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Decenber 17, 2019 9: 00 A M
PROCEEDI NGS

COW SSI ONER LEVAR:  Okay. Good norning. |
think we will start. W are here for Public Service
Comm ssion Hearing in Docket 19-57-2 of the application
of Dom ni on Energy Utah to increase distribution rates
and charges and make tariff nodifications.

This is a Phase | Hearing. W also have a
public wtness hearing today starting at 6: 00 P. M

Are there any prelimnary matters before
goi ng to appearances? |'mnot seeing any indication, so
why don't we start with appearances for the utility.

MS. CLARK: Thank you. M nane is Jenniffer
Nel son Cark. |I'm counsel for Dom ni on Energy Ut ah.
M. Caneron Sabin is also here as counsel for the
company.

We have Al an Fel sent hal, Robert Hevert, Kelly
Mendenhal | and Jordan Stephenson here as w tnesses for
t he conpany and all have filed pre-filed testinony.

COW SSI ONER LEVAR:  Thank for. The D vision
of Public Utilities?

MR. JETTER Good norning. |'mJustin Jetter
with the Utah Attorney General's Ofice. |'m here today
representing the Utah Division of Public UWilities. The

Division intends to present five witnesses at this
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heari ng: Dougl as Wheel wight, David Thonson, Jeff
Einfeldt, Eric Oton and Casey Col eman.

COW SSI ONER LEVAR:  Ckay. Thank you.

M. Moore or M. Snarr?

MR. MOORE: Robert Moore, the AGs Ofice,
representing the Ofice of Consuner Services.

MR. SNARR And Steven Snarr with the AG s
Ofice, also representing the Ofice of Consuner
Servi ces.

We have three witnesses today: Alyson
Anderson of the office, Donna Ramas and Dani el Law on

COMW SSI ONER LEVAR:  Ckay. Thank you.

M. Mechan?

MR. MECHAM Steve Mecham representing the
American National Gas Council, and | have M. Bruce
Aiver as our witness who will testify in this hearing.

COW SSI ONER LEVAR:  Ckay. Thank you.

Maj or Kirk?

MAJOR KI RK:  Good norning, Major Scott Kirk
of the U S. Air Force on behalf of Federal Executive
Agencies. Today we will have one w tness, M chael
Gor man.

COW SSI ONER LEVAR:  Thank you.

M. Russell?

MR. RUSSELL: Phillip Russell on behal f of
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Ut ah Association of Energy Users. W wll have one
w tness, M. Kevin Higgins.

COW SSI ONER LEVAR:  kay. Thank you. W
have two interveners who did not file testinony in Phase
| Nucor Steel and US Magnesium |s anyone in the room
planning to participate in any way for those two
I nterveners? |'mnot seeing any indication.

Ckay. Wth that, we will go to Dom nion
Energy of Utah for your first wtness.

MS. CLARK: Thank you. The conpany calls
Kelly B. Mendenhall.

COWM SSI ONER LEVAR:  Good norning, M.
Mendenhal | .

DI RECT EXAM NATI ON
KELLY NMENDENHALL,
called as a witness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MS. CLARK
Q Good nor ni ng.
A Good nor ni ng.
Q Coul d you pl ease state your nanme and busi ness
address for the record, please?
A My nane is Kelly B. Mendenhall. M business
address is 333 South State Street, Salt Lake City, Utah.
Q And what position do you hold with the
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conpany?

A I"'mthe director of regulatory and pricing
for Dom nion Energy U ah.

Q M. Mendenhall, did you file direct testinony
in this docket |abeled as DEU Exhibit 1.0, with
acconpanyi ng exhibits DEU Exhibit 1.01 through 1.15?

A Yes.

Q And did you also file pre-filed rebuttal
testi mony marked as DEU Exhibit 1.0R w th acconpanyi ng
exhibits 1.01R through 1.05R?

A Yes.

Q Do you adopt those docunents as your
testi nony today?

A | do.

MS. CLARK: The conpany woul d nove for the
adm ssion of DEU Exhibit 1.0, with acconpanying exhibits
DEU Exhibits 1.01 through 1.15, as well as DEU Exhi bit
1.0R, with attached exhibits 1.01R through 1.05R

COW SSI ONER LEVAR:  Ckay. |If any party has
any objection to that notion, please indicate to ne?

"' mnot seeing any objection, so the notion
I's granted.

(Hearing Exhibits DEU 1.0 and 1.0R, plus

attachnments, were marked for identification.)

COW SSI ONER LEVAR: | did forget to nmention,
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we do have some confidential exhibits in this docket, not
much confidential testinony but sone confidenti al
exhibits. So, again, like usual, | think we are going to
rely primarily on the counsel in the roomto informus if
a wtness starts to go sonmewhere on cross -- on direct,
you should know, but if they start to go in a certain
direction on cross-exam nation, please try to keep us
apprised of that as we nove forward. Thank you.

BY M5. CLARK:

Q M. Mendenhall, can you summari ze your
testinony in this docket?

A Certainly. So in ny testinony, | discuss
three issues. | discuss the nerger commtnents, the
infrastructure tracker nechanismand the |evel of equity
that the conpany is proposing.

In ny direct testinony, with respect to the
merger conmtnents, | provide evidence that the conpany
has conplied with all the nmerger commtnents in
Docket 16-057-01.

And in ny rebuttal testinony, | provided
evi dence, in response to concerns raised by the D vision,
that the conpany is neeting all of its custoner service
goals, with the exception of two goals that are rel ated
to the transponder replacenment program And a

remedi ation plan for those two goals was approved and put
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in place in Docket 19-057-25, and the conpany expects
those two netrics will be in conpliance by Septenber of
next year.

Wth respect to the infrastructure tracker, |
made three proposals to that program First, | proposed
to change the filing date of the master list from Apri
30th to June 30th, and that was to all ow our mapping
departnent to have extra tine to conpile the data to nmake
that report. No parties commented on that proposal.

The second proposal was, | proposed to change
t he way overspent anounts are handled fromyear to year,
and parties seemto be generally in agreenent wth that
proposal .

And the third proposal | nmade was to increase
the infrastructure tracker anount from72 mllion to $80
mllion, and that was -- | provided evidence show ng t hat
the construction costs of the program are outpacing the
GDP deflator rate that is used as an inflation rate in
that program And as a result the conpany needs to
i ncrease that |evel of spending to $80 million to
continue to nmake approved anount of investnent.

The OCS, DPU and UEA objected to that
proposal. Their argunents were mainly based around the
fact that they determ ned that the conpany should just be

abl e to shoul der those additional costs in between the
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general rate case. And | provided evidence in ny
rebuttal testinony that the conpany is currently already
incurring capital expenditures of about $90 mllion per
year outside of a tracker and is shoul dering those costs
in the general rate case. And so to add an additi onal
$10 million to that just seens unreasonabl e.

Additionally, | added -- | provided sone
addi tional evidence related to inflation rates. |
conpared an additional six of inflation factors from
d obal Insight that are based on main |ine construction
with the GDP deflator, and showed that on average over
the last nine years, those inflation rates are outpacing
the GDP deflator rate by 2 to 300 percent.

Wth regards to equity, in nmy rebuttal
testinony, | address the proposals by M. Gorman and
M. diver to reduce the proposed |level of equity that
the conpany is asking for, which is 55 percent. And |
think it's inportant to take a step back here and | ook at
why we are at 55 percent.

And so | want to direct your attention to a
few of ny exhibits. [If we can start in ny rebutta
exhibit, DEU Exhibit 1.02R is actually a rating action
that Moody's submtted in January of 2018, and the rating
action title is, "Mody's changes outl ook on 25 U. S.

regul ated utilities primarily inpacted by tax reform™
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COW SSI ONER LEVAR: 1. 02R?

THE WTNESS: 1.02R, yes.

COW SSI ONER LEVAR:  To your direct?

THE WTNESS: To ny rebuttal. So Exhibit
1.02 in nmy rebuttal testinony.

COW SSI ONER LEVAR:  kay.

THE WTNESS: So if we just start at the
begi nning of the report, the first sentence, it says,
"Moody's Investors Services has changed the rating
outl ooks to negative fromstable for 24 regul ated
utilities and utility hol ding conpanies."”

Then if we go down to the section right bel ow
it called "Ratings rationale," and read the first
sentence, it says, "Today's action primarily applies to
conpani es that already had Iimted cushion in their
rating for deterioration in financial performance, wll
be increnmentally inpacted by change in the tax |aw, and
where we now expect key credit netrics to be | ower for
| onger. "

And then if we nove down to the next

par agr aph, the begi nning of that paragraph says, "Tax

reformis credit negative for U S regulated utilities
because the |l ower 21 percent statutory tax rate reduces
cash collected fromcustoners, while the | oss of bonus

depreciation reduces tax deferrals, all else being equal.
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Moody' s cal cul ates the recent changes in tax laws w |
dilute a utility's ratio of cash flow before changes in
working capital to debt by approximately 150 to 250 basis
poi nts on average, depending to sone degree on the size
of the conpany's capital expenditure prograns.”

Il wll point out that Dom nion Energy Ut ah
has one of the highest gross rates in the country. W
also, as | nentioned earlier, are replacing a fair anmount
of pipe on our system and so we have high capital
expenditures. And the elimnation of that bonus
depreciation definitely puts strain on our credit
metrics.

If you turn to the next page, page 2, Mody's
lists the 24 conpanies that are -- that it's concerned
about. And if you go down two-thirds of the way of the
page, it is actually the 11th utility, you can see
"I ssuer: Questar Gas Conpany; outl ook, changed to
negative fromstable."

And Questar Gas Conpany is actually the |egal
nane of Dom nion Energy Utah. So that occurred in
January 2018.

So | would like to turn next to ny exhibit in
nmy direct testinony, which is DEU 1.05. And DEU 1. 05 was
a Moody's credit opinion that was issued on January 30th

of 2019. And if you go to page 1 of that exhibit,
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there's a section at the beginning, a section called
“Summary." |If you go down to the second paragraph, |'m
going to read that paragraph.

And it reads, "The Questar Gas credit profile
Is constrained by 1., very weak financial netrics versus
peers; 2., a base rate freeze and tax reforminpacts that
wi Il reduce cash flow netrics through 2020; and 3., a
hi ghly | evered parent conpany."”

So | want to tal k about that second point,
the base rate freeze and tax reforminpacts. Wile this
has been a credit strain to the conpany, it's been very
beneficial for custoners. So if we talk about the base
rate freeze, as we all know, in 2016, as part of the
merger, the conpany withdraw a $22 million rate case.

And it is hard to see what the result of that
rate case would have been, but | think it is safe to say
that it nostly would Iikely would have resulted in sone
sort of increase for custoners. That, conbined wth the

fact that the conpany agreed to stay out of a rate case

until now, until 2019, | think has been beneficial for
custonmers. Although, I will admt, it is difficult to
quantify.

| think something that's a little easier to
quantify is the inpact of tax reformon custoners.

Reducing that tax rate to 21 percent has definitely been
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a benefit to customers and to the tune of about $20
mllion per year in reduced rates. The conpany, when tax
reformwas passed, wllingly cane forth, nmade the
appropriate filings to return that noney to custoners and
it's been a benefit to custoners.

If you |l ook at the other side of the
equation -- if we turn to page 3 of that docunent, DEU
1.05, and the second section on that page is called,
"Weakened cash flow wi |l persist over the next 18 nonths,
but managi ng financial policies should help inprove
metrics."

And if you go to the second paragraph in that
section, and it's the last sentence in that section, |'m
going toread it, it reads, "In January 2019, Questar Gas
recei ved Conm ssion approval to exceed the 55 percent
equity layer of capitalization that was ordered in the
2016 nerger approval. This should help stave off the
pace of increasing debt during the cash flow stagnation
and keep CFO pre-WC to debt and CFO pre-WC | ess di vi dends
to debt, between 16 to 18 percent."

So we were able to depreciate the work of the
other parties, in this particular instance, to allowthe
conmpany to go over 55 percent |evel of equity. So
currently, we're at about 60 percent. W are projecting

about 60 percent. And the difference between 55 percent
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and 60 percent is about $8 million. And so we're asking
ri ght now sharehol ders to fund that, to shoul der that
cost. And so nowif you look at $20 mllion of tax
benefits to customers, asking sharehol ders to shoul der $8
mllion of equity, | think it's unreasonable for the
conmpany to not be allowed its 55 percent |evel of equity.

So |l wuwuld like to turn finally to -- in ny
rebuttal testinony, DEU Exhibit 1.01R DEU Exhibit 1.01R
Is a credit opinion that was issued by Mody's on August
19, 2019. And the title of this report is, "Questar Gas
Conpany update foll owi ng downgrade to A3."

And so in this report, Mody's downgrades the
conpany from A2 to A3, which is still investnment grade,
but I would like to direct your attention to page 2 of
that report, where it lists, "Credit chall enges. Base

rate freeze through 2020 and tax reforminpacts wl |

weaken financial netrics." So the two things | nentioned
earlier in January are still a concern to Mody's.
"El evated capital spend over the next three years." And

"H ghly |l evered parent that carries higher credit risk."
And if you nove down to the section that

says, "Factors that can lead to a downgrade,"” there are
two itens. "Cash flowto debt netrics bel ow 16 percent
on a sustained basis,” and "If regulatory support or the

ability to recover costs were to decline.”
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So | think the proposal by M. Gorman and
M. diver, to allow the conpany a 50 percent |evel of
equity or 52 percent |level of equity is below the |evel
of equity that the conpany's actually incurring would
fall in that category. The ability to recover costs. |If
that were to be approved, we would not be able to recover
t hose costs.

One last item!l would |like to draw your
attention to on page 4. The first section there is
cal l ed, "Supportive regulatory environnents wi th key cost
recovery features.” |If you go down to the fourth
par agraph of that section, it states, "In July, Questar
Gas filed for its first general rate case increase since
2014 with the PSCU. The filing requests just over a $19
mllion annual revenue increase, based on a $1.8 billion
rate base with 10.5 percent allowed RCE on an equity
| evel of 55 percent.

