mean like acompounding effect?

23 A. It does, it does compound.

24 Q. Okay. Sort of like getting interest on
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interest over time.

A. Waédll, | think there's growth in the fair
market value of the assets.

Q. Now, the other factor that you identified
was the company ongoing labor cost management
efforts, and can you explain to me what you mean by
the ongoing labor cost management efforts?

A. Yes. Mr. Murphy informed me that the
company had an ongoing rightsizing program over these

years to determine the correct level of employees,
may be areduction in employees, it may be an
Increase in employees, but they went through a
systematic process, a continuing process, since 1994
to manage the labor costs and to arrive at that level
of labor that would best suit the needs of the
company.
| had seen some numbers somewhere, you
know, | don't have, but the total employees of the

companies decreased from over 2,000 to just over
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20 1,000 over that time period.

21 Q. Andyou indicated that it's your

22 understanding that those efforts began in '94. Now,
23 isthat after the last rate case expense, I'm sorry,

24 thelast rate case?
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A. | don't know the precise begin date and

end date. Infact, | believe there's no end date to
the process.

Q. Soyour reference to going from
approximately 2,000 to 1,000 employees, you don't
have a start date of when that -- what reflects the
2,000 employees?

A. | think it started back in the
early-'90s, but | don't know the exact date.

Q. Now, to the extent that in the last rate
case the company employee levels were significantly
higher than they are today, would that contribute in
part to the growth of the pension asset?

A. That could contribute to the growth in
the pension asset, yes.

Q. Andthereasonit could dothat is
because fewer employees would mean that there would
be fewer employees ultimately drawing from the

pension expense, correct? The pension asset.
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20 A. The projected benefit obligation of the
21 plan would be less.

22 Q. Andyou don't know, then, if the level of
23 employeesin the last rate case was higher than the

24 level of employees that the company's actually
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1 experienced in each ensuing year since that rate

2 case

3 A. Yeah, | don't know what the level of

4 employeeswas.

5 Q. But to the extent that you're aware that

6 the number's decreased, it would be your general

7 Dbelief that the number of employeesin each year

8 sincethelast rate case has been less than the

9 number of employees that there were in the 1993 rate
10 case.

11 A. 1just don't know that as afact. |

12 mean, | just don't know the head counts at each

13 particular date.

14 Q. If that wasn't true, then wouldn't you

15 have expected the pension asset to have decreased
16 instead of increasing?

17 A. Weédll, the pension asset, | mean the

18 pension asset has increased primarily because of the

19 favorable performance of the plan over the years.
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20 Q. Soif I look at those two efforts, the

21 favorable performance of the plan and the ongoing
22 |abor cost management efforts, the majority of the
23 growth, in your opinion, isaresult of the

24 investment itself and not because of the labor
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management efforts?

A. | wouldthink so. | mean, | didn'tdo a
precise study of it, but if you look at Exhibit 8.1,
thisisa-- Exhibit 8.1 isareflection of the
company's FAS 87 pension expense for 2006. The net
periodic pension costs reflected in that exhibit isa
negative $31.2 million. The principal component that
generates that pension credit is the expected return
on the plan assets which is a negative $53.3 million.

In other words, it's agrowth in the plan assets.

Q. | understand you haven't done a precise
study, but if you had to give me a percentage of the
plan investment versus the ongoing management labor
efforts, isthe plan investment itself more than 3/4
of the growth?

A. 1 don't know. | haven't done that study.

Q. Now, you identified those two components
In your testimony, So you can't point to anything

since 1994 that shows that there was any shareholder
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20 contribution at al to the growth of the pension

21 asset: isthat correct?

22 MR. KUTIK: Objection; asked and
23 answered.
24 EXAMINER FARKAS: I'll dllow it. Go
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ahead.

A. Waédll, | think the shareholder
contribution to the growth of the plan would go back
to the fact that the plan was founded and funded by
shareholders and perhaps ratepayers back when
contributions were being made into the plan, and to
the extent that there was positive pension expensein
any preceding rate cases. Since 1994 there has not
been positive pension expense in the company's rates.
So since 1994 we know that it was not ratepayer
funded.
But to the extent that the company did
fund the plan and caused it to grow, managed the plan
and managed the labor costs, then | consider that to
be the management and the investors' contribution.
Q. Okay. You indicated that there's about

five or six things in that answer. Let's start with
thefirst one. You indicated that initially the

shareholders funded the pension asset. |sthat what
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20 you said? So | can make sure I'm understanding.
21 A. | said shareholders and perhaps

22 ratepayersto the extent that there had been pension
23 expensg, if there had been pension expense in rates

24 prior to 1994.
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1 Q. Sotheway you're responding is that you

2 know for sure that snareholders contributed and that
3 perhaps ratepayers contributed.

4 A. Yes.

5 Q. And how do you know for fact that

6 shareholders contributed?

7 A. Somebody had to put the money in the

8 plan.

9 Q. But you don't know who.

10 A. I don't. |just said that | don't know

11 the extent to which ratepayers funded the plan prior
12 to 1994.

13 Q. Soisit possible that the plan was

14 initialy funded entirely by ratepayers?

15 A. Widl, you know, | don't think that we

16 track dollars between ratepayers and the company in
17 termsof what comesin the rates, what's set -- what
18 isintherates and what flows through the rates and

19 what goes into the cash account and where that cash
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20 goes, whether it goes into the pension plan or not,
21 so I'm not sure because nobody tracks cash for that
22 purpose. | don't know that you could draw a direct
23 nexus.

24 Q. Okay. You can't draw adirect nexus that
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said that ratepayers did fund it, but can you tell me

with certainty that ratepayers did not fund it?

A. | don't know what portion ratepayers
funded.

Q. Now, you indicated that you believe that
the shareholder contribution comes in the form of
managing the expense over the years; was that
correct?

A. The shareholders provide capital to the
corporation and the shareholders -- the corporation
provides the management of the plan, the Dominion
officers and management overseeing the plan. The
plan's actually | guess administered by Mellon Bank,
but the corporate investment decisions were made at
the Dominion corporate level.

Q. Now, you indicated that shareholders
provide capital. Do you know if there's been any
stock offerings to raise capital for the pension

fund?
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20 A. I'mnot aware of any.

21 Q. You'renot aware of any to '93, or are
22 you aware of any, period?

23 A. I'mnot aware of any, period. But |

24 would doubt that they would be earmarked to fund the
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pension plan.

Q. Soit'spossiblethat if therewasa
stock offering to raise capital, that none of that
money could have been earmarked to the pension fund,
correct?

A. | don't know. It could be conceivable
al of it was earmarked for the pension fund, but |
doubt either -- either extreme | would doubt.

Q. But there's nothing in the application or
anything in this record that would lead you to be
able to point to it and say this stock offering

raised money that went to fund a pension asset.

A. Not that I'm aware of.

Q. Now, you indicated that the other
contribution is through officers, company management.
To the best of your knowledge, does the cost of
officers through salary and benefits, is that passed
on to ratepayers in the form of the ratesthat are

paid?
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20 A. Wiédll, to the extent that the -- yes, with

21 aaquadlification. Corporate officers and corporate

22 overhead is allocated among subsidiaries, whether or
23 not those dollars are actually collected in ratesis

24 afunction of when the rates were last set and what
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the allowed levels of cost were in the rates.

Q. Butif we go back to the '93 case, to the
extent that the company reached an agreement, you
would agree with me that the company was willing to
accept that whatever rates came out of that case
provided sufficient revenues that the company was
satisfied, correct?

A. Wadll, | think | testified earlier it was
my knowledge that was a settlement and a settlement

ISjust that, it's a settlement, it doesn't -- |
don't think there's any admission by the company that
they were satisfied with the results and it covered
al of their costs. | wasn't there, | wasn't part of
the settlement, but I'm sure that they did not
stipul ate as to whether they were satisfied or not.
Q. Isit your understanding that the 1993
rate case settlement was a black-box settlement?
A. | have heard that, yes.

Q. What'syour understanding of what a
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20 black-box settlement is?

21 A. Wédll, there's-- | don't know that

22 there'sadictionary definition or atechnical

23 manual, but the black-box settlement typically

24 involves a settled cost of service and it may specify
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1 certain elementsthat were relied upon in arriving at

2 that such asrate of return or rate base or cost of

3 savice.

4 But typically it's a settled number that

5 producesratesand it may or may not be disclosed
6 depending on the jurisdiction.

7 Q. Soit'ssafeto say that you can't go

8 back in the black-box settlement and point to any
9 dollars and say "the settlement specifically did

10 this" unless the settlement had particular language
11 that explained that, right?

12 A. Weél, | think | testified that the

13 settlement was crafted along the lines of the staff
14 report in the 1994 case and '93 case.

15 Q. But you didn't verify that by going back
16 and looking at the staff report yourself.

17 A. Wdl, | didn't, but | wasinformed by

18 company personnel that it generally followed the

19 linesand | had no reason to doubt the company
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20 personnel, and certainly if that were not true, |
21 wouldn't testify to that.

22 Q. But you didn't go back and check the
23 stipulation, the order, or the staff report to

24 confirm what Mr. Murphy told you.
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1 MR. KUTIK: Objection; asked and
2 answered.
3 EXAMINER FARKAS: I'll allow it.

4 A. Asl answered before, | did not.

5 Q. Okay. Now on page 5 of your testimony,
6 line 11, you say "To the extent that pension-related
7 costs were an expense rather than a credit prior to
8 DEO'slast rate case." Do you know if the

9 pension-related costs were an expense prior to the
10 last rate case?

11 A. Widll, | don't know when, but I'm sure at
12 some point in time they were a positive expense.
13 Q. But asof December 31st, 1993, the

14 pension asset had a positive amount in it, correct?
15 A. It had apositive amount just short of

16 $25 million as of December 31st, 1993.

17 Q. Sowhen you say to the extent that there
18 was an expense, you're saying to some period prior to

19 '93 when that 25 million was not a positive number.
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20 A. The $25 million pension asset was the

21 balance as of December 31st, 1993, and sometime
22 prior to that pension expense was probably positive,
23 yes.

24 Q. Andwe don't know that because the
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1 company couldn't find those records to demonstrate at

2 what point in time it was determined, correct?

3 A. That'swhat | testified to.

4 Q. Now, online 18 of your testimony, page

5 5, you say "DEO has not made a cash contribution."
6 There's been no cash contribution from either

7 ratepayers or shareholders, correct?

8 A. Weéll, the sentence says that DEO's not

9 made a cash contribution since 1992,

10 Q. Andwhen you say "cash contribution”

11 there, you mean from either shareholders or

12 ratepayers, correct?

13 A. Widll, the cash contribution would have
14 come from Dominion's bank accounts and gone into the
15 plan. Now, the source of that cash, | think I've

16 aready said, we do not trace the source of cash.

17 Q. Okay. Now, on page 6 of your testimony
18 you describe what you're calling awindfall on line

19 9. Canyou define for me what you mean by a
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20 windfal?

21 A. Wdl, | defineit in the testimony

22 itself. | smply said that the ratepayers have

23 received $77.5 million which isa $6.2 million credit

24 over those 12-1/2 years.
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1 Q. Andwhat you did isyou multiplied that

2 6.2times12-1/2 to get the 77-1/2 million?

3 A. |did.

4 Q. Could awindfal like that work in the

5 opposite direction where it was awindfall for

6 shareholders?

7 A. Wadll, it could, but it hasn't.

8 Q. Soitispossiblethat the windfall could

9 work for either ratepayers or shareholders.

10 A. WEéll, to the extent that rates are set

11 that include a pension expense that is greater than
12 it turnsout to be needed in subsequent yearsif the
13 rates are still in effect, then you perhaps could

14 overcollect if you were tracing dollars, but we don't
15 trace dollars because we collect rates on an

16 aggregate cost-of-service basis.

17 Q. Andyou say you don't trace dollars, you
18 doitinthe aggregate, so if you were to take this

19 windfall that you identify and look at it in the
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20 aggregate, there's no way to identify awindfall.

21 What you've doneis you've specifically picked one
22 item, correct?

23 A. | picked oneitem, yes.

24 Q. Now, I think you answered this, but just
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1 sowe'reclear, inyour calculation of the windfall

2 you didn't consider any other expenses or revenues
3 other than just the 6.2 million with the pension

4 asset, correct?

5 A. Waéll, | said that in theory they have

6 received acumulative credit, but I've already

7 testified that | didn't factor in any other revenues

8 or expenses.

9 Q. Now, does the amount of the pension

10 expense recognized in rates by the PUCO affect
11 Dominion's treatment of the pension expense for
12 financial reporting purposes?

13 A. I'msorry, | didn't hear. Therewasa

14 lot of --

15 Q. Sure. No problem. I'll repeat it. Does
16 the amount of the pension expense recognized in rates
17 by the PUCO affect Dominion's treatment of the
18 pension expense for financial reporting purposes?

19 A. For financial reporting purposes the
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20 company follows FAS 87 and FAS 158.

21 Q. So that meansthat the amount of the

22 pension expense recognized in rates by the Commission
23 isn't necessarily the same as the pension expense for

24 financial reporting purposes, correct?
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1 A. For financia reporting purposes the

2 company follows FAS 87 and FAS 158, but they don't
3 follow the Commission-prescribed treatment for

4 financial reporting purposes.

5 Q. Now, if wewerein asituation where

6 instead of a pension asset being overfunded it was

7 underfunded, isit your belief that the company would
8 Dbeincluding an amount in the rate case to alleviate

9 the underfunding?

10 A. Yes.

11 Q. That would be the normal processfor a

12 utility like Dominion, correct?

13 A. It would be normal to include a positive

14 pension expensein the cost of service, yes.

15 Q. Andthat inturn would flow throughin

16 theform of ratesthat were paid by customers,

17 correct?

18 A. Presumably.

19 Q. Areyou aware of situations where
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20 companies have issued stock in order to raise capital
21 tofund apension rather than trying to recover those
22 coststhrough rates to customers?

23 A. I'm not aware of any specific issuance,

24 but generally securities issuances or shelf filings
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are done to raise cash for general corporate purposes

and that's afairly normal type of issuance.

Q. Andif acompany does a general issuance
like that, they wouldn't specifically identify what
the purpose of the cash that was being raised would
go to, do they?

A. They could.

Q. Areyou awareif since '93 -- scratch
that.

Areyou aware if Dominion has ever done
an offering like that where they specifically
Identified the pension asset as the source for the
funds that were being raised?

A. I'm not aware of a specific case that
would raise money specifically through a pension
asset.

Q. Isthat in genera or just for Dominion?

A. Ingenera. | can't cite acasefor you.

MR. SERIO: Your Honor, | think that's
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20 al | have.

21 Thank you, Mr. lves.

22 THE WITNESS:. Thank you, Mr. Serio.
23 EXAMINER FARKAS: Staff.

24 MR. REILLY: Thank you, your Honor.
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1 CROSS—EXAMIN:'?’ION

2 By Mr. Reilly:

3 Q. Good morning, Mr. Ives.

4 A. Good morning.

5 Q. My nameis Steve Reilly. I'm hereon

6 behalf of the staff of the Commission.

7 A. Good morning, Mr. Rellly.

8 Q. Good morning. | just have afew

9 questionsfor you.

10 Are you aware that the staff filed the
11 Staff Report in this case?

12 A. Yes.

13 Q. Haveyou reviewed that Staff Report?
14 A. 1did.

15 Q. Didyou review the Staff Report with
16 regard to the pension provision in the Staff Report?
17 A. 1did.

18 Q. Okay. I'dliketo--

19 MR. SERIO: Y our Honor, before Mr. Reilly
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20 goes any further I'd like to make amotion to

21 preclude cross-examination on what's in the Staff

22 Report because Mr. Ives had an opportunity in his
23 direct testimony to comment on the Staff Report and

24 didn't doit. Anything that's elicited on
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cross-examination regarding the Staff Report the

company could have put in the Staff Report [sic],
they chose not to, so it's not even appropriate
rebuttal testimony.

That's something that the company should
have done directly or should have done in response to
the Staff Report itself and they didn't do so.

MR. REILLY: Actudly, I'mjust setting a
foundation.

MR. KUTIK: Well, as afactual matter,
Mr. Ives testimony was filed with the application
before the issue was in the Staff Report.

EXAMINER FARKAS: I'll allow the
guestion.

MR. REILLY: Thank you, your Honor.

Q. (By Mr. Reilly) Mr. lves, could | direct

you to page 20 of your testimony, question and answer
33. And would you review those two for me, please,

guestion and answer 33.

file:///A|/EastOhio-V ol %2011 .txt (85 of 590) [8/8/2008 9:08:26 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 EXAMINER FARKAS: Let's go off the record
21 for asecond.

22 (Discussion off the record.)

23 EXAMINER FARKAS: Okay. We can go back

24 on the record.
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1 MR. REILLY: Thank you, your Honor.

2 Q. Mr. lves, have you had an opportunity to

3 review question and answer 33 in your written direct
4 testimony?

) A. Yes.

6 Q. Online 21 you begin talking about an

7 dternative; do you seethat? You begin it with

8 "Alternatively."

9 A. Yes.

10 Q. Isthat alternative that you discuss

11 beginning with the word "aternatively” on line 21,

12 isthat the way the Staff Report recommended handling
13 the pension expense?

14 A. Yes, my recollection of the Staff Report,

15 it recommends including the pension asset in the rate
16 base along with the accumulated deferred income

17 taxes. It wasabout a $600 million, $600 million

18 plus asset, and the $200 million accumul ated deferred

19 income taxes were incorporated in staff's rate base,

file:///A|/EastOhio-V ol %2011 .txt (87 of 590) [8/8/2008 9:08:26 AM]



file:///A)/EastOhio-V ol %20l .txt

20 and the cost of service reflected the pension credit

21 of approximately $50 million.

22 Q. Inyour opinion was staff's handling of

23 staff's proposed or recommended method for handling

24 the overaccrual of a pension expense consistent with
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generally accepted accounting principles?

A. Wdll, | believe the staff followed
Financial Accounting Standard 87 in terms of
developing the -- including the level of expensein
the pension asset and the accumulated deferred taxes.
FAS 87 states that you should provide accumul ated
deferred taxes on the asset, so from that perspective
staff took that approach.
Q. Doyou believe that staff's recommended
approach is also consistent with FAS 1587
A. Wiédll, | don't think it's inconsistent
with FAS 158. FAS 158 goesto -- primarily goesto
financia statement presentation of the pension asset
rather than the computation of the expense in the
asset itself.
MR. REILLY: Thank you, Mr. lves.
THE WITNESS. Thank you.
MR. KUTIK: Your Honor, just afew

guestions.
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20 ---

21 REDIRECT EXAMINATION

22 By Mr. Kutik:

23 Q. Mr. lves, your recommended treatment of

24 the pension expenseisto set it to zero. Your
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recommended treatment of the pension asset isto not

include it in rate base nor to adjust ADIT for
pension related -- pension-related ADIT, correct?
A. Yes. My proposed treatment would have,
in effect, not recognized any of those three
elements, the negative pension expense would be
zeroed out, the pension asset would not be recognized
in rate base, nor would the accumul ated deferred
Income taxes.
Q. Now, the staff, staff's recommendation,
IS recognize the pension expense credit, recognize
the pension asset, and also adjust for the
pension-related ADIT, correct?
A. That's correct.
Q. Areboth proper waysto treat the pension
Issue for rate-making purposes?
A. Yes, they are. They're both -- they are
both proper ways because they both are symmetrical in

that they recognize all three elements of the
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20 expense, the asset, the accumulated deferred taxes,
21 and they have been handled by various regulatory
22 commissionsin either way.

23 Q. You mentioned that it was symmetrical,

24 both treatments. Why is symmetry important?

file:///AJ/EastOhio-Vol%2011.txt (92 of 590) [8/8/2008 9:08:26 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

10

11

12

13

14

15

16

17

18

19

47
A. Waéll, if you are going to recognize

deferred taxes in the rate base, for example, the
ratepayers should be bearing the expense aswell in
the cost of service. So if you recognize deferred
taxes in rate base, you should also recognize the
asset itself because the deferred taxes relate
directly to the rate base.

Q. Now, Mr. Serio asked you a series of

guestions about where the pension asset may have come
from; do you remember those questions? Did

ratepayers contribute, did shareholders contribute,

so forth.

A. Yes.

Q. Isthat arelevant determination with
respect to the proper issue of these pension issues
for rate-making purposes?

A. No. | don't think it's relevant because
we don't track the funds, as | testified.

Q. Mr. Serio also asked you a question about
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20 whether if the pension was underfunded and there was
21 apension expense, that ratepayers would be expected
22 to pick up that expense; do you remember that?

23 A. Yes

24 Q. Why isn'tit the case, then, that in a
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1 situation where the pension expense is anegative, in

2 other words that it generates revenues, that

3 ratepayers shouldn't get credit for that?

4 A. Waéll, the problem with it isit createsa

5 deficiency in cash flow for the company in collecting
6 itscost of service. If you put a$53 million -- a

7 $50 million credit in the cost of service, the

8 company is not able to collect those funds to cover
9 all the other elements of its cost of service and its
10 capital needs.

11 Q. Why isn't the company able to collect

12 those funds or use those funds?

13 A. Because under pension law, as|'ve

14 testified in my written testimony, there's no access
15 tothefunds. You can't dip into the corporate

16 pension fund to -- for any other purposes.

17 Q. That pension law that you referred to, is
18 that ERISA?

19 A. That isERISA.
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20 MR. KUTIK: May | have one moment, your
21 Honor?

22 No further questions.

23 EXAMINER FARKAS:. Mr. Serio.

24 MR. SERIO: Thank you, your Honor.
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1 RECROSS-EXAMINATION

2 By Mr. Serio:

3 Q. Mr. lves, you just indicated that where
4 the pension asset came fromisirrelevant. Isthat
5 what you said?

6 A. | said because we don't track -- we don't
7 track the funds.

8 Q. Ifit'sirrelevant, why did you mention

9 on numerous occasions in your testimony that it
10 didn't come from ratepayers?

11 A. Because ratepayers are receiving credit
12 inthe cost of service since 1994.

13 Q. But you indicated that that's based on
14 looking at asingle issue and not looking at the
15 total, correct?

16 A. Wadll, | said that it was an element of
17 the cost of service that was settled in 1994.

18 Q. Under your recommendation or the staff

19 recommendation shareholders would receive areturn on
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20 the pension asset itself; would they not?

21 A. Wiédll, they would receive areturn, but it
22 would compensate for the fact that there was a
23 $50 million credit flowing through the cost of

24 service.
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Q. To the extent that you cannot point to

anything that shows definitively that shareholders
contributed, why isit appropriate to allow
shareholders to receive areturn on funds?

A. Weéll, it's appropriate so that the cash

flow needs of the company are met. | just said we're
flowing through a credit and the cost of service for
$50 million, the company has no access to the fund,
it cannot, under ERISA law, raiseits pension fund to

recoup that, so the pension isreally a one-way

street. Y ou put money into the fund, but you can't
takeit out.

So one method of treating that isto

include the pension asset and the accumul ated

deferred pension in rate base along with the

inclusion of the negative expense.

Q. Isthe company entitled to afull return
on that pension asset that is a one-way funding?

A. Yes.
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20 Q. They are. Would they have to issue stock
21 onthat?

22 A. | don't know.

23 MR. SERIO: That'sal | have, your

24 Honor. Thank you.
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1 Thank you, Mr. Ives.
2 MR. REILLY: | have nothing further, your
3 Honor. Thank you.
4 EXAMINER FARKAS: Thank you.
5 MR. KUTIK: Your Honor, at this point the

6 company moves for the admission of Dominion Exhibit

7 8.0.

8 EXAMINER FARKAS: Any objection?

9 MR. SERIO: No, your Honor.

10 EXAMINER FARKAS: Okay, then it will be
11 admitted.

12 (EXHIBIT ADMITTED INTO EVIDENCE.)

13 EXAMINER FARKAS: You're excused.

14 THE WITNESS. Thank you.

15 (Witness excused.)

16 EXAMINER FARKAS: Why don't wetake a

17 ten-minute break.
18 MR. KUTIK: Certainly.

19 (Recess taken.)
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20 EXAMINER FARKAS: Let'sgo back on the
21 record.
22 MR. KUTIK: The company for its next

23 witnesscalls Tim C. McNuitt.

24 EXAMINER FARKAS: Raiseyour right hand.
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(Witness sworn.)

EXAMINER FARKAS: Y ou can be seated.
Y ou may proceed.

MR. KUTIK: Thank you.

TIMOTHY C. McNUTT

being first duly sworn, as prescribed by law, was

examined and testified as follows:

DIRECT EXAMINATION

10 By Mr. Kutik:

11

12

13

14

15

16

17

18

19

Q.

A.

Q.

Please introduce yourself.
Timothy C. McNuitt.

Mr. McNutt, do you have before you DEO

Exhibit 10.0 and 10.17?

A.

O

>

> O

Yes, | do.

What are those documents?
Thisis my direct testimony.
And Exhibit 10.1?

Ismy --

file:///A|/EastOhio-V ol %2011 .txt (103 of 590) [8/8/2008 9:08:26 AM]



file:///A)/EastOhio-V ol %20l .txt

20 Q. Isyour supplemental?

21 A. It'smy supplemental testimony, yes.

22 Q. Do you have any additions or corrections

23 to make to those documents today?

24 A. No, | do not.
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Q. If | asked you today the questions that

[ —

2 appear in these documents, would your answers be the
3 same as appear in these documents?

4 A. Yes, they would.

5 MR. KUTIK: | have no further questions.
6 EXAMINER FARKAS:. Mr. Serio.

7 MR. SERIO: Thank you, your Honor.

8 .-

9 CROSS-EXAMINATION

10 By Mr. Serio:

11 Q. Good morning, Mr. McNuitt.

12 A. Good morning.

13 Q. Inyour prefiled direct testimony it

14 indicates that you're currently the Director, Gas

15 Operations - Planning & Asset Utilization; is that
16 correct?

17 A. That's correct.

18 Q. And how long have you held that position?

19 A. I'vebeeninthat role since April of
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20 thisyear, 2008.

21 Q. Andin that current position your

22 responsibilitiesinclude repair, replacement,

23 maintenance of Dominion's infrastructure, their

24 pipeline, correct?
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1 A. Not exactly. I'm responsible for our

2 capital budget and our centralized planning

3 organization along with program development in our
4 implementation group.

5 Q. Your responsibilities with the budgeting

6 would include how much you budget to have available
7 for the next year for pipeline repair and

8 replacement, correct?

9 A. That's correct.

10 Q. And you base those budgetary projections
11 inpart on what you've experienced in the recent

12 past, correct?

13 A. We build our budget based on leak history
14 on our facilitiesfor repair or replace, which you

15 reference. We also base it on the number of pending
16 leaksthat we have on our system. We aso look at
17 customer outages, heat tapes that we install on an

18 annual basis, those items al factor into the budget

19 amount that we have for replacement of our
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20 infrastructure.

21 Q. And all of those efforts are donein an
22 effort to ensure that the system remains safe and
23 reliable, correct?

24 A. That's correct.
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1 Q. Now, prior to your current position what
2 position did you hold?
3 A. | wasthedirector of Gas Planning &

4 Asset Optimization | think was thettitle. It was

5 just alittle bit different than the one | have right

6 now.

7 Q. And how long did you hold that position?
8 A. | wasinthat position from April of 2006
9 wuntil April of thisyear.

10 Q. Now, did your duties as the director of

11 GasPlanning & Asset Optimization, were they similar
12 tothe duties you have now?

13 A. There were some similarities, but | also
14 had some different thingsin that role. | had our
15 transmission pipeline integrity organization at that
16 timewhich isdifferent, that group doesn't exist in
17 our new organization.

18 Q. Wereyou still responsible for budgeting

19 efforts with regards to the funds that would be
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20 availablefor pipeline repair and replacement?
21 A. Inthejob that | had from April of 2006
22 until April of 2008 | was not directly responsible
23 for the overall capital budget, no.

24 Q. Wereyou involved in any of those efforts
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1 eventhough you weren't responsible for them?

2 A. Yes | was,

3 Q. And to the extent that you were involved,
4 you provided input so that the ultimate budget still
5 reflected sufficient funding to make whatever repairs
6 and replacements were necessary to ensure that the
7 system remained safe and reliable, correct?

8 A. Intherolethat | had from April of 2006

9 to 2008 | wasn't directly involved with the

10 distribution replacement capital budget and the
11 development of that budget. | wasinvolved with
12 other portions of our budget on the transmission,
13 storage, gathering, and compressor side of our

14 business more so, and transmission pipeline

15 integrity.

16 Q. Okay. Prior to April '06 what was your
17 jobtitle?

18 A. | wasthe manager of Gas Planning prior

19 tothat period.
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20 Q. Andfor what period of time did you have
21 that position?

22 A. | wasinthat role from, it was July of

23 2003 until the April of 2006.

24 Q. Andwhat wasthe -- what were your duties
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as Manager of Gas Planning?

A. Inmy role asthe manager of Gas Planning
| had our system planning group which did -- does our
hydraulic modeling of our system to ensure that we
have enough gas at the customer's burner tip. So we
have avery extensive hydraulic model that we can run
that we can simulate situations on our system to
determine whether or not we'll be able to provide
reliable service to our customers.

Q. Did the hydraulic modeling, was that al'so
used in determining leak rates or identifying problem
areas with the distribution system?

A. The hydraulic model does not identify
leak rates, but it does identify problems on our
system. For instance, if we have an areathat, you
know, we can run temperature simulations on our
system, if we have an area that because of maybe
growth in the area or some other things that have

occurred that the model would show us that we would
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20 have trouble serving those customers on, you know, a
21 cold day in the winter.

22 S0, you know, we use the modelsto help

23 usidentify those types of problems, but it does not

24 identify the leak rates and leaks. That's not what
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the hydraulic model isfor.

Q. Okay. Then prior to being Manager of Gas
Planning what was your position?

A. | wasthedirector of Gathering
Operations for Ohio at that time.

Q. And can you explain to me what the
director of Gathering Operations for Ohio involved?

A. Inthatrolel wasresponsible for all of
East Ohio's gathering pipeline system, which
gathering pipelines are the pipelines that producers
feed their gas into and then they flow from our
gathering system into our transmission system,
Inevitably the transmission system to the
distribution system to the customer, and | was
responsible for al of our gathering operationsin
Ohio.

| had our Cambridge operation that

reported directly to me, it was an operating

operation, field operation, and | was the point of
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20 contact with the producing community in the state of
21 Ohiointhat role.

22 Q. Andwhen did you begin that position?

23 A. It was sometime either early in 2000 or

24 sometime in 2000 or around that period of time.
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Q. Okay. Sothenif | goto your testimony

[ —

2 on page 2, you indicate ultimately in 1998 you became
3 responsible for all design, construction, and

4 corrosion functions. That's the position you held

5 prior to being Director of Gathering Operations?

6 A. That's correct.

7 Q. Okay. And the position that you had in

8 1998, was there a specific title?

9 A. You know, Mr. Serio, | don't remember the
10 exacttitlel had.

11 Q. That'sfine. Not necessary.

12 The position that you held from '98 to

13 2000 where you were responsible for the design,

14 construction, and corrosion functions, that means
15 that part of your job involved keeping track of leak
16 rates, identifying pipe that needed to be

17 repaired/replaced; isthat correct?