“"The filing al so requests a continuation of
the infrastructure rider and the recovery cap be raised
to $80 million per year. The latter would be credit
positive, since it would maintain an inportant el enent of
predi ctabl e cost recovery."

So where disallow ng those equity costs woul d
be a credit negative, it can |lead to a downgrade, they

poi nt out that approval of the track record of 80 mllion
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will actually be a credit positive.

The last thing | discuss in ny rebuttal
testinony related to the 55 percent is, | tal ked about
Conmi ssi on precedence. And in the '90s, when rate cases
were litigated, the Comm ssion ordered that the conpanies
actual capital structure should be used. Since 2000,
nost of the cases have been settled, but those
settl enents have been based on equity levels that were at
t he conpany's actual capital structure.

So | think the Comm ssion precedence al so
points to the approval of 55 percent |evel of equity.

And so that concludes ny summary.

M5. CLARK: M. Mendenhall is available for
cross-exam nati on and Comm ssion questions.

COW SSI ONER LEVAR:  Thank you.

M. Jetter, do you have any question for
M. Mendenhal | ?

MR JETTER | do.

CROSS- EXAM NATI ON
BY VR JETTER
Q Good nor ni ng.
A Good norning, M. Jetter.
Q You stated in your testinony that the conpany
conmtted to maintaining safe, reliable service and

t aki ng what ever steps were necessary to do that; is that
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accurate?

A Correct.

Q And you have al so stated that the proposal
shoul d repl ace additional high pressure pipe outside of
the tracker woul d be unreasonabl e?

A Correct.

Q Did you repl ace pipelines, including high
pressure pipelines, that may have been at risk before the

tracker existed?

A Yes, we did.

Q And was that unreasonabl e?

A No, it was not.

Q If the tracker didn't exist, would you

continue to replace those pipelines?

A Yes. And the result would be, we woul d nost
likely be in for rate cases nore often. | think all of
the parties that have testified in this case is that the
tracker program should continue because it's a good
bal ance between cost recovery for the conpany and
customer -- keeping custoner rates stable.

Q Thank you. And so over the past six years
since the last rate case, the conpany's been repl acing
addi tional pipe outside of the tracker; is that correct?

A Correct.

Q And during that period, has the conpany been
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significantly underearning as a result?

A They have been underearning, yes. And |
think also if you review these credit agency docunents
that | tal ked about, I think it's also put pressure on
our credit netrics.

Q And so would you then intend to stop any of
those additional necessary pipe replacenents if the
tracker was retained at its current |evel?

A No, but as | nmentioned, it could cause us to
be filing rate cases nore frequently, which adds
addi tional admnistrative burdens and costs to everybody.

Q Thank you. Those are the only questions that
| have.

A Thank you.

COW SSI ONER LEVAR: Ckay. Thank you.

M. More or M. Snarr?

MR SNARR: We have no cross-exam nation of
M. Mendenhal I .

COWM SSI ONER LEVAR:  Thank you.

Maj or Kirk?

MAJOR KIRK:  No questi ons.

COW SSI ONER LEVAR: M. Mechanf?

MR. MECHAM Just a couple, thank you.

CROSS- EXAM NATI ON

BY VR MECHAM
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Q M. Mendenhall, you nentioned in this Mody's
report of January 2019, one of the considerations was
that the parent conpany was higher leveled. Howis it
| everaged today? Is it different? Is it higher? 1Is it
lower? What is it?

A | actually amnot sure. But one of the nice
things, if you read the entire report, is Mody's also
cites all of the ring fencing provisions that the conpany
has, that resulted fromthe nmerger that hel ped protect it
against the -- or fromits parents' potential |everage.

Q So they're not as concerned about that; is
t hat what you are saying? By the ring fencing?

A | think the ring fencing helps to offset that
concer n.

Q But it was a concern in January of 2019?

A Right. Wy don't we turn to the report and |
can wal k you through it?

Q No, | don't -- | don't need that.

A Ckay.

Q Then you referred to 1.01, | think it was?

A 1. 01R, the downgrade?

Q Your detailed credit considerations support
of regulatory environnment with key cost features. Page
4, | think it was, you referred to.

A Yes.

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing

December 17, 2019 Page 23
Q 101R
A Yes.

COM SSI ONER LEVAR: | ' m not sure your

m crophone is on, M. Mecham
MR MECHAM | think it is just not close

enough.
BY MR MECHAM

Q Under the paragraph entitled, "Despite
current rate case, financial netrics expected to remain
| ower than historical |evels.”

A Correct.

Q Do you see that?

A Yup.

Q And then the second part of that paragraph,
It says, "However, we also think it likely that the
ultimate order of this Commssion,”" | put that in
parentheticals, "wll authorize an allowed ROE and equity
| ayer that is less than the conpany's request of 10.5
percent allowed RCE and 55 percent equity |ayer, since
these |l evels are high for what the Conm ssion has all owed
for ratemaki ng purposes.”

A Correct. And if you read the first sentence,
It says, "W assunme that the Utah rate case will boost
Questar (Gas' rate base, net inconme and cash flow since

t he conpany has not received a base rate increase since
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2014."

And none of the parties in this, case other
than the conpany, are proposing an increase in net incone
or revenue.

Q But you see that, clearly, considering what
this Comm ssion wll do, and, apparently, they are
expecting sonething | ower than what you are asking?

A Yes.

Q Ckay. Thank you. | think that's all | have.

COW SSI ONER LEVAR:  Thank you.

M. Russell?

MR. RUSSELL: Thank you.

CROSS- EXAM NATI ON
BY MR RUSSELL:

Q Just a coupl e quick question about the
infrastructure factor spending cap.

A Sur e.

Q | think it may be useful to turn to page 21

of your direct testinony.

A Sure. Page 217

Q Yes.

A Yes.

Q All | would Iike to do at this point is just

wal k through the history of that spending cap. MW

understanding is the spending cap was initially set when
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the infrastructure tracker pilot programwas approved in
the '09 docket and that spending cap was initially set at
$55 mllion annually, plus inflation; is that right?

A Correct.

Q And that was from-- did that run through the
2013 year?

A Yes, it did.

Q | ask that because of your Footnote 4 at the

bottom seens to indicate that it did but it wasn't clear

to ne.

A It did, yeah.

Q And in the 2013 rate case, the infrastructure
tracker spending cap was increased, | gather, to $65
mllion, plus inflation?

A Right. And that was to include |HP mains as
part of the program whereas before, it was just a basket
of high pressure pipes.

Q Sure. And then you have this table that runs
fromthe bottom of page 21 onto page 22.

A Ri ght .

Q The colum that says "Budget," does that
budget -- is that the spending cap for that year?

A Yes, it is.

Q Ckay. So it shows a budget of $59 million in
2013. 2014, we hit that $65 million mark. Right?
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A Right. And the reason why the budget was
high in 2013, | nean, it |looks |ike the budget was 59 and
we spent 54.9, is because when the programwas originally
approved in 2009, we actually weren't using a CGDP
deflator. W were using the Steel |ndex, which was a
much hi gher inflation rate.

And so as a result, we were seeing higher
increases in that cap. In the 2013 case, through
settlement, it was determned that that -- in Steel,
inflation rates should be replaced with the | ower GDP
defl ator rate.

Q Ckay. Thank you. And we can see, for each
year follow ng that 2014 year, what the budget was. And
the variance in those nunbers, is that just up to
inflation for that year, in those budget nunbers?

A I'd have to go back and | ook, but my guess is
that it probably had to do wth scheduling of projects,
and sonetines there may be cost overruns or there may be
a city that wants you out of their streets quicker.

And so that was one of the reasons why |
proposed sone flexibility in the way overages are
handl ed, was to give our engineering group nore
flexibility so they could keep their custoners happy,
which is the cities.

Q Sorry, the question | asked was not the one |
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I ntended to ask. | used the word "variance" --
A Ckay.
Q -- which was not intended to refer to that
| ast columm there. | was actually just referring to the

changes in the budget fromone year to the next.
A Sorry. So wll you ask ne the question?
Q You're fine. | will ask it again
The changes in the budget from you know,
2014 to 2015 to 2016, I'mtrying to understand whet her
that's just because of inflation in any -- you know,
inflation changes fromone year to the next or if there

IS sone other --

A Honestly, | don't know. It probably -- it
could be inflation. It could be cost overruns. It could
be -- we had a project that had to be accel erated, and so

we nmoved it up one year and then spent |ess the next
year. It could be a variety of things.

Q kay. Fair enough. And then do you know
what the nunber in that "Budget" colum would be for
2019? | know we are not quite done with it yet, but --

A | think it is around 70 ml1lion.

Q kay. And then finally, the increase that
you are requesting in this docket is to nove that budget
nunmber to 80 mllion?

A Correct. Well, so if everything were kept
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as-is, the 2020 budget nunber would be 72 mllion. So
yes, | amproposing to increase it fromabout 72 to 80
mllion.
Q Ckay. Thank you. That is all | have.
MR MECHAM M. Chairman, may | ask one nore
guestion?
COWM SSI ONER LEVAR:  Sur e.
RECROSS- EXAM NATI ON
BY VR MECHAM
Q M. Mendenhal |, you noted in your testinony
t hat Dom ni on was downgraded fromA2 to A3. Did |
understand that correctly?
A That's correct.
Q Now i f there happened to be a downgrade from
there as a result of this case or sonething else, one

step down, have you cal cul ated what that cost would be?

A You nean on the cost of debt?

Q Yes.

A | haven't. But | do think it is inportant to
point out that -- nore inportant, | would say, than the

cost of debt is that credit rating. Particularly, we're
enj oyi ng economc -- great economc tines right now, but
iIf we ever get in a situation where there is a downturn

or recession, that credit rating becones extrenely

| mport ant.
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As we try to place debt into the public
market and try to neet our custoners' needs, we have to
be able to -- there is a flight to quality because during
downtines, there's not as nuch as capital avail able as
needed. And so that credit rating becones extrenely
val uabl e during those tines.

Q But did | understand the difference between
55 percent and 60 percent equity ratio was about an $8
mllion value?

A Correct.

Q So you know the 5 percent difference is an $8
mllion value but a downgrade woul d be sonething far |ess
than that, would it not?

A | don't know. | have not calcul ated that.

Q Thank you.

COM SSI ONER LEVAR:  Thank you. Any
redirect?

M5. CLARK: No redirect. Thank you.

COW SSI ONER LEVAR: Ckay. Conm ssi oner
Wiite, do you have any questions for M. Mendenhall.

COW SSI ONER WHI TE:  No questions. Thank
you.

COW SSI ONER LEVAR:  Conmi ssi oner O ark?

EXAM NATI ON
BY COWM SSI ONER CLARK:
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Q Good nor ni ng.

A Mor ni ng.

Q Regarding the reference to the parent conpany
and its being highly leveled --

A Ri ght .

Q -- and that being a constraint on Questar
Gas' credit profile, the first reference | think in the
Moody's reports, that I'mseeing, was in a report dated
22, Decenber 2017. And I'm--

A Ckay.

Q | note that for you, just to assist maybe
with the point of ny question.

A Sur e.

Q Which is: Has the | everaged status of your
parent conpany changed since the nerger in any materi al
way ?

A Yeah, | mght be able to direct you to a
paragraph, if you give ne one nonent. | was review ng
this last night. Yes, if you turn to 1.05 -- DEU Exhi bit
1.05, and this is, once again, a January 2019 credit
opinion, credit update. And this is talking about
exactly your question.

So if you turn to page 4 of that report,
there's a section that says, "Parent contagion risk

reduced by utility ring-fencing type provisions and
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de-risking events in 2018."

So | think everyone is famliar with the ring
fencing provisions that were set in the nerger, but if
you go to the second paragraph of that section, it says,
"Moreover, Dom nion Energy nmade significant progress
toward lowering its business and financial risk in 2018.
Sonme of the key features include the reduction of hol ding
conpany debt by around $8 billion, 5 billion on a
consol i dated basis, by way of selling three nerchant
power generation plants and its 50 percent interest in
Bl ue Racer, Bal stable, m dstream gas business wth
hi gher risk operations.

“"Furthernore, the acquisition of SCANNA
Corp., Bal positive, added over $800 hundred of rate
regul ated utility cash flowto the consolidated
operations and provides nore geographic and regul atory
di versity going forward."

So | think the answer to your question,
there's been sone inprovenents.

So it is less levered today --

Yes.

-- than when the nerger took place?
Yes.

Thank you. That's concludes ny questions.

> O >» O >» O

Thank you.

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 32

COMWM SSI ONER LEVAR: | don't have anyt hing.
THE W TNESS: G eat.
COW SSI ONER LEVAR:  Thank you for your

testinony this norning.

THE W TNESS: Thank you.
COM SSI ONER LEVAR: | f you can call your

next w tness.

st and.

MR SABIN. Sure. | didn't want to presune.
Dom ni on Energy Utah calls M. Hevert to the

DI RECT EXAM NATI ON
ROBERT HEVERT,

called as a wtness, having been first duly sworn,

was exam ned and testified as foll ows:

COW SSI ONER LEVAR: | think soneone may have

a cell phone too close to the mcrophone. W are getting

alittle feedback.

BY MR SABI N

Q Good norning, M. Hevert.

A Good nor ni ng.

Q Woul d you pl ease state your full nane for the
record?

A My nane is Robert Hevert, last nane is

spelled HE V, as in Victor, E-RT.

Q

| don't think your mc is on.
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A How i s that?

Q That is better.

A There we go. Robert Hevert, last name is
spelled HE V, as in Victor, E-RT.

Q And M. Hevert, would you pl ease provide the
Commi ssion with a sketch of your background, education
and your professional experience, please?

A Yes. M educational background includes a
bachel or's degree with a double nmajor in business and
econom cs, with a concentration in finance. | also hold
an MBA, likew se, with a concentration in finance. And I
hol d a chartered financial anal yst designation.

In terms of ny work history, | have about 30
years of experience in regulated industries, starting
first as a revenue requirenents analyst at a
tel econmuni cations utility.

And then spending about ten years at a
publicly traded natural gas utility. There, | was
responsi bl e for nuch of the conpany's treasury
operations. So | managed its day-to-day cash flow, was
responsi ble for issuing all long-termsecurities, conmon
equity, referred equity, long-termdebt. And as part of
nmy role as the planning function as well, | was
responsi bl e for the conpany's financial and strategic

pl anning. | advised the conpany and had responsibilities
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for the allocation of that capital that was raised.

As a consultant, | have been involved in many
transactions as well, advising conpanies on both the buy
and the sale side of asset-based and corporate
transactions, and | would say -- if | considered the
securities | issued in the treasuring function the
transactions | advised on as a consultant, it's been many
billions of dollars worth of transactions.

| also, as a consultant, have advi sed boards
of directors on strategic issues on dividend policy, and
| have testified over 250 tines on a nunber of issues,
regul atory policy issues, transaction rel ated, but |
woul d say principally regarding the cost of equity.

Q Thank you, M. Hevert. Have you submtted a

direct and rebuttal testinmony in this matter?

A Yes, | have.
Q | have your direct testinony as bei ng Exhibit
2. -- DEU Exhibit 2.0, with Exhibits 2.01 through 2.11,

and your rebuttal testinony is Exhibit DEU 2.0R, with
exhibits 2.0lRto 2.24R; is that correct?
A Yes, that is correct.
MR. SABIN. The conpany would nove to adm t
that testinony into the record.
COW SSI ONER LEVAR: | f anyone objects to

that notion, please indicate to ne.
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"' mnot seeing any objection in the room so
the notion is granted.

(Hearing Exhibit DEU 2.0 and 2. 0R, plus

attachnments, were marked for identification.)
BY MR SABI N

Q M. Hevert, do you have any correction to
either your direct or rebuttal testinony?

A | do have a handful of typographical errors |
would like to correct in ny rebuttal testinony.

Q Ckay. Pl ease go ahead and do that now.

A Thank you. The first is at page 53 and it is
on |line 992.

COW SSI ONER LEVAR:  |Is this your direct?

THE W TNESS: Rebuttal, sir, I'msorry.

So page 53, line 992, Equation 6 should be
Equation 7.

On page 54, line 1,000, the sane correction
shoul d be nade: what is |abeled as Equation 6 should be
Equation 7. The sanme goes for line 1,008 also at the
| eft-hand margin: Equation 6 should be Equation 7.

Going to page 57 --

BY MR SABI N
Q Is this your rebuttal or direct?
A | amsorry, this is my direct. You would

think I would know t hat.
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Q That's okay. Let's start over. Just
identify, in your direct testinony, those sane |lines and
we will make the correction.

A Yes, | apol ogi ze.

Q That is okay.

A So ny direct testinony, page 53, line 992,
Equation 6 should be Equation 7.

COW SSI ONER LEVAR:  Say the |ine nunber

agai n?

THE W TNESS: 992.

COW SSI ONER LEVAR: 9927

THE W TNESS: Yes, 992.

COW SSI ONER LEVAR:  |I'm | ooking at a
di fferent page nunber, |'msorry.

THE WTNESS: That's okay. | led you astray,
| apol ogi ze.

Next, the page 54 line 1,000, |eft-hand
mar gi n, Equation 6 should be Equation 7. Also on page
54, line 1,008, Equation 6 should be Equation 7.

Page 57, line 1,070, again, toward the
| eft-hand margin, Equation 7 should be Equation 8.

And | astly, on page 58, line 1,084, Equation
8 shoul d be Equation 9.

And you will be happy to know I have no

changes to ny rebuttal.
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BY MR SABI N

Q Wth those changes, M. Hevert, do you adopt
your direct and your rebuttal testinony as your testinony
in this proceeding?

A Yes, | do.

Q Have you prepared for the Conm ssion a
summary of your direct and rebuttal testinonies?

A | have.

Q Wul d you pl ease go ahead and provide that to
t he Comm ssi on now?

A Yes, thank you. Good norning, gentlenen and
menbers of the Commi ssion. M testinony addresses two
principal issues: the cost of equity, which we often
refer to as the return on equity, and the capital
structure that should be used for ratenmaking purposes.

There are theoretical aspects of both, but
there are very practical aspects also that we shoul d
consider. Principally, we have to consider that
utilities nmust conpete for capital in an increasingly
conpl ex market environnent. And because of their
obligation to serve, utilities nust be able to access
that capital efficiently at reasonable costs and terns
regardl ess of market conditions.

And as a consequences, both investors and

custoners have an interest in a financially strong
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utility. And the return on equity and capital structure
set in this proceeding will have a direct bearing on that
financial strength.

If we turn first to the cost of equity, the
cost of equity is sinply the return an investor requires
to commt his capital to the equity of a firm It is
unl i ke debt, the cost of debt, in several ways. One of
whi ch is we cannot observe the cost of equity. W can
observe the cost of debt and interest rates, but we have
to estimate the cost of equity by applying financial
nodel s to market dat a.

Each of those nodels is neant to capture a
di fferent aspect of investor behavior, and investor
behavi or changes over tinme and with market conditions.

As a consequence, no one nodel best captures investor
behavior at all tines under all market conditions, and
that is why analysts, in regulatory proceedi ngs, and

anal ysts and investors, in practice, tend to use nultiple
nodel s.

And that is also why we | ook at the cost of
equity, typically, as a range. Yes, there is a point
estimate provided, but, frequently, the cost of equity is
consi dered within a range.

Now ny reconmmendation is within a range of

9.9 percent to 10.75 percent, and | provided a point
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estimate of 10.5 percent. M range is within 5 basis
points of the conpany's currently authorized 9.85 percent
return on equity.

The opposing wi tnesses' report cost of equity
estimates in the range of 8.09 percent to 9.68 percent,
and their recommendati ons range from9 percent to 9.5
per cent .

Now at the upper end, the 9.5 percent is
M. diver's recommendation, and while |I do not want to
speak for M. diver, ny understanding is that he views 9
percent, which is the mdpoint of his estimated range, to
be a reasonable estinmate of the conpany's actual cost of
equity. He recommends 9.5 percent for the sake of
gradual i sm noving gradually fromthe currently
aut hori zed 9.85 percent to what he may consider to be the
cost of capital now.

In ny view, the role of rate of return
Wi tnesses in these proceedings is to provide the
Conm ssion our estimates of the return investors require.
That is what |'ve done.

In ny view, it is the Commssion's difficult
task to apply gradualismin the context of ratenaking.
view the cost of equity as what we are neant to provide
you in this case. So whereas ny reconmendation, my cost

of equity estimate suggests the cost of equity has
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slightly increased, if we |look at the | ower end of ny
range, since 2013, 2014. The opposing W tnesses suggest
it has fallen, perhaps in the range of 60 to 85 basis
points, or if we were to take M. Qiver's
recomendati on, by 35 basis points.

But the questionis: Is it nore |ikely that
the cost of equity has increased or decreased since 2013,
2014? And in nmy view, there are good reasons to think it
has i ncreased.

First, all the witnesses in this proceeding,
| think, agree that authorized returns from ot her
jurisdictions are at |east a reasonable benchmark to
consider. And if we |ook back through 2013, the
aut hori zed return has remained very stable at about 9.7
percent .

So to nme, the question is: Has the cost of
equity now i ncreased or decreased from9.7 percent, and |
think it is nore |likely to have increased. |f we think
about what happened in 2013, the Federal Reserve injected
about $1 trillion of capital into the equity markets,
wth the stated intention of bringing down interest rates
and danpening market volatility. It is no longer in the
busi ness of injecting capital in the capital markets.

Over that period, utilities' stocks have

becone nore volatile relative to the overall nmarket. Tax
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ref orm has put downward pressure on utilities' cash
flows, and it made utilities |l ess attractive to other
sectors that could take advantage of tax reformin ways
utilities could not.

And we heard M. Mendenhall this norning talk
about the conpany's downgrade due largely to cash flow
concerns. Unbal ance, when | think about those factors,

It occurs to ne, it appears to ne, that it is nore likely

that the cost of equity has increased from?9.7

percent -- I'msorry, from9.85 percent than it has
decreased. And so when | | ook at ny range, the [ ower end
being 9.9 percent, | think that is entirely reasonable.

When we consider the nethods the wi tnesses in
this proceeding used, we all, generally, use the sane
approaches or at |least fornms of the sane approaches: the
di scounted cash flow nodel, the capital asset pricing
nodel , sone form of expected earnings, sone formof a
risk premum nethod. And while we have different
approaches -- again, when | |ook at how |'ve applied the
nmodel s when | | ook at the results they produce, when
consi der what has happened in the capital market, when
t hi nk about the conpany's recent downgrade, it does seem
to me that ny conclusion that the cost of equity has
Increased is reasonable in the context of those results.

Turning now to the conpany's capital
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structure, we know the conpany recomends 55 percent,
which is belowits 60 percent actual capital structure.
| nmentioned earlier, | spent sone tinme nmanagi ng the

bal ance sheet for a publicly traded utility, and |'ve

| earned during that period that nmanagi ng a bal ance sheet
for utility is conplex. You are subject to many
constraints, you are trying to satisfy many objectives,
all of them change over tine.

And al t hough no two utilities are identical,
utilities seemto face the sane type of constraints and
tend to try to satisfy the sanme types of objectives, and
that is why | think that industry practice is a
reasonabl e benchmark to consider. Wen we | ook at
I ndustry practice, especially at the operating conpany
| evel , 55 percent is entirely reasonabl e.

And when we think about the credit rating
process and we understand that it is often based on
qualitative assessnents, and it is based on
forward-| ooki ng assessnents of netrics, | do not think we
can draw concl usi ons based on one or two pro forma
calculations as M. Lawton and M. Cornman have done. |
think 55 percent is a very appropriate target in this
case.

And | astly, what | would say is because 55

percent is an appropriate equity ratio target, | do not
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think it would be proper to reduce the conpany's return
on equity in recognition of it. Wen we think about the
fact that the conpany's actual capital structure is 60
percent, its proposed capital structure is 55 percent,
actually includes nore financial risk, it includes nore
| everage than the actual capital structure.

If we are going to nmake any adjustnents to
the return, it would have to be an upward adjustnment, in
recognition of the fact that the actual capital structure
Is less leveraged -- I'msorry, the actual capital
structure has |l ess | everage, the proposed capital
structure would have nore | everage, nore financial risk
And therefore, any adjustnent that we would make to the
return on equity would have to be an upward adj ustnent.

| have not proposed one in this case, but if
we were to consider an adjustnent, in ny view, that is
the direction it should nove.

And thank you. That does concl ude ny
sumary.

Q Thank you, M. Hevert.

MR SABIN. M. Hevert is available for
Cross-exam nati on.

COW SSI ONER LEVAR:  Thank you.

M. Jetter?

CROSS- EXAM NATI ON
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BY MR JETTER

Q Good norning, M. Hevert.

A Good nor ni ng.

Q Wll, let's junmp around a little bit here.

Is it an accurate summary of your CAPM nodel or the way
that you have calculated it, that you apply an adj ust nent
factor to the betas because your belief that betas of
conpanies trend toward 1 over tinme?

A | amgoing to quibble with your word "a
little bit." The beta that | use are adjusted. | do not
make those adj ustnents.

Q Ckay.

A Val ue Line and Bl oonberg, both services that
are wdely relied upon, not only in regulatory
proceedi ngs but in practice, apply those adjustnments as
their default practice.

Q kay. And the reason that that adjustnent is
made i s because of a perceived trend towards 1?

A It's two reasons: The original proposition
was that that was based on Marshall Bloom study in the
md '70s. Since then, it has becone apparent that the
adj ustnment process is -- has nore predictive power. |If
you were to | ook at beta coefficients, they're
calcul ated, typically, on historical data, either two or

five years. But the beta coefficient, |ike every other
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el ements of cost of equity nodels, is neant to be forward
| ooki ng.
When we | ook at the adjustnent that both

Bl oonberg and Val ue Line create -- or excuse ne, apply,
the adjustnent is nore likely to be a forward-| ooking
vi ew of expected risk for investors.

Q And have you reviewed the historical betas of
Dom ni on Energy, Inc., the hol ding conpany?

A No, | have no reason to in this case. It
really has no rel evance to ne.

Q Have you revi ewed historical beta of
utilities in general ?

A | have been doing this work for a little
while, so yes, | amfamliar with them

Q Ckay. Wien was the last tine that you saw a
beta for a natural gas utility that approached 1?

A Just bear with ne for a nonent, if you woul d.

Q Il wll clarify that question then, unadjusted
bet a.

A Thank you for that clarification. | cannot
tell you. | have not really | ooked at unadjusted betas

over time, so | couldn't really tell you
Q kay. And so you couldn't tell me if
unadj usted betas do, in fact, trend toward 1?

A | can tell you betas nove around quite a bit.
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And | can tell you, for exanple, in nmy direct testinony
on page 59, Chart 9, we |ook at the conponents of beta
coefficients and we see how they change over tine. You
have to remenber, beta coefficients are a function of two
paraneters: relative volatility and correl ations.

As | talked about a little bit earlier today,
relative volatility has gone up but correlations have
fallen. They've fallen, in |arge neasure, coincided with
the Federal Reserve's quantitative easing initiative and,
subsequently, with the tax act.

So they will nove over time, raw betas wll,
but they wll change, and when the change, | think it is
very inportant to understand why they have changed.

Q And so is that answer a "no" then, or is that
a "yes"?

A To what question?

Q Have you observed a historical trend of betas

of natural gas utilities to 1?