18 A. | mean, generally speaking that's what |

19 wasresponsiblefor. Insummary, we didn't
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20 necessarily track leak rates, but we kept a close eye
21 onleaksin particular areas where our field

22 operations would identify that we were having

23 problemsin an area so that we would ook

24 specifically at those areas using the leak system
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where we document all of our leaks and that would,

you know, drive, you know, repair/replace type
decisions on our system.

Q. At the bottom of page 2 you summarize
your current responsibilities saying "In short, my
job is to determine what the company needs to do to
maintain a safe and reliable system.” Do you see
that?

A. | do.

Q. Would you agree that today Dominion's
distribution system is safe and reliable?

A. Yes, itissafe; however, when you start
looking at the facts of our system, and it's
important to outline -- when you start looking at the
facts, you know, alot of timesit's good to be No.

1, but unfortunately East Ohio right now isNo. 1in
acouple of categories, particularly we have over
3,800 miles of bare pipe in our system which ranks

No. 1 in the entire nation.

file:///A|/EastOhio-Vol %2011 .txt (119 of 590) [8/8/2008 9:08:27 AM]



file:///A)/EastOhio-V ol %20l .txt

20 The other fact iswe had, in 2006 we had

21 over 3,300 corrosion leaks that we fixed which also
22 wasNo. 1inthe country asfar as corrosion leaks
23 are concerned.

24 When you look at our infrastructure, we
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1 have 1,150 miles of pipe that was installed before

2 1940. We have 1,900 miles of pipe that wasinstalled
3 before 1950. And when you look at our leak rates,

4 our leak rates for corrosion have actually increased

5 overthelast five years.

6 So on our system what we're literally

7 looking at hereisthat unless we start to do

8 something proactively to address thisleak activity,

9 because the science of corrosion leaks on pipelines
10 isoncethey start to leak, that rate's going to

11 probably increase exponentially, and when you look at
12 our leak rates on our system, they are below our peer
13 group, and we're really proud of that fact because we
14 worked real hard to get to that point.

15 But when you look at the facts about our

16 system, the amount of bare pipe that we have, the

17 amount of leaks that we have, we're going to have to
18 do something proactively to address that issue, and

19 wethink that this program will allow usto address
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20 thoseissues.

21 MR. SERIO: Your Honor, | asked if the
22 system was safe and reliableand | got a

23 regurgitation of the entire testimony. | understand

24 an expert witness getsto explain his answer, but it
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seems to me"lsthe system safeand isit reliable

today" are questions that can be answered with ayes

or no.

MR. KUTIK: Safety and reliability is

hardly reduced or reducible to a one-word answer.

stand.

EXAMINER FARKAS: I'll let the answer

Q. So areyou saying that the system is not

reliable today?

A.
Q.
A.
Q.
correct?
A.
Q.

A.

Q.

The system isreliable.
Today.
It istoday, yes.

System was safe and reliable yesterday,

Yes, it was.
It was safe and reliable a year ago.
Yes, it was.

It was safe and reliable back in 1998

19 when you became responsible for all design,
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20 construction, and corrosion functions, correct?

21 A. Correct.

22 Q. And it wassafe and reliable to the best

23 of your knowledge continuously from 1998 through the

24 present, correct?
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1 A. That'scorrect. However, what we're
2 looking at going forward is --
3 MR. SERIO: Y our Honor, my question was

4 through today. | didn't ask him about tomorrow yet.

5 EXAMINER FARKAS: Answer the question.
6 THE WITNESS:. Ask the question again,

7 please.

8 (Record read.)

9 A. Andl| said correct. | said however, what

10 we're concerned about is the leaks are going to

11 increase exponentially and when you look at the

12 amount of bare pipe we have and the amount of

13 corrosion leaks we have, unless we start doing

14 something to address those issues, you know, we're

15 going to end up with alot of leaks and it's going to

16 bevery difficult for usto manage those leaks, it's

17 going to beincreased O&M to manage the leaks, and it
18 also potentially in the future puts the safety and

19 reliability of our system potentially at risk.
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20 Q. You havetoday corrosion and leak

21 problems, correct, on the system?

22 A. | wouldn't say that we have problems. We
23 have corrosion and leaks just like every other

24 operator who has bare pipe in the ground, and we
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manage those leaks, you know, effectively right now.

Q. Andyou manage them by either repairing
the leaks, replacing the pipeline or, if aleak is
not severe, by ssmply monitoring it, correct?

A. That's correct.

Q. And that's what you've done, to the best
of your knowledge, since 1998, correct?

A. That's correct.

Q. Andyou've been able to manage the leaks
that have occurred or that you anticipate are going
to occur through your regular pipeline maintenance,
repair, and replacement efforts, correct?

A. Tothefirst part of the question you
asked that's correct, in the past we've been able to
manage.

Q. Okay.

A. | mean what we're concerned about going
forward is, and that's the second part of your

guestion --
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20 MR. SERIO: | didn't ask him about going
21 forward yet.

22 EXAMINER FARKAS: I'll allow himto
23 continue his answer.

24 A. The second part of your question was
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going forward and that's the part that we're

concerned about, because again, when you look at how
much bare pipe we have, how many active leaks that
we've had from a corrosion standpoint, you know the
science of corrosion isit's only going to expedite,

and we had a study done by Black & Veatch that points
clearly to that fact that the science of corrosionis
that once the pipes start to leak, then they're going
to increase and it's going to increase exponentially.

What we're concerned about is that when

that starts to increase exponentially, you know, the
management of that leak backlog could be challenging
from a resource standpoint for East Ohio and it
potentially at that point puts our system at risk

from areliability and safety standpoint.

Q. Youjustindicated astudy by Black &

Veatch. Isthat the same Black & Veatch that

Mr. Ives used to be employed by?

A. lthinkitis, yes.
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20 Q. Now, one of your current dutiesis

21 projecting budgetsinto the future, correct?

22 A. That's correct.

23 Q. The budget that you've projected for the

24 next year, isit sufficient to make sure that you can
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1 repair and replace pipeline that needs to be repaired

2 or replaced in order to maintain asafe and reliable

3 system for the next year?

4 A. For the next year, yes.

5 Q. And do you project budgets more than one

6 vyear into the future?

7 A. Typicaly we budget five years out with

8 our budget plan, our capital budget plan.

9 Q. Andisyour budget for the next five

10 vyears as planned sufficient to provide a safe and

11 reliable system through the repairs and replacements
12 you've built into the budget plan?

13 A. Theanswer isyes, if we would continue

14 inthe same reactive mode that we're in right now in
15 managing safety and reliability on our system. What
16 we've been doing, you know, over my career at the gas
17 company iswe react to problems that we have on our
18 system and | think we can show that we've done a

19 really good job of that at East Ohio.
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20 MR. SERIO: Your Honor, | asked if the

21 budget for the next five yearsis sufficient. He

22 answered "yes."

23 EXAMINER FARKAS: Just try and answer the

24 question the best you can.
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1 MR. KUTIK: Can hefinish his answer,

2 though, because he was answering the question?

3 EXAMINER FARKAS: | think -- he can

4 continue his answer.

5 Why don't we go on to the next question.

6 Q. Now, you're familiar with the operation

7 and maintenance procedures that Dominion employs
8 today to address any corrosion problems that you find
9 ontheinfrastructure, correct?

10 A. That's correct.

11 Q. And those procedures are done in order to
12 make surethat if you identify leaks or corrosion

13 problems, you can repair or replace the pipeline

14 that's causing that problem, correct?

15 A. AsK that question again, please.

16 (Record read.)

17 A. That's correct.

18 Q. Sotothe best of your knowledge today,

19 Dominion has engaged in operation and maintenance
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20 procedures that make sure that the pipeline,

21 Dominion's pipelinetoday isin compliance with
22 Department of Transportation pipeline safety

23 requirements, correct?

24 A. Absolutely.
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Q. Andwhen we say "Department of

Transportation,” we're talking about the United
States Department of Transportation or the Ohio
Department of Transportation?

A. That would be the federal Department of
Transportation minimum pipeline safety regulations |
think you're probably referring to.

Q. So anything in your testimony when you
say "DOT," we can assume that means United States

Department of Transportation.
A. That'scorrect.

EXAMINER FARKAS: Just for the record,
can you state, when you say "bare pipe," what you
mean by that?

THE WITNESS. Bare pipeis stedl pipein
our system that doesn't have any protective coating
on it, versus a coated pipe which isapipein the
ground that has a protective coating on it that

protects it from the environment that it'sin.
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20 An example would be your car. Y ou know,
21 your car's painted to keep it from rusting. If you
22 get achip inthe paint, then it potentialy rusts at
23 that point. A bare pipe has no protective coating on

24 it at al soit has -- the full surface of the pipe
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1 isexposed to the environment it'sin.
2 EXAMINER FARKAS: Thank you. Go ahead.
3 MR. SERIO: Thank you, your Honor.

4 Q. Youindicated that you're responsible for

5 the budgeting that goes on, correct?

6 A. That's correct.

7 Q. And can you tell me how much is budgeted
8 for the next year to do repair and replacement of any
9 infrastructure that would cause leaks or that might
10 not be safe and reliable pipe?

11 A. | mean, | think the numbersarein the

12 interrogatories we provided. | don't have those

13 numbers memorized.

14 Q. Canyou give me aballpark what those

15 numbers might be?

16 A. Again, | don't have those numbers

17 committed to memory. | mean, they'rein the

18 documents| know that we've provided.

19 Q. Andcanyoutel me, if you remember, is
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20 the amount that's included in the budget projected to
21 increase over the next five years?

22 A. Inour current plan if we stay the course

23 with our reactive mode, those numbers are relatively

24 flat as we project them out, working our planin a
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1 reactive mode.

2 With the pipeline infrastructure program

3 that we're proposing, obviously there would be a

4 significant increase in our capital plan if we move

5 forward with that program.

6 Q. So based on your budgeting with a

7 relatively flat projection going forward for the next

8 fiveyearsyou believe that the company would be able
9 to maintain asafe and reliable system continuing

10 aong the same path that you've used today,

11 yesterday, and in the recent past, correct?

12 A. That's correct. However, when we look at
13 our budget, we're projecting five years out, and when
14 you're dealing with a pipeline infrastructure that's

15 buried and you're kind of reacting to what you find
16 onany givenday in any given year, | think what

17 we'vesaid al alongisif our system would change or
18 wewould see an increase in certain leak activity, we

19 would have to increase, you know, our capital budget
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20 inthose areas to be able to react to that.

21 So it'svery reactionary and, | mean, you
22 can't really predict exactly from year to year, you
23 know, what that reaction's going to be, but

24 Dominion's committed to spending the money necessary
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1 to maintain, you know, areliable -- safe and

2 reliable system in areactive mode.

3 Like you said, if we would change and go

4 more proactive, which is what the PRO program really
5 proposesto do, you know, there would be a ramping up
6 of our capital spend and resources required to

7 accelerate and become more proactive with our

8 replacement activity.

9 Q. Isthisreactive mode something new today

10 oristhat the way you've been operating in the past?
11 A. Pretty much my entire career, you know,

12 we've been in areactive mode and we've been really
13 good at it in maintaining safe and reliable service.

14 Q. So based on your past experience with

15 reactive mode, that's helped contribute to your

16 projections of what you'll need to bein areactive

17 modein the future, correct?

18 A. That's correct.

19 Q. Sowhen you say that the next five-year
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20 budget isjust aprojection, it's a projection based
21 onyour experience of what you've done in the past
22 and how that past projection matched up against
23 actuals, correct?

24 A. Generdly that's correct.
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1 Q. Now, on page 5 of your testimony you

2 identify alarge number of Grade 1 leaks that

3 occurred from 2000 to 2007. Y ou indicate that
4 99 percent were repaired within 24 hours.

5 A. That's correct.

6 Q. And that's based on your reactive mode as

7 you've operated under in the past, correct?

8 A. That's correct.

9 Q. And then you also indicate alarge number
10 of Grade 2 leaks and that 99.99 percent of those were
11 repaired between 6 and 15 months after identifying
12 theleak, correct?

13 A. That'scorrect. And that'sacompliance
14 requirement for us.

15 Q. Andthat also is done under your current
16 reactive mode, correct?

17 A. That's correct.

18 Q. And that reactive mode you said, to keep

19 in compliance, means that your reactive mode has been
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20 sufficient to meet al the requirements of the United
21 States Department of Transportation safety rules,
22 correct?

23 A. That'scorrect. Up to thispoint we

24 have -- we maintain our system and meet the
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1 requirementsthat we have. But again, | make the

2 point that when we look at our infrastructure and the
3 amount of bare pipe we have and the amount of
4 corrosion leaks, those two factors are a significant

5 concern for us going forward.

6 MR. SERIO: Could | approach, your Honor?
7 EXAMINER FARKAS:. Yes.
8 MR. SERIO: | think the next OCC exhibit

9 number would be OCC Exhibit 6. 1'd liketo mark for
10 purposes of identification a one-page document in
11 case 07-829-GA-AIR, it'sinterrogatory PIR

12 interrogatory set 2 in 06-169-GA-ALT, question

13 No. 70.
14 EXAMINER FARKAS: It will be so marked.
15 (EXHIBIT MARKED FOR IDENTIFICATION.)

16 Q. Do you have that item that's been marked
17 as OCC Exhibit No. 6, Mr. McNutt?
18 A. That'sthe one you just handed me?

19 Q. Yes, | just handed you.
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20 A. Yeah, I'mreading it.

21 Q. Okay.

22 A. Okay.

23 Q. At the bottom of the response it

24 indicates "Preparer of Response: Tim McNutt."
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1 That'syou, correct?

2 A. That's correct.

3 Q. All right. And it indicatesin your

4 response here that over the last five years Dominion
5 hasreplaced an average of 40 miles of bare stedl,
6 cast iron, and wrought iron pipe per year, correct?
7 A. On average, that's correct.

8 Q. And that average has been based on how
9 much you needed to replace in order to keep the
10 system safe and reliable, correct?

11 A. That's correct.

12 Q. Example, if you would have needed to
13 replace 50 miles ayear, | presume that you would
14 have been replacing 50 miles ayear, correct?

15 A. That'scorrect. If the needs, compliance
16 needs, the leak indications we had, if that's what
17 wasrequired, that's what we would have done.

18 Q. Soyour policy isto do whatever is

19 necessary in order to keep the system safe and
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20 reliable.

21 A. That's correct.

22 Q. Now, on page 9 of your testimony in your
23 answer to question 26 you identify some pipeline

24 there. You identify that there's 3,907 miles of bare
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1 steel pipe; isthat correct?

2 A. That's correct.

3 Q. 35 milesof cast iron pipe.

4 A. That's correct.

5 Q. 78 milesof wrought iron, and 1 mile of

6 copper, correct?

7 A. Correct.

8 Q. And that's the pipe that you've talked

9 about or you have a concern going into the futureis
10 thistotal of these four categories, correct?

11 A. That'scorrect.

12 Q. To the extent that the company's been

13 replacing about 40 miles ayear over the last five
14 vyears, that means that you've been whittling this
15 number down gradually over the last five years,
16 correct?

17 A. That's correct.

18 Q. And, infact, if you were to go back more

19 than five years, you've been gradually whittling that
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20 number down as a matter of routine operation and
21 maintenance every year; isn't that true?

22 A. That would be true.

23 Q. Theonly thing that would vary might be

24 the amount of pipe, correct?

file:///AJ/EastOhio-Vol %2011 txt (150 of 590) [8/8/2008 9:08:27 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

10

11

12

13

14

15

16

17

18

19

76
A. From year to year the amount would vary,

yes.
Q. And that would vary based on how much
needed to be replaced.
A. Agan, it would be driven by our
compliance requirements, you know, the things that we
had in front of usto maintain and operate the
system.
Q. Now, online 10 you identified 35 miles
of bare steel transmission. Isthat included in the
3,907 miles of bare steel on line 6 or isthat in
addition to?
A. No; that'sincluded in that number.
Q. Okay. Now, you've indicated that
Dominion has more bare steel than all but afew gas
companies, correct, in your testimony?
A. Actualy we have more bare pipe in our
system than all companies.

Q. Okay. That'sinthe United States or
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20 Onhio?

21 A. Inthe United States.

22 Q. And despite the fact that you've got more
23 bare steel than anybody else in the country, you've

24 managed to repair or replace any problems that you've
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1 had with that bare steel and are still ableto

2 maintain asafe and reliable system today, correct?

3 A. That's correct. But, however, when you

4 look at, you know, our leak rates, you know, our leak
5 ratesare lower than our peer group. Again, as|

6 stated before, we're proud of that fact. The concern
7 iswhat's going to happen in the future with the leak
8 rates as the bare pipe continues to corrode in the

9 ground.

10 Q. And your concern going forward is for the
11 period more than five years out because at least for
12 the next five years you think that the budgeted

13 amounts that you have could continue to repair and
14 replace pipe and maintain a safe and reliable system,
15 correct?

16 A. That's not necessarily correct. | mean,

17 we aren't sure exactly what's going to happen

18 physically in the ground with our infrastructure

19 tomorrow. | mean, thisincrease in the leak rate
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20 which isthe science of corrosion, you know, it could
21 start tomorrow. It could start ayear from now. It
22 could start five years from now. | think, you know,
23 that's what we're dealing with with our

24 infrastructure.
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Q. But your budget projections are based on

the best available data you have on the science of

corrosion to the best of your ability today, correct?
A. They're based on our historical reactive
approach to maintaining our system.
Q. Soto the extent that you indicate that

Columbia replaced 50 miles of bare steel in 2006,

that's obviously what they determined they needed to

do in 2006, correct?

A. | can't speak for Columbia.

Q. Widl then what does the 50.6 miles
represent in your testimony?

A. Ithinkit'sjust afactua piece of
information that that's how much pipe they replaced.
I'm not familiar with Columbia's operation and, you
know, what their purposes of replacement are.

Q. Soyoudon't know if that 50.6 was done
under the same kind of reactive mode as the one that

Dominion East Ohio operates under, correct?
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20 A. | don't know that for afact, no.

21 Q. For al you know, Columbia could be
22 replacing that bare steel in a proactive manner in
23 2006, correct?

24 A. 1think | canfairly certain answer that
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they wouldn't have been proactive because they'rein

the process of going through the same pipeline
infrastructure rider type application we are to

become proactive, and we have had some discussions
with the Columbia people just about the things that
they're doing in preparation for the program and they
have indicated that, you know, they are ramping up
proactively, and | think they were in more of a
reactive mode like we were in the past.

Q. So based on your discussions with
Columbiaistheir 50.6 a comparable number to your
40 miles over the last five or six years?

A. lwouldsayitis, yes.

Q. Andfor Vectren where you identified
10.5 miles, based on your discussion with Vectren
would you assume that that 10.5 is comparable to the
40 miles that Dominion has replaced over the last
fiveto six years?

A. We have not had any discussions with the
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20 folksat Vectren concerning their numbers. I'm not
21 familiar with the Vectren system.

22 Q. Sodo you know then, could Vectren be

23 doing amore proactive type of replacement than the

24 reactive mode that you indicated that you're doing
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and is your understanding that Columbia's doing?

A. | don't know that for afact, but Vectren
also is proposing a pipeline infrastructure program
to become more proactive and they have that -- |
don't know if it'sfiled, but I think it may be
aready filed.

Q. Sowould that lead you to believe, then,
that the 10.5 is probably a comparable type number,
that that's what they've needed to do to maintain a

safe and reliable system?

A. Likel said, | haven't had any specific
discussions with Vectren, so | can't really respond
to that specifically.

Q. Top of page 10 of your testimony you
indicate that if Dominion continued at its current
rate of 40 milesayear, it would take approximately
89 yearsto replace all the bare steel, cast iron,
and wrought iron pipelines, correct?

A. That's correct.
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20 Q. Andthat is based on the presumption that
21 you would just continue to do the same amount of
22 replacement that you've donein the past and that you
23 wouldn't increase to the extent that you needed to do

24 more than 40 miles ayear, correct?
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1 A. That's the way the math works out. |

2 mean, it wasjust purely a mathematical equation to

3 get to that number of years.

4 Q. Sothereisabsolutely no projection by

5 Dominion that says beyond the current five-year

6 budget cycle you're anticipating only having to

7 replace 40 miles of bare steel pipe ayear based on

8 the current operations of the company, correct?

9 A. | wouldn't say that. When you project

10 thefive-year like you've indicated before, you know,
11 we aren't sure exactly what the system -- how the

12 systemisgoing to react, the issues that we're going
13 to befaced with. | think what we said is every year
14 we reset that five-year plan based on what we know,
15 and things could change tomorrow for us, and then
16 that would change the amount of money that we budget
17 if we stayed in the same mode that we're in right now
18 today.

19 Q. Andif something changed tomorrow, you'd
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20 make an adjustment to the budget in order to deal
21 with that problem, correct?

22 A. Inour reactive mode, that's correct.

23 Q. Now to the extent that you keep

24 indicating that you don't know what's going to happen
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1 tomorrow, you don't know that a piece of pipe will

2 dstart leaking severely tomorrow, and you don't know
3 that it won't; isthat correct?

4 A. That'scorrect. | think, however, when

5 you look at the science of corrosion and it's -- you

6 can't changeit, it'safact that the bare pipes that

7 arein the ground exposed to the environment that

8 they're exposed to, they are going to leak at some

9 point. It'snot amatter of if, it's a matter of

10 when, and sooner or later we're going to have to deal
11 with that through repair or replace.

12 Q. Not all bare steel pipe corrodes at the

13 samerate, correct?

14 A. That's correct.

15 Q. So some could corrode much more quickly
16 than other pipe, and in turn some could corrode much
17 more slowly than other pipe, correct?

18 A. That's correct.

19 Q. Sowhen you can't make a prediction, it's
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20 because each piece of pipeisdistinct and unique

21 based on soil conditions and a bunch of other factors
22 that would affect how it's corroding, correct?

23 A. That's correct. And that's one of the

24 reasons why, you know, we're developing a
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1 prioritization tool which will bring in different

2 factors where we can then prioritize the replacement

3 of the pipe. So you would obviously -- the pipe that

4 leaksthe most, you'd want to fix that first, then

5 over a25-year, you know, time frame the chances are,
6 you know, the pipe that isn't leaking as much today,

7 you know, in year 20, there's areal good chanceit's

8 going to be leaking alot more than it is today and

9 it would be prioritized accordingly.

10 Q. Andyou say it will probably be leaking

11 more, but at some point between year 1 and year 20 if
12 it started leaking more and became a serious problem,
13 you would address it at that point in time, correct?

14 A. That's correct. Wewould dothatina

15 reactive mode. In our proactive mode with, you know,
16 with the tools that we're devel oping where you could
17 prioritize and identify the areas that we're leaking

18 the most, we would change our priorities and schedule

19 accordingly to address that pipe quicker than later.
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20 Q. Soeven under your proposed PIR thereis
21 going to be a certain amount of reactive repair and
22 replacement that would have to go on, correct?

23 A. Correct. | think what we anticipate,

24 though, isthat as you get proactive to your
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replacement you would go after the pipe that leaks

the most early on, and a good example of that was
the, | think it was the expert witness Scott Rubin
that provided testimony for the Consumers Counsel,
he provided a study by Puget Sound which is out on
the west coast and they have a program where they are
working forward to replace al their bare pipe and
their cast iron, and they're | guess about ten years
into the program of prioritizing, and they've seen a
60 percent decrease in the amount of |eaks that they
had.

S0 -- they were prioritized so they were
focusing on the pipe that |eaks the most first and
then over time, you know, you would continually
change your prioritization and your focus to make
sure that you were working the worst first.

Q. Now, the company'sidentified a cost
associated with the PIR, correct, the pipeline

Infrastructure replacement program?
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20 A. That'scorrect.

21 Q. And| think in your testimony on page 12
22 you list some of those estimates.

23 A. Yes.

24 Q. AndI believe on line 19 you say that the
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1 pipeline replacement portion of the program will

2 cogt, | think it's approximately $1.66 million. Do
3 you seethat?
4 A. Yes.
5 Q. Now, you say that that's in 2007 dollars.
6 That'snot thetotal cost of the program at the end

7 of the 25-year period that you're projecting,

8 correct?
9 MR. KUTIK: Just so we --
10 EXAMINER FARKAS: Didyou say "million"

11 or "billion"?

12 MR. SERIO: I'm sorry. Billion. | wish
13 it wasmillion.

14 MR. KUTIK: So do we.

15 Q. Let merepeat that, the 1.66 billion that
16 you identify therein 2007 dollars, that doesn't
17 indicate what the total cost is projected to be at
18 theend of the project, correct?

19 A. The $1.656 hillion is anumber that, at a
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20 high level with the scope that we have right now,
21 identifiesin 2007 dollars what we think the

22 program's going to cost.

23 Q. But you haven't done any projection asto

24 what that dollar amount will be at the end of the
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program; isthat correct?

A. That's correct. And the problem that we
have in projecting those costs is that we're dealing
right now with not a project, we're dealing with a
program and a process we're trying to develop and,
you know, as an engineer, which is my background,
until you get to a specific project level it's
impossible to really refine your cost estimates.

So we're working at a high level with

just a magnitude based on a high-level scope of these
assets in our system that we're working with, and
until we get to a point where you got projects that
you can really estimate, and we'll end up with
thousands and thousands and thousands of projects
that are part of this overall program, it's
Impossible for us to hone in on specific costs for
the program.

Q. Isthere any reason you couldn't factor

inflation into your estimate?
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20 A. We could have factored in inflation. You
21 know, that would have just been a mathematical

22 equation that you would have put in. | mean, we

23 focused on 2007 dollars because we had 2007 type of

24 cost estimates, we knew what it cost us today to do
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the work, and then we used that with the scope that

we identified in arriving at the $1.656 billion.

Q. You useinflation adjustments when you do
your budgeting process, correct?

A. Insomeforms, yes.

Q. Soit would have not been that difficult
to do the same kind of inflationary adjustments to
the cost for the PIR, correct?

A. Potentially we could have done that, yes.

Q. Why didn't you do that?

A. Again, when welook at trying to create
a, just a high-level magnitude of the costs that we
were dealing with, you know, we just didn't feel it
was necessary, when you don't really understand
exactly what the defined scope of the work you're
going to be doing, that that was necessary. | mean,
obviously adding inflation on, you know, that's just
amathematical equation that you could do.

Q. When you do your budgetary projection,
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20 what inflation factor do you use for the budget that
21 you plan out for the next five years?

22 A. | mean, typically we're using 3 percent,
23 | think, plus or minus.

24 Q. Soit wouldn't be unreasonableif |
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1 wanted to do an inflationary adjustment to it to

2 multiply it by the 3 percent annual inflation effect?
3 A. You know, that would be reasonable.

4 Q. Isit possible that the reason that you

5 didn't do theinflationary calculation isthat you

6 wanted to understate the value or the cost of the

7 project --
8 MR. KUTIK: Objection.
9 Q. -- sothat customers might not react more

10 negatively toit?

11 MR. KUTIK: Objection; argumentative.

12 EXAMINER FARKAS: | will alow it. You
13 can answer.

14 A. Yeah; that wasn't the case at all.

15 Again, | think we're working with a program now that
16 we'retrying to identify in scope at avery, very,

17 very high level, and when you start trying to place,

18 you know, specific numbers on exactly what thisis

19 going to cost, we aren't sure exactly what it's going
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20 to cost.

21 There'salot of factors that will come

22 into play as we move forward with the program. Y ou
23 know, for instance we reference | think in my

24 testimony that we have alot of areas where we have
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multiple lines on both sides of the street in

residential areas and we're proposing that we'll be
able to replace it with just one line on one side of
the street, and we've taken a stab at identifying how
often we'll be able to do that.

We think that that's going to be a
significant cost savings in the scope of the program
and we've identified that in the testimony. But we
aren't sure exactly what that's going to entail when

we get into al the details of the projects for the
program.

Q. | believe at the very beginning of the
response to my question you indicated that that was
not the case at all. So you're saying that the
company did not apply an inflation factor and there's
no reason that the company was afraid of what that
total dollar amount would be and letting the public
know that; isthat correct?

MR. KUTIK: Objection. The witness has
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20 dready given hisanswer asto why he did what he

21 did.

22 EXAMINER FARKAS: Asked and answered.
23 Q. Can you point to me anything that the

24 company has done that would let customers know that
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the dollar amount that's estimated does not include

any inflationary effect?

A. I'm not aware of anything we've done to
do that, no.

Q. Now, the 1.66 hillion, that's just to
replace the pipeline that you identified on page 9,
lines 6 through 8 of your testimony, correct? Or 6
and 7 | should say.

A. That's correct.

Q. Okay. Sothat'sthe 1.66 billion. Then
there's another 490 million or half a billion that
you identify and that's associated with main-to-curb
replacement costs that you anticipate, correct?

A. That's correct.

Q. And that hasto do with the approximately
515,000 main-to-curb connections that you anticipate
having to replace, correct?

A. That's correct.

Q. And those 515,000 main-to-curb
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20 connections make up alittle less than half of your
21 total main-to-curb connections, correct?

22 A. Roughly, that's correct.

23 Q. Soyou'reonly projecting having to

24 replace alittle less than half as a part of your
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program.

A. What we're projecting to replace the
main-to-curbs that would be associated and connected
to the main line that we're proposing as part of the
program.

The main-to-curbs are the connection
between the main line and the customer serviceline
so they get incorporated in with the replacement of
the pipeline. We have to cut the old service off and

then we have to reconnect it up.

Q. The 515,000 main-to-curb connections,
those -- you don't have any problems with those
leaking today, do you?

A. | wouldn't say that. Our main-to-curbs
leak on aregular basis.

Q. Isthe percentage similar to what you
experience with your bare steel, wrought iron, and
cast iron?

A. Yes itis.
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20 Q. Anddo you currently engage in repair and

21 replacement of those main-to-curb connections?

22 A. Yes, wedo.

23 Q. And approximately how many do you replace

24 orrepair in ayear?
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1 A. How many main-to-curbs?
2 Q. Connections, yes.
3 A. Connections do we replace? Y ou know, |

4 don't have that number off the top of my head,

5 Mr. Serio.

6 Q. Canyou give me amagnitude? Morethan a
7 hundred thousand? Less than a hundred thousand?
8 A. | don't have that number readily

9 available. | mean, it'sanumber that we would have,
10 | just don't haveit in my head.

11 Q. The 515 main-to-curb connections that

12 you're proposing to replace, there's at least some

13 subset of those that you would replace even though
14 they would not have any leak or problems with the
15 lineitself, correct?

16 A. Could you ask the question again, please?
17 Q. Sure. Let meask it thisway: Areyou

18 projecting that all 515,000 main-to-curb connections

19 aregoing to leak and, therefore, need to be
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20 replaced?

21 A. | think what we're projecting is the 515

22 would be the number of main-to-curbs that would be
23 connected to the pipelines that we're proposing to

24 replace as part of the PIR program.
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1 Q. Soit'spossiblethat alarge number of

2 those main-to-curb connections could be operating in
3 asafe and reliable manner but the company would

4 till have to replace them, correct?