A Toward 1, | can't say. | can say unadjusted
beta coefficients nove around. The other thing I'll say
Is, it depends on how you cal culate them. If you

cal cul ate beta coefficients based on a 1-day or a 30-day
hol ding period, it wll have a difference in the novenent
of betas over tinme. So | really couldn't say, based on

your question, what the trends woul d be.
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Q kay. But you applied a nethod based on a
trend that assunes that that occurs?

A As | said earlier, | applied a nethod that is
wi dely used in practice, it is widely used in regulatory
proceedi ngs, and it has the benefit of being a
forward-| ooking view of systematic risk for investors.

So in ny view, the question is: Wat
principles do investors apply? And when
realized -- when you think about the fact that the
default for Value Line and Bl oonberg is to apply adjusted
betas, then | think that is the proper approach.

Q Can | ask you, maybe, just a background
question then? |If you apply a nethod nore often, does
that make it nore accurate?

A | am sorry, when you say "you," who is "you"?
Q Anyone in the investnent industry. [If they
applied a nethod generally for the entire financial

mar ket, does that nmake it accurate for a segnent of the

mar ket ?

A It makes it -- that is an interesting
question. |If the investors adopt that nethod, then it
makes an accurate view It's an accurate neasure of

i nvestors' views, and that's what we're after here.
Q Ckay. And so then we woul d expect -- if they

are applying that nmethod, then we woul d expect betas of
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natural gas utilities to trend toward 1?
A | didn't say that, no.
Q No? So you don't know that that's the case

A Don't know what's the case?

Q Whet her natural gas utilities' betas trend
toward 1.

A As | said, | do not, but what we do know is
that it is the practice to use adjusted beta
coefficients. And |I'msorry, when | say "the practice,”
| should be nore clear. It is the practice anong
i nvestors and in the regul atory proceedi ngs, with which
I"'mfam|liar.

Q ["mgoing to junp around a little bit here to

a few di fferent areas.

A Ckay.
Q So is it your understanding -- | would like
to turn -- this is in your rebuttal testinony, and |I'm

| ooking at line -- beginning on line 147 to 149.

A Yes, |I'mthere.

Q Ckay. And that states that -- tell ne if |
read this correctly, that "Mody's Investors Services,
for exanple, notes that 32.5 percent of the weight it
gives to various factors considered in its ratings

determ nati ons are focused on cash flow. "
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Is that correct?

A It is.

Q OCkay. And the cash flow that results froma
determ nation on return on rate base cost of
capital -- the cash flowis calculated as a result of the
wei ght ed average cost of capital; is that correct? 1It's
wei ght ed average cost of capital nmultiplied by the rate
base?

A | think there is a nore direct way of doing
it. If we just take the broad view that cash fl ow would
be net income plus certain noncash itens, principally
depreciation, it would be net incone plus depreciation.
So net inconme would be the product of return on equity
and the equity portion of the capital structure. Doing
it your way, you would have to take out the effect of
I nterest.

Q kay. So where I'mgoing here is: You could
have nultiple different ROEs with the sane cash fl ow,
depending on the capital structure; is that correct?

A So is your question, on an absol ute basis,
could there be different conbinations of rate base equity
ratio ROEs that would give you the same cash fl ow?

Q Yes, that's correct.

A Yes, but the inportant point here is that

when the conpanies -- excuse nme, when the rating agencies
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| ook at cash flow, it is always relative to sonething.
So here it's cash flowrelative to debt. [It's cash flow
relative to interest. |It's cash flowrelative to capita
I nvest ment s.

So absolute cash flow, sure, | agree with
you. There could be, boy, probably an infinite nunber of
conbi nations. But what matters is cash flowrelative to
sone other netric.

Q Ckay. And froma custoner's perspective who
I's paying this cash flow who is providing that revenue, a
custoner woul d be effectively indifferent to a -- for
exanpl e, the current authorized 9.85 ROE with a 52
percent equity ratio, that would be roughly equivalent in
the custoner's bill to a 9.55 ROE with a 55 percent
equity; is that accurate?

A ["msorry. So your question is: Wuld there
be a conbination of equity ratios and RCE applied to a
constant rate base that would create the sane | evel of
cash fl ow?

Q Vel |, what |'m asking about specifically is
for custoners of the utility in Uah, at a 55 percent
equity rate, equity percentage in the capital structure,
a baseline ROE of 9.55 would be equivalent to utility
custoners of what they are currently paying at a rate of

9. 85 ROE and 52 percent?
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A | see your question, I'msorry. That may be
true mathematically, but | think we have to get back to
the issues we just tal ked about a mnute ago, which is as
you reduce the equity portion of the capital structure,
as you increase the financial |everage, you are going to
start to create additional risks for the conpany. And as
you increase that financial |everage, you are going to
I ncrease the interest the conmpany has to pay.

So while they may provide the sane Alta break
result, they do not provide the sane -- | would say the
same financial result.

Q Have you cal cul ated the estimated cost of a
capital structure? Have you cal cul ated what the debt of
i ncreased costs would be to increase the debt ratio to 48
percent ?

A So if your question is: Do | know what the
I ncrease cost of debt would be for a 1 or 2 notch
downgr ade - -

Q Yes.

A -- relative -- | don't know that offhand, but
what | would say is, that is what we refer to in finance
as "partial analysis." You cannot begin and end the
anal ysis there. You have to consider all the other
effects of that type of change on the conpany's risk

profile.
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Q kay. But haven't you done that now because
you are estimating a 55 percent equity ratio when, in
fact, it's currently around 60 percent?

A Vell, that was ny point earlier. The conpany
has a 55 percent equity ratio. The actual -- excuse ne,
IS proposing 55 percent. The actual is 60 percent. It
Is nore | everage. The conpany's proposed equity ratio
buys nore | everage than the actually.

My point there was that if we are going to
make an adjustnent of the rate of return to reflect the
financial risk, it should be an upward adjustnent.

Q Did you make a downward adjustnent in |ight
of the 55 percent versus 60 percent actual?

A Did | make a downward adjustnent in ny rate
of return?

Q Yes.

A | made no adjustnent, but as | said a mnute
ago, if there were to be an adjustnent, it could be an
upwar d adj ust nent.

Q You have testified -- 1'"'mgoing to nove to
anot her section of your testinony here, and this is in
your rebuttal testinony at |ine 130.

A Yes, |I'mthere.

Q Ckay. And is this an accurate readi ng, that

you testified that "In ny view, investors would not be
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satisfied with an unduly | ow ROE (9.25 percent) sinply
because it woul d have been | ower but for gradualisn?

A Yes, that's correct.

Q And if the Comm ssion authorized a return of
equity of 9.25 percent, the consequence of that, is that
a fair assunption -- would it be your testinony -- what
I's your testinony? Wat woul d happen if the Comm ssion
aut hori zed a 9.25 percent?

A Vell, we have a real near-tine exanple of
what woul d happen. |In late Novenber, the Texas Utility
Conmi ssi on deliberated and determned it would authorize
an RCE of 9.25 percent for CenterPoint Energy, Houston
Electric. It would decrease the conpany's proposed
equity ratio, and it would enforce sonme ring fencing
provi si ons.

Once that happened, the market reacted and
reacted quite strongly. CenterPoint |ost about 16
percent of its value at that tinme in connection wth that
del i beration. Now subsequently, the Conmm ssion deci ded
that the parties should negotiate a settlenment, and the
mar ket understood that the Comm ssion would | ook to a
negoti ated settlenment, would not necessarily enforce that
9. 25 percent in other provisions. The conpany recovered
about 6 percent of that 16 percent |oss.

So we know -- we have a near realtine exanple
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of how the market reacts to returns to a regul atory
decision it considers to be negative.

Q Are you aware of that instance of that
utility having a difficult tinme raising capital? Were
they able to raise capital to -- are you aware of any
I nstance where they were not able to raise capital to
conpl ete any of their projects?

A Well, this happened in | ate Novenber, and ny
recol l ection is that Goldman Sachs, for exanple, cane out
and said, "Boy. As a result of this deliberation, the
conpany is going to have to return a consi derabl e anount
of equity -- it's going to have to dividend it up to the
parent conpany."

Whi ch neans it would have to go out to the
capital markets, find that equity, but it would have to
get that equity at a depressed valuation as a result of
the decision. And then if the conpany were to have to go
out to enter the debt markets, | don't know what woul d
happen, to be honest with you. But | can inmagi ne, again,
based on ny experience, that debt investors, |ikew se,
woul d have react ed.

So go back to a point that M. Mendenhal
made. Wth utilities, the issue is not often: Can you
raise capital. You can often raise capital. The

question is: At what terns? Here, the conpany woul d
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have to raise a |ot of noney at the depressed val uati ons,
which in the end woul d be expensive to custoners.

Q And so did | accurately understand your
answer, that the answer is no, that you are not aware of
them having a difficult tine raising capital?

A That is not ny answer. M answer is:
Utilities can, typically, raise capital, often even in
di stressed markets.

Q Ckay.

A The issue, though, is the termat which they
have to raise that capital. W saw conpanies in 2008
goi ng out and issuing long-termdebt, sinply to have cash
avai | abl e because their | enders would not |let them
drawdown revol ving credit agreenents. They felt the
change in the market was a material adverse change and
restricted drawdowns. So conpanies actually had to
borrow | ong, sinply for the purpose of having cash.

They could do it. They were able to borrow
| ong, but they is an extraordinarily expensive source of
cash.

Q And are you famliar with a Virginia decision
on Novenber 21st this year?

A | am

Q And you testified in that docket?

A | did.
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Q Is that right? And you vi ewed anot her
subsidiary of Dom nion Energy, Inc., as a higher risk
than Dom nion Energy Uah; is that correct?

A | amsorry, can you repeat the question?

Q You recomended a higher ROE in that case,
did you not?

A | did, yes.

Q And the conm ssion in that case, in Virginia,
set the ROE at 9.2 percent; is that correct?

A It did. And we should understand that that
case, the structure of that case is entirely and
fundanentally different fromwhat we are doing here.

Q Vell --

A The purpose of that case was to set the
return for two reasons. One, is as the base return upon
whi ch the Conm ssion woul d have what it refers to as an
enhanced return for the purpose of adjustnent clauses.
Those adj ustnent clauses are specifically related to
certain types of investnments in generating transm ssion
assets. It is not a base rate proceeding.

The second purpose is to establish the return
agai nst which the conpany's earnings woul d be neasured in
its first triannual review, which would occur in 2021.
Those earnings are neasured by a reference to the base

9.2 percent plus 7 basis points, so, effectively, 9.9
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percent .

Under the legislation, the nost the
Comm ssion could do at that point is reduce the conpany's
revenues by $50 million, and it could not authorize an
Increase in revenue. So it is fundanentally
different -- fundanentally different proceeding.

Q And so based on what you just testified, your
recomendation in that case would have been adjusted to
11. 45 percent ROE?

A So for the purpose of the earnings test, the
earnings test -- that's right, the earnings test would
have been 10.75 percent plus 70 basis points. That would
have been the threshold for the earnings test.

Q Ckay. And in your testinmony, did you apply
the sanme nodels as you applied in this case?

A For the nobst part, yes.

Q And do you use those sane nodels to calculate
a 10.75 percent?

A Again, for the nost part.

Q And based on the sane review of those nodels
or based on a review of those nodels, that conm ssion,
along with other testinony, resulted in a 9.2; is that
correct?

A That's correct.

Q And that is significantly |ower than what you
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are asking Uah custoners to pay?

A ["msorry, 9.2 percent --
Q Yes.
A -- is less than 9.9 to 10.75, yes, | agree

wi th that math.

Q Is there a reason that Utah customers should
pay nore?

A Pay nore than what ?

Q Pay nore than 9.2 or even a 9.7?

A Wll, let's go back. The purpose of that
Virginia order was two reasons: One, for the earnings
test, which will happen in 2021, but currently, it is for
the rate adjustnent clauses. And the enhanced return on
t hose rate adjustnent clauses ranges from 100 to 200
basis points. So the return there would be 10.2 to 11.2
per cent .

Q Thank you. I'mgoing to nove to a little bit
di fferent portion of your testinony.

A Ckay.

Q And this is your analysis of the
electrification risk. It is your viewthat -- is this
accurate representation that your testinony is that
I nvestors are recognizing a risk of electrification and,
therefore, should be -- are entitled to a higher rate of

return because of that risk?
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A That's a very good question. | think here,
when we think about electrification, this is one of those
risks that it is extraordinarily difficult to quantify.
And we know it is a concern for investors. W can see
what is happening in terns of the pushback agai nst
natural gas, admttedly, along the coasts.

But when you look at it froman investor's
perspective, the question becones: 1Is there a risk out
there that, admttedly, is difficult to quantify,
admttedly is difficult to tinme, but nonethel ess,
proposes a risk to custoners? It would be what people
sonmetines refer to as a tail risk. It's, right now, a
| ow probability but a high-inpact risk.

So |l think it is sonmething that investors
consider, but if your question is, you know, can | put
bounds around it? | can't.

Q And so the foll owup question so that is, is
that sonething that should be considered then when
revi ewi ng capital expansion plans, such as those proposed

by this company?

A Vll, | think that is sonething for the
Conm ssion to consider. | think the Comm ssion would
consider all sorts of requirenents inits -- in the

conpany's resource planning process, but as | said, this

Is along-termissue, difficult to quantify, difficult to
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Q And is it your testinony that recognition of
that risk in rates and rate of return for investors is,
effectively, conpensating investors for bearing the
burden of that risk, for taking responsibility for the
results of that?

A | think it's a -- it's a consideration right
now on the mnds of investors, and your question as to
conpensation for that risk -- | guess I'd look at it as,
Is this something that is on their mnds? 1Is this
somet hing that woul d cause an investor to consider
allocating their capital in one sector or another to one
conpany or anot her?

| think it is. 1 just don't know how nuch at
this point.

Q So do you think that investors believe that
they wll bear that risk?

A | am sorry, that what?

Q Investors wll bear the risk of
electrification as opposed to the custoners of the
utility?

A | think it's a consideration, yes. W don't
know how the policy inplications will work out, but that
uncertainty is out there. But it should go either way, |

agree with you.
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Q And if an adjustnment was nmade for that -- if
custoners are paying nore in equity for shareholders to
bear that risk, would you agree with nme then that it
woul d be unfair for ratepayers to also bear the risk of
stranded assets as a rebuttal of that?

A | don't think we can answer that question
yet. | think it is just all too uncertain.

Q So maybe they pay for some of it but they get
no benefit; is that --

A |"'msorry, who pays?

Q Custoners pay for higher ROE?

A Again, | think it is just too uncertain at
this point to say howit wll lay out.

Q Are you aware of any significant rate
reduction measures that Dom nion Energy U ah has taken or
is taking in the near future that would significantly
reduce their risk?

A I"msorry, can you tell ne what you nean by

"rate reduction neasures"?

Q Ri sk reduction nmeasures. |If | m sspoke, |
apol ogi ze.

A No, no, that's okay. So can you ask your
guestion one nore tinme? |'msorry.

Q Sure. Are you aware of -- you discussed

electrification as a risk enhancenent, effectively
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sonet hing that increases risk. Are you aware of any
actions by Dom nion Energy U ah or proposed capital
projects that will significantly reduce its risk?

A | cannot speak to capital projects. | can
say that the conpany -- 60 percent equity ratio certainly
Is sonething that, froman investor's point of view,
would mtigate risk.

Q If you were aware of a capital project that
was approved by the Comm ssion that woul d reduce risk by
a conpany-cal cul ated value of $140 mllion per year,
woul d that significantly change your eval uation?

A | can't answer the question. | don't know.
VWhat do you nean by "reduce the risk"? | just can't
answer the question.

MR JETTER. May | approach the wi tness? |
have a cross exhibit.

COW SSI ONER LEVAR:  Yes.

MR JETTER And for the record, | would |ike
to mark this as DPU Cross Exhibit 1.
BY VR JETTER

Q Coul d you please identify the cover of this
docunent what this is?

A Yes it is the rebuttal testinony of M chael
L. Platt for Dom nion Energy Utah, in Docket No.

19- 057- 13.
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Q Thank you. And would you turn to -- this is
page 2. And would you please read -- let's see, let's
start with reading line 28 to the end of the first
sentence on |ine 30.

A I"msorry, read it or read it out |oud?

Q If you wouldn't mnd, just reading that into
t he record.

A Sure. "Further, the Kem C. Gardner Policy
Institute determned that this [oss of service would
result in negative nmonetary |oss between $1.4 and $2. 4
billion on G oss State Product (GSP). That neans the
annual risk to GSP alone of this specific scenario is
between $70 mllion and $120 mllion, based on the fact
that there is a 5 percent annual probability that a
Design Day will occur."

Q Thank you. And I1'd like to junp down to save
alittle bit of tinme. Beginning online -- | wll read
this and you can tell nme if I'"'mreading this correctly.
On line 47, near the end, | wll represent that this is a
sunmary of the risk cal culation done by M. Platt. And
it says, "A shortfall cost about $157 million at
tenperatures between 1 degree F and 3 degrees F, which
are slightly |l ess probable at 0.31 percent annually, adds
about $500, 000, for a total risk of approximtely
$141, 500, 000.
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“Continuing to add risk of |ower probability
or | ower consequence events does not significant increase
the amount of risk that wll be alleviated wth the
addition of the LNG facility."

Recogni zi ng that Dom ni on Energy may not be
responsible for all of that $1.4 to $2.4 billion in G oss
State Product of a 5 percent risk annual event, that's a
significant risk reduction by the addition of the LNG
facility, is it not?

A | amsorry, but | sinply can't comment on
this. This is an analysis | haven't seen. It is a
project wth which I'"'mnot famliar. | don't know the
calculation. | don't know the assessnent. | don't know
what risk is being neasured. | don't know how it is
bei ng nmeasur ed.

I"msorry, but | sinply can't give you any
I nsights here.

Q kay. Let's nmake it a hypothetical then.
Hypot hetically, if the conpany was accurate in its
cal cul ation of these risks, would you apply a downward
adj ustnment from previous rate of returns based on a
significant reduction in risk?

A | don't even know -- when you say, "these
risks,” | don't even know what these risks are.

Q A risk of a gas supply shortfall and the
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costs cal cul ated by the conpany.

A | amsorry, | just can't -- | just can't
comment on it. In ny view, it is too conplex an analysis
for nme to sit here, look at this testinony, try to
understand the anal ysis, the basis of the analysis, the

assunptions, the results and provide you with a

meani ngful conment. |'msorry.
Q Let me change it to just a hypothetical. It
mght be a little easier. |If utility custoners spend a

significant anobunt of nobney to purchase an insurance
policy that would cover a risk that was calculated to be
$141 mllion with a 5 percent -- an annual average ri sk
val ue of $141 mllion, and that insurance policy was in
effect, would you consider that a risk-reduction nmeasure
that would be relevant in your analysis of ROE?

A | can't say, and | can't say for this reason:
The cost of equity is a conparative exercise. W have to
| ook at the risks taken on alternative investnents. |If
we all go back and understand the principle of
opportunity costs, it is -- the cost of equity is based
on the return and risk associated with the next
alternative, the next conparable alternative. |If the
ri sks you are tal king about are insurable and are
i nsurabl e across the industry and ot her conpani es,

|l i kewi se, have simlar insurance policies in place, then
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| cannot see how it would affect the cost of equity.

Q Vel l, how would you assune it would affect
the cost of equity in a situation where one utility has
this insurance policy and one does not?

A | -- again, it is just too -- it's too
hypot heti cal of a question to answer, and based on the
anal ysis you have given ne, too conplex for nme to sit
here and render an opi ni on.

Does providing insurance reduce the risk to
people? | don't know. | wll tell you in nmy, again,
practical experience, going back to working at a utility,
typically, you buy insurance because you have increnental
risk. And if insurance brings your increnental risk down
to the risk faced by other utilities, then no, it would
have no effect. But that's a very general assunption.

Q So if investors, in fact, purchased a utility
with this known risk and then added this increnentally,
woul dn't you expect that that reduction in risk would be
val ued by sharehol ders?

A So if your hypothetical is if -- if investors
bought a utility at a risk they knew to be higher than
ot hers, then, of course, that would have shown up in the
price. And you are saying that there would be sone sort
of adjustnent to the return, again, it's hard to inagine

how t hat woul d not al ready have been figured into the
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return. So | just don't follow your hypothetical that
way .
Q My hypothetical is if investors purchase any
I nvestnent at a given tine, you would assune -- is it a

fair assunption that they view the return they expect on
that investnent is they purchase it to be equal to or
greater to the investnent they are making?

A Let me try to recast your question to be sure
| understand it. |s your question, when investors invest
in an asset or equity, do they assune there is a | evel of
risk that, in the end, will be the level of risk?

Q No. So what I'msaying is, if investors
purchase a natural gas utility with a known risk that's
significant and unknown ability to mtigate that risk,
they woul d value that differently than a utility, the
sanme gas utility, all else equal, that has mtigated that
risk?

A kay. So if -- | don't nmean to be going
round and round on this, but if you have a utility, they
have an incremental risk. And when | say "increnental,"”
| mean a risk not faced by any of its peers; is that the
gi st of the question?

Q Yes, let's say it's a utility-specific risk.

A Ckay. So it's not faced by anybody el se.

It's sonmething investors realize, then the return, if
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unmtigated, would be higher than the return they woul d
require on other investnents.
Q Thank you.

MR JETTER | would like to nove to enter
DPU 1 into the record of the hearing.

COMM SSI ONER LEVAR:  Does any party object to
that? Please indicate to ne.

MR. SABIN. | don't have an objection, other
than to say that | don't know that this w tness has the
ability to say anything about it. You certainly have
already seen it, so |l don't really care if it is in the
record. | just don't think this witness was able to say
anything about it or about the content of it, so...

COW SSI ONER LEVAR:  Ckay. | think with
that, the notion is granted, and we will enter this as an
exhi bit.

(Hearing Exhibit DPU 1 was

mar ked for identification.)
BY MR JETTER
Q | would like to ask you a few questions next
about your capital asset pricing nodel.

COW SSI ONER LEVAR: M. Jetter, | wonder if
this would be an appropriate tinme a break?

MR. JETTER. That seens |ike a good idea.

COW SSI ONER LEVAR:  Let's break until 10:40.
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(Wher eupon, a break was taken.)
COM SSI ONER LEVAR: Ckay. W are back on
the record, and we will go back to M. Jetter.
MR JETTER | would like to ask the
Comm ssion if | mght approach the witness again with
anot her exhibit?
COW SSI ONER LEVAR:  Yes.
MR JETTER Is it okay if | proceed?
COW SSI ONER LEVAR:  Yes.
MR JETTER  Thank you.
BY VR JETTER
Q M. Hevert | have handed you a copy that |
will represent is a Dom nion Energy investor neetings,
Decenber 2019, presentation slide deck that has been
printed. Does that accurately reflect what |'ve provided
to you?
A It does, yes.
MR JETTER | would like to mark this just
for the record as DPU Cross Exhibit 2.
(Hearing Exhibit DPU 2 was
mar ked for identification.)
BY VR JETTER
Q And | would actually just like to ask a few
brief questions about this, and specifically -- well,

let's start out with a little bit of background.
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Have you seen this before?

A Not this particular version, no.

Q Ckay. Are you famliar with investor
nmeetings that utilities would hol d?

A | am yes.

Q And the purpose of those neetings is to
present information on things |ike financial projections
to investors; is that correct?

A Anong ot her things, yes, | agree with that.

Q Ckay. And | would like to have you turn to
page 6 of this presentation.

A. Yes, |'mthere.

Q And | ooking at page 6, it states that 2019
operating earnings per share were $4.15 to 4. 30 per
share, and EPS growh is 5 percent for next year, 5
percent plus thereafter; is that correct?

A Yes.

Q And 5 percent is |lower than the growth rate
that you applied in your capital asset pricing nodel; is
that correct -- or excuse nme, | apol ogize, your
di scounted cash flow earnings per share growh rate?

A | think there are probably three points. One
Is, yes, | would say on average that's true. Second,
what matters here would be the longer term It says 5

percent plus, so we don't know what the "plus" neans.
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And third, this is for, of course, the consolidated
conpany, and our anal yses | ook at Dom nion Energy Utah on
a stand-al one basi s.
Q Ckay. Do you think that Dom ni on Energy Ut ah
Is nmore or |ess risky than Dom ni on Energy, Inc.
A Vell, I think if you -- | think, generally,
if you were to look at it fromthe perspective of, say,
Moody's, Moody's will typically reduce the parent conpany
by one notch, due to what's referred to a structural
subordi nation. So there could be reasons why the parent
conpany may be nore risky than the operating utility.
Q Thank you. That's the only questions | have
about this exhibit.
| have no further questions. Thank you,
M. Hevert.
A Thank you.
COW SSI ONER LEVAR:  Thank you.
M. More or M. Snarr?
MR, MOORE: Do you want to ask for redirect?
COW SSI ONER LEVAR: | think we generally go
to cross fromall the parties before redirect, but if you
want me to go to one of the other parties and then cone
back to you --
MR MOORE: No, I'mready. Thank you.
CROSS- EXAM NATI ON
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BY MR MOORE:

Q Good norning, M. Hevert.

A Good nor ni ng.

Q Isn't it true that you believe that applying
financial nodels of -- ROE, one nust use reasonable
judgnment in applying those nodel s when assessing the
reasonabl eness of those results?

A Yes. | agree with that.

COW SSI ONER LEVAR:  Wul d you m nd pul I'ing
the mcrophone a little bit closer?

BY MR MOORE:

Q Isn't it also true that in this case,
assessi ng the reasonabl eness of the nodel results is
useful to conpare the nodel results to the average ROE
for gas utilities in 2019?

A That's a good point. It is sonething |
mentioned in ny direct statenment, opening up. | do think
that authorized returns over tine, how they have changed
over time in the current |evel of authorized returns, are
an i nportant benchmark.

And the question is, as | nentioned earlier,
is it nore likely the conpany's cost of equity is higher
than 9.7 percent? | think it is. Is it nore |ikely that
It has increased from9.8 percent -- 9.85 percent?

think it has.
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Q W are going to hand you a docunent marked
OCS Exhi bit H1.
MR. MOORE: May we approach?
COW SSI ONER LEVAR:  Yes.
BY MR MOORE:
Q | will represent this is an Anerican Gas
Associ ation regulatory update fromJuly 1st to Septenber
30t h.
A |'"msorry, | have a Mody's Investors Service
docunent .
Q You can hold on to that. W wll use that
| ater.
A kay. | appreciate the heads-up.
(The witness was handed the appropriate
exhibit.)
THE WTNESS: Gkay. | think we are speaking
to the sanme docunent now.
BY MR MOORE:
Q All right, this is the Anerican Gas
Association rate and regul atory update fromJuly 1st
t hrough Septenber 30, 2019; is that correct?
A Yes. Yes, | agree.
Q May | direct your attention to the second
full sentence of the third line down of the body of the

docunent, which is highlighted? It states, "The average
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RCE authorized for gas utilities was 9.68 percent in
cases decided during the first nine nonths of 2019, just
above the 9.59 percent in full-year 2018."

Did | read that correctly?

A You did, and that is consistent wth what |

said earlier.

MR MOORE: | request to admt Cross Exhibit
H1.

COW SSI ONER LEVAR:  Ckay. Does anyone
object to that notion? Please indicate to ne.

' m not seeing any objection, so it is

gr ant ed.
(Hearing Exhibit OCS HL was
mar ked for identification.)
BY MR MOORE:
Q Isn'"t it true that there's an 82 point base

di fference between your requested RCE of 10.5 and the
AGA' s required RCE of 9.687

A | would say two things: First, there is a 22
basi s point difference between 9.68 percent and 9.9
percent, which is the |lower end of nmy recommended range,
but nonetheless is part of ny recomrendati on.