5 A. That's correct. But the main-to-curbs

6 that werereferring to here are the ones that are

7 tied into these bare assets and most of those

8 main-to-curbs would be of the same type of material,
9 they would be bare, unprotected, no coating on them,
10 and they would be aging and corroding in the ground
11 very similar to the pipeline themselves.

12 Q. Sohaving said all that, you don't know

13 for fact that they'll al be leaking when you do

14 replace them.

15 A. That's correct. We don't know that fact.

16 Q. Now, the third dollar amount is

17 516 million and that | seeisfor replacement cost of
18 servicelines. And that's the line that goes from

19 the center -- from the distribution line to the
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20 consumer's meter, correct?

21 A. Theserviceline runs from the end of our
22 main-to-curb, where our ownership ends, to the

23 customer's meter and it is owned by the customer at

24 thispoint in time.
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Q. Anddo you currently handle repairs and

replacement of service lines?

A. No, we do not.

Q. Soyou haven't been responsible for
repairing or replacing service lines in the past,
correct?

A. Inthe past, | mean the customer has
aways owned the service lines, so there was a point
in time where we would have reacted to a problem on
the service, which is an operational activity that we

perform, and if the service had been leaking and
needed to be replaced, our crews would have replaced
it and we would have billed the customer.

We made a change in 2006 whereby if we
come across a leaking service now, what we'll dois
that if it's not an immediate safety situation for
the customer, then we give the customer a ten-day tag
and basically it tells them they've got ten daysto

get the service replaced with a plumber at their
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20 expense and then they call us back. If they don't

21 repair the service within ten days, then we come back
22 out and we'll shut their service down until they get
23 the servicerepaired.

24 Q. Areyou projecting that the service lines
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that you're going to replace as a part of the PIR

would actually be service lines that are leaking or
need to be replaced?

A. | think what we're proposing in our PIR
right now isif we're replacing the main in front of
ahouse and it has a service that feeds that house
and it's abare service, or we're proposing even if
it were a coated steel service, that we would replace
that bare service line or the coated service line
with a plastic line which is not susceptible to

corrosion at the time we do the construction.

Q. Andyou would be replacing those even
though they might not be leaking at the time that
you're doing the replacement, correct?

A. That's correct. We'd replace them, but
with the same idea that we have them with the bare
pipe, that if it isasteel pipein the ground, at
some point you're going to have problems with it

leaking, and we would proactively replace that at
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20 that time knowing that we're going to have a problem
21 inthefuture.

22 Q. Soif | add the three dollar amountsin

23 your answer 39 together, that's the approximate

24 2.66 billion that the company has used as a 2007
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1 dollar estimate cost for the PIR, correct?

2 A. That's correct.

3 Q. And that does not include the cost of

4 repair and replacing any existing service lineson
5 other parts of Dominion's system, correct?

6 A. | think when we filed the application, we
7 didn't have those numbers, and that's correct, it

8 does not include that estimate at that time.

9 Q. Do you have those numbers today?

10 A. Yeah. | think wereplace, in the

11 servicesthat Mr. Serio'sreferring to, these would
12 Dbe servicesthat would be outside of a planned

13 pipeline replacement, so if we had a serviceline
14 that leaked on a street, we'd respond to that leak
15 and at that time what we're proposing is we would
16 replacethat service. And we do between 5- and 6,000
17 of those ayear | think isthe number that, | think
18 it'sin maybe Jeff's testimony.

19 Q. Do you know how much each of those costs,
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20 approximately?

21 A. Weraise -- it can range anywhere

22 typically from athousand to $1,500 depending on the
23 type of material, the conditions, the restoration,

24 that all those things factor into the cost.
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Q. Soif | wanted to get arough estimate of

the cost at | think you said about 5,000 of those a
year, |'d multiply that times 25 years and then
multiply that by a dollar amount between a thousand
and $1,500 to get a magnitude?

A. That would be afair assessment, correct.

Q. And that would be in addition to the
2.66 billion, correct?

A. That's another part of the program;
correct.

Q. And likethe 2.66 hillion, that would
grow with any inflationary effect, correct?

A. | mean, as costs increase over time,
that's correct.

Q. Okay. Now, you indicated that the
25-year time frame for the PIR was the shortest
reasonable period that you could do the work. That
means it's the shortest period that -- | guess what

do you mean by "reasonable” there?
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20 A. When we looked at the time frame required
21 to complete thistype of work, it isobviousy a

22 dsignificant increase in the amount of work that we
23 would do. And so there's questions about our

24 internal resources, there's questions about external
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resources, the availability of those, and you're al'so

then managing risk on our system.

So we balanced both of those kind of
together and we felt that 25 years was a reasonable
period.

The other thing that we committed to do
isthat, you know, as the program moves forward, if
we get to a point where the risk on our systemiis
increasing, you know, potentially we have to step

back and reassess and maybe you change, you know, the
rate that you do.
| think the 25 years too, if you look at

what Columbia's proposed, you look at -- Black &
Veatch did the analysis of our system, you know, they
said 25 years was consistent with what other
companies have proposed for these similar type of
programs.

Q. Your current program is doing about

40 milesayear. Under the PIR you would do more
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20 than 40 miles ayear, correct?

21 A. That's correct.

22 Q. Sowould it be safe to say that any

23 program that did more than 40 miles ayear would be

24 an accelerated program? Or is there a minimum amount
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of replacement per year that it would need to havein

order to be considered accelerated?
A. | guessl've never really done that
analysis or done that. | mean, you can see through
the five-year history, you know, thereis, you know,
some wave to the replacement that we have, you have
more some years, less some others, but you also have
alot of other work that's occurring on our system
that could be independent of just replacing the bare
pipe, things like transmission pipeline integrity, or
we've got distribution pipeline integrity is the new
rule that the government's working on right now
that's probably going to come into play for us
starting next year. Those are all things that
impact, you know, whether you can accelerate or not.
Q. You're projecting approximately 40 miles
ayear going into the future, correct?
A. |think what | said beforeisthat, you

know, our replacement -- distribution replacement
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20 budget, which is where predominantly most of this
21 work is, it'saflat budget, you know, projected out.
22 Q. And that flat budget is based on 40 miles
23 ayear, correct?

24 A. You know, on an average that's what we
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100
1 replace. Again, without going back to the numbers

2 and doing all the math on it exactly, but that's

3 typicaly historically how we work the budget.

4 Q. Onaverageisagood number. That's

5 fine.

6 So if your on-average projection is 40

7 and that's the current program, and you decided to

8 start doing 50 miles ayear, that 50 would be an

9 accelerated program over the current program,

10 correct?

11 A. If all you'regoing tolook at isan

12 average, | think if you go back and look at our

13 five-year average, we had ayear or two where we
14 approached if not exceeded 50 miles of replacement
15 based onthe need. So | wouldn't say that, you know,
16 50 miles necessarily would be accelerated. It would
17 be, you know, potentialy reacting to what's in front
18 of us.

19 Q. If I used an average number going forward
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20 and you were going to do 50 miles ayear going

21 forward and you've done 40 miles average in the past,
22 would the 50 be accelerated versus what you've done
23 inthe past?

24 MR. KUTIK: Objection; asked and
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1 answered.

2 EXAMINER FARKAS: I'll let him answer.

3 A. Wadll, if | understand your question, if

4 we were focused purely on a40-mile average per year
5 whichisthefive-year average, knowing that you have
6 some high and some low, and you were going to

7 increaseto 50 on an average, you know, obviously

8 thereisalittle bit of acceleration that's

9 occurring there; it's not alot, though.

10 Q. Right. The amount of acceleration would
11 be based on how much more the average number is over
12 the 40 what you had in the past.

13 A. It'sjust apure mathematical -- using

14 just pure averages.

15 Q. Okay.

16 A. Again, when | look at our system, | would
17 not construe that as an aggressive approach, a

18 proactive approach to, you know, the bare pipe that

19 we have physically in the ground and our corrosion
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20 leak rate on our mains.

21 Q. Youdidn'ttakeit that | implied that

22 that was considered an aggressive change, did you? |
23 wasjust implying the numbers are the numbers. You

24 understood that?
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1 MR. KUTIK: Isthere aquestion?
2 MR. SERIO: I'm trying to make sure --
3 EXAMINER FARKAS: Hewantsto -- | think

4 he'strying to clarify the understanding of the

5 witness asto his question.

6 If you want to ask him the question

7 agan.

8 MR. SERIO: Yeah.

9 EXAMINER FARKAS: The answer you gave

10 previoudly -- well, I'll let you ask it.

11 Q. (By Mr. Serio) Your answer did not

12 presumethat | wasimplying that that was an

13 aggressive change of 50 miles over 40 miles, did it?
14 A. | think you used the term "accelerate.”

15 Q. Okay.

16 A. Wasn't that the term that was used?

17 Q. Yes. Andthe degree of acceleration

18 would simply be a matter of how many miles over the

19 40, correct?

file:///A|/EastOhio-V ol %2011 .txt (203 of 590) [8/8/2008 9:08:27 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 A. Okay. That'sfair.

21 Q. Okay. Now, on page 14 of your testimony

22 you indicate that the company anticipates O& M savings
23 comparable to those reported by other companies. Can

24 you identify who you mean by "other companies' there?
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A. | guessthetwo companiesthat | would

refer to would be, first one would be Duke, they've
reported in some of the rate case proceedings they've
had that they've reported savings due to leaks.
| think the other company that | would
refer to again is the Puget Sound report where they
indicated in the testimony of Scott Rubin that, you
know, they've experienced a 60 percent reduction in
their leaks after they implemented a program to
replace all of their bare and cast iron pipe over a
ten-year period. And | don't know the exact number
of leaks, but 60 percent was a pretty, that was a
pretty large number | felt.

Q. Now, when you indicate at Duke, you mean
Duke Energy down in the Cincinnati areg; is that
correct? In Ohio?

A. That's correct.

Q. Do you know what the amount of the

savings that Duke reported were?
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20 A. 1think intheir filing they reported a

21 savingsof | think $8-1/2 million.

22 Q. Do you know over what period of time that
23 $8-1/2 million covered?

24 A. Theexact timeframe, | think it wasin
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their filing that they made when they came back to

the Commission on are-up of their replacement
program, so | think it was maybe 2000 to 2007, I'm
not sure of the exact, but | think that's roughly the
time frame.

Q. Soit'syour understanding that was a
cumulative amount over that period of time? That's
not an annual number.

A. It wasan accumulative amount. | think
the way it was reported was they had a certain amount
of leaks when they started, they had a certain amount
of leaks now, and the resulting difference resulted

in the savings.

Q. And do you know how much Duke spent over
that time period that they reported?

A. | do not know that number, no.

Q. Doyou know if it was more than
$500 million?

A. Likel sad, I'm not familiar with how
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20 much they spent during that period of time.

21 Q. Didyou do any kind of analysisto

22 determineif the amount that they saved versusthe
23 amount that they invested provided areasonable

24  cost-benefit analysis?
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1 A. No, | did not.

2 Q. Didyou do any kind of analysis with

3 Puget Sound taking any savings they had comparing it
4 to how much they spent to determineif there was a

5 reasonable cost-benefit there?

6 A. No, | did not.

7 Q. When you indicate that you anticipate

8 comparable savings, do you mean you anticipate

9 approximately $8-1/2 million over asix- to

10 seven-year period?

11 A. That's not what | meant when | said

12 "comparable." | think "comparable" isabroad term.
13 You know, we aren't sure exactly what we're going to
14 save until we actually get into the project level and
15 actually start replacing specific areas, you know,

16 where we have leaks.

17 Again, we're going to be focused on doing

18 theworst first so, you know, conceptually we're

19 going to see the same types of savings on our scale
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20 that Duke and Puget Sound saw, | think, you know, the
21 amount of replaced pipe, you're going to eliminate

22 leaks, | think that's the fact and that's the term

23 "comparable" we're using there.

24 Q. Soif Duke saved $8-1/2 million over
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1 seven years and spent $500 million and you spent

2 $500 million over a seven- to eight-year period,

3 you'd anticipate asimilar $8-1/2 million savings.

4 A. Likel said, we haven't done, you know, a

5 calculation like that because we aren't sure exactly

6 how many leaks we're actually going to eliminate with
7 our program. | mean, that's when we get into the

8 detailsof it, you know, that will play out in front

9 of us.

10 | think also the, you know, the key

11 driver hereisyou go back to the amount of bare

12 pipe, the amount of corrosion leaks that we have, and
13 our concernisthat that's going to accelerate and

14 our O& M expenses in managing those leaks are going to
15 accelerate and it will become unmanageable for us and
16 it will require significant resource increases just

17 to managetheleak level going forward. That's the

18 concern we have at this point.

19 Q. Isit possible that you could experience
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20 considerably greater O& M savings than Duke?
21 A. Again, we aren't sure exactly what's

22 going to unfold in front of us until we get into the
23 specifics of the projects. Again, we used the term,

24 you know, "comparable" with a couple of these other
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utilities that have embarked on a program similar to

the program that we're proposing here.
Q. Letmetry itthisway: Youdon't know
for fact that you'll achieve $8-1/2 millionin
savings, correct?
A. Likel've stated before, you know, until
we get into the detail of the projects that we're
going to do, | mean we're working at a program level
right now, as we drive down to aproject level you
replace a piece of pipe, it's going to eliminate, you
know, the leaks that exist there, it's going to
eliminate potential leaks that you're going to have
In the future on that piece of pipe, and then that's
going to result in savings going forward.
We aren't sure exactly, you know, what
that number's going to be or the magnitude it's going
to be, but we do know that, you know, based on these
other programs, you know, when you spend the money to

replace those assets, you're going to see a benefit
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20 onthe O&M side.

21 Q. Soyou can't say with any certainty

22 whether you're going to save adollar, $10 million,
23 $20 million. The only thing you can say with

24 certainty isyou think you're going to save
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1 something.

2 MR. KUTIK: Objection; asked and

3 answered, now we're being argumentative.

4 EXAMINER FARKAS: I'll alow it.

5 A. Weknow we're going to save some money.
6 Again, for somebody to ask me what exactly are we
7 going to save, you know, when we're dealing with

8 amost 4,000 miles of pipe, | don't know the exact --
9 it'simpossible for meto identify an exact number.

10 Q. Do you know how much Dominion spent in
11 O&M expensesin thelast year, during the test year?
12 A. No, | do not know that number.

13 Q. Youdon't know the magnitude of it.

14 A. You mean, plusor minus $10 million? You
15 know.

16 Q. Doyou know if it was more than

17 $20 million?

18 A. It was more than $20 million on O&M

19 activity.
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20 Q. Do you know if it was more than $50

21 million?

22 A. | think it was more than 50.

23 Q. Doyou know if it was more than a hundred

24 million?
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A. That'swhere some -- that number's

readily available; | don't have that off the top of
my head.

Q. Soit'ssomewhere, to the best of your
knowledge, between 50 and a hundred million ayear?

A. Agan, that exact number, the level of
magnitude, I'm not familiar with those total numbers.
That's not part of my responsibility.

Q. Okay. And to the extent that that's what
you spent for total O& M, you don't know what the
breakdown isfor O&M related to repairing bare stedl,
wrought iron, and cast iron pipelines; is that
correct?

A. That's correct. We do not separate out
that specific O&M activity right now.

Q. I'msorry, were you done?

A. Yes.

Q. Okay. You would agree with me that the

subset of bare stedl, cast iron, wrought iron, and
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20 copper pipe, the O&M spent on that would be some
21 subset of the total O& M expenses, correct?

22 A. That's correct.

23 Q. Doyou know if the subset for bare steel,

24 wrought iron, cast iron, and copper would constitute
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more than half of the O& M budget?

A. At thispoint we don't separate those
specific numbers. That's one of the things that, you
know, we're looking at with our system right now as
we move forward.
Q. Sothere'sno way for usto go back and
identify how much is spent on an annual basisto
repair the particular types of pipeline, it'sjust
donein ageneral overall manner?
A. Widl, I think that, obviously, the
largest driver of our O&M expenses on those bare cast
iron and wrought iron pipesis our leak management,
fixing leaks, those type of activities, the leak
detection activities that occur and, you know, those
are very finite type items on a specific project
level that we'll be working to monitor that.
Q. Okay. If you want to reference back to
page 9, you indicate that the company has over 19,500

total miles of distribution, and of that we're
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20 looking at approximately 4,000 miles that's the bare
21 steel, cast iron, wrought iron, and copper, correct?
22 A. That'scorrect.

23 Q. That leaves about 15,500 miles that's not

24 bare steel, wrought iron, cast iron, and copper,
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1 correct?

2 A. That's correct.

3 Q. Do you know any breakdown between the
4 15,500 miles and the 4,000 miles asfar as O&M

5 expenditures?

6 A. Inour current accounting system we don't

7 separate by the type of asset. Y ou know, we would
8 keep track of maintenance for our distribution assets
9 which would include our plastic assets, it would

10 include our coated steel assets, it would include our
11 bare assets, they're all included together.

12 Q. Okay. On page 14, back to page 14 of

13 your testimony, on line 12 you indicate "The use of
14 plastic mainswill result in lower operating

15 expenses." Haveyou done any kind of estimates of
16 thelower operating expenses that you would expect to
17 achieve?

18 A. Weve done no estimates on that.

19 Q. But you know with certainty that there
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20 will be some estimate -- or that there will be some
21 savings.

22 A. That's correct. If you replace the bare
23 pipe with plastic pipe, obviously, you know, the

24 plastic pipe's not going to corrode and it's not
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going to leak. And then the other thing you can do

with plastic pipe versus the bare steel is you can
extend out your |eak detection requirements that are
part of that DOT code regulation that we have from
three years to five years; so there's a savings

there.

Q. Sothere's some factorstherethat are
measurable, correct? \When you're comparing the steel
to the plastic pipe.

A. They're measurable. Theissue, the

problem we have is the quantity of how much of that's
going to occur exactly. That's the piece that we're
trying to estimate that we don't know. | mean, we do
know that obviously you replace a bare line with a
plastic line, there's going to be leaks that are

going to be eliminated or avoided, and you also know
that you're going to be able to stretch out your leak
detection schedule.

The thing you don't know is how much of
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20 that are you going to replace, you know, when are you
21 going to replaceit, you know, those are the factors

22 that are unknown until we really create the detailed
23 projectsthat will unfold out of the program.

24 Q. Isthere anywherein the current
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application, that's the PIR application, where you

guantify the impact of stretching out the survey time
or you do a calculation that shows that plastic pipe
doesn't leak at this rate compared to steel pipe, any
of that information anywhere in the record?
A. Soif | understand your question, | mean
obviously plastic pipe doesn't leak like bare pipe,
and | think when you're stretching out the leak
cycles, again, until we know the amount of pipe we're
going to do and the timing of that exactly, it's
impossible for usto really do that calculation.
Q. | understand you can't quantify the
amount of pipe. What | was asking was to the extent
that you identified two other factors, isthere
anywhere in the record that there's any calculation
or any analysis showing those other two calculations
that you referenced in your answer?
A. 1think if you go to our application, we

culled out those two specific items, there's no
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20 referenceto acalculation in the application or in
21 any of my testimony.

22 Q. Sointhe application you just stated

23 there's nothing supporting it other than the

24 statement itself.
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A. That's correct.

Q. On the next paragraph on page 14 you
identify the reduction of lost and unaccounted for
gas. Am | correct that you've done no estimate or
calculation on how much less lost and unaccounted for
gas you might have as aresult of all the changesin
the PIR?
A. That'scorrect. Lost and unaccounted
for, when you look at our lost and unaccounted for
calculation, it's hard for us to really focus in and
say that the, leaks and leak repair is going to be,
you know, "the" factor in that. There'salot of
other things that factor into the lost and
unaccounted for number on our system.
Y ou have things like measurement error.
Y ou have things like gas theft becomes lost and
unaccounted for. We operate avery extensive storage
operation and you have migrational issues from year

to year that impact lost and unaccounted for.
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20 So there'salot of factors that come

21 into lost and unaccounted for. We do know that if
22 youfix aleak, you know, it will impact that, it's
23 just very difficult for usto measure it and identify

24 exactly what the impact on the number will be for
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1 that.

2 Q. Okay. | think you just identified three
3 factors. You said measurement, theft, and migration

4 from storage, correct?

5 A. Those are some of them.
6 Q. Okay.
7 A. | mean, there's others, obvioudly.

8 Q. Arethere any othersthat you can recall

9 right now? | wanted to go through those

10 individually.

11 A. Those arethe onesthat | have. | mean,

12 we could have some construction activity where gas
13 would be vented potentially.

14 Q. Okay. Soif welook at thefirst one,

15 the measurement errors, if there's measurement errors
16 today, there's nothing in the PIR that necessarily is
17 going to eliminate or reduce measurement errors,

18 correct?

19 A. That's correct.
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20 Q. Andif welook at theft, there is nothing
21 inthePIR that's going to necessarily reduce or
22 eliminate theft, correct?

23 A. That'scorrect.

24 Q. Andif welook at migration from storage,
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1 there's nothing in the PIR that's necessarily going

2 toimpact the migration rate from storage; is that

3 correct?

4 A. That's correct. | guess my pointin

5 looking at the lost and unaccounted for is that when
6 you have aleak on our system, you can't measure it.
7 Youdon't know how much isleaking. And the overall
8 lost and unaccounted for number for our systemis

9 comprised of all these other things, and there may be
10 upsand downs from year to year with these other

11 thingsthat may mask.

12 It'simpossible for usto really honein

13 and say "Thisamount of gasloss could be attributed
14 toleaksbeing fixed"; that's a very difficult

15 number.

16 Q. Do you know what the current lost and

17 unaccounted for gasrate is for Dominion?

18 A. | don't know that number off the top of

19 my head, no.

file:///A|/EastOhio-V ol %201 .txt (231 of 590) [8/8/2008 9:08:27 AM]



file:///A)/EastOhio-V ol %20l .txt

20 Q. Doyou know if that number has grown or
21 fluctuated in the recent years?

22 A. Yeah, | -- without get into the specific

23 details, | know that the number does fluctuate from

24 year to year depending on alot of these factors that
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we've referenced and mentioned.

Q. Within those fluctuations do you know if
Dominion's average over the last few yearsis more or
less than other similarly situated distribution
companies?

A. | think our lost and unaccounted for
number in total, you know, has been better than our
peer group, but again, | go back to you can't
necessarily, you know, point to that number and say,
you know, the leak part of it isreally the driving
factor because you have all these other factors that
come into play in developing that number.

Q. Right. If I'm trying to get amagnitude
of the potential savings, to the extent that the four
items you identified occurred today and will also
occur after the PIR, and to the extent that your
current lost and unaccounted for rate is less than
your peer group, it's safe to assume that any savings

asaresult in fewer leaks reducing the lost and
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20 unaccounted for would not be a very significant
21 number then, correct?

22 A. | don't think we know, we can't predict
23 what that number's going to do going forward.

24 Q. | understand you can't predict it, but
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1 based on what you do know, it can't be avery large

2 number, canit?

3 A. Likel said, I'm not sure we know exactly

4 what that number's going to do and what the impact of
5 thefixing of the leaks will be going forward.

6 Q. On page 15 of your testimony you indicate

7 that under the company taking ownership of customer
8 servicelinesthere would be a significant cost

9 savings and other benefits to consumers. When you
10 identify the cost savings there, are you talking

11 about the cost savings to individual consumers or

12 cost savings to ratepayers on the whole?

13 A. 1 think the reference to cost savings

14 thereredly addresses the individual customers. On
15 every individual basis when we replace service as

16 part of our PIR what we're proposing to do isto take
17 ownership of the services. Sointheworld we'rein
18 right now today the customer bears that expense

19 individually. Y ou know, going forward the proposal
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20 isthat we would incur the cost of replacing those
21 services, so theindividual customers would see that
22 benefit instead of them having to pay for the

23 replacement of their service.

24 Q. Sothat'sabenefit that's really just
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1 entirely related to the individual customer and that

2 individual's service line, correct?

3 A. And there's, you know, again obviously a
4 large subset of our customers that are potentially

5 impacted by that. You know, | agree if the number
6 was, what, 500 and --

7 Q. 15,000.

8 A. 515,000 potentially which is, you know,

9 amost pushing half of our customers potentially to
10 impact positively.

11 Q. Soif | take the 515,000 main-to-curb

12 connectionsand | look at the cost of 490 million
13 that youidentified, if | divided the 490 million by
14 515,000, would that give me roughly the cost to do
15 each curb-to-meter connection?

16 A. Mr. Serio, | think we got two numbers

17 mixed together there. | think we said that the

18 main-to-curb number and then we had a service number,

19 right?
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20 Q. I'msorry, you're correct. Let me seeif
21 | can get the right numbers.

22 The service line number, is that the

23 $516 million number on page 12?

24 A. Hangon.
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516 million for servicelines.

Q. And do you have a number of servicelines

that that would be associated with?

A. We assume that, you know, based on our

main-to-curb proposal that is -- about one service

per main-to-curb was the assumption we made at a high

level with the scope that we're working with.

Q. Okay. Soif | took the 515,000

main-to-curb connections, | could assume roughly

10 515,000 servicelines, correct?

11

12

13

A.

That's the assumption that we've made at

the level of scope we're at.

Q.

So | could take, then, the $516 million,

14 divideit by the 515,000 service lines, and get a

15

16

17

18

19

dollar amount per service line, correct?

A.

Q.

That's correct.
That's roughly athousand dollars per?
Y eah, roughly. Yeah.

Okay.
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20 A. Yes

21 Q. So that would be the cost to consumersin
22 genera and at the same time that thousand dollars
23 would be the potential benefit to any individual

24 consumer who had a service line problem, correct?
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A. That's correct.

Q. Now, near the end of your testimony on
page 15 you indicate that there are benefits to the
company from the PIR program, correct?

A. That's correct.

Q. Andwould you agree with me that having a
proactive program like the PIR instead of the
reactive program that you have today would serve to
reduce the uncertainty that the company faces on a

going-forward basis?

A. I'mnot surethat | would use the term
"uncertainty." | think when we're looking at the PIR
and the idea of becoming proactive versus reactive, |
think what it doesisit does alow usto extend our
horizon that we look as far as our planning process
IS concerned.

In areactive mode we're kind of dealing
with what'sin front of us or what's the next year.

With the PIR program, what that would allow usto do
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20 ismaybelift our eyes up alittle farther, be able

21 tolook out, you know, you basically build aplan to
22 replace all these assets and you could lay out a

23 25-year plan. That's exactly what Duke has done with

24 their program over aten-year program.
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Q. Right. And by that --

MR. KUTIK: I'msorry. Finish your
answer.

A. Sothat provides us with, you know, being
able to plan out ahead. There's economics. There's
scaleissuesthat will help us. Y ou can get, you
know, larger contracts set up with contractors and
suppliers that drive efficiencies and effectiveness
and allows you to coordinate a lot more with the

municipalities which, you know, that's something that
from a company benefit is aways helpful to us.
So those are the benefits that we're

looking to really try to get from the program is the
ability to look out just alittle farther than we're
looking out right now in our planning process and our
construction process.

Q. By being ableto look out further, that
reduces uncertainty for the company, correct?

MR. KUTIK: Objection; asked and
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20 answered. Hejust answered that question.

21 EXAMINER FARKAS: I'll alow it.
22 A. Asl indicated -- asindicated, the

23 uncertainty is| don't think the proper word, so |

24 would say it's not uncertainty. | mean, we've been
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operating the way we are right now for my entire

career. | think the program allows us, again, to

lift our eyes and look forward with a more proactive
program that will drive alot of other efficiencies
and effectiveness that we're excited about.

Q. Would it befair to say that under the
PIR the company would have less estimate and more

concrete knowledge going forward?
A. I'mnot sure |l understand your question.

Q. Widll, you indicated you're able to look
out over alonger time horizon, so that means instead
of a short-term estimate, you've got alonger term
picture ahead of you, correct?

A. If weimplement the program as proposed,
that's a true statement, we'll be working our plans,
we'll be probably getting to a point where we're
planning work, you know, today that will be actually
In construction maybe three or four years out, and

al the coordination with the communities and getting
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20 projects scoped and defined very tightly, that'sa

21 real positive thing because that's where you can

22 redlly drive your efficiencies and effectiveness with
23 your construction, your bidding process.

24 If you have very defined projects,
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contractors can bid, you know, very well on those

types of projects. If you have stuff that is kind of
open-ended or not as defined, then typically that's
going to cost you more.
Q. Soto the extent that you've got more
certainty, there'slessrisk for the company,
correct?
MR. KUTIK: Objection.
EXAMINER FARKAS: | think he's answered
the question so I'll sustain the objection.
Q. To the extent that you're able to look
out further into the future and make plans under the
PIR, the company gets a better idea of the cost of
the project? It'samore concrete number versus more
of an estimate?
A. | think if the program is approved and we
move forward, then the process that we'll be applying
will be to define projects and prioritize the pipe

replacements and clearly define projects.
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20 Asyou define projects, you know, now you
21 can honein on what they're really going to cost

22 because you'll design them, you'll put plans

23 together, you'll bid them to a contractor, you know,

24 you'll buy your material and all those costs become
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1 much more known. So aswe move forward developing

2 that plan, developing specific projects there does

3 become clarity to us as a company.

4 MR. SERIO: May | approach, your Honor?
5 EXAMINER FARKAS:. Yes.
6 MR. SERIO: I'd like to have marked for

7 purposes of identification OCC Exhibit No. 7. This
8 one's atwo-page document, it has the same markings
9 onit at thetop as OCC Exhibit 6. Thisone's

10 identified as question No. 5in PIR interrogatory set

11 No. 1.
12 EXAMINER FARKAS: So marked.
13 (EXHIBIT MARKED FOR IDENTIFICATION.)

14 Q. Doyou havethat, Mr. McNutt?

15 A. Yes.

16 Q. AndI think if you'd look on page 2 of
17 that, it indicates that the preparer of that was
18 Mr. Mark Messersmith.

19 A. That's correct.
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21

22

23

24

Q.

A.

Do you know who Mr. Messersmith is?
Yes, | do.

And does Mr. Messersmith report to you?
He does not report directly to me, no.

Are you familiar with the information on
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[ —

this interrogatory?

2 A. Yes | am.

3 Q. Theformatting hereisalittle funny, so

4 we understand what it does, if | look under Bare

5 Steel Calculated Costs, there'sayear, it says

6 "2002."

7 MR. KUTIK: Your Honor, could we go off

8 therecord for amoment?

9 EXAMINER FARKAS: Yes.

10 (Discussion off the record.)

11 EXAMINER FARKAS: Let'sgo back on the
12 record.

13 MR. SERIO: Your Honor, | think the

14 company'swilling to stipulate that if you look at

15 theyear 2002 under Bare Steel, that would be related
16 tothefirst line under Distribution Pipeline

17 Replacements, Transmission Pipeline Replacements,
18 Distribution Pipeline Relocations, and System

19 Improvements, and then accordingly 2003 would be the
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20 second one and 2004 the fourth [sic] so that if you
21 put them on a horizontal chart, it would read across.
22 MR. KUTIK: Yes, wearewilling to

23 stipulate that, your Honor.