But as to the difference between 10.5 percent

and 9. 68 percent, yes, | agree with you.

Q On page 4, line 60 to 63 of your direct
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testinony, you indicated there are three factors and they
affect the risk Dom nion Energy faces have not been
considered in the nodels you propose: the risk of
electrification, the risk associated with Dom nion
Energy's planned capital expenditures, and the risk of

regulatory environnent; is that correct?

A I"'msorry, | see that on page 3, but --
Q | apol ogi ze, maybe | made anot her m st ake.
A You heard me this nmorning. |'min no

position to criticize.
Q Ckay. Let's take each factor one at a tine.
And el ectrification, when you refer to electrification,
you nean the transition away from carbon-based fuel to
electricity to neet the demands now serviced by burning
gas; isn't that correct?
A It is. And it is what's we were talking
about a little bit earlier this norning, the, sort of,
| ong-term unquantifiabl e but nonet hel ess not
I nconsequential uncertainty.
Q W are going to hand out OCS
Cross-exam nation H2, which | believe you have a copy of.
A Ckay.
(The exhi bit was handed out.)
THE WTNESS: | had a head start with this

one.
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BY MR MOORE:

Q This exhibit is a copy of Mody's Investors
Service, Questar Gas Conpany, credit opinion, January 30,
20109.

May | ask you to turn to page 4 and read the
hi ghl i ghted portion?

A Yes. Page 4, the highlighted portion falls
under the subheadi ng of "Low carbon transition risk."
And it reads, "Questar Gas has |ow carbon transition risk
wthin the utility sector because it is a gas LDC and
natural gas commodity purchase costs are fully passed
t hrough to custoners with an effective cost recovery
mechani sm

"Moreover, the conpany's decoupling nechani sm
helps to insulate its financial profile fromthe
potential negative inpacts of |ower sales volunme, should
usage decline."

Q Let's turn now to the "Associated risk of
capi tal spending," on page 28, 512 to 513 of your direct
testinmony -- | wll wait until you get there.

A Sorry, what |ine?

Q Li ne 512 through |ine 513.

A Yes, | amthere.
Q | believe that you stated that the conpany's
proj ected capital spending programis nearly 1.10 billion
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in the Uah territory in 2019 to 2023; isn't that

correct?

A Correct.

Q Isn't it true that approximately 30 percent
of these planned capital expenditures will be covered

through the infrastructure tracker?

A That's my understanding. And | would say
that, again, when we tal k about the cost of equity being
a conparative exercise, the question beconmes: Do other
conpani es have infrastructure trackers in place? And
they do. They are very, very common within the industry.

Every conpany has different circunstances.
Every conpany faces different replacenment requirenents.
Nonet hel ess, the preval ence of infrastructure trackers
does not nean that if a conpany has one, it is |less risky
than its peers.

Q But that reduces the risk of capital
expenditures; isn't that correct?

A It increases the tineliness of the recovery,
and you bring up a couple inportant points. It increases
the timeliness of recovery and effectively puts the
conmpany in the place it would have been if it did not
have to make those investnents in the first place. That
Is the basis of infrastructure trackers throughout the

I ndustry.
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It is a credit-supportive nechanism as you
wi Il see throughout this Mody's credit opinion. It
refers to being credit supported. It is not credit
enhancing. That is to say, these trackers do not nake
the conpany's credit profile even better than others. It
supports its current credit profile because absent those

structures, its credit profile would cone under downward

pressure.
Q Isn't it also -- are you finished?
A | hope so.
Q Isn't it true that approximately another

third of these capital expenditures are covered by the
annual noncash depreciation?

A So is your question, does depreciation fund a
portion of capital expenditures?

Q Approxi mately one-third or a little | ess?

A | don't know how nuch depreciation is of the
conpany's revenue requirenent. | could not tell you that
of fhand. But if the question is: Can you trace a dollar

of cash flow generated by depreciation to a dollar of

capital investnments? |'mnot sure you can do that.
But if your question is: |s depreciation
roughly 30 percent of the revenue requirenent? | cannot

tell you, one way or the other, and | have no reason to

di sagree with you.
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Q Wth regard to the risk associated with
regulatory environnent, isn't it true that the conpany
has in place regul atory nechanisns viewed in favor with
the investnent conmunity and rating agencies, the
forecast attached here, the sales and revenue to
cal cul ati ng whet her nornmalization, and as we have been
tal king about, the infrastructure replacenent tracker?

A It does. And all of those things are very
hel pful to support the conpany's credit rating. The
ot her point, | think, not to bel abor the obvious, is that
not wi t hst andi ng those nmechani sns, the conpany was stil
downgr aded i n August.

Q Coul d I have you |l ook at Cross Exhibit HlL
again -- oh, no, sorry, that would be H2, the same one
you are | ooking at.

A So this is AGA sumary?

Q No, that's the Mody's.

A The Mbody's, okay.

Q Coul d you read the highlighted portion at the
top of page 3?

A Yes. And this falls under the broad category
of "Detailed credit considerations” in the subcategory of
“Supportive regulatory environnments with key cost
recovery features."

And it reads, "Questar Gas' credit profile is
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underpinned by its low risk gas distribution operations
and very supportive of regulatory environnments. The PSCU
and PSCW provi de Questar Gas with cost-recovery

provi sions that allows the conpany to recover prudently
incurred costs on a tinely basis."”

And, again, | think what | would say is that
is helpful, it is credit supportive, the regul atory
environment certainly is credit supportive. And a
departure fromthe credit supportive regul atory
envi ronment woul d be viewed as a credit negative fromthe
perspective of the rating agencies.

Q Let's turn to the topic of capital structure
NOW.

A Ckay.

Q On page 43 to 44, lines 797 to line 800 of
your direct testinony --

A So this would be on line 797, with the
sentence beginning "As the percentage"?

Q Yes. "As the percentage of debt in the
capital structure increases, so do the fixed obligations
for the repaynment of the debt. Consequently, as the
degree of the financial |everage increases, the risk of
financial distress, i.e., financial risk, also
I ncreases. "

Is that correct?
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Yes, that's correct.
| read that correctly?

You di d.

o > O >

Coul d I, again, ask you to ook at OCS Cross
Exhibit H, the AGA rate and regul atory update, and ask
you to |l ook at the |ast paragraph and the full sentence
starting at line 3, which is highlighted and states, "The
average allowed equity ratio for gas utilities nationw de
was 52.52 percent in the first nine nonths of 2019,
conpared with 50.09 percent in 2018 and 49.88 percent in
2017."

Did | read that correctly?

A You did. And, of course, you note there the
increasing trend in the authorized equity ratio over
time.

Q Dom ni on Energy is seeking a capital
structure of 55 equity and 45 debt, which is | ess than
the average; isn't that correct?

A W have to tal k about what we nean by "the
average." It is less than what you tal ked about here,
this average authorized equity ratio. Wen we | ook at
the average equity ratio in place anong natural gas
operating utilities, 55 percent is not |less than the
actual capital structures in place.

Q So you just agree -- I'mlost. You disagree
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with the sentence that | just read?

A Oh, no, | don't disagree with that at all.
What |'msaying is, if you |look at the actual capital
structures in place, if you were to | ook at what the
conpani es actually carry on their bal ance sheet for
common equity in long-termdebt at the operating conpany
| evel, it is higher.

In fact, it is the average since the third
quarter of 2013, and this is on page 96 of ny rebuttal
testinony, has been about 57.59 percent. So that average
equity ratio in place anong operating conpanies is
somewhat hi gher than the 55 percent equity ratio the
conpany proposes in this case.

Q But the average authorized capital structure
Is 52.52 percent?

A Yes, that is what AGA reports. O course,
again, up from49. 88 percent in 2017, but yes, | agree
with that.

Q Turning to your analytical nodels, isn't it
true that your constant growth DCF nodel includes RCES as
hi gh as 28. 83 percent?

Vell, | think we should turn to that exhibit.
That exhibit is DEU Exhibit 2.01, | believe.
Right. So this is on ny direct testinony.

o > O »

Yes.
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And we're | ooking at page 1 of 3.
| was | ooking at page 37, line 880 to 881.
Ckay.

o > O >

Sorry, that is not your testinony. The DEU
exhibit | was referring to was 2.01.

A Yes.

Q And don't you have an upper range in that
exhi bit of 28.83 percent?

A So the high -- et nme tal k about how we
present these results. W present the results for this
di scounted cash flow nodel three ways. One is based on
an average growth rate and recall the constant growth
di scounted cash flow nodel effectively is dividends yield
pl us expected growmh rate.

So we showed three neasures of the expected
growh rate: the average for the | owest for each
conpany, the average for -- the average for each conpany,
and the average of the high for each conpany. So the
28.83 you are referring to is one of the high growh
rates that's reported for one of the conpanies. But yes,
you're correct, that nunber is there.

And the other thing | would say is if you
| ook down to the average and the nean result, you wl|
see the -- I'msorry, the average and the nedian, the

median is 11.88 percent. The average is 13.52 percent.
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The upper end of ny range is 10.75 percent, so,
obvi ously, these did not weigh heavily in ny
reconmmendat i on.

Q Is it your opinion that the return of 28.83
percent is consistent with market conditions facing an
i nvestnment as safe as a gas utility?

A Vell, that goes to ny last point. These
nunbers, 13.52 percent, 11.88 percent, | think, are just
too high for a natural gas utility. So they are above ny
recommended range, so | would not give that nunber mnuch
wei ght .

Q Thank you. | have no further questions.

A Thank you.

COW SSI ONER LEVAR:  Maj or Kirk, do you have
any questions for this w tness?
MAJOR KIRK:  Yes, sir, | do.
CROSS- EXAM NATI ON
BY MAJOR Kl RK

Q Sir, you said you said that industry average
rate of return on equity was 9.7 percent?

A What | have said is that it has been
consistently in the 9.7 percent range since about 2013.

Q And you said there was a good reason to think
It has increased since then?

A For the conpany, yes.
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Q But for other conpanies, there is exanples of
it being nuch lower than that; is that correct?

A | amnot -- |I'msorry, are you -- we nmay be
tal king about two different things here. If your
question is: Have there been authorized returns bel ow
9.7 percent? |If that is your question, then yes, | would
agree with that. There -- obviously, there have been
ot hers above 9.7 because 9.7 is the average.

Q A coupl e of those bel ow we tal ked about were
CenterPoint in Texas at 9.25 percent. That is one case?
A Vel |, CenterPoint Texas is an electric
di stribution case, not a natural gas case. But yes, it
was 9.25 percent, and as | nentioned earlier, the market

reaction was -- it was notable.

Q But there hasn't actually been a credit down
rating since CenterPoint Texas, has there?

A It's too soon, | think. What we were talking
about was a conm ssion deliberation in | ate Novenber.

The comm ssion's decision was supposed to have been
rendered on the holiday's Friday the 13th, and that, as |
understand, is the day that the conm ssion deci ded that
it would be better for the parties to try to negotiate
the settl enent.

So | think it would be premature for the

rating agencies to have a rating action before they
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understand the likely outcone of those discussions.

Q But they haven't nade any announcenent yet.
Ri ght ?

A That is ny understanding, yes.

Q Let's tal k about 9.2 percent in Virginia.
That' s anot her case where it is below the 9.7 average.
Ri ght ?

A Right. And, again, | won't bel abor the
point, but it is a fundanentally different case. It is
not a base rate proceeding as we have here.

Q And in Col orado, recently Excel Energy of 9.3

percent ?

A | cannot comment on Excel Energy's case. |
was not in that one. | don't know whether that was
electric or gas. | cannot tell you.

Q That's okay. Let's |look at a very recent gas
case settlement | ast week. The Wom ng Comm ssi on
approved a settlenent in that case wwth Black Hills
Womng Gas for 9.4 percent. Are you aware of that?

A No. Thank you for letting me know.

Q Wul d you say that -- | nean,

Dom ni on- Quest ar Gas Conpany does business in Wom ng
too, doesn't it?

A It does, yes.

Q And is Black Hlls Wom ng Gas al so a gas
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conpany?

A It is. It is one of the -- one of the many
conpani es that have had returns authorized this year
that, again, have fallen into the 9.7 percent range. [|I'm
not sure one observation of 9.4 percent would
meani ngful Il y change that.

Q Earlier, you said that you thought 55 percent
capital structure was entirely reasonable in the industry
practi ce.

A There -- | think there are two points that |
made. One is if you |l ook at industry practice by
reference to natural gas operating conpani es, 55 percent
Is slightly bel ow what we see. Second, if you consider
the cash flow issues M. Mendenhall spoke about this
norning, | do think 55 percent is a reasonable target,
yes.

Q As far as authorized capital structures go,
the nore common industry uproot capital structure is in
the 51 to 52 percent range. Correct?

A | amnot sure -- 52.5 percent was the average
for the -- that the Anerican Gas Association reported. |
t hi nk when we | ook at average authorized equity ratios,
it 1s a data point, | agree. But to nme, for the purposes
of understandi ng how the conpany capitalizes itself

relative to practice, | tend to |l ook at what is in place
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at the other operating conpani es.
But yes, 52.5 percent was the 2019 average so
far. Again, meaning sonewhere above, sonmewhere bel ow.
Q And | ast week in that settlenent with Bl ack
Hlls Womng Gas, it was approved -- the capital
structure approved there was 50.23 percent. Are you
aware of that?
A No. But, again, thanks for letting nme know,
but that does not change ny perspective at all.
Q No further questions. Thank you.
A Thank you.
COWM SSI ONER LEVAR:  Thank you.
M. Mechan?
MR MECHAM Thank you, M. Chairnman
CROSS- EXAM NATI ON
BY MR MECHAM
Q M. Hevert | represent the Anerican Nati onal
Gas Council, which is a group of small comrercia

custoners that takes transportation service from

Questar -- or excuse nme, from Dom nion Energy, formally
Questar (as.