24 EXAMINER FARKAS: Thank you.
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MR. SERIO: Thank you.

Y our Honor, if you want to take a break
right now, there's afew more of these documents that
maybe after we get back on the record and get an
agreement on stipulating them, it will makeit a
little quicker process.
MR. KUTIK: At your pleasure.
EXAMINER FARKAS: Okay. Why don't we
take a ten-minute recess.
MR. SERIO: Okay. Thank you, your Honor.
(Recess taken.)
EXAMINER FARKAS: Let'sgo back onthe
record.
MR. SERIO: Thank you, your Honor.

Q. (By Mr. Serio) Mr. McNutt, if you look at
OCC Exhibit 7 with the agreement of how the chart
works, that provides me with an estimate of how much
was actually spent in each of the last five yearsto

replace or repair bare steel, wrought iron, cast
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20 iron, and copper pipeline, correct?

21 A. It'san estimate, | think we indicate, of

22 how much we spent, correct.

23 MR. SERIO: Okay. Can | approach, your

24 Honor?
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1 EXAMINER FARKAS: Yes.
2 MR. SERIO: | have asimilar document I'd

3 liketo mark for identification purposes as OCC
4 Exhibit No. 8. And the company has agreed to
5 dtipulate that the reading of the information on this

6 issimilar to how OCC Exhibit 7 operates.

7 EXAMINER FARKAS:. Okay. It will beso

8 marked.

9 (EXHIBIT MARKED FOR IDENTIFICATION.)
10 MR. KUTIK: That's correct, your Honor,

11 we have stipulated.

12 EXAMINER FARKAS: Thank you.

13 Q. (By Mr. Serio) Mr. McNuitt, you're

14 familiar with this document, correct? OCC Exhibit
15 No. 8.

16 A. Yes | am.

17 Q. Again, it was prepared by

18 Mr. Messersmith?

19 A. That's correct.
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20 Q. And this document indicates the ongoing
21 infrastructure we investment level for each of the
22 various categories, correct?

23 A. That'swhat'sin our five-year plan at

24 this point, that's correct.

file:///AJ/EastOhio-Vol %2011 txt (256 of 590) [8/8/2008 9:08:28 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

10

11

12

13

14

15

16

17

18

19

129
Q. That'sthe plan going forward. And OCC

Exhibit No. 7 is a snapshot looking backwardsin
time, correct?

A. Andit'san estimate of the number of
dollarsfor -- that we estimated we spent on the bare
steel.

Q. Now, | believethat in our deposition you
indicated that not all of the items listed on OCC
Exhibit 8 are actually bare steel, wrought iron, cast

iron, and copper; do you recall that?

A. Mr. Serio, ask that question again,
please.

Q. Sure. Inour deposition | believe you
indicated that under the question there there's A
through | --

A. Okay.

Q. --Ithink you indicated that not all of
those were the bare steel, wrought iron, cast iron,

and copper pipeline, correct?
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20 A. That's correct. These are budget

21 categoriesthat we havein our capital budget so if

22 you took, for an example, Distribution Pipeline

23 Replacements, that would, you know, it would have --

24 obvioudly it would have our bare pipe replacement,
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1 but also there's other replacements that we end up

2 having to do throughout the year that would be not
3 necessarily the bare pipe for other reasons. Those
4 dollarsin our forward budget are included in those
5 categories also.

6 Q. And| believe you indicated that some of

7 these categories do include the bare steel, wrought

8 iron, cast iron, and copper, and would you agree with
9 methat Distribution Pipe Replacements do include
10 those categories?

11 A. Yes. Absolutely.

12 Q. And Transmission Pipeline Replacements
13 include those categories?

14 A. Yes, they can.

15 Q. And Distribution Pipeline Relocations

16 include those categories?

17 A. Yes, they can.

18 Q. Transmission Pipeline Relocations include

19 those categories?
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20 A. Yes, they can.

21 Q. And Transmission Pipeline Integrity would
22 include those categories, correct?

23 A. Yes. Thosearethefivel think | stated

24 in my deposition.
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1 Q. Andit'syour understanding that the

2 other four would not include those four categories of
3 Dbare stedl, cast iron, wrought iron, and copper,

4 correct?

5 A. Traditionally they do not.

6 Q. Okay. Thank you.

7 MR. SERIO: May | approach again, your
8 Honor?

9 EXAMINER FARKAS: Yes.

10 MR. SERIO: I'd like to have marked for

11 purposes of identification OCC Exhibit No. 9, it'sa
12 one-page document, again it's a discovery response to
13 PIR interrogatory set 1, it's question No. 10.

14 Q. Do you seethat document, Mr. McNutt?

15 A. Yes | do.

16 Q. Andyou arethe Mr. McNutt, Tim McNuitt,
17 that prepared this response, correct?

18 A. That's correct.

19 Q. And thisresponse indicates -- it
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20 amplifies your response regarding the anticipated O& M
21 savings being comparable to Duke that you indicated
22 inyour written testimony and in response to some

23 questions | had previously?

24 A. 1think clearly in my response |
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1 reference Duke, | also reference the study that we

2 completed in the western part of our system where we
3 identified that 25 percent of our pipe in our western

4 areaactually accounted for over 90 percent of our

5 total leaks.

6 Q. Andthat'sthe Black & Veatch study that

7 you referenced earlier?

8 A. No, that'snot. Thisisastudy that we

9 completed; East Ohio.

10 Q. Thisisaninterna East Ohio study,

11 correct?

12 A. Yes itis.

13 MR. SERIO: Could | approach, your Honor?
14 EXAMINER FARKAS:. Yes.
15 MR. SERIO: I'd like to have marked for

16 purposes of identification as OCC Exhibit No. 10 a
17 one-page document, it's an interrogatory response to
18 question No. 25.

19 (EXHIBIT MARKED FOR IDENTIFICATION.)
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20 Q. At the bottom of OCC Exhibit No. 10 it
21 indicatesthat Tim McNutt was the preparer of this
22 response. That'syou again, correct, Mr. McNutt?
23 A. That'scorrect.

24 Q. Andyou're familiar with this document?
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1 A. Yes, | am.

2 Q. And this document indicates that the

3 company does not have records that identify the
4 original service life assumptions for the pipeline
5 that wasinstalled in each of the decades indicated
6 above, correct?

7 A. That's correct.

8 Q. Doesthe company have any kind of records
9 that indicate original life assumptions for the bare
10 stedl, wrought iron, cast iron, and copper pipe?
11 A. Not that I'm aware of.

12 Q. Soyou're not aware of any records that
13 identify any of the original life assumptions,

14 correct, for that pipe?

15 A. Arewereferring again to the bare cast
16 iron--

17 Q. Barecast iron, wrought iron --

18 A. --instaled typically prior to 1950? We

19 don't have records that indicated what the original
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20 life of those facilities were that were installed
21 before 1950 typically.

22 Q. Do you have those records for pipe
23 installed after 19507

24 A. Useful life's not something or the term |
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1 guessthat was used here, original service life,

2 that's not something that you typically keep track

3 of.

4 Q. What would be something that you do keep
5 track of when you're trying to estimate how long a
6 piece of pipeisgoing to last?

7 A. Wadll, | think with our infrastructure

8 when you put a piece of coated pipein the ground

9 originally and you protect it, or you put a piece of
10 plasticin the ground, my experience has been with
11 that pipethat if you take care of it and you

12 maintain it and you do the right things, it may last
13 forever.

14 Obvioudly, with these bare assets or the

15 cast iron assets, you know, they're in the ground,
16 you know, they're corroding, they're rusting in the
17 ground, you know, they're leaking, you know, they're
18 going to at some point reach the end of the road for

19 those assets because you can't stop that corrosion
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20 because it doesn't have any protection on it.

21 When we talk about, you know, our pipes
22 that have coating on them, or if you want to use the
23 analogy of acar, if you keep the paint on it

24 perfect, it could potentially last forever and not
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rust.

Q. | guess my question was for the bare
steel, wrought iron, cast iron, and copper did you
make any estimates when you put that pipe in the
ground asto how long it might last?

A. Agan, going back to the turn of the
century | don't think that those assessments were
made, no.

Q. Have those assessments been made since
the 1950s for any bare steel, wrought iron, cast
iron, or copper pipe put in the ground?

A. | think what we do with our bare pipe as
we indicated, you know, we're looking at the
Immediate leak activity that's occurring on it and
when we see that activity get to alevel, you know,
where it requires replacement, obviously that's the
decision point we get to where that facility's
reached its useful life or its service life and now

it'stime to replace it.
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20 Q. All right. Let me ask the question this

21 way: Youindicated that prior to 1950 you have no
22 records. Hasthere been any cast iron, wrought iron,
23 bare steel, or copper pipe installed since 19507

24 A. Some, yes.
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1 Q. And to the extent there was any of that

2 type of pipeinstalled after 1950, was there any kind

3 of estimate that the company had when they put that

4 pipein the ground asto how long it would last?

5 A. I'mnot aware of any estimating of

6 servicelifefor our, you know, the bare pipe, the

7 cast iron, the wrought iron that would have been

8 installed. Typically most of those assets went in

9 for sure before 1970, most of them on our system went
10 in before 1960, that's the time frame that they would

11 have been installed.

12 MR. SERIO: May | approach, your Honor?
13 EXAMINER FARKAS:. Yes.
14 MR. SERIO: I'd like to have marked for

15 purposes of identification OCC Exhibit No. 11.

16 EXAMINER FARKAS: So marked.
17 (EXHIBIT MARKED FOR IDENTIFICATION.)
18 MR. SERIO: A one-page response to OCC

19 interrogatory No. 39.
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20 Q. (By Mr. Serio) Do you know who Mr. Joe
21 Pettenis?

22 A. Yes, | do know who Joe Patten is.

23 Q. Doeshereport to you at all?

24 A. No, he does not.
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Q. Areyou at al familiar with the

information on this sheet?
A. Atahighlevel | am familiar, yes.
Q. Theresponse to thisinterrogatory
confirms what you indicated previously, the company
had not done any calculation -- strike that.
To the extent that you've provided
testimony indicating that there would be cost savings
to customers as aresult of the PIR, does that
include any activities of moving residential meters
from inside the home to the outside?

A. We have estimated no cost saving from
moving inside meters to outside because when you look
at the application that we proposed, we have not
proposed any specifics on that program.

The application basically states that as
we work through our PIR program, if we identify an
area where we have the potential to what we call

upgrade our system from low pressure to medium
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20 pressure, which provides operational benefits, that
21 we would put those projects together, we would

22 present those to the PUCO staff on aforward view,
23 and we would get approval for those type of projects

24 before we would begin the projects.
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So again, we're back to we don't really

have any idea how many of these type of projects that
we would do or if we would get approval to do them,
so the resulting savings, if we would complete a
meter location program where we effectively would
move meters from the basement of homesto an outside
location, we don't have any idea of whether or not
and what the magnitude of that would occur.
Q. Isthe cost savings that would come about
as aresult of moving meters from indoors to outdoors
something that would drive doing the project or is
that just an outgrowth of doing the project?
A. It'sone of the factorsthat comesinto
play, absolutely.
Q. Soyouwould agreethat if the cost
savings was not significant enough, that would be a
reason not to engage in the project.
A. | wouldn't say that, no. There'slots of

other operational benefits that potentially are
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20 derived by upgrading from low pressure to medium
21 pressure. When | say "low pressure,” low pressureis
22 ounces pressure. If you had aleak in alow-pressure
23 line, you could aimost put your finger on it and stop

24 it. If you have medium pressure, that's what we call
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1 regulated pressure where it's up to 60 pounds and you

2 wouldn't wand to put your finger on that type of

3 leak.

4 But if you can upgrade from low pressure

5 to medium pressure, the things that we benefit from,
6 you know, water cannot get into main linesif they

7 have that pounds pressure because there just isn't

8 enough force to push the water in, the gas will keep
9 itfromcomingin. So there'slots of other benefits
10 that come into play that we would consider when we're
11 looking at a meter relocation plan or program for a
12 particular area.

13 Q. Sothenif you're going to look at those

14 other benefits, does any cost savings become what
15 drivesdoing the project, or would you do the project
16 for the other benefits and any cost savingsisjust a
17 by-product?

18 A. | can't speak for how the Public Utility

19 Commission is going to evaluate those projects
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20 because clearly in our application what we've said is
21 we're going to put together what we think isthe

22 right thing to do and then we're going to present

23 that on an annual basis as part of your review with

24 the Commission and they'll be the ones that | think
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in the end will assess whether or not, you know, it's

the right thing to do or not.

Q. Right. | understand that. |I'm asking
you from the company perspective does the cost saving
drive the project or does the cost saving fall out of
the project? 1'm not asking what the Commission's
going to do; what your perspectiveis.

A. |think | stated before that part of the
cost saving is going to be something that gets
factored into the equation, but there's lots of other
things that will be part of that decision-making
process.

Q. Soit'sjust one of many factors, it's
not the driving factor.

A. Absolutely. Usnot having to enter our
customers homes because if ameter isin the
basement, we have a requirement to get in once ayear
to inspect, you know, if we don't have to do that,

you know, the customers -- in general they don't want
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20 usin their homes, and if we don't have to do that,
21 we seethat as abenefit, plusit's an activity that

22 we don't have to perform.

23 Q. Doesthe cost estimate in the PIR program

24 include all the costs associated with meter
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1 relocation?

2 A. It doesn't include any costs associated

3 with the meter relocation.

4 Q. And have you done any kind of estimate on

5 how much it would cost to relocate meters?

6 A. |think, likel stated before, you know,

7 wedon't even know if we're going to do any of these.

8 The application basically leaves the opportunity for

9 usto put aprogram together and put a project

10 together to present it to the Commission to get their
11 approval to do it, and we don't have any idea of

12 what's going to happen in the future with that

13 program. And we haven't estimated something we don't
14 know what we're going to do or how we're going to do
15 it.

16 Q. Do you know the cost of relocating a

17 single meter?

18 A. Youknow, at ahighlevel, again, | guess

19 weredly haven't looked in detail about that,
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20 Mr. Serio.

21 Q. Sowe have an unknown cost and an unknown
22 qQuantity, correct?

23 A. | mean, with me speaking right here

24 today, | mean, | don't have those numbersin my head.
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1 Obvioudly, as we focus on putting one of these type

2 of projectstogether, those are going to be costs
3 that are going to have to be defined as part of a

4 project that gets presented.

5 MR. SERIO: Could | approach, your Honor?
6 EXAMINER FARKAS:. Yes.
7 MR. SERIO: A multiple-page document this

8 timel'd like to mark for purposes of identification

9 asOCC Exhibit No. 12.

10 EXAMINER FARKAS: So marked.

11 (EXHIBIT MARKED FOR IDENTIFICATION.)
12 Q. Canyou look at the second page of that

13 document, Mr. McNutt? That's -- again, the preparer
14 isMr. Messersmith?

15 A. Yes.

16 Q. Andif you look at the document, page 2,

17 andthe answer, if | go under Miles of Pipeline and |
18 look at the numbers across, the 42, 48.5, 45.3, 36.3,

19 39, and 47.7, those would be the actual miles of

file:///A|/EastOhio-V ol %2011 .txt (283 of 590) [8/8/2008 9:08:28 AM]



file:///A)/EastOhio-V ol %20l .txt

20 pipelinethat were replaced in each of the years

21 listed above, correct?

22 A. That would be the total amount of mileage
23 inthat category for al types of pipein that

24 category.
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1 Q. And the average of those is where you got

2 that approximately 40 miles, correct?

3 A. That's not correct.

4 Q. No? Okay. Canyou tell me where you got
5 your average of 40 miles?

6 A. The average of 40 miles was a subset of

7 these numbersfor just the bare assets --

8 Q. Okay.

9 A. -- and the cast iron and the wrought

10 iron. These numbers represent all work that we've
11 done and you have situations, for instance, in

12 distribution line replacement where we may have times
13 when we have to relocate facilities so we'll have to
14 actually replace an asset that may be coated; it

15 wouldn't be in the bare subset. Or in some cases

16 even, you know, plastic sometimes has to be replaced
17 because of maybeit'sin the way of something.

18 Q. Andthenif I look at the top half of

19 that answer where it says "DEO Capital Program,”
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20 those are dollar amounts that were spent that would
21 correspond with the number of milesthat were

22 replaced in each year?

23 A. That'scorrect.

24 Q. Andthen again, the 40 miles of bare
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steel, cast iron, wrought iron, and copper average

would be a subset of the dollars that were spent in
the top half of that response here, correct?
A. Yeah. That'scorrect to apoint
because -- we used the term "average of 40 miles."
We know, and | think we've provided, you know,
exactly what we think we replace from abare
standpoint on a year-by-year basis, so you could
overlay those exact numbers because we're talking
about specific years now, you know, and we know how
much bare pipe we replaced in each one of the years
so the average maybe now doesn't necessarily apply.
Q. Soif | went back to | think it's OCC
Exhibit No. 7 that was looking back in time and gave
an estimate of the costs, | could compare those costs
to the total costs that arein OCC Exhibit No. 12 and
| could see the relationship between the total
spending and the bare steel, wrought iron, cast iron,

and copper spending, correct?
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20 A. 1 guess| got confused here. What are

21 you --

22 Q. OCC Exhibit 7 is the response to question
23 No. 5.

24 A. Now isthat the only document you're
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1 going to have me refer back to now?

2 Q. Widll, | was going to compare that to the

3 numbersin OCC Exhibit No. 12, the last one | gave
4 you.

5 A. Okay.

6 Q. Sothatif for 2002 | took the amounts

7 under each of the categories on OCC Exhibit 7, they
8 would provide the subset that would compare to the
9 total spending that's listed in OCC Exhibit 12,

10 correct?

11 A. That's correct.

12 Q. Okay. | just wanted to establish what

13 therelationship was.

14 Did the company obtain an independent

15 review of the PIR program before you filed it with
16 the PUCO?

17 A. Beforewefiled, no.

18 Q. Haveyou obtained an independent review

19 of the PIR program since you filed it?
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20 A. Yes, wehave,

21 Q. Andwould that be the Black & Veatch
22 study?

23 A. Yes itis

24 MR. SERIO: Could | approach again, your
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1 Honor?
2 EXAMINER FARKAS: Yes.
3 MR. SERIO: I'd like to mark this one for

4 purposes of identification as OCC Exhibit 13.

5 EXAMINER FARKAS: So marked.
6 (EXHIBIT MARKED FOR IDENTIFICATION.)
7 MR. SERIO: Thisone's going to have

8 three separate parts. There'sasingle pagethat'sa

9 cover page that indicates it's response to question

10 No. 11, and then there's two attachments to it.

11 MR. KUTIK: Just so we can be clear which
12 order they'rein.

13 MR. SERIO: Yes, I'll get to that. Give

14 mejust a second.

15 Okay.

16 EXAMINER FARKAS: Why don't we mark
17 these, the single sheet as 13 --

18 MR. SERIO: 13A and 13B?

19 EXAMINER FARKAS: -- 13A and 13B. Which
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20 would be 13A then?

21 MR. SERIO: 13A would be the Scope of

22 Dominion East Ohio's Bare Pipe Exposure dated 2007,
23 and B would be the Dominion Infrastructure

24 Replacement Team Report Out for PUCO dated January
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1 23rd, 2008.
2 EXAMINER FARKAS: Thank you.
3 MR. KUTIK: Just for clarity, OCC Exhibit

4 13isthesingle page, 13A isthe scope, and 13B is
5 thereplacement report; isthat correct?

6 MR. SERIO: Yes, that ismy

7 understanding.

8 EXAMINER FARKAS: Thank you.

9 Q. (By Mr. Serio) Mr. McNuitt, you're

10 familiar with the two reports, 13A and 13B?

11 A. Yes | am.

12 Q. Infact, 13A lists you as the person that
13 was doing the presentation or providing the report?
14 A. That's correct.

15 Q. And that report was done either by you or
16 under your direction, correct?

17 A. Yes, that's correct.

18 Q. Andthat'san overall report looking at

19 Dominion's total bare steel, wrought iron, cast iron,
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20 and copper exposure compared to its total pipe,

21 correct?

22 A. That'sone of thethingsit does, yes.

23 Q. And the various comparisons that are done

24 inthis, correct?
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1 A. That's correct.

2 Q. If you look at the page about 1/3 -- 2/3

3 of the way into the document, it's Bare Pipe

4 Replacement Estimate is the title at the top of the
5 page. | apologize, they were not numbered.

6 A. That was my fault.

7 What wasit --

8 Q. It'sBare Pipe Replacement Estimate.

9 A. Okay, I'm there.

10 MR. SERIO: Do you have that, your
11 Honors?
12 EXAMINER FARKAS: Yes.

13 Q. Andthat indicates, it says"Size &

14 Pressure Range' to the far left and then across the
15 top there's Miles Replaced, Replacement Material,
16 Cost Per Foot, Cost Per Mile, and Estimated

17 Replacement Cost, correct?

18 A. That's correct.

19 Q. Andwhat this showsiswhat you're
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20 estimating the costs to replace the bare pipe that's
21 included inthe PIR program, correct?

22 A. That'scorrect.

23 Q. Andthisisjust the bare stedl, or is

24 thisthe cast iron and wrought iron and copper also?
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1 A. Thisisall the pipein the program, cast

2 iron, wrought iron and --

3 Q. All four categories.

4 A. --copper. Yes.

5 Q. Okay. Soif | look at the cost per mile,

6 canyou explain to me what those different categories
7 make up? Thefirst oneis"Lessthan or equal to

8 6inches," and it says"Lessthan 100 # MAOP."

9 What'saMAOP?

10 A. MAOP stands for maximum allowable

11 operating pressure. That's a code requirement for us
12 to establish on the systems we operate. And the

13 different categories that you have here, we say less
14 than or equal to a 6-inch, when we were developing
15 our cost estimates, there was a couple things that we
16 had toidentify, you know, at ahighlevel in

17 arriving at cost. There's a couple things that

18 redlly drive cost.

19 First, you know, 6-inch iskind of a
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20 cutoff for ours -- from a distribution perspective,

21 and ahundred poundsisacritical factor because if

22 you have a pipeline system that operates over a

23 hundred pound MAOP, you have to replace it with steel

24 pipe. Soif we had aline that was operating at
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125-pound MAOP and it was bare line, it was part of

the program, when we go back to do the replacement of
it, we're going to have to replace it with steel pipe
versus plastic.
So anything less than a hundred pound
MAOP we can use plastic for the replacement, and then
the size cutoff for 6-inch was kind of atraditional
cutoff for us as far as our distribution systems.
Q. Sothat'swhy the different ones indicate
whether it's plastic or steel as a replacement
material, correct?
A. That's correct.
Q. Okay. Now if I look at the miles
replaced, the total, 3,567, and | compare that to
page 9 of your testimony, line 6, you list
3,907 miles.
A. That's correct.
Q. Sothis3,567 is asubset of the 3,907 in

your testimony.
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20 A. It'sasubset of the entire amount of

21 pipethat we proposed as part of the program. |

22 think the actual number in the application, we added
23 the cast iron and the wrought iron and the copper in,

24 | think it was 4,122. Going by memory now. It was
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in our application.

Q. Okay. If I look at the estimated
replacement cost, the $1.655 billion, that's the
comparable number to your testimony page 12, line 19,
correct?
A. That's correct. The numbersthat you see
here, the 3,567 is different from the 3,907 because
of, and | referred to it previously, what we called
our low pressure double main adjustment that we made.
That was because in alot of our older residential
areas when they originally laid the mainsin those
areas back, you know, before 1950 or sometimes even
around the turn of the century, we laid main lines on
both sides of the street versus just laying main on
one side of the street.
And again, what we've proposed as part of
the program iswe feel, using our hydraulic modeling
tools and other tools we have, that we'll look at

those situations when we get in to design the

file:///A|/EastOhio-V ol %2011 .txt (301 of 590) [8/8/2008 9:08:28 AM]



file:///A)/EastOhio-V ol %20l .txt

20 specific projects and there's areally good chancein
21 alot of those cases welll be able to actually just

22 lay main on one side of the street so effectively you
23 get kind of atwo for one. You eliminate two lines

24 with one replacement so you end up with actually less
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1 replacement mileage than the total that's existing

2 right now today. And | hope that makes sense.

3 Q. Yes. Sotheapproximately 400 miles

4 differenceisthat you think that that's situations

5 where you can replace the two parallel lineswith a

6 singleone.

7 A. Yeah. | think that the number is

8 actually alittle more than that that we estimated

9 baseon the analysiswe did.

10 Q. Whatever the differences are.

11 A. That's correct.

12 Q. Now, if | go to the very next page, the

13 Mainto Curb Replacement Estimate, and | ook at the
14 total dollar amount, the $490 million, that's

15 comparable to the $490 million on page 12, line 20 of
16 your testimony?

17 A. That's correct.

18 Q. Andthetotal miles are the same for the

19 whole project throughout these breakdowns on OCC
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20 Exhibit 13A, correct?

21 A. That'scorrect. And then wetook into
22 consideration in all cases that low-pressure
23 adjustment that | just spoke of.

24 Q. Andthenif I go to the next page, the
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1 Service Line Replacement Estimate, the 515 million

2 that'slisted there would be comparable to the

3 516 million that's listed on page 12, line 22 of your

4 testimony?

5 A. That's correct.

6 Q. Sothevery next page whereit says

7 "Summary of Replacement Costs," the 2.66 billion

8 thereisthe number that's being used as the 2007

9 dollars estimate for the total PIR program.

10 A. That iscorrect.

11 Q. Okay. Andif I go to the second-to-last

12 page of this document, it says " Comparison to Other
13 Pipeline Replacement Programs.” Y ou list there Duke
14 Energy of Ohio and Kentucky, that's Cinergy. That's
15 referring to the Duke plan that you referenced

16 earlier in your testimony, correct?

17 A. That's correct.

18 Q. And Columbia Gas of Pennsylvania, that's

19 aprogram that Columbia of Pennsylvaniaisdoingin
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20 the state of Pennsylvania?

21 A. | think'saprogram that they've

22 proposed. |I'm not sure that they are in the middle
23 of doing it. They may be.

24 Q. Okay. Soyou don't know if they've
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actually even begun that program yet.

A. I'mnot positive --

Q. Okay.

A. --onthis, but it was a program that had
been proposed, there was news releaseson it | think.

Q. And then thelast two are both Dominion
East Ohio with the Dominion M/L Only being for main
lines only and the Dominion total project being the
complete project, correct?

A. That's correct.

Q. And then under Costs Per Mile, that just
breaks down the cost per mile for each of those four
different categories, correct?

A. That'scorrect. What we weretrying to
do thereisjust give some order of magnitude asto
how our costs were comparing to others. | think the
purpose of breaking down the Dominion into two parts
was that we knew that the Duke program until this

recent filing and order that they received, the
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20 service ownership was not part of their program,
21 that's why we separated those two for comparison
22 purposes.

23 Q. Soisit your understanding, then, that

24 the Dominion M/L Only, the third category, is more
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closely related to what Duke Energy did in the first

phase of its program?
A. Weweretryingto just give an order of
magnitude of comparison here.
Q. I'msorry. Yes?
A. That'swhat we weretryingto doisgive
an order of magnitude comparison.
Q. Right. But what I'm saying isthat the
third category, the Dominion M/L Only isthe one you
feel is more comparable to the Duke Energy-Ohio,
correct?
A. When we put these numbers together,
that's what we felt, correct.
Q. Becausethe total project includes costs
that were not in the Duke total cost project.
A. Atthetime that was correct.
Q. Okay. Now if you could turn to --
EXAMINER PIRIK: Mr. Serio.

MR. SERIO: Yes.
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20 EXAMINER PIRIK: Beforewe go on, just
21 for citing purposes, | don't know how you intend on
22 using thisbut | think it would be helpful if we used
23 page numbers and so | added page numbers.

24 MR. SERIO: Okay.
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EXAMINER PIRIK: | included the first

cover page as page 1.

MR. SERIO: Okay, cover page will be page

EXAMINER PIRIK: Which would then put the
bare pipe chart on page 19, the main-to-curb chart is
on page 20, the Service Line chart is on page 21, the
Summary of Replacement Costsis page 22, and then the
Comparison to Other Pipeline Replacement Programsiis
on page 26.
MR. SERIO: Thank you, your Honor. Then
obviously the other pages would fill in between.
EXAMINER PIRIK: Yes.
Q. (By Mr. Serio) Okay. If you could ook
at now Exhibit 13B, that's the Dominion
Infrastructure Replacement Team Report dated January
23rd, 2008. Do you have that?
A. Gotit. I'mthere.

MR. SERIO: This one does have page
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20 numbers, your Honor.

21 Q. If you turn to page 4 of that document,

22 under your assumptions, there thisis a continuation
23 of assumptions, you indicate a high degree of

24 oversight involvement from the PUCO and public.

file:///AJ/EastOhio-Vol %2011 txt (312 of 590) [8/8/2008 9:08:28 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

10

11

12

13

14

15

16

17

18

19

157
Setting aside the PUCO for a moment, | want to focus

on the "and public." What do you mean by "and
public" there?
A. | think when we were putting this
document together, when we said "and public,” we were
referring to the municipalities that we -- where our
facilities exist, and | think when we said "a high
degree of oversight and involvement," we clearly
recognized and we had some discussion with the folks
at Duke Cinergy that, you know, getting the
municipalities involved actively as we were
developing the projects was going to be very, very
important and, obvioudly, if you're going into those
municipalities and digging up lots of the streetsin
the municipalities, it was going to have an impact
and we needed to make sure we coordinated and worked
closaly with them.
Q. Sotheinvolvement and oversight from the

public isreally you working with the municipalities
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20 in planning on agoing-forward basis.

21 A. That's what thiswas focused on, yes.

22 Q. Thisdidn't involve any going out to the

23 public and determining how the public would react to

24 the scope and magnitude of the infrastructure program
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itself, correct?

A. That's correct. That was not part of my
charge with putting this proposal together.

Q. | just want to make sure I'm not
mischaracterizing it.

And to the best of your knowledge there
wasn't any effort included in going out and talking
to the public and getting any public input on the
scope or magnitude of the project; isthat correct?

A. I'mnotinvolved in that part of the
process. I'm not aware that that was done, no.

Q. Therée'snothing in thisreport that would
lead you to believe that that type of activity was
done, isthere?

A. That's correct.

Q. If you could turn to page 8 of Exhibit
13B. | think there's recommendations that says
continued from previous pages.

A. Yeah.
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20 Q. Thelast one there on that page says

21 "Effective communication within DEO and with the
22 PUCO, local communities and other external

23 stakeholders."

24 Again, setting aside DEO and the PUCO, to
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1 the extent that you referenced local communitiesis

2 your effective communication, again, with the

3 municipalities aimed at coordinating with them on a
4 going-forward basis scheduling and looking at

5 projectsinto the future?

6 A. That's correct.

7 Q. Again, there was no intent here to

8 reference going out to the public and getting any

9 input from the public on the scope or magnitude of
10 thePIR project.

11 A. That's not what this bullet was referring

12 to.

13 Q. Okay.

14 MR. SERIO: May | approach, your Honor?
15 EXAMINER FARKAS: Yes.

16 MR. SERIO: | think for purposes of

17 identification we're up to OCC Exhibit 14.
18 EXAMINER FARKAS:. Yes.

19 (EXHIBIT MARKED FOR IDENTIFICATION.)
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20 MR. SERIO: Thisoneisatwo-page

21 document, it's aresponse to question No. 41. And at
22 the bottom of the page it indicates that Tim McNuitt
23 wasthe preparer.

24 Q. Andthat'syou again, Mr. McNutt?
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That's correct.

If you look at page 2 of OCC Exhibit 14,

this provides the summary of pipe replaced with

plastic or coated stedl pipeline, and it lists the

years 2002 to 2007. Would this constitute the bare

steel, cast iron, wrought iron, and copper pipe

that's been replaced that you referenced earlier as

the averaging 40 miles?

A.

Q.

That's correct.

| believe earlier you indicated that

there would be some savings, O&M savings, resulting

from the installation -- strike that.

Do you have your supplemental testimony

14 with you?

15

16

17

18

A.
Q.
A.

Q.

Yes, | do.
That's Exhibit 10.1?
Yes.

Could you turn to page 2 of that

19 document? Do you have that?
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20 A. Yes | do.

21 Q. Onyour answer 5 you indicate that

22 " ...if aneffectively coated service line holds a

23 pressuretest, 'those lines should be reconnected and

24 ownership should remain with the customer.
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1 To the extent that an effectively coated

2 serviceline holds a pressure test, does that mean

3 that that lineis safe and reliable?

4 MR. KUTIK: | object, your Honor. The

5 testimony hereis quoting the Staff Report. This

6 isn't the witness's statement.

7 MR. SERIO: I'll rephrase, your Honor.

8 EXAMINER FARKAS: Thank you.

9 Q. Tothe extent that you're citing to the

10 Staff Report, isit your understanding that a

11 effectively coated service line that holds a pressure
12 testissafe and reliable?

13 A. Yes.

14 Q. Onpage>5 of your testimony you identify
15 yard meters. Am | correct that there's approximately
16 25,000 total yard metersin the Dominion system?
17 A. That's correct.

18 Q. Andthe company is not proposing to

19 replace all 25,000 yard meters, are they?
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20 A. That's correct.

21 Q. You're proposing to do some subset of the
22 25,0007

23 A. | think what we've proposed thereisif

24 we had aproblem or aleak on ayard meter -- and |
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don't know if we need to define what a yard meter is.

A yard meter is ameter that instead of being back at
the house against the house wall, the meter actually
was installed out by the street.

So you had the main line, you had a short
main-to-curb, and then you had a short service, and
then you have the meter in the customer'syard. And
then downstream of the meter is actually the house
line, so it's the customer's responsibility.

| think what we've proposed isthat if we
had a problem with one of these situations that when
we went out and if we had to cut the service, at that
time we would move the meter back to the house wall
because the meter out by the street is susceptible to
vehicular traffic and that type of thing. So we
would only propose to relocate the yard meter at the
time that we had a specific problem with it that
required us to disconnect it from the main.

Q. Isthecost of replacing yard meters
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20 included in the $2.66 million estimate --
21 MR. KUTIK: Objection.
22 Q. --forthe PIR program?
23 MR. KUTIK: You mean billion.

24 MR. SERIO: Billion. Wishful thinking
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agan. I'msorry.

EXAMINER FARKAS: Okay.

A. It'snot included in those numbers.

Q. And do you know how much it cost to
relocate a single yard meter?

A. | haven't done that exact calculation.
Obvioudly it's a number that we could work up. We
don't even know the magnitude of how many of these
that we would potentially have; it would be more

reactionary in nature.

Q. | understand you can't do the second half
of the equation which is how many, but for the first
half, how much it costs per, do you know if it's more
than $5,000 per unit?

A. Oh, no. No. It'sgoing to be-- the
work's going to be very comparable to a service line

replacement type activity, you know, because you're
going to haveto dig ahole.

If you were replacing a service and the
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20 meter was back at the house, you're going to have to
21 dig ahole at the house where the meter is. Inthis
22 caseyou would just take that meter out, you would
23 install aplastic service, then you would reinstall

24 the meter and the meter manifold back at the house
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wall.

So the dollars are going to be comparable
to atypical service line replacement with alittle
additional cost on moving the manifold.

Q. Roughly the thousand to $1,500 estimate?

A. That's going to be a good estimation.

Q. Okay. So sinceyou've got 25,000 total,
the maximum possible cost there would be 25,000 times
that thousand to 1,500.

A. | mean, if we had a problem with every
one of them, you know, over an extended period of
time, that's the magnitude of the issue.

Q. I'mjust trying to get a worst-case
magnitude, okay.

MR. SERIO: That'sal | have, your
Honor.

Thank you, Mr. McNuitt.

EXAMINER FARKAS:. Mr. Rinebolt, any

guestions?
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20 MR. RINEBOLT: Yes. Thank you, your
21 Honor. | appreciate the indulgence. I'll be happy
22 to start the first questioning after this.

23 .- -

24
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CROSS-EXAMINATION

By Mr. Rinebolt:

Q. Mr. McNutt, good morning.

A. Good morning.

Q. Or afternoon. We'll make thisrelatively
quick. You talked alot about the plastic pipeis
now the state of the art and that's what you've
transitioned to installing, but | assume plastic pipe
does occasionally fail.

A. Very infrequently.

Q. Vey infrequently? What are the nature
of the types of things that would cause plastic pipe
to fail?

A. | mean, the only plastic failuresthat |
have ever been on is that with plastic pipe when you
connect it together, you fuse it with basically an
iron that gets really hot and you heat the pipe up on
both ends and then you have a machine that pulls it

together and basically, you know, binds it together,
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20 the plastic meltstogether.

21 | mean, | could count probably the number
22 of fallureswhereif you, say don't get that iron hot
23 enough when you'reinstalling it, you'll get what

24 they call acold fusion.
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Q. Okay.

A. And over an extended period of time
sometimes if you have a cold fusion and you get
movements in the ground or different things
happening, then you have a potential for that fusion
to faill. But | could probably count the number of
cold fusion replace -- or failuresthat I've been on
in my entire career of amost 23 years on one or two
hands in that entire time.

Q. Widll, that'sagood record.

Now, you look at replacement costsasin
terms of miles replaced or feet of line replaced; is
that how you do the estimates?

A. Widl, | think we actually start with a

cost per foot, | mean, because that's, you know, if
we're working the numbers that we put together, and
we looked at specific jobs that we had done very
recently and looking at specific jobs and how much

footage and how much did it cost, you end up with a
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20 unit cost per foot, and then | think in the summaries
21 for just purposes of presentation we equated it then
22 toacost per mile.

23 Q. Okay. Now, you mentioned to Mr. Serio

24 that in older neighborhoods you're able to eliminate
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1 paralel pipewhen you go in and do these

2 infrastructure upgrades, correct?

3 A. That'sour -- definitely our plan.

4 That'swhat Duke has done. We've talked to Columbig;
5 that'salso their plan.

6 Q. Now, given that you're reducing pipe and

7 the distance between propertiesis even lower in

8 these old neighborhoods, | mean they're more densely
9 packed, populated, the cost of pipe necessary to

10 serveaparticular homeislower in a more densely

11 populated areathan in, say, the suburbs where you
12 have larger lots and you need more pipeto be run; is
13 that areasonable assessment?

14 A. I'mnot sure | understand your question.

15 Q. Widll, let me put it adifferent way. In

16 an urban areawhere you've got older, smaller homes
17 tightly packed together, you're going to have more
18 connections per mile of pipe than, say, in a suburban

19 or exurban areawhere you've got fewer service
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20 connections per mile of pipe.

21 A. That's correct, absolutely.

22 Q. Now, isit reasonable to assume that it
23 would cost more per connection, then, to serve a

24 customer in asuburban areathan in an urban area?
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1 A. Arewe talking about a new customer? Are

2 wetalking about --

3 Q. Wadl, we'retalking about replacing alot

4 of your pipelines so if we're going to replace that

5 pipeling, you're going to use more feet on abigger

6 lot, right? Andif you have less customers connected

7 toagiven mile of pipe, by definition it's costing

8 moreto servethat individual customer where you've

9 got bigger lots and less dense popul ation.

10 A. | guessto be honest I've never redly

11 kind of thought about that. | mean our system, you

12 know, to get gas to our system the system has to work
13 asawhole. You can't, you know, have one part of it
14 working and one part of it not working.

15 Obvioudly, the density, you know, of our

16 customers, you know, changes based on where we're at
17 inour system. You know, some of the older areas

18 where, you know, you do have smaller lots, we have a

19 lot of facilitiesin tight spaces, you know, that's
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20 going to be different than when you get out into, you
21 know, maybe a suburb or even arural areawhere

22 you're going to have longer stretches of pipe.

23 But alot of times the pipe that may be

24 serving the longer stretches, it may be connecting to
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asupply point that it has to be there to be able to

serve the dense residential areas because the gas has
to get from this point to that point.
Q. Okay. Thank you.
Let me see here. Now, the company, if
the situation warranted, could spend more money on
infrastructure replacement than it did in the test
year, couldn't it?
A. | mean, if the situation and the need on
our system was such, you know, we would spend the
amount of money necessary to maintain a safe and
reliable system; that's what we've stated all along.

Q. Widll, and you have mentioned that there
are upcoming federal rules, so you may well have to
make investments above what you have traditionally
done, what's in the test year, in order to comply.

A. That's acorrect statement. Y ou know,
distribution pipeline integrity rule is working

through the approval process right now, we're
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20 reviewing the notice that's put out in the Federal
21 Register right now, and they're anticipating that
22 rulewill gointo effect potentially at the end of
23 thisyear.

24 Q. And soif you had to make those kinds of
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1 investments, exempting whether there'sa PIR plan or

2 not or that thereisn't one, you could make those

3 investments and then file arate case to recover the
4 dollars, or you could file an application for CWIP,
5 for construction work in progress, couldn't you, too
6 to ultimately collect the cost of that investment?

7 MR. KUTIK: Objection. Your Honor, this
8 witnessisn't here to testify about recovery of costs
9 and cost mechanisms, recovery of cost mechanisms.
10 EXAMINER FARKAS: I'll allow himto
11 answer the question.

12 If you know.

13 A. I'mnot familiar with the cost recovery

14 partsof our business. I'm an engineer, aplanner, a
15 designer, that's my role. There's other peoplein

16 our organization that are very versed in those areas.
17 Q. Widll, lucky you. I'll ask Mr. Murphy

18 about that when he gets on the stand.

19 Just one more thing to check here,
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20 Mr. McNutt, we may be done.

21 MR. RINEBOLT: Your Honor, | have no more
22 questions. Thank you very much.

23 EXAMINER FARKAS:. Mr. Reilly, or

24 Ms. Hammerstein.
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1 MS. HAMMERSTEI N1:7I1 have just a couple
2 questions.

3 EXAMINER FARKAS: Okay.

4 o

) CROSS-EXAMINATION

6 By Ms. Hammerstein:

7 Q. Good afternoon, Mr. McNutt. My nameis
8 Anne Hammerstein, and | represent the staff of the
9 Commission.

10 Y ou testified that, and I'm looking at

11 your Exhibit 10.1, your supplemental testimony,

12 question 8, answer 8 on page 4 where you talk about
13 the company's objections regarding the staff

14 recommendation on taking ownership of the service
15 lines.

16 The ownership of the service lineisn't

17 going to impact the company's responsibility for

18 maintaining that line, isit, in terms of the

19 pipeline safety rulesin part 1927
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20 A. Arewereferring specifically to which

21 section of my testimony again here?

22 Q. Where you discuss the taking ownership of
23 servicelines on page 4 in your supplemental

24 testimony.
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A. We'rereferring to specifically the

coated, the effectively coated surfaces, isthisthe
section that we're specifically referring to?

Q. Widll, actually no, but we can start
there. If you'relooking at it just in general,
because the next question down you talk about DEO
proposes to take ownership of plastic service lines
aswell when they're separated, pressure tested, and
retied.

A. Okay.

Q. More or less under the same circumstances

A. Okay.
Q. --the effectively coated lines, correct?
Y our proposal's the same for both if they're --
A. I'm having a hard time hearing you.
Q. I'll speak up.
Y ou're proposing to take ownership of

effectively coated lines when they're separated from
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20 the main and then retied, correct?

21 A. That'swhat we propose, yes. Correct.
22 Q. Andyou made the same proposal for
23 plastic lines under those same circumstances.

24 A. That's correct.
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Q. Okay. My question to you is, then, under

[ —

2 part 192 whether or not the company owns a service
3 line, the company's responsibility for those lines

4 arethe same, correct?

5 A. That'scorrect. | think what we've

6 proposed hereisthat if the goal, if the end godl is

7 for East Ohio to own services, then what we've said

8 isthat if we have a situation where we haveto

9 separate a service, for whatever reason, it could be

10 amain replacement, could be a cause leak replacement
11 that we go out on, could be other situations where we
12 have to separate the service, that at the point that

13 we separate the service that would be the trigger

14 point for us to take ownership of that service.

15 To your point in your question that you

16 asked, doesit change the maintenance activity on

17 that service, specifically on the service, and if

18 we'rereferring to the leak detection activity,

19 whether we own it or don't own it we still are going
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20 toleak detect the service irregardless of whether we
21 ownit or wedon't own it.

22 We just felt that that was the proper

23 trigger for usto take ownership of any service at

24 the point that we separate it from the main line.
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1 And again, we're not talking about going out

2 proactively and taking every service. We would have

3 togoout for aspecific reason and if we separated

4 the service, that would be the point that we would

5 take ownership at that point.

6 MS. HAMMERSTEIN: Thank you, Mr. McNuitt.

7 | don't have any further questions.

8 EXAMINER FARKAS: Mr. Kutik, any
9 redirect?
10 MR. KUTIK: I do. Your Honor, may |

11 approach the witness?
12 EXAMINER FARKAS:. Yes.
13 MR. KUTIK: I'dlikefor thisto be

14 marked as DEO Exhibit 11.

15 (EXHIBIT MARKED FOR IDENTIFICATION.)
16 -
17 REDIRECT EXAMINATION

18 By Mr. Kutik:

19 Q. Mr. McNuitt, there has been some testimony
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20 today about the Black & Veatch report. Can you

21 identify Dominion Exhibit 117

22 A. Thisisthereport, the fina report that

23 werecelved from Black & Vesatch for -- we asked them

24 to review our proposal and also just take alook at
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our system and compare it to other gas companies and

[ —

2 peer groups within the United States.

3 Q. Now, you also mentioned a western area
4 study.
5 MR. SERIO: Y our Honor, just a second.

6 Can we go off the record?

7 EXAMINER FARKAS: Yes.

8 (Discussion off the record.)

9 EXAMINER FARKAS: Let'sgo back on the
10 record.

11 Q. Goahead. Do you remember the western

12 areastudy?

13 A. Yes, | do.

14 Q. What isthat?

15 A. Thewestern area study was a study that

16 we embarked on early on in 2007 where we identified
17 that with all these bare assets that we have, you

18 know, the most of any utility in the entire country,

19 that we needed to develop a plan and atool to
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20 prioritize those replacements so that we could become
21 more effective in identifying what we needed to do

22 there.

23 So that study was completed as part of

24 our Six Sigma. We have a Six Sigma program at East
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Ohio. We have an employee who worked under me who

completed the study with ateam of East Ohio folks
and the bottom line conclusion of the study was that
in our western area of our service territory, which
Is the western side of Cleveland for us which
comprises kind of our downtown Cleveland area and
then some of the western suburbs, you get out as far
west as Rocky River, Fairview Park, those are the
communities that the study showed that in that
service territory we had -- 25 percent of our pipeis
low pressure bare pipe and that actually when you
looked at the leak activity for that entire area, we
had 91 percent of our leaks were occurring on
25 percent of our pipe which was the bare
low-pressure assets.

Q. Doyou believe that that western area
study supports your conclusion that there will be
savings that result from a PIR program?

A. Absolutely.
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20 Q. How?
21 A. When welook at that, you know, | guess
22 we had known and the numbers just completely
23 supported it that you start to replace your

24 |ow-pressure main, you can focus your replacements,
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1 you know, on this subset and that subset, if you

2 build atool that allows you to do the worst first,

3 then you can go after the pipe where you have the

4 most leaks and you're going to see areduction in

5 your leak, you know, leaks going forward very quickly
6 because you can focus on a specific subset of your

[ assets.

8 Q. Doesareductioninleakstrandateto a

9 reductionin O&M costs?

10 A. Absolutely.

11 Q. Now, speaking of costs, and let me refer

12 youto OCC Exhibit 13A, | believe Mr. Serio referred
13 you to pages that have now been designated as page
14 19, 20, 21, and 22.

15 A. | did not number them as --

16 Q. Wadll let's, for example, look at one.

17 I'mlooking at the Main to Curb Replacement Estimate.
18 A. Okay. I'mthere.

19 Q. Now, thereisareference at the bottom
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20 of the chart, it says "Note: All figures are 2007
21 dollars." Do you seethat?

22 A. Yes.

23 Q. Doesthat notation appear on other cost

24 figuresin this document?
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1 A. All of them.

2 Q. Anddid you use the phrase "2007 dollars"
3 inyour direct testimony?

4 A. Yes, | did.

5 Q. Andwhy do you use the phrase "2007

6 dollars'?

7 A. Because that's the way the numbers were
8 put together.

9 Q. Does 2007 dollars indicate whether you're
10 using inflation or not?

11 A. Yes, it does.

12 Q. What doesit mean about whether you're
13 using inflation?

14 A. It meanswe did not include inflation in
15 the numbers that we put together.

16 Q. Touseinflation doesit help to know

17 when you're going to incur a cost in the future?
18 A. Absolutely.

19 Q. And do you know when you're going to
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20 incur costsin the future under the PIR program?

21 A. Wedo not know that until we start to

22 develop specific projects and we start to build those
23 projectsinto aplan. We do not know that.

24 Q. Isthat one of the reasons that you did
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1 not use an inflation factor in determining what

2 potential costs of this program might be?

3 A. Yes, itwas.

4 Q. There was some testimony about service

5 linerepairs; do you remember that?

6 A. Yes

7 Q. And, Mr. McNauitt, if aserviceline holds

8 itspressuretest at the time you go and are doing

9 your main replacement around that area, or if the
10 servicelinetoday is safe and reliable, why replace
11 the service line when you're out there?

12 A. Wdl, particularly in the case of a steel

13 service, it'salittle different than plastic, but if

14 you have a steel service, the pressure test isjust a
15 snapshot in time and you don't know what's going on
16 below the ground with the service. So it could leak
17 aweek from now after you've done the test on it.
18 If we have to come back, you know, once

19 themain -- and we're replacing the main and we've
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20 got everything opened up, you know, the cost of

21 replacing the service at that timeisasmall

22 incremental amount because you only have a couple of
23 activitiesthat are really incremental to what you're

24 going to need to do to disconnect the service from
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the existing main and then retie it into the new main

that you've installed.

So what we look at is that small
incremental cost makes sense versus having that steel
service, you know, you test it, you put it back in
service, ayear later or two years later, five years
later it leaks, so now you're back out in that
situation, you're re-tearing up the sidewalk, you're
re-tearing up the customer's yard, and it's going to

cost you significantly more than that incremental
piece that it would cost you to replace it at the
time of destruction.

Q. And have you determined what the
difference is between doing what you propose to do,
which isto deal with the service when you're opening
up the ground for the main, or coming back and
dealing with it later?

A. Yes, wehave. Theincremental costis

less than $300 at the time of destruction.
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20 Q. Andwhat arethe costsif you come back
21 later?

22 A. It'sgoing to range anywhere from a

23 thousand to 1,500. | think the number that we've

24 provided as a specific estimate was like 1,310, plus
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Oor minus.

Q. Now, does the company anticipate
operating its system for more than five years from
today?

A. Sincel have maybe 10 or 15 to get to
retirement, | hope so.

Q. And doesyour -- does the company's
preference for a proactive versus reactive approach
help the company deal with the system either next
year or five years from now?

A. Absolutely.

Q. Firgt, let'stak alittle bit about
what's the difference between areactive and a
proactive approach to pipeline replacement?

A. | think, as| indicated before, when
we're in reactive mode, you're basically in amode
where you're dealing with the compliance activities
that are right in front of you. So you have your

eyes kind of to the ground focused, you know,

file:///A|/EastOhio-V ol %2011 .txt (361 of 590) [8/8/2008 9:08:28 AM]



file:///A)/EastOhio-V ol %20l .txt

20 ensuring that you're maintaining compliance on a
21 day-to-day basis, but you don't have the opportunity
22 tolook out on the horizon and put aplan in place
23 that it's farther out when we're in reactive mode.

24 Aswe go into a proactive mode, again, it
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allows usto look up, you can build plans, you can

put projects together that are larger in scale that
probably work better than replacing small incremental
pieces that are more reactionary in nature. That
allows you to go into areas and, you know, make
amost complete improvements in some cases that set
you up well into the future and those opportunities
really allow you to drive, you know, cost savings and
the scale allows you to really drive efficiencies.

Q. Inyour judgment being someone whao's
experienced in putting together capital budgets,
which results in the less expensive replacement
program, areactive approach or a proactive approach?

A. Hands down, proactive. When you'rein
reactive mode, you're doing smaller pieces and parts,
and proactive allows you to put together a better
plan, atighter plan. Definitely proactive.

Q. Arethere things that the company is

doing today to prepare for a proactive approach
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20 should the Commission approve the PIR application?
21 A. Absolutely. Again, we started with, you

22 know, the western study we talked about, you know, we
23 embarked on that even before we filed the base rate

24 case and just building atool that will allow usto
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prioritize these assets that need to be replaced.

And then we're aso in the process of
really reorganizing. My job that | have right now
that was -- that | took on in April of thisyear, we
kind of reorganized alot of our organization with
this more proactive approach in mind.
We're also in the process of developing
and actually we're working off of the western study
we did and we |learned alot when we did that and now
we're finding the tool that we're going to use to
prioritize the replacement of these assets that we
spoke of and we're hoping to -- well, we will have
that in place sometime in the second quarter of next
year and wel'll probably have some working version on
asmaller scale even potentially before that.
Q. Could you describein alittle more
detail thistool you're going to use to prioritize
the work that might be done under a PIR program?

A. Yeah. What we're actually learning from
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20 the experience iswe have transmission pipeline
21 integrity, because we built avery extensive risk
22 ranking tool that we used, consulted Bass-Trigon, it
23 alowed usto do that, and it's similar to the tool

24 that Puget Sound developed that was part of Scott
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Rubin's testimony.

The tool that we're building right now to
deal with our distribution assets, it's going to
focus specifically on our historical leaks, the leaks
that we have in front of us right now today, it will
also bring into play the year that the facility was
installed, it will bring into play the type of
material obvioudly, and then the two other factors
that come into play will be the amount of customer
outages we've had in an area and the amount of what
we call heat tapes.

Heat tape is adevice that we put on a
low-pressure meter in the winter because if the leaks
will let water into the systems, so if we get water
Into the customer's meter, they freeze, so we
actually put an electric heat tape on it to keep the
meters from freezing.

So those are the six factors that

initially are part of our program that we'll use.

file:///A|/EastOhio-V ol %2011 .txt (367 of 590) [8/8/2008 9:08:28 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 Well bring the datain and then we'll use that to

21 prioritize where our replacements will occur.

22 Q. Onelast question going back to Dominion

23 Exhibit or DEO Exhibit 11, the Black & Veatch study.

24 Do you know whether thiswas provided to OCC in
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discovery?

A. Yes, itwas.

MR. KUTIK: No further questions.

EXAMINER FARKAS: Just for the record,
you were going to make a statement regarding --

MR. KUTIK: Yes, your Honor. And that
was the point of my last question, your Honor. We
have provided thisto OCC in discovery and although
thereis alegend on the document that it is
attorney-client work product prepares in anticipation
of litigation, we have waived that claim obviously
since we gave it to OCC in discovery.

EXAMINER FARKAS: Thank you.

Mr. Serio.

MR. SERIO: Thank you, your Honor.

RECROSS-EXAMINATION
By Mr. Serio:

Q. Mr. McNutt, when you filed your
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20 supplemental testimony, did you have the Black &
21 Veatch study available to you?

22 A. The supplemental would have been -- yes.
23 Q. You chose not to attach it to your

24 testimony, correct?
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A. That's correct.

MR. SERIO: Y our Honor, I'm going to move
to strike Dominion Exhibit 11 and all the redirect
that was done relating to Dominion Exhibit 11 because
the purpose of direct testimony is for the company to
make its direct case.
To the extent that this was available to
Mr. McNutt when he filed his supplemental testimony,
if it was important, he could have and easily should
have attached it to his testimony so that we would
have had an opportunity to review thisin time and if
we had questions about it, we could ask him today.
Instead, the company isintroducing it as
adocument on redirect and I've got the better part
of 15 minutesto seeif | want to ask any questions
about it. | think that's absolutely inappropriate
and doesn't fulfill the requirements that the
company's supposed to fileits direct case with the

evidence that meets its necessary burden of proof.
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20 MR. KUTIK: Supplemental testimony in

21 thiscase was to respond to the Staff Report. The

22 Black & Veatch doesn't respond to any specific point
23 made in the Staff Report relating to our objections.

24 Mr. Serio opened the door when he asked
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1 Mr. McNutt questions about the Black & Veatch report,

2 and indeed he had a problem understanding what the
3 Black & Veatch report, a problem which | imagine that
4 the Bench may have in understanding the difference
5 between the various reports.

6 Given the fact that there was testimony

7 about the Black & Veatch report it is perfectly

8 appropriate at this time for us to introduce exactly

9 what the Black & Veatch report is.

10 With respect to Mr. Serio's claim of

11 pregudice, that rings hollow given the last question
12 and answer that we had in our redirect, that this

13 document was provided to OCC in discovery.

14 MR. SERIO: It was provided, your Honor,
15 but that doesn't mean that along with the other

16 thousands of sheets that were provided to usin

17 discovery that | have to come to the hearing and be
18 prepared to cross-examine the witness on it.

19 The company has the burden of putting
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20 withitsdirect case, and in thisinstance its

21 supplemental case, the burden necessary to prove its
22 case. If the Black & Veatch report is necessary to
23 provethe case, it should have been part of the

24 direct case; it was not.
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And if it's some type of rebuttal

testimony, then it's absol utely inappropriate to
introduce it as part of redirect to this witness at
this point in time.
If it's going to be rebuttal, then it
should be done as appropriate rebuttal testimony and
then we have to determine could it have been done as
part of the direct case instead of the rebuttal case.
Those are the standards that this Commission uses,
your Honor.
MR. KUTIK: If Mr. Serio's going to ask
him questions about the Black & Veatch report, he
can't claim that he's prejudiced because he hasn't
been able to see the Black & Veatch report.
EXAMINER FARKAS: I'm going to deny the
objection.
MR. SERIO: Y our Honor, I'd ask to have
at least whatever we're going to take for alunch

break so | can go over thisin alittle more detail
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20 and seeif there's other specific questions since the

21 entirereport's now coming into the record.

22 EXAMINER FARKAS: Okay. Do you have any
23 objection to that?

24 MR. KUTIK: No, we don't, your Honor.
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1 EXAMINER FARKAS: Why don't we break for

2 lunch. Let'sgo off the record for a second.

3 (Discussion off the record.)

4 EXAMINER FARKAS: Let's go back on the
5 record. Why don't we break until 2 o'clock, then.

6 (Thereupon, at 12:46 p.m. alunch recess

7 wastaken until 2:00 p.m. of the same day.)
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Wednesday Afternoon Session,

August 6, 2008.

EXAMINER FARKAS: Let's go back on the
record.

MR. SERIO: Thank you, Mr. Honor. Y our
Honor, before | have any questions | did have another
motion I'd like you to consider. Again, I'd ask to
strike DEO Exhibit No. 11, but this time because it's
aclear violation of the hearsay rule, Rule 802 of
the Rules of Evidence.

As | look under 803, the exceptions of
the hearsay rule, there's no situation that applies
to thisinstance. Moreover, it ismy understanding
that a staff report does not get entered into the
record until the staff is able to authenticate it.
In this case the Staff Report has to be authenticated
by staff and the Blue Ridge report, unless the

parties waive it, has to be authenticated by Blue
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20 Ridge. Inthisinstance Mr. McNutt cannot

21 authenticate Dominion Exhibit No. 11 because he
22 didn't produce Dominion Exhibit No. 11.

23 In fact, to the extent that he's going to

24 authenticate it, he's relying on double and even
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triple hearsay to the extent that the folks that

actually prepared thisrelied on things that they
were told by people, and the witness in this instance
iIssaying "Well, other people told the people that
did the study this and |I'm authenticating that this
iIswhat they told them." That's double, triple,

could even be quadruple hearsay and, clearly, the
Commission rules don't allow for that.

If the company wants thisin, unless they

can bring the author of the report into the hearing,
put them on the stand and allow us to ask them
guestions about how they did the report, what went
Into the report, the assumptions and analyses they
used, Mr. McNuitt is not qualified to respond to any
kind of questions like those regarding what Black &
Veatch did. He can only respond to what his
understanding of the report is, and not what the
actual authors of the report did or intended.

MR. KUTIK: Your Honor, there are two
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20 thingsthat have to be established with respect to a
21 document, the first is authentication, the second is
22 doesit passthe hearsay rule. So Mr. Serio confuses
23 abunch of things.

24 With respect to authentication, we asked
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Mr. McNutt "What isthis?' He says"It'sthe Black &

Veatch report.” It'sthe Black & Veatch report that
he talked about with Mr. Serio. So he has
authenticated the document.
Now with respect to hearsay, Mr. Serio
assumes what Mr. McNutt's going to testify. He
hasn't asked Mr. McNutt anything about what he knows
about the report and whether he can, in fact, go into
hearsay rule. | have not asked Mr. McNutt any
guestions about it, but frankly, because it was
talked about in testimony, testimony elicited by
Mr. Serio, | think Mr. Serio's waived any hearsay
objections he might have had.
EXAMINER FARKAS: I'm going to deny your
objection.
MR. SERIO: I'd liketo note for the
record that's a continuing objection and | guess my
guestion would be would an OCC witness then be able

to authenticate the Staff Report? | don't see the
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20 difference, your Honor.

21 MR. KUTIK: Waell, for example, | note,
22 your Honor, that Mr. Rubin has attached to his

23 testimony areport from Puget Sound Gas. | would

24 assume that we can have a motion to strike
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Mr. Rubin's testimony; we may or we may not. So what

Is sauce for the goose is sauce for the gander. We
think in your discretion you should alow the report
to come in especially since it was the subject of
testimony.
EXAMINER FARKAS: Wéll, I'm going to
alow it in so let's proceed.
MR. SERIO: For clarification, can | ask
under what rule of the hearsay exceptionsit's being
allowed so that | can make my appropriate objections
in briefing that?
EXAMINER FARKAS: It'sjust -- I'm
overruling your objection.

MR. SERIO: Thank you, your Honor.

TIMOTHY C. MCNUTT
being previously duly sworn, as prescribed by law,
was examined and testified as follows:

RECROSS-EXAMINATION (continued)
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20 By Mr. Serio:

21 Q. Mr. McNutt, if you turn to page 2 of the
22 Black & Veatch report, the first full paragraph, last
23 sentence of that paragraph says "Furthermore, it is

24 Black & Veatch's experience that corrosion leaks on
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underground non-cathodically protected (unprotected)

bare and coated steel pipe can be expected to
increase exponentially over time until the pipes are
either cathodically protected, retired, or replaced.”