A Yes.

Q In your rebuttal testinony, on page 4, you

summari ze all of the recommended rates of return from al

of the rate of return witnesses. Correct?
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A | do, correct, No. 1.

Q And earlier this norning, you stated that
M. diver, who is appearing for the ANGC party, has
recommended 9.5 percent. Correct?

A That's correct.

Q Now you understand that that reconmmendati on
was based on an equity ratio of really nothing nore than
52 percent; did you understand that?

A | do.

Q And you understood fromhis testinony that
were he to go to the 55 percent equity ratio, his
recomendati on woul d be 9 percent?

A Yes, and | think that's fundanmentally
i ncorrect.

Q Ch, | didn't doubt that.

A Just to be clear.

Q So really, when you consider all of the other
Wi tnesses in this proceeding, they are all clustered at
the low end of 9; two 9s, one 9.9 and one 9.25, and you
at 10. 5.

A Two points there. That's true. Wen we | ook
at those returns -- and | guess if we were to consider
M. diver's 9.5, they range from9 percent to 9.5
percent .

Q Wll, that's assumng again -- right? -- the
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equity ratio at 52 percent, not 55 percent?
So go ahead. [|I'msorry, | cut you off.

A Vell, then tell nme what would his
recommendati on be at 55 percent so we can have the
conversation?

Q 9 percent.

A (kay. So he's at 9 percent. The range is 9
to 9.25 percent. W've all tal ked about, for a bit this
norni ng, that the average has | ong been 9.7 percent. MW
recommendation -- at the | ow end of ny recomended range
Is 20 basis point renoved fromthat.

Soif we were to | ook at authorized returns,
Wi t hout giving any effect to the conpany circunstance, |
woul d say nmy recommendation is far closer to the nore
rel evant benchmark of what is being approved el sewhere.

Q And just for fun, | took the five w tnesses
appearing on cost of capital and averaged them and cane
to 9.37, which includes your 10.5. But, obviously, you
think that is out of the range?

A | am sorry, you --

Q | f you take 9.25, 9.1, two 9s and 10.5, the
average of those m xed together is 9.37 percent rate of
return.

A kay. |I'mnot followi ng the inport of that,

but I would agree with your math.
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Q kay. Thank you. Perhaps we can get even
nore fundanental. You agree that the cost of equity
financing is generally greater for gas distribution
utilities and for its ratepayers than the cost of debt
financi ng?

A Yes, | agree with that.

Q And in this proceeding, are your aware of
what the cost of debt is that is being put forward? It's
4.37, if that hel ps.

A Yes. | address that, yes.

Q Ckay. And, again, as you have stated nore
t han once, your recommendation is 10.5 percent?

A Wthin the range of 9.9 to 10.75, correct.

Q Ckay. So your proposed cost of equity is
roughly 2.4 tinmes Dom nion's cost of debt before taking
into account the effective income taxes; is that correct?

A Vll, let's break that down a little bit. |If
you're |looking at the point estinmate, | agree. \Wen you
tal k about the effective income taxes, we now are | ooking
at revenue requirenent effect as opposed to the cost of
equity fromthe investor's perspective. But, again,
woul d not disagree with your math.

Q Okay. Thank you. And do you accept that
when you recommend 10.5 percent, it needs to be grossed

up for incone taxes?
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A. Yes, | understand that.

O

And the effect of that is 13.95 percent gross
up?

A | understand that.

Q You agree?

A Yes, | have done that math. | agree.

Q kay. Thank you. And you have al ready
stated that you agree that the Conm ssion needs to | ook
at the effect on ratepayers and to assess the
reasonabl eness of Dom ni on Energy's overall cost of
capital and its consistency wth sound financi al
managenent in utility operations. Correct?

A | think -- yes, | think the Conm ssion, this
Commi ssion -- all conm ssions have the difficult task of
bal ancing the interest of investors and ratepayers.

Now when we tal k about things Iike
di fferences in recomended returns, you can tal k about
the difference in the revenue requirenent, but, of
course, the difference on net income is a nultiple of the
difference in the revenue requirenment. |If there was a
change in the revenue requirenent of 3 percent, the
di fference of net income -- a reduction of 3 percent of
the revenue requirenent, the reduction and net incone
would be a multiple of that, possibly 10 percent. So |

do think those are all things we have to consider.
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Q (kay. Have you presented any evidence in
your testinony that denonstrates that Domnion's utility
operations can't be operated on a financially sound basis

wth a capital structure for approximately 50 percent?

A Let nme tell you what | have presented. Your
guestion is one that I'll go back to earlier, one of
I ndustry practice. Wwen | |ook at practice, it is about

57 percent. G ven the conpany's cash fl ow concerns,
gi ven the conpany's cash flow considerations, given
Moody' s observati ons about the conmpany's weak credit
nmetrics relative to its peers, if the conpany were to
have an authorized equity ratio of 50 percent, it clearly
woul d put downward pressure on the conpany's al ready weak
credit metrics.

Coul d the conpany operate? |'msure it
could. How difficult would it be for it to raise the
capital it needs? How difficult would it be for it to
maintain its credit profile to be able to access the
| ong-termcapital, the day-to-day liquidity it needs?
think that is far nore difficult.

Q Well, M. Mendenhall testified that the
conmpany was downgraded fromA2 to A3. Did you hear that
thi s norni ng?

A Yes, | amaware of that.

Q Have you cal cul ated what the cost of that was
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or is?

A Vell, | think we tal ked about that a little
bit this nmorning. You can talk about the effect of the
incremental credit spread of |osing one notch. That is
just one part of the analysis, and it is a very snall
part of the anal ysis.

When we | ook at the fact that Mody's still
consi ders the conmpany's cash flowrelated credit nmetrics
to be weak, when we consider the fact that the conpany
was anong few that were identified for downgrade and
among few that actually were downgraded, as | understand
it, that nmeans an increnental level of risk to equity
I nvestors.

So you can certainly try to calculate the
i ncrenental effect of losing one credit notch and the
hi gher credit spread associated with that, but that is
only part of the analysis and that should not be the
basis of a determ nation that 50 percent is a proper
equity ratio.

Q |f there were a downgrade, or in this case
when there was a downgrade, isn't the effect on the cost
of debt on the increnental anount that the conpany woul d
have to go out and get?

A Yes, | agree with that. It is on the

i ncrenental anmount. The debt that's already existing
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woul d be there. Now --

Q It would not have any effect on that existing
debt. Correct?

A Let nme finish.

Q Ckay.

A It would not have any effect on the enbedded
cost of debt. It would have an effect on the increnental
debt .

Now, ny understanding is the conmpany's debt
Is all privately placed. It is not placed in the public
market. It is not of sufficient size, for exanple, to be
what is considered index eligible. Meaning, it can be
put in an index and it would be very |iquid.

Agai n, based on ny practical experience, when
you are dealing with private placenents, it is a |less
liquid market, and a downgrade not only affects the cost
of debt but it also affects your ability to place the
debt when you need to.

Q And then you heard M. Mendenhal |, if |
understand himcorrectly, testify that the difference
bet ween 60 percent equity ratio and 55 equity ratio was

about $8 nmillion?

A | do, but I don't -- | also have to
wonder -- for exanple, we talked a little bit this
norni ng about the situation with CenterPoint. [If the
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conpany were to have to nove to a 55 percent equity ratio
from60 percent, it had neant to align its actual capital
structure with the ratenmaking capital structure, that
means it woul d have to sonehow return, dividend up,
equity.

Gven its cash flow situation, | just don't
know where that cash would cone from | don't know how
t hat woul d happen.

So it's true, you could nove it down and the
effect would be $8 nillion a year, but, again, fromny
perspective, the anal ysis does not end there.

Q Do you know what the nonetary value is of the
di fference between 55 percent and 50? |Is it the sane as
55 to 60? In other words, is it $8 mllion or so or did
you meke that cal cul ati on?

A | -- no, | could not tell you, but what I
woul d say -- you tal k about the nonetary value. \What |
woul d say is that if the conpany's actual capital
structure is 60 percent, and its proposed is 55 and you
are noving it down nowto 50, fromthe equity investor's
perspective, that is a significant increase in financial
risk.

And as | said earlier this norning, any
adj ust nent you woul d have to nake to the cost of equity

I n connection with that change woul d be a positive
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adj ust nent .

Q But you agree that the cost of equity
financing is significantly higher than the cost of debt
financi ng?

A Well, that's just an intercapital narket.

Q So we will use M. Mendenhall's $8 million
figure fromb55 to 60. How does that conpare to the
i ncremental increase on debt financing that may occur or
i f there happens to be a downgrade?

A As | said, | cannot tell you. | have not
done that math nor would | end the analysis there. |
think if we were going to nove the equity ratio down from
the current |evel of 60 percent to 50 percent, the
anal ysis cones far nore conplicated at that point.

Q Ckay. So at your 55 percent, you didn't take
I nto account what the inpact would be on the ratepayer or
did you?

A | npact relative to what?

Q The cost of equity. The difference in cost
of equity between 50 percent equity ratio and 55 percent
equity ratio, you didn't consider the inpact of that on
rat epayers?

A In ny testinony, no, because | don't think
you can do that w thout making an upward adjustnment to

the cost of equity, which | have not done.
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Q kay. Thank you. Let's |ook at your
rebuttal testinony, Table 10.

A VWhat page is that? |'msorry.

Q It is page 96 of 105.

A Ckay. Yes, |I'mthere.

Q So am | to understand that the operating
conmpani es for which you show common equity ratios in this
tabl e are subsidiaries of your chosen proxy group
i nvestors -- excuse me, proxy group conpani es?

A Yes, they are subsidiaries, or in the case
where ONE Gas -- where the conpany operates is a single
division, really.

Q VWhich one is that?

A ONE Gas.

Q Ch, I'msorry.

A | didn't nean "one gas." The conpany's nane
s ONE Gas.

Q And is it your position that Table 10 is a
representative sanple of all distribution utilities in
the country?

A | think Table 10 is the best representation
we have of the operating conpany within the natural gas
proxy group.

Q And the nunbers that are reflected in Table

10, the equity ratio nunbers, are those actual conmon
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equity nunbers?

A Yes.

Q None of them have been approved by
regul at ors?

A I"msorry, you say, "none of them have been
approved by regul ators"?

Q Is it true that none of them have been
approved? Is this just an actual conmon equity ratio
out cone for each of those conpanies?

A | think -- well, et ne back up. When | was
I n charge of managi ng the conpany's bal ance sheet, we had
to seek approval for debt issuances. And so our capital
structure necessarily was subject to regul ati on because
we needed to seek approval for the issuance of
securities.

To the extent any of these conpanies, and |
cannot tell you the -- whether they go through a simlar
process, but to the extent any of them need to get
approval for the issuance of securities, then | would say
yes, they are subject to regulation.

Q Have t hey been before a public service
comm ssion and been approved at those | evel s?

A That -- | think I just answered your
qguestion. As in ny experience --

Q | wasn't sure which regulators you were
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speaki ng. You have Securities and Exchange or PSC.

A Oh, | was follow ng your question. | assuned
you were tal king about regulatory conmmi ssions.

Q | am

A And that is ny answer, that in ny experience,
conpani es often need to get the approval of their state
regul atory conm ssions to i ssue securities.

Q But let me just, as an exanple --

A Sur e.

Q So North Jersey Natural Gas Company Quarter
2, 2019, shows 61.04 percent. |Is that an actual common
equity ratio nunber for that conpany?

A It is. And thank you for pointing sonething
out. That should be New Jersey Natural Gas Conpany. |'m
actually from North Jersey, so that was probably a slip
on ny end.

Q And did they go before their public service

comm ssion and get an equity ratio approved at 61.04

percent ?
A | amgoing to go back to ny prior answer. To
the extent any of these conpanies -- and | cannot tell

you what the regulatory requirenents are in each of these
states. | can just tell you what ny experience was. To
the extent they need approval to issue securities, then

the equity ratio would be an outcone of the approval to
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I Ssue securities.

Q But as an exanple, in this proceeding, we're
not here to issue securities. You're arguing for a 55
percent common equity ratio.

Did New Jersey Natural Gas go before the New
Jersey Conm ssion and seek a 61 percent commpbn equity
rati o?

A | don't know, but that's not the point of
this analysis. The point of the analysis is to see how
t he conpanies are actually capitalizing their bal ance
sheet s.

And, again, you |ook at what's happeni ng
here. The conpany is actually capitalizing its bal ance
sheet with 60 percent equity, different than the 55
percent equity ratio it is proposing here.

Q And on this table, you see a variety of
equity ratios ranging, perhaps, from48 percent to 71
percent or so; is that correct?

A Yes, | agree wth that.

Q Why do sone gas distribution utilities
operate with substantially higher equity ratios than
ot hers?

A It depends on each conpany's circunstance.
As | said in ny opening statenent, conpanies are simlar

in ternms of the objectives and constraints they face but

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing

December 17, 2019 Page 102

they are not identical. No two conpanies are the sane,

and therefore, you would not expect their capital

structures to be identical either. | cannot tell you why

one is higher than another.

But what we can do is | ook at these
conmpani es, and we see that the average is about 57.5
percent, when | think about the conpany's situation, whe
we think about its cash flow circunstances, 55 percent,
which is, again, less than its actual 60 percent equity
rati o, seens to ne to be consistent with practice and
reasonabl e.

Q Now Nort hwest Natural Gas and Sout hwest Gas
Corporation are at the I ow end of the range; is that
correct?

A They are.

Q Do you know how their credit ratings are in
conparison to Domnion's distribution utilities?

A | would say probably within a notch or two.

Q So they are very nuch the sane?