Do you know what Black & Veatch's
experience is?

A. Indiscussionswith Black & Veatch we
were working closely with Steve Vitale who's an
expert in the corrosion field, he has extensive

gualifications in the area, and we talked quite a bit
about this subject and how it related to East Ohio's
system and, clearly, we're back to thisisthe
science of corrosion and when corrosion beginson a
bare infrastructure in the ground, it can be expected
to increase exponentially and there's been many
studies done on that.

My experience in corrosion, | already
knew that --

MR. SERIO: Y our Honor, | wasn't asking
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20 his. | was asking about the authors of the document.
21 MR. KUTIK: He'stestifying about his

22 discussions with Black & Veatch. | think he should
23 be ableto finish his answer.

24 EXAMINER FARKAS: I'll let him finish his
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answer.

A. Agan, we had extensive discussion with
Steve Vitale who is an expert that was working with
us and worked with Black & Veatch on the report and
he's arecognized expert in the field of corrosion
and cathodic protection.

Q. Doyouknow if Mr. Vitale's ever appeared
before the Public Utilities Commission of Ohio?

MR. KUTIK: It'sNatale.
MR. SERIO: I'm sorry. Natale?
MR. KUTIK: Natale.

A. Vitale.

Q. Canyou spell that for me?
A. V-i-t-al-e, | think.
EXAMINER FARKAS: Subject to check.
THE WITNESS. Subject to check.

Q. Hisfirst name?

A. Steve

Q. Was he the main author of the document?
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20 A. Hewasthe expert consultant that Black &

21 Veatch -- the gentleman we worked with at Black &
22 Veatchis Ed Anderson and we had lots of discussions
23 with Ed Anderson and Steve Vitale in development of

24 the document.
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1 Q. Do you know where Mr. Vitale went to

2 school?

3 A. | think he was a graduate of Penn State.

4 We have hisrésumé, | don't haveit in front of me,

5 but --

6 Q. It'snot attached to this document at

7 al?

8 A. | don't think it was part of this

9 document. | think actualy | remember reading Steve
10 Vitale's résumé because he provided also testimony
11 for Columbia Gas of Ohio that's part of | think a
12 record that's out there.

13 Q. Doyou know if the Columbia testimony
14 that he provided has been entered into the record at
15 PUCO yet?

16 A. | don't know that.

17 Q. Doyou know if Columbia's had their

18 hearing yet?

19 A. | don't know that either.
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20 Q. Doyouknow Mr. Vitale'swork experience?
21 A. Again, I'mjust going by memory from his
22 résumé. | mean, he has multiple degrees. He's

23 worked all around the world. He's, again, a

24 recognized expert in cathodic protection and
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corrosion related activities.

Q. Doyou know if the PUCQO's ever recognized
him as an expert?

A. | don't know that.

Q. Do you know where Mr. Anderson went to
school ?

A. No, | do not.

Q. Doyou know if Mr. Anderson's ever been
recognized as an expert by the Public Utilities
Commission of Ohio?

A. | donot know that.

Q. Doyou know if there's any other
employees of Black & Veatch that worked on this
document?

A. Likel said, the contacts that we had
were specifically Ed Anderson, and Steve Vitale was
on most -- was involved in most of the discussions we
had.

Q. Soto the extent they wereinvolved in
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20 thediscussions, isit your understanding that they
21 actually did the work or do you know if they had
22 subordinates that actually did the work?

23 A. | don't know that.

24 Q. Anddo you know if -- to the extent that
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they might have had subordinates work on this, do you

have any ideawhat sections Mr. Vitale or
Mr. Anderson might have worked on or which sections
they may have had any other employees of Black &
Veatch work on?

A. | don't know specifically what other
sections other folks have worked on.

Q. On page 5 of the document under the blue
heading Department of Transportation data, do you see
that?

A. Yes, | do.

Q. The second paragraph says, "The DOT data,
as of April of 2008," and then the last sentence
before the bullet point says, "In addition, Dominion
has provided updated data for 2002 to 2006." Do you
know if the Black & Veatch included updated data for
any of the other distribution companies that they
looked at?

A. | think they focused their comparisons
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20 specifically on 2006 data.

21 Q. | understand. But what I'm asking you

22 s, it says here Dominion provided updated data. Do
23 you know if other distribution companies provided

24 similar updated data?
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1 A. | don't think that they changed the data

2 from other companies, no.

3 Q. You know that for fact.

4 A. | know that for fact.

5 Q. Isthereareason it doesn't say that in

6 thereport?

7 A. I'mnot sure why it would say that.

8 Q. Did Mr. Vitale or Mr. Anderson

9 gpecifically tell you that or isit based on your

10 conclusion?

11 A. What was the question again?

12 Q. That Black & Veatch did not include
13 updated datafor the years 2002 to 2006 for any other
14 distribution company.

15 A. Again, | think | responded that | don't
16 think that they changed the numbers from other
17 companies, no.

18 Q. And my questionis. How do you know

19 that?
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21

22

23

A.
Q.
A.

Q.

We had --
How do you know what they did?
-- no discussions about that.

So they specifically told you that they

24 did not do that.
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A. Waéll, there was no way that they were

going to change the data from -- we used a couple
different subsets of peer groups, one of them had 83
companiesin it, the other one had 30-some for the
regional group. There was no way that they were
going to change data from those peer groups.

Q. Okay. | understand you're saying there

was no way they were going to. Do you know for fact
whether they did or did not?

MR. KUTIK: Objection; thisisthethird
time the question's been asked.

EXAMINER FARKAS: I'll alow it.

A. | think | responded before, they didn't
change the numbers, update the numbers from other
companies.

MR. SERIO: Y our Honor, how can he know
what they did or didn't do when he's basing his
answer on "there's no way they could have"?

MR. KUTIK: He said he spoke with them
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20 and that'swhat they said. That's what they said.
21 How many times does he have to say it?

22 MR. SERIO: That's not what he answered.
23 MR. KUTIK: That's what he answered.

24 Q. Did Mr. Anderson or Mr. Vitale

file:///AJ/EastOhio-Vol %2011 txt (400 of 590) [8/8/2008 9:08:29 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

201
specifically tell you that they did not update the

[ —

2 datafor any other distribution company other than

3 Dominion?

4 A. | know for afact they did not do that

5 per our discussions that we had with them.

6 Q. Sothey told you that.

7 A. Wediscussed it specifically.

8 EXAMINER FARKAS: | think hisquestionis
9 did they tell you that in discussions or otherwise?

10 THE WITNESS: Wéll, | mean in our

11 discussionsthey weren't going to do that.

12 EXAMINER FARKAS: No. Thequestionis
13 didthey verbally tell you that, not -- | mean, in

14 discussions other otherwise, did they say that to

15 you?

16 A. Yes, they did.

17 Q. Inthat many words.

18 A. They were not going to change datafrom

19 other companies.
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20 Q. Soto the extent that you have updated

21 Dominion data and data for other utilitiesthat is

22 not updated, isn't it true that you're not doing a

23 true comparison of Dominion to the other distribution

24 companies?
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1 A. That'snot true.

2 Q. Thenwhy did you update the Dominion data
3 inthisreport?

4 A. When we started looking at our DOT data
5 that we reported on our annual reports, we clearly

6 had some data issues with the data that we had

7 reported, and they were just clear, obvious errors,

8 and when we got into thisinformation in detail, we
9 adjusted the numbersto reflect what they actually
10 should have been.

11 Q. Isit-- I'm sorry, were you done?

12 A. We had the information to clearly support
13 that and back that up.

14 Q. Isit possible that the data for other

15 distribution companies that was initially reported to
16 the Department of Transportation had similar errors
17 totheerrorsthat you identified in the data that

18 vyouinitially provided to the DOT?

19 A. | don't know that.

file:///A|/EastOhio-V ol %2011 .txt (403 of 590) [8/8/2008 9:08:29 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 Q. Soyou don't know that the data that they

21 provided was as accurate as the updated data that

22 thenyou provided to Black & Veatch; isthat correct?
23 A. | don't know, you know, for the other

24 companies| had -- would not be of knowledge of
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whether their information was accurate or not.

Q. Soif theair information isn't accurate,
what good does it do to compare Dominion to the other
companies?
MR. KUTIK: Objection. | mean, he said
he doesn't know how accurateit is. It's reported to
the DOT. They relied upon it --
EXAMINER FARKAS: If he has an opinion,
I'll let him offer it.
A. | think when you look at the numbers, a
lot of them, again, it's an order of magnitude type
Issue. | mean the changes that we made in general in
summary weren't that extensive, but it was clear that
some of the numbers when we were looking at them and
poring through them, they weren't completely
accurate. So as we got into the numbers we
recognized that and we're going to be working, you
know, through a process of revising and correcting

those numbers as we go forward.
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20 Q. Canyou show me anywhere in this report
21 that the data contrasts the original data that

22 Dominion provided and then the updated data?

23 A. No.

24 Q. Sothere's nothing in the report where
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1 anyone else could determine just how significant or

2 insignificant the changes might have been.

3 A. | mean, we can talk about what the

4 changes were.

5 Q. Canyoutell mein detail every change

6 that was made by the updated data from 2002 to 20067
7 A. We changed -- there was basically three

8 categories where we made minor changes, and one of
9 them was when we looked at the last three years for
10 our bare distribution noncathodically protected pipe,
11 we showed that number as exactly the same for the
12 last threeyears. Well, obvioudly, I've already

13 testified today we've replaced, you know, some pipe
14 on each one of those years, so that number should
15 have gone down by the amount of pipe that had been
16 replaced the previous year. And for whatever reason
17 when we reported those, we hadn't changed that

18 number.

19 The other change that --
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20 Q. Canwe do those one at atime?

21 MR. KUTIK: WEéll, can hefinish his

22 answer?

23 EXAMINER FARKAS: Yes, hecanfinish his

24 answer.
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A. The other two changes that occurred were

as parts of our transmission pipeline integrity work
and in compliance with that work we shifted and we
changed the operation of some facilitiesand it
shifted them from classification -- from a
transmission bare cathodically protected
classification to a distribution bare cathodically
protected classification. Those are columns that are
on the DOT report.

And we had not made those changes with
those numbers. So the numbers shifted from basically
one column to another on the report that's filed with
the DOT. So those were -- that was the magnitude of
the changes that we were working with.

Q. Youinitialy indicated there were three
categories; you just gave me two.
A. No. We have distribution, bare,

noncathodically protected.

Q. Okay.
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20 A. That was the one where we've been

21 replacing pipe that I've testified to, whether it's

22 an average of say 40 miles ayear, the last three

23 yearswe hadn't changed that number. So, obviously,

24 we replaced that pipe so that number should have gone
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down by that reflective amount that we replaced.

Q. That was one category.

A. Okay. The second category was
transmission bare cathodically protected. And that
was a category where we had reclassified and we moved
some of that pipe from the transmission
classification to a distribution bare cathodically
protected classification. So it was a corresponding
change. Y ou had amovement of pipe from hereto

here.

Q. Sothat second category had actually two
different changes.

A. Yeah. It wasjust moving one group of
pipe, we just changed the classification, so we went
down here, we went up here.

Q. Okay. Now, thefirst category, do you
know if any of the other distribution companies
listed had instances where they might have

consecutive years where their bare distribution
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20 noncathodically protected pipeline was the same for
21 more than one year and at the same time that the

22 company was replacing bare steel noncathodically
23 protected pipeline?

24 A. | don't know that.
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Q. And to the extent that there might be

situations like that, then how Dominion ranks against
the other companies could be affected, correct?

A. | mean, when you looked at the magnitude
of the numbers as a percentage, you could have had an
impact, but | think it would have been a small impact
based on the changes we made.

Q. And that's based on the changes for
Dominion. It's possible that other distribution
companies had changes that might be significantly
greater than Dominion's, you don't know that,
correct?

A. | don't know that. It doesn't change the
fact that, you know, we have more bare pipe than any
company in the entire United States and have more
corrosion leaks than any company in the United States
| don't think.

Q. | understand that. But this study goes

to more than just the number of pipes and the number
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20 of leaks, correct?

21 A. Yeah, it does, but that's primarily the

22 focus of the report when you read through the whole
23 thing.

24 Q. Doyou know if there's any other
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1 situations where distribution companies might have

2 changed transmission pipeline -- bare cathodically

3 protected transmission pipeline to distribution

4 pipeline?

5 A. | don't know that.

6 Q. And soyou don't know if there's

7 companies that could have had a similar change that

8 might have affected how Dominion ranks against those
9 companies, correct?

10 A. Again, | don't know that.

11 Q. Now, on page 6 there's some observations

12 regarding the data. Do you know why Black & Veatch
13 chose the sorting criteriathat they chose?

14 A. Wetdked quite a bit about that; yes.

15 We wanted to have a peer group subset that was

16 reflective of our group and, you know, they selected
17 all gas companies, LDC gas companies that had more
18 than 50 miles of bare pipe asareflective. So,

19 obvioudly, we have alot more than that, so it
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20 brought in quite afew companies so that we could get
21 agood reflective peer group.

22 So we ended up with | think there was

23 about 83 companies that were in that peer group, so

24 it gave agood cross-sectional representation across
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1 thewhole country for comparison purposes with East

2 Ohio.

3 Q. Soto the extent acompany had 51 miles

4 of bare steel pipe, they would have served as a

5 surrogate to compare to Dominion who's got almost
6 3,950 miles of bare steel pipe, right?

7 A. Weéll, they would have been one of the

8 companiesthat was in the peer group. There was

9 obvioudly alot of larger companiesin that same peer
10 group.

11 Q. Do you know how many of the 83 peer group
12 had more than a thousand miles of bare steel pipe?
13 A. | don't know that number off the top of

14 my head, no.

15 Q. Do you know how many had more than

16 2,000 miles?

17 A. Off thetop of my head | don't know that.
18 Q. Doyou know if that number'sin the

19 report?

file:///A|/EastOhio-V ol %2011 .txt (417 of 590) [8/8/2008 9:08:29 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 A. You know, it may be. | mean, they

21 don't -- if you go to page 8, so if you just kind of

22 drew alinethere at athousand, you could see how
23 many companies would fall into that category over a

24 thousand.
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Q. Soif you drew theline at a thousand,

that would be 677

A. Over athousand would be 67 to 83, so
you'd have 16 companies that had over athousand
miles of bare we would have been compared against.

Q. Doyou know if there's any analysis done

just compared to those 13 companies that are over a
thousand miles of bare steel pipe?

A. Waéll, those 13 companies show up on all
the charts so, you know, there's -- you can compare,
you know, based on that comparison on every one of
these charts.

Q. Do you know why there's no comparisons
done just based on the companies with more than a
thousand miles of bare steel pipe?

A. 1 guess|'m not sure why that type of cut
wasn't done. Obvioudly, | think the information is
al right therein front of you to look at just those

16 companies, | think you can just take a subset of
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20 theinformation that's provided hereif you wanted to
21 dothat.

22 Q. Okay. | believe you indicated you don't

23 know why they didn't do that study; is that correct?

24 A. Wdl, I --
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1 MR. KUTIK: Objection.
2 A. The bottom lineiswe didn't instruct

3 them to do it because we were working with them

4 throughout the process.

5 Q. Now, if acompany'sonly got 51 or 61 or

6 71 miles of bare steel pipe, what they do in one year
7 if they replaced 5 or 6 miles, that could have a

8 dgignificant impact on how their statistics play out

9 versus East Ohio replacing 40 miles of its

10 3,900 miles of bare stedl pipe, correct?

11 A. Wedl, statistically that could have an

12 impact, sure.

13 Q. Soyou don't know for the companies that
14 had significantly less bare steel pipeif they did

15 any kind of analysis separating them out to see if
16 there were instances where one or two years of

17 repairsor replacements might have caused an anomaly
18 intheir numbers which could potentially skew how

19 they stand up against East Ohio; isn't that correct?
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20 A. That's correct. That wasn't done, but |
21 think we were, again, primarily in the comparison
22 focused on the upper end. | think bringing in the
23 larger peer group it was just trying to bring as

24 broad a comparison as we could to the process. |
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1 think we were effective in bringing in alarge number

2 of reflective companies.

3 The other peer group that they

4 established as part of all the graphs was aregiona

5 group where we also looked at the utilities that had
6 more than 50 miles of bare pipe that were touching
7 the state of Ohio, that subset was | think 30-some,

8 and all the chartsreflect both that national peer

9 group and also the regional peer group.

10 And the regional peer group | think is

11 important because it gives a-- may be alittle more
12 reflective of the environment that we're in here at
13 East Ohio. You compare it against, the Columbias and
14 the other companies that really are representative of
15 East Ohio.

16 Q. Doyou know if the soil conditions for

17 thethree or two other pipelines used are similar to
18 the soil conditions that Dominion East Ohio

19 experiences?
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20 A. Soil conditions can change from this

21 place in Columbus to three blocks down the road so,
22 obvioudly, you're going to have awhole range of

23 different soil conditionsin different companies. |

24 mean, that's -- but to say you're going to have one
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specific type of soil condition with any different

gas company depending on where they're at in the
country, | mean unless you're maybe in a desert, but
not alot of gas companies in deserts.

Q. But you would agree with me that soil
conditions is one of the direct -- one of the items
that directly impacts corrosion on bare steel pipe,
correct?

A. Oh, absolutely.

Q. And different soil conditions would
affect corrosion in different ways, correct?

A. That'scorrect. And that'salso why we
took a national look and we also took aregional
look.

Q. Okay.

A. Two different numbers so that we could
compare ourself against companies that arein the
same areawe are.

Q. Didyou do any analysisto determine if
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20 any of the 83 national companies you looked at had
21 the same general soil conditions as those that

22 Dominion East Ohio has?

23 A. No, wedid not do that.

24 Q. Didyou do any comparison of the peer
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1 groupsto seeif their general soil conditions were

2 the same as Dominion East Ohio?

3 A. The study was not designed to get to that

4 level of detail. It was designed and we asked them,

5 we wanted a comparison and we wanted a third-party
6 opinion of the program that we were proposing. The
7 comparisons were designed to be done at a higher

8 level comparing information that was readily

9 avallableon alot of different companies.

10 So we did not get into detailed specifics

11 of soil conditions because, again, soil conditions

12 canvary significantly from just place to place

13 within your own system. | mean, East Ohio operates a
14 system that runs from Maumee up on the lake on the
15 western side, to Ashtabula, down to the Ohio River.
16 We have different soil conditionsin all parts of our
17 system, and it would be reflective probably of all

18 other gas companies.

19 Q. But you don't know that for fact, if
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20 other gas companies have the same range of soil
21 conditions, the sametype of corrosivity in the soil
22 of the service territories where they operate,

23 correct?

24 A. | don't know that specifically, no.
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1 Q. Infact, some of those 83 companies that

2 havesignificantly less mileage could be distribution
3 companies that operate in very small areas where

4 there could be significantly different soil

5 conditions than anything that East Ohio hasin its

6 serviceterritory; isn't that possible?

7 A. You know, it's possible.

8 Q. Didyou specifically tell Black & Veatch

9 not to look at the soil conditions for the different

10 gas companies that they were comparing Dominion East
11 Ohio to?

12 A. Soil conditions was not a factor that we

13 wanted them to consider because it's not something
14 that's readily known, you don't know where it

15 changes, how it changes. It's not an objective type
16 of thing. It'svery variable from company to

17 company.

18 Q. From ascientific standpoint isn't it

19 truethat different soil conditions will impact bare
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20 steel pipein different manners?

21 MR. KUTIK: Objection; asked and
22 answered.
23 EXAMINER FARKAS: I'll let him answer

24 this question.
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A. | mean, I've answered that question

before, but yeah, the soil conditions have an impact
on corrosion rates, absolutely.

Q. On page 13 of the document | think Figure
5 saysthat that's the total corrosion leaks
eliminated or repaired on mains. Isthat correct?

A. That's correct.

Q. And that shows that Dominion eliminated
or repaired more leaks than any other distribution
company in the country; is that right?

A. 1n 2006 that's correct.

Q. Andthey did that under the current
system of repair and replacement that does not
include the pipeline infrastructure replacement
program, correct?

A. That's correct.

Q. On page 14 of the document, | think it's
the seventh paragraph that begins with the word

"While," do you see that paragraph?
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20 A. I'mreadingit.

21 Q. Okay.

22 A. Okay.

23 Q. That paragraph basically says that

24 Dominion put extra effort into reducing its backlog
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and was able, therefore, to reduce more leaks than

any other distribution company, correct?
A. That's correct, that'swhat it says. And
it also goes on to speak about the fact that just
because the fact that we fixed the leaks, and we're
proud of the fact that we fixed the leaks and we're
maintaining our system, but it also goes on to say
that, you know, with the bare pipe in the ground the
leaks are going to continue exponentially and we may
have more leaks next year than we had, you know, the
previous year.
| think what we've said all along is

that, you know, either we start to address, you know,
the leaks with replacement activity or at some point,
you know, that leak rate's going to get to a point
where we're not going to be able to manage it the way
that we have been managing it. It'sgoing to cost a
lot morein O&M dollarsto fix the leaks and it's

going to put strain on our resources and, in the end,
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20 what it potentially could doisit could put the

21 safety and reliability of our system at risk. And

22 that'swhy -- that's why we're proposing the program.
23 Q. | believe you indicated that you needed

24 to do the replacements in the future. The company
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does pipeline replacements today, correct?

A. That's correct.

Q. And those replacements that you do today
are amed at eliminated pipeline leaks in the future,
correct?

A. The replacement activity obviously is
focused on pipes that have leaks.

Q. Sothereplacement activity you do today
iIssimilar to the pipeline replacement activity
you're proposing, you're just proposing it to be more
extensive and more systematic in the future, correct?

A. That's correct.

Q. On page 15, Figure 6, that tracks the
backlog of leaks on the pipeline system, correct?

A. That's correct.

Q. And that shows that Dominion in the last
couple years has dramatically reduced its pipeline
leak rate and is significantly lower than the

national and peer groups, correct?
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20 A. That'scorrect. And there'sone maor

21 reason why that change occurred. We made a

22 dsignificant change, and | think | testified already

23 earlier to thisfact, that in 2006 we changed the way

24 that we handled our service line leaks with our
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customers.

Prior to 2006 when we had aleak on our
services with our customers, what we did is we put
that leak into our leak management system and then we
managed it like any other leak on the system. We
notified the customer they needed to get it fixed,
but we let them do it in their time line. So what
happened is that you had lots of leaks, sometimes
thousands of service leaks that would have been out

there aging and in some cases, you know, it would
push right up against our 15-month requirement to get
them fixed.

Weéll, in 2006 we made a change in how we
handled that. When we found a servicelineleak in
2006, the change that we made was we hang what we
call aten-day tag on the customer's door when we
find aleak, and what it saysis"Y ou got ten daysto
get thisfixed, get a plumber to get your service

fixed, and then call us and we'll come back out and
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20 welll restore the service after you've had the

21 servicereplaced," okay? If you don't react to that

22 inten days, we come back after ten days and we shut
23 the servicein, and then that forces the customer to

24 addresstheissue.
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1 So what you see here happening is that up

2 until 2006 -- in 2005 we were carrying avery large

3 number of service lineleaksin our backlog, and when
4 we made that change you can clearly see, you know, we
5 eliminated our backlog of service leaks because we

6 givethe customer ten days to address the issue and

7 if they don't, we shut themin. So basically we

8 forcetheissue so that's why we've eliminated the

9 backlog of service leaksin our leak backlog.

10 Q. Andthat changeis part of your current

11 policiestoday, correct?

12 A. Correct.

13 Q. And that's something that you're not

14 proposing to change in this case going forward, are
15 you?

16 A. No.

17 Q. Okay. Soto the extent that that change

18 helped reduce the backlog, it's correct that it will

19 help keep the number of future service line leaks
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20 down, correct?

21 A. No; that's absolutely false.

22 Q. It won't cause an increase to a backlog
23 inserviceleaks, correct?

24 A. You wouldn't increase a backlog, but you
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will have to address the service line leaks, you

know, going forward. And again, if you have the bare
pipe in the ground, it's going to continue, you know,
to corrode and you're going to have these leaks that
you're going to have to deal with.

Q. On page 19 of the document it says that
Dominion's 2006 rate of .56 is better than the
regional and national averages. So that means that
the corrosion leaks per mile of nonprotected bare
steel and coated steel distribution mains, Dominion
actually has fewer leaks than the national and
regional companies, correct?

A. If youlook at the pure numbers and the
pure rate, our numbers are in the middle of the pack
here. And you know, |'ve indicated before, you know,
we don't apologize for that, we're proud of that fact
that we operate and we maintain and we stay on top of
things.

It doesn't change the fact, again, that
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20 we have more bare pipe in the ground than any other

21 LDC inthe company and we have more corrosion related
22 main line leaks than any company in the entire

23 country.

24 Q. Yetyou still are below the national
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1 average when it comesto leaks on nonprotected bare
2 sted.
3 MR. KUTIK: Objection.

4 A. When we're looking at the pure rate,

5 that'sarate per mile, that's what that number is,

6 when you're just doing the math on it, we'rein the
7 middle of the pack there.

8 Q. Arent al the statistics here just pure

9 numbers?

10 MR. KUTIK: Objection; that's

11 argumentative.

12 Q. You're characterizing the one, | believe
13 you've characterized --

14 EXAMINER FARKAS: Do you want to rephrase
15 your question?

16 Q. Inyour opinion is Figure 9 different

17 than the other figuresin the report or do they also
18 rely on the same type of pure numbers?

19 A. | mean, | look at Figure 9 and, again,
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20 I'm not -- the numbers are what they are and, again,
21 we're not questioning the numbers. Y ou know, our
22 rates, our leak rates per mile, because we have so

23 much pipe and we do such agood job of maintaining

24 it, they're less and, you know, again, we're proud of
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1 that fact. But it doesn't change the fact that we

2 have the most bare pipe and the most corrosion leaks
3 on mainsthan any company in the entire United

4 States.

5 Q. | understand that. My question was. Are

6 the numbersin the other figuresin this report

7 different than the quality of numbersthat arein

8 Figure9?

9 MR. KUTIK: Objection; asked and

10 answered.

11 A. | haven't contested that fact.

12 MR. KUTIK: Mr. McNutt, if | object, I'd

13 like you not to talk until the attorney-examiner's

14 madearuling. Thank you.

15 THE WITNESS: Sorry.

16 MR. SERIO: Can you read back the answer?
17 I'msorry, | did not get the answer in the exchange.
18 (Record read.)

19 MR. SERIO: Thank you.
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20 Q. Canyouturnto page 26? Thisisa

21 pretty graphic picture there on Figure 14 and there's
22 aso oneon page 25, Figure 13. Do you see those
23 two?

24 A. Yes, | do.
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Q. Do you know where those pipe came from?

A. | think the picture on page 25isa
picture that Black & Veatch had. | think the picture
on page 26 is a picture we provided them from an East
Onhio pipeline.
Q. Do you know where that piece of pipeis
located, the picture that you provided Black &
Veatch?
A. | couldn't tell you exactly where that
came out of, no.

Q. Do you know what county?

A. We had abunch of picturesthat we
provided to Black & Veatch that our construction and
mai ntenance crews took, and the gentleman that was
putting those together for me, he worked out of our
Akron area so I'm assuming that it was someplace
maybe in Summit County, Stark County.

Q. And do you know where Black & Veatch got

the -- took the piece of pipe in the picture on page
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20 25, do you know where that was located?

21 A. | don't know that.

22 Q. Soyou don't know what kind of soil

23 conditions the pipe in Figure 13 might have been

24 buriedin.
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A. | have no way of knowing that, no.

Q. Andyou don't know if the soil conditions
for the pipeline on Figure 13 are similar to the sail
conditions for the pipelinein Figure 14.

A. | don't have any way of knowing that.

Q. Now, on page 26 and 27 Black & Veatch
indicates that they're Scenario 1 - Status Quo,
Scenario 2 - Proactive. |sthere anything that could
occur between the status quo and the proactive?

A. 1 guess| don't understand your question.

Q. Let merephraseit. Doesthe proactive
mode have to include a 25-year replacement program as
proposed by the company, or could a proactive mode
include a different time line?

A. | think what we've looked at isif we're
going to try to address the pipe that's in our scope,

If we looked closely at the magnitude of that and we
felt clearly if we wanted to replace all that pipe

similar to other programs that have been proposed,
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20 example: Puget Sound where they're working on
21 replacing al of their bare and cast iron, that it's
22 going to take 25 yearsfor usto get all that work
23 completed.

24 Q. | understand that. Did you direct Black
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& Veatch not to do any other scenarios that might be

a proactive approach but over a different time
period?

A. Wedidn't give them any direction like
that, no.

Q. Soyou don't know why Black & Veatch
didn't put any other scenariosinto the report.

A. No, | don't know that.

Q. On page 32 of the report it talks about
bare steel services. What does "bare steel services'
mean? Isthat aservice line?

A. That's correct.

Q. It showsthe Dominion number at, it looks
like maybe 675,000.

A. Plusor minus, yes.

Q. Canyou tell me what number that relates
to in your direct testimony?

A. That number would not be reflected in my

direct testimony because we were only looking at the
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20 servicesthat were associated with the main

21 replacements. Thisisatotal acrossour entire

22 system. We would still have some stedl services --
23 if we've done some plastic replacements over the

24 years and you didn't have a program to proactively
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replace the services, you would still have steel

services attached to the plastic lines. And we would
have that, you know, in considerable -- considerable
numbers of those are still out there.
And those would be the types of services
also that if they leaked in the future, that would be
a cause service replacement that we would go out on
and that we would, when we would separate the
service, we would slip it with plastic and then we
would retieit in. That was one of those 5- to 6,000
ayear that we see happening on aregular annual
basis.
Q. Okay. | believeinredirect you were

asked by counsel about the inflation rate of

3 percent, and that you didn't know what it would be
in the outlying years and, therefore, you didn't

do -- you didn't factor inflation in; do you recall
that?

MR. KUTIK: Objection; that
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20 mischaracterizes histestimony. What he testified
21 about was he didn't know the cost in future years,
22 not theinflation rate.

23 Q. Do you recal the discussion about the

24 inflation rate with counsel on redirect?
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1 A. Yes, | do.

2 Q. Okay. Inyour current budget what

3 inflation rate did you build into the budget for the

4 next fiveyears?

5 A. Agan, I'm going from memory and, | mean
6 obvioudly, those numbers are a part of our plan, but,
7 | mean, 3 percent isatypical number we're using as
8 aninflation rate as we're cal culating costs with our
9 budget.

10 Q. Soit'syour opinion that 3 percentisa

11 reasonable surrogate to project inflation in a

12 going-forward basis?

13 MR. KUTIK: The witness has already

14 testified about thisin the original

15 cross-examination. Do we have to do this again?
16 EXAMINER FARKAS: | believe hedid
17 aready testify to this.

18 Q. Okay. Servicelinerepairs. Do you

19 recall the discussion you had with counsel on
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20 redirect regarding service line repairs, incremental
21 versus stand-alone costs?

22 A. Yes | do.

23 Q. And | understand that the incremental

24 cost is $300 each, the stand-alone cost is between a
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thousand and 1,500, and then you mentioned a $13 --

$1,310 figure. Can you point to anywherein the
record where that 1,310 appears?

A. If you refer to my supplemental direct
testimony, page 2, at the bottom on line 20 | think
we referred to the second trip to replace the lineis
over $1,300.

Q. Allright. And | believe you aready
identified how many service line repairs the company

has per year; did you not?

A. 1think | indicated that on an average we
typically do between 5- and 6,000 serviceline
repairs outside, you know, we call them cause-type
replacements where the service is leaking and we're
reacting to it.

Q. Soif I took amiddle number of 5,500 and
multiplied it by $1,300, 1'd get the cost that you've
incurred -- that would be incurred annually to

replace service lines on a stand-alone basis under
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20 your current experience, correct?

21 A. Plusor minus. That'sahigh level.

22 It'sapretty decent estimate. Y ou're going to have
23 somethat are going to be high, some that are going

24 to below.
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Q. And that number for each year would

contrast to the $300 incremental cost times the
515,000 service lines that exist on the entire
Dominion system that you would propose replacing,
correct?

A. 1 guessl didn't follow the whole
guestion.

Q. Okay. If you look at the incremental
cost, you took the $300 and multiply it timesthe
515,000 service lines that you previoudly identified,
that would give me atotal cost for incremental
repairs to service lines, correct?

A. No, that's not correct. Thereferenceto
the 1,300 only, if you go to the supplemental
testimony, it's focused specifically on coated,
effectively coated services. | think what we've said
Iswhen you're replacing the main line, if the
service lineis bare, which is what we're going to

find in most cases on these old bare lines because
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20 the servicestypically went in at the same time the
21 mainsdid, so the services are bare, so what we're
22 sayingisthe bare service, it's going to get

23 replaced with the bare main.

24 | think the cost differential that we're
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speaking of hereiswe're going down and replacing a

main and we run into, for an unusual reason because
it will berelatively unusual that we have a coated
steel service tied into a bare main, that would be an
unusual situation, but we will run into it, what
we're saying is that we want to replace that coated
steel service, we want to put a piece of plastic
through it at the time we got everything opened up
because it's going to cost us less than

$300 incremental to replaceit at that time while
everything's open versus just testing it, retying it
back in.

So now you leave this steel service,

coated steel servicein the ground and then ten years
from now it leaks, we got to go back out on cause now
and it's going to cost us 1,310 or over $1,300 to
replaceit. It's going to be much more expensive
plusit's going to be, again, disruptive to the

customer a second time at some point in the future.
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20 Q. What I'mtrying to do is compare the two
21 costs. The 1,310 would be the stand-alone cost if
22 you replaced al 515,000?

23 A. No. | mean, the 515,000, those are --

24 that's our estimation of the services that are tied
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1 directly onto these bare mains that we're going to

2 replace, and those are going to get replaced as part
3 of the main replacement program.

4 The incremental cost that we're talking

5 about isasmall, asmall subset of the 1,550 that

6 areactualy coated steel services, and | don't know
7 exactly how many of the 1,550 that's going to be,

8 but -- it's not going to be a significant number of

9 them, but it will be a situation that we encounter

10 and what we want to do is we want to be able to
11 replace that service at the time we're there because
12 it'sthe most cost-effective timeto do it.

13 MR. KUTIK: May we go off the record for

14 aminute?

15 (Off the record.)
16 EXAMINER FARKAS:. Go ahead.
17 MR. SERIO: Thank you, your Honor.

18 Q. Mr. McNutt, I think you were also asked a

19 question about the survey that the company did of the
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20 western area of the service territory, and | think
21 you indicated that's 9 percent of the company's
22 serviceterritory.

23 A. That'scorrect.

24 Q. Doyou know what a statistically valid
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1 surveyis? What the term "statistically valid"

2 means?

3 A. Yes, | do.

4 Q. Didyou do any analysisto determine if

5 the9 percent of the western area was a statistically
6 valid reflection of the entire service territory?

7 A. Wedid not do that, no.

8 Q. Didyou do any analysisto determine if

9 thesoil conditionsin the 9 percent of the western
10 areaof the service territory were, for example,

11 similar to the soil conditionsin the Limaor the

12 Mariettaareas of your service territory?

13 A. Wedidn't do that, but | know from my

14 experience, I've worked in every area of East Ohio
15 and been involved also with West Ohio, our Lima
16 operation, and in Mariettawith the River operation,
17 you know, the soils conditions vary across the state
18 of Ohio, but, you know, you don't have one area where

19 you have all one soil condition, soil type.
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20 Each area, you know, has similar cross

21 sectionswith some areas that are going to be one
22 typeof soil and another's going to have a different
23 typeof soil.

24 The western area, we selected the western
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1 areabecauseit clearly was an areathat was

2 representative of our other mature residential and

3 commercial areas where we have alot of these bare
4 cast iron, wrought iron type facilities and we felt,

5 you know, very comfortable that the results that we
6 found in our western areawould reflect similarly in

7 our Akron or Y oungstown, our Canton, other parts of
8 our Cleveland market.

9 Q. | haveonelast question. If DEO had to

10 fund the pipeline infrastructure replacement program
11 internally, would Dominion Resources fund it without
12 more detailed information?

13 A. | don't know the answer to that question.

14 Q. Do you know who might, at Dominion?

15 A. 1 think that's a question that would have

16 to be posed to our executives.

17 Q. Would Mr. Klink be one of those

18 executives? Do you know who heis?

19 A. Mr. Klink is an executive, obviously he's
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20 our executive for East Ohio.

21 MR. SERIO: Thank you. That'sal |

22 have, your Honor.

23 EXAMINER FARKAS: Ms. Hammerstein.

24 MS. HAMMERSTEIN: No further questions,
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1 thank you.
2 EXAMINER FARKAS: You'reexcused. Thank
3 you.
4 (Witness excused.)
5 MR. KUTIK: Your Honor, at thistime we

6 move for the admission of DEO Exhibits 10.0, 10.1,

7 and11.
8 EXAMINER FARKAS: Objections?
9 MR. SERIO: OCC does not object to 10.0

10 or 10.1, it does object to Exhibit 11.

11 EXAMINER FARKAS: Let'sadmit 10.0 and

12 10.1 at this point.

13 (EXHIBITSADMITTED INTO EVIDENCE.)
14 EXAMINER FARKAS: Does staff have an

15 objection on the admissions?

16 MS. HAMMERSTEIN: No objections.

17 EXAMINER FARKAS: Okay. What'sthe basis
18 for your objections?

19 MR. SERIO: My continuing objection over
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20 thefact that it constitutes hearsay and the actual

21 author of the report wasn't here to answer questions.
22 | think through cross-examination | was able to

23 establish that there are numerous sections of the

24 report that Mr. McNutt did not know the answer to, he
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1 was speculating, he didn't know why the Black &

2 Veatch made certain decisions to include some things
3 and not include others, and | think that that all

4 casts aquestion on the validity of this report

5 without the authors taking the stand and verifying it

6 and then being able to respond to the questions about

7 those specific areas.

8 EXAMINER FARKAS: We're going to admit
9 it

10 (EXHIBIT ADMITTED INTO EVIDENCE.)
11 MR. SERIO: Y our Honor, just for

12 clarification, then, if OCC wantsto contest it, that

13 would be something you would have us do in briefs, or
14 isthis something you want us to do through an

15 interlocutory appeal ?

16 EXAMINER FARKAS: I'm not going to make a
17 recommendation as to how you would object to aruling
18 that the Bench made.

19 MR. KUTIK: Your Honor, at thistime we
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20 call --

21 EXAMINER FARKAS: We have OCC exhibits.
22 MR. KUTIK: I'm sorry. Yes.

23 MR. SERIO: I'm sorry. Mr. Sauer just

24 pointed that out to me.
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1 I'd like to move for OCC Exhibits 6, 7,

2 8,910, 11,12, 13, 13A, and 13B.

3 MR. KUTIK: No objection.

4 MR. SERIO: And | believe 14.

) EXAMINER FARKAS:. No objection to 14

6 either?

7 MR. KUTIK: 14 was?

8 MS. HAMMERSTEIN: The response No. 41.
9 MR. KUTIK: Yes; no objection.

10 EXAMINER FARKAS: Then thosewill al be
11 admitted.

12 MR. SERIO: Thank you, your Honor.

13 (EXHIBITSADMITTED INTO EVIDENCE.)
14 MR. KUTIK: Your Honor, for the company's

15 next witnesswe'd call Vicki H. Friscic.

16 EXAMINER FARKAS: Would you raise your
17 right hand?

18 (Witness sworn.)

19 EXAMINER FARKAS: You may be seated.
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20 She's been sworn.

21 MR. KUTIK: Thank you.
22 .- -

23

24
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1 VICKI H. FRISCIC

2 being first duly sworn, as prescribed by law, was
3 examined and testified as follows:

4 DIRECT EXAMINATION

5 By Mr. Kutik:

6 Q. Pleaseintroduce yourself.

7 A. My nameisVicki Friscic, and I'm an

8 employee of Dominion East Ohio.

9 Q. Ms. Friscic, do you have before you DEO
10 Exhibits2.0and 2.1?

11 A. Yes, | do.

12 Q. Could you identify those for us?

13 A. Exhibit 2.0 is my direct testimony on

14 behalf of Dominion East Ohio in this case, and
15 Exhibit 2.1 is my supplemental direct testimony.
16 Q. Do you have any additions or corrections
17 to make to either of those exhibits?

18 A. No, | dont.

19 Q. If | asked you today the questions that
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20 appear in those exhibits, would your answers be the

21 same?

22 A. Yes.

23 MR. KUTIK: No further questions.

24 EXAMINER FARKAS: Y ou can proceed with
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1 cross.
2 MR. SAUER: Thank you, your Honor.
3 - - -
4 CROSS-EXAMINATION
5 By Mr. Sauer:
6 Q. Good afternoon, Ms. Friscic.
7 A. Good afternoon.
8 Q. | wonder if you might turn to page 11 of

9 your direct testimony and in particular your question

10

11

12

13

14

15

16

17

18

19

and answer No. 29.

A. Yes.

Q. Andinyour answer you state that DEO
made an adjustment on Schedule C-3.19 to eliminate
costs incurred by the service company for political
activities. Do you see that?

A. Yes, | do.

Q. And that adjustment, was that for the
exclusion of approximately $45,000?

A. Yes.
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20 Q. Andwhat type of costs were eliminated in
21 that adjustment?

22 A. Those are costs which on Dominion East
23 Ohio's books were classified as lobbying or political

24 expenditures.
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1 Q. And do you know the nature of the

2 political activities that were involved in this

3 C-3.19 adjustment?

4 A. No, | don't.

5 Q. And do you know if the service company
6 hasalobbyist or more than one lobbyist?

7 A. | don't know the number of lobbyists

8 which the service company has.

9 Q. But the adjustment in C-3.19 represents
10 DEOQO's share of that service company lobbying

11 activity?

12 A. No. That amount represents the total for
13 our test year of ageneral ledger account on Dominion
14 East Ohio's books titled Lobbying and Political

15 Costs.

16 Q. Didthat C-3.19 adjustment remove all the
17 coststhat werein that general ledger account?

18 A. Yes.

19 Q. Andisit truethat DEO maintains an
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20 officein Columbus, Ohio?

21 A. Yes itis.

22 Q. And do you know why DEO maintains that
23 office space in Columbus?

24 A. Wedll, that officeis used for acouple
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different purposes. It houses a services company

employee named Paul Briggs who is a state government
affairs representative, I'm not sure of his exact
title, it's something to that effect, and it'salso
used by Dominion employees such as myself and
Mr. Murphy when we come down to Columbus on business.
Q. Doyou consider Mr. Briggsto be a
lobbyist for DEO?
A. Hedoesthat in part, yes.
Q. And do you know how long DEO has
maintained that office in Columbus?
A. 1 do not know how long we've had that
office.
Q. Do you know how long Mr. Briggs has
utilized that office space in Columbus?
A. | do not know.
Q. Would Mr. Briggs activitiesresult in
charges to that same general ledger account you were

referring to earlier?
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20 A. Itcould.

21 Q. Under what circumstances would it appear
22 under that general ledger account?

23 A. Dominion East Ohio maintainsits general

24 ledger chart of accounts on what's called a natural
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account basis where the accounts to which expenses

are recorded reflect the nature of the charges or
creditsto that account, so if Mr. Briggs were to

incur an expense which he would code to that account,
it would include that expense.

Q. And to the extent he would have coded a

charge that resulted in its appearance in that
general ledger account, would your C-3.19 adjustment
have removed that charge as well?

A. Yes. If Mr. Briggs had coded any of his
expenses to that general ledger account, they would
have been excluded in the -- or, included in the
total which we excluded from test year through that
adjustment.

Q. IsMr. Briggs considered a service
company employee?

A. | believeheis.

Q. Would any of the rental expense related

to that office located in Columbus be charged through
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20 that general ledger account?

21 A. No.

22 Q. Isthere areason why any of that rental

23 expense would not be charged through that general

24 |edger account?
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1 A. Rental expense would be charged to an

2 account probably titled Rent Expense.

3 MR. SAUER: May | approach the witness,

4 your Honor?

) EXAMINER FARKAS: Yes.

6 MR. SAUER: ['d like to have a document

7 marked as OCC Exhibit 15.

8 (EXHIBIT MARKED FOR IDENTIFICATION.)
9 Q. The document that was marked as OCC 15is
10 aninterrogatory response from the fourth set of

11 discovery, question No. 185 prepared by Vicki

12 Friscic. Areyou the same Vicki Friscic that

13 prepared --

14 A. Yes.

15 Q. --thisresponse?

16 So you're familiar with this document?

17 A. lam.

18 Q. Andif you turnto -- well, what isthis

19 document that is attached to the discovery response?
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20 A. Attached to the discovery responseisa

21 section of Dominion's 2008 proxy statement.

22 Q. Andif you turn to page 17 of the 2008

23 proxy statement that was attached hereto, and looking

24 specifically at the first paragraph under the
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Overview on the left-hand column -- do you see that?

A. Yes.
Q. -- it states"Our annual incentive
program continuesto play acritical rolein our
compensation practices and our philosophy of aligning
the interests of our officers with those of
Dominion's shareholders while rewarding performance.”
Do you see that?
A. | do.
Q. And at the top right "The annual
Incentive program,” it states, "is designed to,"
under the first bullet, "Tie the interests of
shareholders and employees closely together." Do you
see that?
A. Yes.
Q. And the second bullet point states"To
focus our work force on company, operating group,
team and/or individual goalsthat ultimately

influence financial results." Do you see that?
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20 A. Yes

21 Q. Andto your knowledge is there anywhere
22 intheincentive, the annual incentive program plan
23 wherethere's an attempt to align the interests of

24 the company employees with the ratepayers?
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A. It'sthe company's view that by aligning

the interests of the shareholders and employees
together, that that will benefit the ratepayers such
asin the way of reduced costs and the like.

Q. And that was -- wouldn't the alignment of

employees and ratepayers also benefit shareholders?
A. Yes, but just because there's a benefit

to shareholders doesn't mean there is not a benefit

to ratepayers.

Q. Butisit more of anindirect benefit?

A. Could be adirect benefit.

Q. Inwhat way are you contemplating a
direct benefit?

A. Wiédll, reduction of costs would improve
earnings which would benefit the shareholders, but a
reduction of costs would also affect rates that
ratepayers would pay going forward.

Q. A reduction in costs would affect rates

if DEO wasin for arate case.
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20 A. Correct.

21 Q. There's been approximately 14 years since
22 DEO'slast rate case, correct?

23 A. Correct.

24 Q. And any reduction in costs in those
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incremental past 14 years weren't directly benefiting

ratepayers at that time, were they?
A. No, not at that time. But from this
point forward they will.
Q. If you turn to page 18 of the proxy
Statement --
MR. KUTIK: I'm sorry, what page again?
MR. SAUER: Page 18.
Q. --thethird paragraph, last sentencein
that third paragraph, it states "However, the CGN
Committee exercised negative discretion and approved
182 percent funding for the named executive officers,
consistent with the funding level approved for all
other plan participants." Do you see that?
A. | do seethat.
Q. Andinyour supplemental testimony, page
8, question and answer 23, you refer to 182 percent
in there aswell. Isthat the same 182 percent as

the proxy statement was discussing?
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20 A. Yes, itis, however, that relatesto the

21 2007 incentive plan year which was paid to employees
22 in 2008 and was not part of our test year.

23 Q. Inyour answer 23 you said "182 percent

24 of the normal expected pay outs." What do you mean
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1 by "normal expected pay outs'?

2 A. Each employeeat -- in Dominion including
3 Dominion East Ohio, based on their position, has a
4 targeted payout percentage of their annual salary and
5 there'sapayout percentage for the union work force
6 aswell, I'm not entirely sure how that is

7 determined, so the normal expected payout would be
8 that targeted percentage times the employees salary
9 depending on the goals that were met as part of the
10 criteriafor the incentive plan payouts.

11 Q. Andif you look at normal expected

12 payout, could you characterize that as being, say a
13 hundred percent and that what has transpired in 2007
14 plan year, you exceeded that by 82 percent?

15 A. Correct.

16 Q. And under the DEO short-term incentive
17 plan how isit that participants are able to exceed

18 the normal expected payouts?

19 A. Wédl, there are avariety of criteria
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20 built into the annual incentive plan which could
21 contribute to that level of payout.

22 MR. SAUER: Could we go off the record
23 for just aminute?

24 EXAMINER FARKAS: Yes.
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1 (Discussion off the record.)
2 EXAMINER FARKAS: Let's go back on the
3 record.
4 MR. SAUER: Could | have this marked as
5 OCC Exhibit 16, please?
6 (EXHIBIT MARKED FOR IDENTIFICATION.)
7 MR. SAUER: What I've just had marked as

8 OCC Exhibit 16 is adiscovery response received from
9 DEO that was originally marked Confidential and was a
10 responseto our third set of discovery, question

11 No. 67, by Vicki Friscic.

12 MR. KUTIK: Your Honor, at thistimel

13 should note that we waive our claim to

14 confidentiality of this document at thistime.

15 EXAMINER FARKAS: Thank you.

16 Q. (By Mr. Sauer) And are you the same Vicki
17 Friscic who prepared the response to question No. 67?
18 A. Yes.

19 Q. And earlier you were speaking to several
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20 factorsthat are part of DEO's annual incentive plan,
21 andisthisthe plan you were speaking to?

22 A. Yes. Thisisadescription of the 2007

23 plan, yes.

24 Q. Andif you turn to page 8 of that plan
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there are different goals across the top,

Consolidated Financial Goals, Operating Group
Financials, Operating & Stewardship, and Six Sigma.
Do you see those?
A. | do.
Q. Isthat the goals you were talking to
that could determine what the funding level would be?
A. Those are goals which would factor into
the amount of the payouts which were made as opposed
to the funding level of the plan.

Q. And for instance for the CEO/CFO category
at the left, 90 percent of their funding level is
determined by the consolidated financial goals; is
that correct?

A. That's correct, for the CEO/CFO of
Dominion Resources.

Q. And Other Officers, for example,

25 percent of their funding level is determined by

achievement of the consolidated financial goals,
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20 50 percent the operating group financials, 15 percent
21 operating and stewardship; is that correct?

22 A. That's correct.

23 Q. Andif you add up each category of

24 employees under this plan, that would equal
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100 percent of their potential funding level if they

achieve their goalsfor --
A. Of the potentia payout level, yes.
Q. Of their potential payout.

And if you look at page 19, there's an
example of an employee that received a hundred
percent funding plus an earnings kicker. Do you see
that?

A. Yes, | seethat.
Q. Andisit the earnings kicker that
enables an employee to achieve a payout that exceeds
the hundred percent?
A. Provided that the goal weightings enable
a hundred percent payout. So there's adistinction
between the level of funding that the company
provides for the incentive payments and the actual
payment cal culations.
Q. And can you walk me through the funding

of the award then?
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20 A. Yes. Thefunding of the plan, there are

21 normally earnings targets for the company, the

22 corporation, Dominion, on which it basesits funding
23 of the plan. Then there are the goals that we looked

24 at on one of those previous pages that has different
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weightings for different categories of criteria that

are set differently for different business units,
different groups within those business units, and by
level of employee.
Soif inthis case, as you can seg, it's
showing afunding level of 109 percent, 25 percent of
the funding below the officer level is guaranteed,
75 percent based on earnings, and in this caseg, in
this example, 9 percent do do earnings exceeding the
corporate targets for this purpose.
However, this employee did not get a
100 percent payout because the criteria that applied
to that employee did not reach 100 percent, it only
added up to 90 percent.
Q. Now, for the 2007 year, | want to go back
to that 182 percent.
A. Yes.
Q. Isit the earnings kicker that enabled

that payout to exceed up to the -- that 82 percent
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20 increment we were talking about earlier?

21 A. Yes. The earnings on which the 2007 AIP,
22 which was paid in 2008 and is not part of the test
23 year, was based on earnings at alevel that exceeded

24 thetarget.
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Q. Okay. And do you know offhand what the

[ —

2 payout percentage would have been for the 2006

3 incentive plan year paid in the test year?

4 A. That was at 103 percent due to a kicker

5 onthe Six Sigmagoal.

6 Q. And the kicker was a 3 percent kicker, is

7 that --

8 A. Correct.

9 Q. Okay.

10 A. | believeit was a4 percent kicker but

11 calculated in with payout goals ended up being

12 3 percent that was paid out.

13 Q. Andagain, if we can look at your

14 supplemental testimony, again, page 5, there's some
15 questions and answers regarding account 923 - outside
16 services--

17 A. Yes.

18 Q. -- beginning with question and answer 14.

19 Do you seethat?
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20 A. | do.

21 Q. Andyou're the DEO witness responsible

22 for addressing concerns raised by Blue Ridge in its
23 report regarding the level of costs charged to DEO by

24 Dominion Resources Services, Inc.?
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1 A. Yes, | am.

2 Q. If | refer to Dominion Resources, Inc. as

3 "DRS"isthat all right?

4 A. That'sfine.

5 Q. Andthecostsfor DRSto DEO arein DEO's
6 test year expense in account 923 - outside services,
7 correct?

8 A. I'msorry, could you repeat the question,

9 please?

10 Q. These costs -- let me take a step back.

11 And these costs from DRSto DEO arein
12 DEO'stest year expenses in account 923.

13 A. The coststhat Blue Ridge looked at were
14 2007 actual rather than Dominion East Ohio's 2007
15 test year, but yes, they are in account 923.

16 Q. And do you agree with the Blue Ridge

17 report where it stated that DEO's test year account
18 923 expenseis $58,709,255, subject to check?

19 A. Subject to check.
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20 Q. Andyou also agree that Blue Ridge report

21 stated that DEO's 2007 actual account 923 expense was
22 $58,712,560, subject to check?

23 A. Subject to check, yes.

24 Q. Andthat DEO's average actual 923 expense
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for 2002 through 2006 was 50,424,364, subject to

check?

A. I'msorry, | need to hear that question
again, please.

Q. Doyou agreethat in Blue Ridge's report
they had stated that DEO's average actual account 923
expenses for 2002 through 2006 was $50,424,364,
subject to check?

MR. KUTIK: Your Honor, just so we can
expedite the checking process, if counsel could
specify some pages, that would help us. It'sa
150-page report if | recall.

MR. SAUER: Yeah.
Q. Under thefirst question | asked you was
in regards to DEO's test year account 923 expenses of
$58,709,255 is at the Blue Ridge report page 144.
A. That sounds correct.
Q. Thesecond question | asked you was in

regards to DEO's 2007 account 923 expense that was
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20 $58,712,560, that was in the Blue Ridge report at
21 page 145.

22 A. Subject to check, yes.

23 Q. And that the average actual account 923

24 expense for 2002 through 2006 being 50,424,364 was at
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the Blue Ridge report page 150.

A. Subject to check, yes.

Q. Onpages5 and 6 of your testimony you
explain that Blue Ridge identified four service
categories of cost from DRS that showed noticeable
increases and one of those categoriesis
executive/administrative compensation charges for
which you say the test year expense for that category
IS $8,084,079; isthat correct?

EXAMINER FARKAS: Isthat in her
testimony or supplemental ?
MR. SAUER: Page 6, line 8 of the
supplemental testimony.
MR. KUTIK: Page®6, line 8?
A. I'm not seeing that on page 6, line 8.
Q. Page7.
MR. SAUER: I'm sorry, your Honor.
Q. Page7,line8.

A. Could you repeat the question, please?
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20 Q. Inyour testimony you explain that the
21 Blue Ridgeidentified four service categories of
22 costs from DRS that showed noticeable increases and
23 one of those categories was executive/administrative

24 compensation which incurred charges in the test year

files///A|/EastOhio-V ol %2011 .txt (510 of 590) [8/8/2008 9:08:29 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

10

11

12

13

14

15

16

17

18

19

256
of $8,084,079.

A. Yes.

Q. Soof the58.7 million in account 923 in
the test year, approximately 8.1 million is DRS
executive/administrative compensation; is that
correct?

A. Correct.

Q. If you could turn to page 12 of your
direct testimony, question and answer 34 discusses a
C-3.25 adjustment.

A. Yes.

Q. Subject to check, does that adjustment,
was that an adjustment of an expense amount of
$4,873,2467?

A. Subject to check, yes.

Q. Andisthat 4.8 million in the annual
incentive plan expense related to the 8.1 millionin
DRS executive/administrative compensation in the test

year account 923?
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20 A. No. The 4.8 million represents actual

21 payoutsto Dominion East Ohio employees for the 2006
22 planyear paid in February of 2007.

23 Q. Alsoon page 7 inyour supplemental

24 testimony at line 10, it says "prior to 2006," it
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1 says"Dominion"; do you see that?

2 A. Yes, | do.

3 Q. Do youmean DRS or DEO?

4 A. DRS.

5 Q. Andyou talk about in that same location

6 discretionary awards. Can you explain what you mean
7 Dby "discretionary"?

8 A. Yes, | can. What we're talking about

9 hereisthe comments made by Blue Ridge for account
10 923 which is Outside Services Employed. That's where
11 the corporate charges from DRS to DEO come into play.
12 So Blue Ridge questioned the increase

13 from 2006 to the 2007 actual amounts of

14 executive/administrative compensation and thisis an

15 explanation for a portion of that increase.

16 S0 the discretionary awards were to

17 executives. Prior to 2006 they were paid in

18 restricted stock. In 2006 a new plan was implemented

19 where they paid the executives long-term incentives

file:///A|/EastOhio-V ol %2011 .txt (513 of 590) [8/8/2008 9:08:29 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 intheform of 50 percent restricted stock and

21 50 percent performance grants which could bein
22 either cash or stock.

23 Q. Andwhen you say anew long-term

24 incentive plan, that's new beginning in 2006?
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1 A. Correct.

2 Q. Beginning at line 13, "The value of the

3 long-term incentivesis expensed pro rata over a

4 three-year vesting period for the restricted stock."
5 Doyou seethat?

6 A. Yes.

7 Q. What do you mean by "value'?

8 A. Weéll, for the restricted stock they're

9 making the stock grants at a point in time and so
10 it'svaued at that point in time based on the price
11 of Dominion's stock. That entire value is not

12 expensed on the books right away, it's spread over
13 the period -- the three-year period during which the
14 executive'sright to that stock vests. And over that
15 time the changesin the value of the stock itself

16 would be factored into the expense asit's spread
17 over that three-year period.

18 Q. How was the value of the long-term

19 incentives determined in 20067
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20 A. Asl said, the long-term incentive plan

21 includes restricted stock and performance-based

22 awardswhich are primarily cash awardsto the

23 executives. So the value of the stock portion would

24 depend on the value of the Dominion stock at the time
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and over the period of vesting.

Q. Do you know how it was valued in the test

year?

A. What isincluded in the test year is --

well, the test year includes the three months of

actual, January through March 2007, and then planned
amounts for executive compensation for the remainder
of the year.

Q. Do you know what the total value of that
was in the test year?

A. Not off the top of my head.

Q. What period of executives performance
was tied to the award?

A. If you'retalking about the
performance-based grants, that is based on company
performance over a 24-month period.

Q. So0in 2006 it was a 24-month period prior
to --

A. For example, the executive grants are
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20 normally made on April 1st of the year, so for 2006
21 they granted the executives restricted stock and

22 performance-based cash or stock awards on April
23 1st. For the performance portion of the grant the

24 value would be determined based on company
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performance from January 1 of 2006 through December

31 of 2007, and there would be targets, performance
criteriathat would be used to determine what the
value of the ultimate payout would be.

Q. How was the company's performance
measured?

A. | don't know the answer to that.

Q. Wasit dtrictly based on earnings, or
were there other criteriainvolved?

A. | don'trecall.

Q. In 2006 what would have been the three
years of the three-year vesting period for restricted
stock?

A. It would be three years from April
1st of the year in which the restricted stock is
granted.

Q. Thelast sentence of your answer 20, it
says "Accordingly, 2006 included long-term incentive

expense for April through December 2006, and 2007
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20 included afull year of expense for the awards

21 granted in 2006 and nine months of expense for the
22 awards granted in 2007." Do you seethat?

23 A. Yes, | do.

24 Q. Isthat because the awards granted in
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1 2006 were not fully expensed in 20067

2 A. Yes. And because of the April 1st

3 grant take.

4 Q. Andin addition to prorating the expenses

5 of awards granted in 2006, in 2007 isthere also

6 included expensing of awards granted in 20077

7 A. Yes.

8 Q. Why isthere only nine months of expense
9 in 2007 for the awards granted in 20077

10 A. Because agrant ismade on April 1st of

11 2007 so you would have April 1st through December
12 31st of 2007 related to that.

13 Q. Do you know offhand what that expense is
14 in 20077

15 A. Not off the top of my head.

16 Q. How do you know that thislevel of

17 expenseisreflective of the ongoing compensation?
18 A. Wédl, asl already mentioned, the plan

19 for executives with regard to long-term incentives
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20 was changed in 2006 and that resulted in an increase

21 inthe expense charged from DRSto DEO for executive
22 compensation related to that plan. That planisin

23 place now and isreflective of ongoing expense.

24 Q. TheBlue Ridge report at page 148 states
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the reason for the approximately $10 million increase

in short-term incentive plan expenseisthat it was
based on 2007 earnings. Do you agree with that?

A. Yes. Agan though, the Blue Ridge report
compared 2007 actual numbersto 2006. That AIP
increase was recognized on the books in late-2007
and, therefore, would not have been included in our
test year as it was not planned at that 182 percent
level.

Q. Subject to check would you agree that
DEO's test year DRS executive/administrative
compensation, that $8,084,079 figure, is
$2,303,611 greater than DEO's actual 2000 expense?

MR. KUTIK: 2000 did you say?
MR. SAUER: 2006 expense.

A. I'msorry. Would you repeat that,
please?

Q. Certainly. Subject to check would you

agree that the executive/administrative compensation
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20 number, that 8,084,079 figure we talked about

21 earlier, is$2,303,611 greater than DEO's actual 2006
22 expense?

23 A. Subject to check, yes. Indollarsit's

24 greater. DEO did not receive a greater portion,
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however, in 2007 of alocations from corporate for

executive/administrative compensation.

Q. You'resaying that 2.3 million increase
was aresult of DRS allocations, an increasein DRS
allocations?

A. No. I'm saying that while that expense
category increased, the overall alocations as a
percent of total corporate charges did not increase
in 2007 and that's allocations to DEO from DRS for

executive/administrative compensation.

MS. HAMMERSTEIN: Y our Honor, could |
have the last response read?

EXAMINER FARKAS: Yes.

(Record read.)

A. | haveacorrection to that statement.

DEQ's allocated portion of executive/administrative
compensation in 2007 was not greater than the
allocation of that expense category for 2006. So we

were not allocated a greater portion of
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20 executive/administrative compensation in 2007.
21 Q. Soyouresaying it wasgreater in

22 dollars but not greater in proportion.

23 A. Percentage proportion, correct.

24 MR. KUTIK: May | have the question and
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answer read, please?

(Record read.)

Q. If yourecal, | think Blue Ridge
identified five reasons for the increase in
executive/administrative compensation in 2007.

MR. KUTIK: Your Honor, | guess| had no
problem when it was maybe one or two or three
guestions on the Blue Ridge report. If we're going
to have continued questions on the Blue Ridge report,

| ask the witness be shown the Blue Ridge report so
that she can refer to it.

EXAMINER FARKAS: Okay. Why don't we
take a short recess, our computer is down again, and
she can look at the report if she chooses.

(Recess taken.)

EXAMINER FARKAS: Let'sgo back onthe
record. Y ou can continue, Mr. Sauer.

MR. SAUER: Thank you, your Honor.

Q. It'smy understanding that during the
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20 break Ms. Friscic was provided a copy of the Blue
21 Ridge report.

22 A. lwas

23 Q. Andif you could turn to page 148. At

24 the very top of that page there's a discussion of
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Blue Ridge's analysis of the reasons for the increase

in 2007 compared to 2006. Do you see that?

A. Yes.

Q. | believeinyour testimony you've stated
that two of the reasons in particular aren't
applicable to this analysis, one being the increase
in short-term incentive plan expensg; is that
correct?

A. Correct.

Q. One being the increase in executive
pension settlements?

A. | think that that isn't exactly what I'm
saying in my testimony. |I'm explaining in my
testimony each of these items, these items are
Increases between actual costs in 2007 and 2006, but
| do comment on whether each of themisor isnotin
our test year, considered in our test year.

Q. Widll, whether or not they're in the test

year, they still may or may not be an explanation for
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20 thedifferencein actual expense 2007 over 2006,
21 correct?

22 A. Correct.

23 Q. Andwould you -- with that understanding

24 does that change your position on the increasein
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1 short-term incentive plan expense?

2 A. What position are you referring to?

3 Q. Thefact that regardliess of whether it's

4 inatest year, it still may or may not be an

5 explanation for an increase in the actual

6 expenditures compared to 2007 to 2006.

7 MR. KUTIK: I'm sorry, | don't know what

8 the"it" isinthe question.

9 EXAMINER FARKAS: Could you clarify that?
10 Q. "It" isthe impact on the comparison of

11 2007 to 2006 actual expenses. So for example,

12 they'velisted five -- Blue Ridge has listed five

13 reasonsfor that difference between the two years,

14 correct?

15 A. Correct. And so with regard to the

16 long-term incentive for plan expense, while the

17 amount's shown at the top of page 148 are the

18 increase between 2006 and 2007, because the new plan

19 wasintroduced in 2006, it was included in planned
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20 numbersfor 2007 and would have been in that way
21 included in test year amounts for corporate charges
22 with regard to executive/administrative compensation.
23 As opposed to the short-term incentive

24 plan expense which the primary reason for that
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$10.6 million increase is the level of earnings on

which 2007 annual incentive plan expense was accrued.
That expense was planned at the 100 percent level
and, therefore, that's the level that would have been
included in amountsin our test year versus the
increase in AlP attributable to the 182 percent
funding which would have been recognized as actual
expense late in 2007 and would not be in our test
year.
With regard to executive pension
settlements, that represented pension settlements for
three executives who retired in 2007. Nothing was
planned for executive/administrative compensation for
executive retirement for 2007 so that would not be in
our test year.
Consulting expense, the increase from
2006 to 2007 is 700,000, 464,000 was included in the
plan and would have been included in the test year

for that.
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20 And even though that's an increase over

21 2006, that's reflective of ongoing expense for the

22 consultants because there were changes to rules by
23 the Securities & Exchange Commission in mid-2006

24 related to the disclosure of information on executive
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compensation provided to investors and, therefore,

the Compensation Governance and Nominating Committee
that determines executive compensation expanded the
role of its outside consultant to ensure compliance
with those new SEC rules and, therefore, the level of
expense that was planned for 2007 and/or incurred for
2007 isreflective of ongoing expense.
Q. Soif | understood your testimony just
then, the long-term incentive plan and increase in
restricted stock amortization expense are responsible
for the test year 2007 increase over 2006.
A. I'msorry, | couldn't hear the question.
MR. SAUER: Could you reread it?
(Record read.)
A. Wiédll, they contribute to that increase,
yes.
Q. Could you turn to your supplemental
testimony page 3, question and answer -- |'m sorry,

page 4, question and answer 10.
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20 EXAMINER FARKAS: Question and answer
21 which?

22 MR. SAUER: Ten.

23 EXAMINER FARKAS: Ten. Thank you.

24 Q. Andin that answer 10 you're discussing
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rate case expense and the last sentence states

"Because it ismore likely that DEO will file another
rate case in three years rather than five years, a
three-year amortization period should be allowed."
Do you see that?
A. Yes, | do.
Q. What isthe basisfor that statement?
A. Waéll, the company, although we've not had
arate casein 14 years now, with the earnings
Impacted by conservation and the like we believe that
we may be required, based on our revenue
requirements, to come in more frequently in the
future for arate case.
Q. Haveyou performed any analysison DEQO's
prospective need for future rate relief?
A. | havenot.
MR. SAUER: May | approach the witness,
your Honor?

EXAMINER FARKAS: Yes.
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20 MR. SAUER: This should be marked as OCC
21 Exhibit 17.

22 EXAMINER FARKAS: So marked.

23 (EXHIBIT MARKED FOR IDENTIFICATION.)

24 Q. What was marked as OCC Exhibit 17 isa
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PIR interrogatory set No. 2, question No. 77. Are

[ —

2 you familiar with this document?

3 A. Mr. Sauer, | can't hear what you're

4 saying.

5 Q. | just asked if you were familiar with

6 thisdocument.

7 A. | recognizeit asaresponseto a

8 discovery request.

9 Q. And the question as put to the company

10 waswhether or not -- if they had identified the

11 number of rate cases the company plansto file in the
12 next 25 yearsif the PIR program is approved, and do
13 you see the company's response?

14 A. Yes, | seethe company's response.

15 Q. The company has not performed any

16 calculations; isthat correct?

17 A. That iscorrect. However, another factor

18 indetermining that our rate case expense ought to be

19 recovered over three yearsisthat there is one other
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20 itemintherate case that is going to be amortized

21 over threeyears, it's what the company proposed and
22 it'swhat staff supported, and that isthe

23 overrecovery of FERC order 636 transition costs. And

24 if that isrecovered over three years, it makes sense
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to us that the rate case expense should be as well.

Q. Could you turn to page 2 of your
supplemental testimony, question and answer 6. In
that answer 6 there's some discussion of work force
reductionsin 1995. Do you seethat?

A. Yes, | do.

Q. Wereyou present for Mr. Ives testimony
today?

A. Yes.

Q. And are the work force reductions that
you're discussing here, are those the same work force
reductions he was discussing when he was talking
about the company employee levels going from 2,100,
approximately in thistime frame, down to 1,000-plus
employees?

A. I'm not recalling that specific testimony
of Mr. Ives. And | don't know how it relates
necessarily to this explanation.

Q. Arethework force reductions that you're
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20 talking about here, did these all take place

21 subsequent to the company's previous rate case?

22 A. Yes, they did.

23 MR. SAUER: Could | have the question and

24 answer reread?
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1 (Record read.)
2 MR. SAUER: We have no further questions.
3 EXAMINER FARKAS: Okay. Mr. Rinebolt.
4 MR. RINEBOLT: Thank you, your Honor.
5 .-
6 CROSS-EXAMINATION

7 By Mr. Rinebolt:

8 Q. Mr. Sauer just -- good afternoon.

9 A. Good afternoon.

10 Q. Mr. Sauer just asked you about your

11 statement in your supplemental testimony that it

12 would be more likely that Dominion would file another
13 rate caseinthree yearsthan in five years, and did
14 | understand your answer correctly that you are

15 concerned about the impact of conservation and the
16 reduction in sales and that's why you think you may
17 becoming back in?

18 A. Wedl, what I'm saying is that the company

19 isgoing to be monitoring its revenue requirements
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20 and we'll make determinations as we go as to when the
21 appropriate timeto comein is;, however, we did think
22 that perhapsit may be in three years more likely

23 thanit would beinfive years.

24 Q. Do you think it could extend beyond five
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years?

A. | don't know.

Q. Okay. Now, you are familiar with the
Staff Report and its promotion of a straight fixed
variable rate design?

A. Yes.

Q. Now, isit your understanding that a
straight fixed variable rate design provides the
company with some surety that their revenue

requirement will be collected?

MR. KUTIK: Objection, your Honor, beyond
the scope of direct. Thiswitnessisnot hereto
testify about SFV and what it may or may not do.

MR. RINEBOLT: Y our Honor, with all due
respect, the testimony indicates that they're going
to come in within three to five years because of
revenue erosion. They did not request a straight
fixed variable rate. I'm merely trying to inquire if

the adoption of a straight fixed variable rate makes
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20 it more likely that they need not comein.

21 MR. KUTIK: Waell, that may be a question
22 that'svalid to be raised as part of this case, but

23 not to thiswitness.

24 EXAMINER FARKAS: If sheknows, I'll let
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1 her answer.

2 A. | do not know.

3 Q. Wasthe decoupling rider that was

4 included in the company's filing designed to

5 gtabilize revenue recovery?

6 MR. KUTIK: Same objection.

7 EXAMINER FARKAS: I'll allow her to
8 answer if she knows.

9 A. Yes, it was.

10 MR. RINEBOLT: That'sall the questions |
11 have.

12 EXAMINER FARKAS: Ms. Hammerstein.
13 MS. HAMMERSTEIN: No questions, your
14 Honor.

15 EXAMINER FARKAS: Any redirect?

16 MR. KUTIK: Yes, your Honor.

17 EXAMINER FARKAS: Okay.

18 ---

19 REDIRECT EXAMINATION

file:///A|/EastOhio-V ol %2011 .txt (547 of 590) [8/8/2008 9:08:30 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 By Mr. Kutik:

21 Q. Ms. Friscic, let me refer you back to OCC
22 Exhibit 15, marked for identification, and

23 specifically page 18 of the Dominion 2008 proxy

24 statement. Mr. Sauer read you a paragraph,
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1 particularly | guessin the third paragraph down from

2 thetop and the second sentence which refers to named
3 executive officers. Do you see that?

4 A. Yes, | do.

5 Q. Doesthat reference any officers of

6 Dominion East Ohio?

7 A. Dominion East Ohio's annual incentive

8 plan expense for the test year did not include any

9 executives.

10 Q. Now, Mr. Sauer also asked you some

11 questions about the excess of the payouts of the

12 incentive plans over the planned amount. Were any of
13 that excess over the planned amount part of test

14 year?

15 A. No. The excess payout was recognized as
16 expensein late-2007 once the company knew what
17 earningswould be. It was not planned. Annual

18 incentive plan expense was budgeted at the

19 100 percent level and, therefore, the increase was
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20 not included in the test year.

21 Q. Let menow have you refer to what's been
22 marked for identification as OCC Exhibit 16, and
23 specifically please refer to page 8. This sets out

24 for different levels of employees within the company
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how their potential incentive compensation can be

awarded, correct?

A. Correct.

Q. And asone gets higher in the
organization, the compensation's based more on
earnings than on other factors, correct?

A. Correct.

Q. Now, have you done any anaysis of

different levels of employees that are described on
this chart and the types of or the amounts of payouts
made?

A. Yes. Based oninformation | was able to
obtain from our compensation services or Dominion's
compensation services department, as | said, there
were no officers included in the annual incentive
plan expense on Dominion East Ohio's books so there
were directors and managers and employees below that.

Of the payouts in 2007 for the 2006 plan

there were 1,438 employees paid of which 37 of them
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20 were directors and managers and 1,401 were employees
21 below that level.

22 Asyou can see, the employees below that

23 level have 65 percent of their payouts based on

24 operating and stewardship goals which are not
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1 financial goals. Andin addition, of the dollars

2 paid of the approximately $4.8 million included in

3 Dominion East Ohio'stest year, 800,000 was for the
4 group of directors and managers and approximately
5 4 million was for the employees below that level

6 whose nonfinancial goals or operating and stewardship
7 goalsare 65 percent. So the mgjority of the payout
8 was nonfinancial.

9 Q. Mr. Sauer talked with you about the 2006
10 payout being 103 percent of the plan.

11 A. Yes.

12 Q. Andyou said that 3 percent, that isthe

13 extrapercent over 100 percent, was based upon Six
14 Sigma?

15 A. Yes. That 3 percent --

16 Q. First, can you explain to the

17 attorney-examiners what Six Sigmais?

18 A. Yes. Six Sigmais abusiness methodology

19 that focuses on process improvements using
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20 statistical analysis and it's on an ongoing program
21 of processimprovement.

22 Q. And the 3 percent related to the Six

23 Sigmagoals?

24 A. Yes. The 3 percent related to exceeding
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1 Six Sigmagoals set out for the Six Sigma programs in

2 placeat Dominion.

3 Q. Ms. Friscic, to the extent that any of

4 the incentive compensation is based upon the company
5 meeting certain earnings criteria, isthat areason,

6 inyour view, to exclude it from test year expenses?
7 A. No. Wedon't believe it should be

8 excluded from test year expenses because Dominion
9 usesthe annual incentive plan as akey component of
10 itsoverall compensation program which includes

11 salaries and the annual incentive plan compensation.
12 Dominion obtains market data as to salary
13 levelsand usesthat to ensure that between the

14 salaries and the annual incentive plan payments, that
15 Dominion's compensation to its employees are

16 competitive with other companiesin the market for
17 which they might be competing for qualified

18 employees.

19 MR. KUTIK: Your Honor, if | may approach
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20 thewitness, and I'll have to pass around a document,
21 | only have one copy with me.

22 EXAMINER FARKAS: Okay.

23 Q. Ms. Friscic, let me show you, I'm not

24 going to mark this as an exhibit, we'll put it in
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1 later, apage identified as Schedule G-1.

2 A. Yes.

3 Q. Haveyou seen that before?

4 A. | have.

5 Q. And could you read the note on Schedule
6 G-1, please?

7 A. The notes state that "DEO projects that

8 with the aternative rate plan approved it will file
9 for raterelief by 2010 for rates to be effective by
10 2011. Asaresult, the term of the proposed plan
11 reflected in this schedule is assumed to be the

12 period of 2008 to 2010. The above informationis
13 presented at proposed rates and generally uses data
14 consistent with the rate setting process such as

15 interest charges are based on jurisdictional rate
16 base itemstimes weighted average cost of debt."
17 Q. Thank you.

18 MR. KUTIK: No further questions.

19 EXAMINER FARKAS: Mr. Sauer?

file:///A|/EastOhio-V ol %2011 .txt (557 of 590) [8/8/2008 9:08:30 AM]



file:///A)/EastOhio-V ol %20l .txt

20 MR. SAUER: Thank you, your Honor.
21 ---
22 RECROSS-EXAMINATION

23 By Mr. Sauer:

24 Q. Ms. Friscic, if you look at page 8 of
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1 what was marked OCC Exhibit 16 --

2 A. Which document was that?

3 Q. That wasthe 2007 annual incentive plan.

4 MR. KUTIK: Request for production 67.

5 A. Okay. Which page?

6 Q. Pages8.

7 A. Okay.

8 Q. Doyou recal that you were just asked a

9 series of questions about the chart that's at the top

10 of the page regarding payout by various participants
11 within the plan?

12 A. Yes.

13 Q. Anddoyou have-- | believe you said

14 that in 2007 test year zero dollarsrelated to the

15 CEO/CFO incentive plan; isthat correct?

16 A. Weéll, | said that the annual incentive

17 plan expense for Dominion East Ohio did not include
18 any of the CEO/CFO compensation.

19 Q. Anddid it include expense for
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20 compensation related to other officers?

21 A. Again, the annual incentive plan expense
22 in Dominion East Ohio'stest year did not include
23 officers.

24 Q. And| believe you said that $800,000 of
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1 the expense wasrelated to directors and managers; is

2 that correct?

3 A. Correct.

4 Q. And do you know how much of that 800,000
5 wasaresult of accomplishing the goals under the

6 operating group financials?

7 A. Waéll, in accordance with this schedule

8 directors and managers have 50 percent of their

9 payout related to operating group financials and

10 40 percent on operating and stewardship, but that's
11 $800,000 total payout to directors and managers

12 versus4 million to all other employees.

13 Q. Yes, but my question is do you know how
14 much of the 800,000 that was paid out was aresult of
15 the participants within that particular group,

16 directors and managers, was because they had achieved
17 operating group financial goals?

18 A. | don't know that dollar amount.

19 Q. Youasosadl believe $4 million was a
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20 result of payout to the All Others category.

21 A. Yes.

22 Q. Do you know how much of that

23 $4 million payout was aresult of those participants

24 achieving their goals under the operating group
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1 financial category?

2 A. Not off the top of my head.

3 Q. Butit'snot just 25 percent of the

4 A million,isit?

5 A. I'msorry, would you ask that question

6 agan?

7 Q. Youcan't arrive at an answer to that by

8 multiplying 25 percent times the $4 million number.
9 A. No, that would be too simplistic.

10 Q. Becauseit's possible that they achieved

11 none of the goals under the operating and stewardship
12 and achieved al their goals under the operating

13 group financials, correct?

14 A. If they achieved none of their operating

15 and stewardship goals, there wouldn't have been a
16 payout of 103 percent.

17 Q. Sothey had to have achieved something
18 under the operating and stewardship goals.

19 A. Yes.
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20 Q. Isthereaminimum level of achievement
21 they would have had to have met?

22 A. You'd haveto run through calculations to
23 determine that.

24 Q. Andyou sad that 3 percent earnings
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kicker was because of accomplishing Six Sigma goals,

isthat correct?

A. Correct.

Q. Now, arethe Six Sigma goals determined
by 50 percent earnings and 50 percent other criteria?

A. | don'tthink so. | think for directors
and managers the Six Sigmagoals-- no. No. No.
What | was about to say doesn't apply.

No, | don't know the breakdown of the Six

Sigmaweighting.

Q. Anddo you recall that you were asked
some questions regarding the Schedule G-17?

A. Yes.

Q. Pertaining to the notes did DEO perform
any analysis to determine that it would be seeking
rate relief by 20107?

A. Based on what the note says DEO projects
that it will file for rate relief by 2010 with the

aternate rate plan if that is approved.

file:///A|/EastOhio-V ol %2011 .txt (565 of 590) [8/8/2008 9:08:30 AM]



file:///A)/EastOhio-V ol %20l .txt

20 Q. And the alternative rate plan would
21 include the pipeline infrastructure replacement
22 program?

23 A. Thealternaterate plan | believerefers

24 to the decoupling mechanism proposed by Dominion East
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Ohio.

Q. So whether or not the PIR is approved
wasn't contemplated under the note on Schedule G-1.

A. Correct. Schedule G-1 isamong our

origina filing schedules which were filed in August
of 2007. The pipeline infrastructure replacement
program application was filed in February 2008, so it
was not contemplated at that time.

Q. Solooking back at OCC Exhibit No. 17
which Mr. Murphy [sic] was asked about, in the event
the PIR was approved, what would the anticipated rate
relief needs be over the next 25 years, isthat --
does that response make it more likely to you that
there would be rate relief required by 2010 or less
likely?

A. Could you rephrase the question, please?

Q. Intheevent that PIR is approved, do you
believeit's more likely or less likely that rate

relief will be necessary by 20107?
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20 A. | have not looked at anything that would
21 enable me to determine what rate relief might be
22 needed with the PIR program if that were approved.
23 MR. SAUER: | have no further questions.

24 EXAMINER FARKAS: Mr. Rinebolt.
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1 MR. RINEBOLT: NoquuSestions, your Honor.
2 EXAMINER FARKAS. Ms. Hammerstein.
3 MS. HAMMERSTEIN: No questions, your
4 Honor.

5 MR. KUTIK: Your Honor, at thistime we

6 move for the admission of DEO Exhibit 2.0 and 2.1.
7 EXAMINER FARKAS: Isthere any objection

8 tothese exhibits?

9 MR. SAUER: No objection.

10 MS. HAMMERSTEIN: No objection.

11 EXAMINER FARKAS: Then they will be

12 admitted.

13 (EXHIBITSADMITTED INTO EVIDENCE.)
14 MR. SAUER: OCC will move for the

15 admission of OCC Exhibits 15, 16, and 17.

16 EXAMINER FARKAS: Any objection?
17 MR. KUTIK: No.

18 EXAMINER FARKAS: No objection?
19 MS. HAMMERSTEIN: No objection.
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20 EXAMINER FARKAS: They'll be admitted.
21 (EXHIBITSADMITTED INTO EVIDENCE.)
22 MR. KUTIK: Your Honor, at thistime

23 believe that we are ready to address the Bench's

24 questions about certain exhibits that were attached
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1 to Mr. Roycroft'stestimony. We can handle that now

2 or we can handle that at whatever time you seefit.

3 Andwe can handleit on or off the record, whichever

4 you prefer.

) EXAMINER FARKAS: Why don't we go off the
6 record.

7 (Discussion off the record.)

8 EXAMINER FARKAS: Let's go back on the

9 record. Okay.

10 MR. CAMPBELL: Y our Honors, there's

11 really two issues, one -- two issues that you raised,

12 oneiswhat precisely in aparticular exhibit should

13 beredacted, and we prepared a document that shows
14 the precise information that we're suggesting should
15 be kept confidential and seeking treatment that way.
16 The other issueis this document which is

17 confidential was produced as an attachment to

18 Mr. Roycroft's testimony so we need to determine the

19 appropriate treatment for that, whether we need to

file:///A|/EastOhio-Vol %2011 .txt (571 of 590) [8/8/2008 9:08:30 AM]



file:///A]/EastOhio-V ol %20l 1 .txt

20 have that withdrawn and resubmitted or whether we can
21 redact what's been submitted.

22 EXAMINER PIRIK: Mr. Campbell, our

23 questionsreally have to do with the fact that

24 Mr. Roycroft's testimony has aready been filed and
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you can't pull something out of the docket once it's

dready there. It'stherein the open docket. |

mean, we can consider what motions you have and we
can take that back and we can discuss it, but that

was the difficulty, that it's aready part of his

filed testimony in the open docket.

MR. CAMPBELL: | understand. We would, |
think our approach would be to move for protection of
what's been filed at thistime, it was inadvertent

disclosure of the information, so .. . .

EXAMINER PIRIK: And then would it only
be with regard to those certain pages that were
designated, not the whole thing aswas inferred in
one of the documents?

MR. CAMPBELL: That's correct.

EXAMINER PIRIK: Okay.

MR. CAMPBELL: Thiswasindicated during
Ms. Friscic's testimony, but we're waiving the claim

about the AIP documents which | think you had asked
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20 about. Regarding this document which relates to the
21 AMR, the AMR business casg, if you go through that
22 document, there are a number of pages where the

23 redactions are indicated. They're not complete

24 redactions. Basicaly, two types of information is
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confidential, oneisinternal cost of capita

figures, the other has to do with potential impacts
on employee numbers.

MS. HAMMERSTEIN: What was the second
category? |I'm sorry.

MR. CAMPBELL: The second category are
projected impacts on employee numbers of the AMR
program which could be sensitive in negotiations,
just other issues with employees.

EXAMINER FARKAS: Hasthis been publicly
docketed also?

MR. CAMPBELL: Thiswas Attachment 10 to
Mr. Roycroft's testimony.

EXAMINER FARKAS: I'm sorry. Yeah, it

EXAMINER PIRIK: Just so | know, because
Examiner Farkas and | will have to take this back
because, like | said, we don't have Mr. Roycroft or

the Armstrong, we don't have anything else in front
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20 of us.
21 MR. CAMPBELL: Sure.
22 EXAMINER PIRIK: So this document that

23 you're sharing with us now iswhat your proposed

24 redaction would be and so you've gone through the
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document and you've refined it --

MR. CAMPBELL: Exactly.

EXAMINER PIRIK: -- to this request.

MR. CAMPBELL: Right. That's correct.
Thisiswhat the -- the information that's been
redacted is what we're requesting confidential
treatment of and only that information.

And we've shared thiswith OCC; | believe
they have no objection to it.

MR. SERIO: No. No. | just wanted to
clarify, there's nothing in the actual text of the
testimony that's a problem, correct? Thisisjust
the exhibits.

MR. CAMPBELL: Yeah; | don't believe so.

MR. SERIO: | didn't think so either.

EXAMINER PIRIK: So what you're saying
with regard to page Tl, | mean that was in Roycroft's
testimony, that was asked, which isjust the title of

the document, which, are you withdrawing that
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20 request?

21 MR. CAMPBELL: Yesah, any request that
22 pertained to information that's not redacted here we
23 would withdraw.

24 EXAMINER PIRIK: Okay. Wéll --
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EXAMINER FARKAS: Theonly thing | was

going to say, what's the argument for making
something that's already been publicly filed now
confidential? What's the basis for that?

MR. CAMPBELL: Wéll, the basisisit was
an inadvertent disclosure, | agree if this
information was kept public intentionally, | don't
think we'd have much of an argument for keeping it
confidential. Thiswas an inadvertent disclosure.

It's still sensitive information. 1t wasn't
intentionally put into the public record. So that
would be our response to that.

And this was not a document that we

filed, and we did assert confidentiality of it. If

you look at the first page of Attachment 10, itisa

document that was labeled Confidential Document. So

It was just an inadvertent disclosure on another
party's part.

EXAMINER PIRIK: | think what we -- well,
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20 what we will do iswe will go back and since we will
21 have the morning tomorrow we will compare the

22 documents, actually look at the figures that you've
23 marked in this actually unmarked document, so the

24 record isn't going to be clear on that, but we will
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clarify that when we actually rule on the motion. We

will go back and we will look. We are still going to
be looking for further explanation of the actual
figuresin here. We don't need to do that right now
because we're not actually ruling on the motion. But
| think you've clarified exactly what your request
IS.

L et us understand also what you meant was
you're withdrawing -- there was an original request
for protection of certain portions of Hines testimony
and Tanner testimony, you are withdrawing that
motion.

MR. CAMPBELL: That's correct, your
Honor.

EXAMINER PIRIK: So now we are only
dealing with Roycroft and the Armstrong deposition,
potentially.

MR. CAMPBELL: That's correct, and |

believe it's the same document.
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20 EXAMINER PIRIK: It's the same document.
21 MR. SERIO: Just so I'm clear, thereis

22 now nothing in Mr. Hines or Ms. Tanner's testimony
23 that's remaining confidential.

24 MR. CAMPBELL: That is correct.
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MR. SERIO: Would the Bench like usto

withdraw one of the two then, since they're

identical, or how would you prefer we handle the fact
that there's a public and a confidential piece and

now the confidential pieceis no longer confidential
but that's the only one that's complete?

EXAMINER PIRIK: | believe you will need
to re -- you will need to file the open, the one that
was filed redacted in the open record with an

explanation that based upon the record today it isno
longer considered confidential.

MR. SERIO: Do we need to file the entire
document or just the pages?

EXAMINER PIRIK: You canjust filethe
pages because then when you actually bring it to the
court reporter in here, you will actually give usthe
document. But the docket card --

MR. SERIO: Yes.

EXAMINER PIRIK: -- needsto beclear.
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20 MR. SERIO: Y es, we have no problem doing
21 that.
22 EXAMINER PIRIK: 1 think it's sufficient

23 just to file the pages that were initially redacted

24 soyou don't have to make all of the numerous copies.
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MR. SERIO: And then for the court

reporter, aslong as we bring what was originally a
confidential version that's now open, that one copy
in and of itself will be sufficient.

EXAMINER PIRIK: Yes, when they're
presented as a witness.

MR. SERIO: Okay. Thank you.

EXAMINER PIRIK: Yeah.

MR. CAMPBELL: Just so I'm clear, | want
to make sure, are you going to expect alittle more
explanation of why the figures are confidential ?

EXAMINER PIRIK: Right.

MR. CAMPBELL: Just to make sure.

EXAMINER PIRIK: That'swhat | think
we're going to need further, | mean | don't think
it'sagood ideafor usto go through them today
since we haven't had a chanceto look at this
document. Y ou gave us enough of an explanation that

we'll be able to go back and really focus on what
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20 your request is.

21 MR. CAMPBELL: Okay.

22 EXAMINER PIRIK: | think it's sufficient
23 for today, but we may ask for additional information.

24 MR. CAMPBELL: Appreciatethat. That's
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1 all we have on this, your Honor.

2 EXAMINER FARKAS: Isthere anything else?
3 MR. SERIO: Not that I'm aware of, your

4 Honor.

) MS. HAMMERSTEIN: No, actually, thereis.

6 Off the record.

7 EXAMINER FARKAS: Wéll, well -- do you
8 want to go off the record?

9 MS. HAMMERSTEIN: Off the record.

10 EXAMINER FARKAS: Well stand in recess
11 until 1 o'clock tomorrow.

12 (Thereupon, the hearing was adjourned at

13 4:47 p.m.)

14 ---

15
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1 CERTIFICATE

2 | do hereby certify that the foregoing isa
3 true and correct transcript of the proceedings taken
4 by mein this matter on Wednesday, August 6, 2008,

5 and carefully compared with my original stenographic

6 notes.
7
Maria DiPaolo Jones, Registered
8 Diplomate Reporter and CRR and
Notary Public in and for the
9 State of Ohio.

10 My commission expires June 19, 2011.
11 (MDJ-3230)

12 ---

13

14

15

16

17

18

19

files///A|/EastOhio-V ol %2011 .txt (589 of 590) [8/8/2008 9:08:30 AM]



file:///A)/EastOhio-V ol %20l .txt

20

21

22

23

24

file:///AJ/EastOhio-Vol %2011 txt (590 of 590) [8/8/2008 9:08:30 AM]



This foregoing document was electronically filed with the Public Utilities

Commission of Ohio Docketing Information System on

8/22/2008 11:58:00 AM

Case No(s). 07-0829-GA-AIR, 07-0830-GA-ALT, 07-0831-GA-AAM, 06-1453-GA-UNC

Summary: Transcript Vol Il - East Ohio Gas dba Dominion East Ohio from 8/6/08 electronically
filed by Mrs. Jennifer D. Duffer on behalf of Armstrong & Okey, Inc.



	Local Disk
	file:///A|/EastOhio-Vol%20II.txt