A They may be. \Wat | cannot tell you is
whet her Moody's made the sane observation. | cannot --
do not know that either of those two conpani es were
downgraded i n August, and | cannot tell you whether
Moody's has said their cash flow nmetrics are weak

relative to their peers, as Mody's has said in the case

n
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of the conpany.

Q So do you provide any evidence in your
testinony that the 55-45 capital structure will mnimze
the cost of capital that Dom nion ratepayers are asked to
bear while maintaining the conpany's ability to raise the
capital on reasonable terns?

A You bring up a point I nmade in ny opening
statenent, which is that capital structure optim zation
Is highly, highly conplex. And there's a difference
bet ween what people often refer to is mnimzing the
wei ght ed average cost of capital and optim zing the
capital structure.

| said earlier that utilities face conmon
constrai nts and have common objectives, and in ny
experience, a common objective for a utility is to
mnimze its overall cost of capital. But it does so
subject to constraints. |t does so subject to the
constraint that it nust maintain access, it nust maintain
its credit profile. It has to have the financia
comunity's support.

So the calculation of an optimal capital
structure is highly conplex, but if your trying to equate
it with mnimzing the weighted cost of capital, they are
not al ways the sane thing.

Q Do you know what the conmon equity ratios
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were that were | ast approved for ratenaking purposes for
each of the gas operating conpanies in Table 107?

A | cannot tell you as |I sit here, no.

Q Do you know any of themoff the top of your
head?

A Not off the top of ny head, no. And, again,
for the purpose of this analysis and this assessnent, |
did not need to know.

Q Let's turn to page 15 of your direct
t esti nony.

A Ckay.

Q Around line 286, the issue is proxy group
screening criteria.

A. Yes, |'mthere.

Q At lines 300, 301, the | ast screening
criteria you present is "Significant events."

Did you use that criteria in other
proceedi ngs?

A | do, yes.

Q Okay. So then if you turn to Exhibit DEU
2.01 --

A Ckay. |'mthere.

Q -- do Columms 5, 6 and 7, on page 1 of that
exhi bit, present the earnings growh estimtes on which

you relied to conpute your DCF returns?
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A So 5 6, 7and 8 So I'msorry, is your
guestion the earnings growth forecast?

Q Yes.

A Ckay. Then I'msorry, you're correct.

Q On5, 6 and 77

A Yes, | amsorry.

Q Then in Colum 7 of that table, the line for
Nort hwest Natural Hol di ng Conpany, there is an entry of
25.50 percent. Now, |'massum ng you woul d agree that
none of the earnings growmh estimate for your proxy group
conpany from Zacks and First Call are greater than 7.2
percent that is in Colum 5 and 6 of that exhibit?

A Yes, | agree wth that.

Q And am | correct that with the exception of
the Value Line's earnings growmh estinmate for New Jersey
Nat ural Resources Corporation, Value Line's earnings
growh estimate are all, at |least, 100 basis points
greater than the estimte from Zacks and First Call for
t he sane conpani es?

A Yes, it is an interesting question. For
exanple, if you were to |ook at Spire, you see the First
Call estinmate is 2.82 percent. Now if we think about a
| ong-term expected rate of inflation of 2 percent, that
woul d suggest real growh of slightly less than 0.8

percent, that strikes nme as unreasonably ow growh rate
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but nonetheless | left it in.
So yes, | agree 5.5 percent is greater than

2.82 percent, but | think 2.82 percent is a pretty |ow
nunber. But, again, based on ny convention, | left it
In.

Q So with that 25.50 percent earnings growh
estimate for the Northwest Natural Holding Conpany, it's
2.5 tinmes the highest Value Line earnings growh estimate
for any of the other proxy conpanies, is it not?

A Sure. But if we are going to start going
down the road of taking out growmh rates, we'd have to
take out high growh rates, we'd have to take out | ow
growh rates, we'd wind up in a cycle then, determ ning
what's an outlier and what's not.

That's why it's |long been ny convention to
present the growmh rates and to show both the nean and
the nedian result, the nmedian being the result that
mtigates the effect of outliers.

Q But it screws the average up, does it not?

A Wihich is why | show the nmedian as wel | .

Q You think that 25.5 percent growth rate
sust ai nabl e over the |ong-ternf

A No, nor do | think 2.82 percent is
sustainable in the long-term The question is: Wen we

| ook at these conpanies in aggregate, when we cal cul ate
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t he aggregate di scounted cash flow result and we | ook at
the nean or the nedian, is that nunber reasonabl e?

And just going through these, let's say we
were to renove Northwest Natural Gas but then we were
also to renove Spire, Inc., which is the ow The nedi an
does not change. It remains 9.75 percent. That's why, |
bel i eve, |ooking at the nedian, including all the growth
rates, i s a proper approach.

Q Wasn't there a significant event at Northwest
Nat ural Hol di ng Conpany?

A There was an inpairnment that was taken on a
storage facility, and that was two years ago.

Q So about a $200 million loss; is that what |
understood is correct?

A It was about that, yeah. That's about right.

Q So that then affected the nunbers going
forward that we're tal king about now?

A Right. But if you ook at the fact as you
tal ked about earlier, the earnings growh rate from Zacks
and First Call for Northwest Natural, if anything, are
bel ow the others. So to the extent we | ook at the
perspectives of a variety of analysts, | don't think it
I's proper to exclude the conpany on that basis.

Q You cite Spire as a low, but did they have a

significant event |ike Northwest did?
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A When you say, "like Northwest did," did Spire
take an inpairnment charge? | don't think Spire took an

I npai rment charge, not that |I'm aware of.

Q But ny point is: One suffered a significant
event and as far as we know, the other did not; is that
correct?

A It --

Q Ckay. Go ahead, sorry.

A Thank you. Northwest Natural took an
I mpai rment charge. It sounds like you are famliar with
the timng. That was probably about two years ago.
Looki ng forward, how does that affect the financial
community's views of the conpany's prospects?

And, again, if we go back to the fact that
Nort hwest Natural's expected growth rates from Zacks's
and First Call are really |Iower than the other conpani es,
you know, | don't see that the financial conmmunity, as a
whol e, views that event going forward as one that would
preclude it from being a proper proxy conpany.

Q Let's take a | ook at Colum 8 on 2.01.

A Ckay.

Q Am | correct that the data in that colum
presents estinmates you devel oped to assess potenti al
growm h for your proxy group comnpani es?

A Yes, that's right.
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Q And then as stated in your direct testinony
at lines 956 to 958, "The retention growh nodel is a
general ly recogni zed and wi dely taught nethod for
estimating long-termgrowth.”

Did | properly represent that?

A So | think what you quoted were on |ines 956
and 957, and it goes on the says the alternative approach
to the use of analyst --

Q Yes, | just quoted that "The retention growth
nodel is a generally recognized and wi dely taught nethod
for estimating |long-termgrown.”

A Yes, | agree wth that.

Q And is it your assessnent that the retention
growt h nodel generally produces a reasonable estinate of
| ong-t erm earni ngs grow h?

A It can. It doesn't always but it can.

Q Am | correct that the retention growth
estimates shown, in 2.01 for Northwest Hol di ng Conpany,
IS 6.42 percent or about one-fourth of the 25.50 earnings
of the growmh Value Line offered for the sanme conpany?

A Yes, that's right.

Q Okay. Now let's take a | ook at 2.01R again
on page 1.

A Ckay. |'mthere.

Q Thank you. So 2.01R shows -- well, what is
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the Value Line's earnings gromh estimte shown for
Nort hwest Nat ural Hol di ng Conpany there?

A That's 27.

Q So it is up fromthe 25.5?

A Yes, 2 percentage points.

Q And then am | correct that the retention
growth estimate for Northwest Natural Gas in that exhibit
Is 6.19 percent?

A It is.

Q So while your retention growth estimate for
Nort hwestern [sic] declined from6.42 percent, in your
direct testinony, to 6.19 percent in rebuttal, the Val ue
Line's estimate of earnings growth for Northwest
i ncreased further from25.5 to 27 percent in the analysis
supporting your rebuttal testinony; is that correct?

A Right. So what that shows us is that when we
| ook at retention growth, when we consider it as an
alternative, 6.19 generally falls within the range of
what we're seeing from Zacks, perhaps First Call.

| agree, the Value Line growh rate went up,
the retention growh rate went down, noderated the effect
alittle bit. But, again, if you were to go through the
exercise we talked a little bit earlier, which is to
elimnate, if we wanted to, Northwest Natural Gas and

then the lowest result, which is Spire. The 9.98 percent
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medi an result shown on page 1 does not change. It
remains 9.98 percent. That is the point of reporting the
medi ans.

Q Ckay. Thank you. Now if you turn to page 85
of your rebuttal testinony --

A I"msorry, yes, | amthere.

Q -- so at line 1568 and 1569, you indicate
that Value Line is widely relied upon by investors.

A | do.

Q Have the investors historically relied on
Val ue Line's tineliness factors to predict short-run
stock perfornmance?

A | think the tineliness factor, | think the
safety ranking, | think a |lot of the parameters shown in
Val ue Line are relied on by, principally, retail
I nvest ors.

Q Have you presented any evi dence of the extent
to which investors rely on Value Line's estimtes of
| ong-term say, three to five years' earnings growth
estimates or long-termesti mtes of equity returns?

A I's your question, have | |ooked at the issue
of -- do Value Line's growh rate -- excuse ne, earnings
growh rates, do earnings growh rate, in particular,
affect utility stock valuation |evels in other

proceedi ngs? Absolutely, | have done that.
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Q And in this proceeding, is there evidence
that shows that they rely on it for |ong-term bases?

A No, it really did not cone up that nuch in
this proceeding. |In other proceedings, we have | ong,
drawn-out, what | find interesting and perhaps other
people find tedi ous, argunents about the efficacy of
different gromh rates and then we wll present those
anal yses. But it wasn't so nmuch of an issue here.

Q Ckay. Thank you. Have you provi ded any
evi dence of the accuracy and reliability of Value Line's
| ong-termearnings gromh estimate for the record of this
proceedi ng?

A | haven't and there is no need to. The
question is not whether ex-post, whether | ooking
backwards the forecast is accurate. The question is:
Currently, looking forward, do investors rely on thenf
And we have no reason to believe investors do not rely on
growt h rates provided by anal ysts.

Q Let's, for just a mnute, turn to page 86 of
your rebuttal testinony at |lines 1582 and 1583.

A Yes.

Q Are you there?

A Yes, | amthere.

Q And you state, "Although not a full measure

of equity risk, credit ratings suggest that the conpany's
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business risk is not dissimlar to its peers."”

Can you explain what you see as the
di fference between equity risk and business risk, as you
woul d use those terns?

A Well, first off, we have to unpack your
guestion a bit, I think. Wen we talk about equity ri sk,
equity risk would be the risk to which equity investors
are exposed. And it, typically, would fall into two
areas: financial risk and business risk. Business risk
generally relates to the variability of incone, the
variability of cash flow. Financial risk generally
relates to the increnental risk associated with
addi ti onal degrees of debt, additional degrees of
financial |everage in the capital structure.

Now, when we | ook at credit ratings,
typically, they are for the benefit of debt hol ders.
They do not fully measure equity risk. Principally
because equity investors are exposed to risks beyond
those to which debt investors are exposed. Debt
I nvestors have contractual obligations in their favor,
and they have a priority position on the claimof cash
flows to equity investors.

Secondly, debt is finite in life and equity
Is perpetual inlife. So when we |ook at the issue of

equity risk and business risk, business risk is one
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factor of equity risk.

Now in that circunstance, if the conpany's
credit rating at the tineis a 3, it's been downgraded
relative to the group, that increnental change, as we
have been tal king about a fair anmount today, | think is
i nportant to the financial conmunity.

Q So perhaps in there, you explained what you
believe a full nmeasure of equity risk -- a full neasure
of equity risk neans. Perhaps you could narrow it down
for ne.

A So let's look at it this way: | think
| -- let me try to explain it in a slightly different
way. | think we can agree, we talked about a little bit
earlier this norning, that the cost of debt is belowthe
cost of equity. That is the case because debt investors
are exposed to less risk than equity investors. They
have protections not afforded equity investors. They
have a priority position in terns of clains of cash flow
and they have a finite life.

So in that sense, equity risk goes beyond
debt risk. Now both debt and equity investors face
busi ness and financial risk. The point is that equity
i nvestors are exposed to those risks to a greater degree
t han debt investors

Does that help you?
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Q It does. | guess |I'mjust trying to
under stand what you nean by "full neasure.”

A [t's not -- it isa--if we were to | ook at
credit ratings as a neasure of equity risk, it may be
I nconpl ete because there are additional risks to which
equity investors are exposed.

Now, we can certainly draw interferences.
Again in this situation in particular, where you have a
conpany that was one of 24 subset of the entire sector
that was noticed for -- that was put on credit watch with
negative inplications, and then a conpany that is one of
the fewin the sector that actually was downgraded, |
think fromthat, we can draw an inference that that poses
an additional risk to equity investors.

Q Thank you. Let's turn for a mnute to
flotation costs, pages 94 and 95 to your rebuttal.

A Yes. Yes, | amthere.

Q Have you presented any evidence of actual
flotation costs incurred by DEU s parent conpany since
Its acquisition of Questar Gas?

A Just bear with me one mnute, sorry. So on
DEU Exhibit 2.09, we have two issuances by Dom nion
Energy: one in March of 2018 and one in April of 2016.

Q And when did the acquisition occur?

A | knew you were going to ask ne that
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guestion. | can't tell you the exact date off the top of
ny head. |'msorry.

Unfortunately, | can't renenber either.

| don't feel quite so bad now

| know it was post April of '16.

Q
A
Q
A Ri ght.
Q | just don't know about March of ' 18.
A Ri ght.
Q Vell, I will ask another --
MR MECHAM Go ahead.
MR SABIN. | believe it is Septenber of
2016, is ny --
MR MECHAM  \When?
MR SABI N  Septenber of 2016.
MR MECHAM Ckay. Thank you.
BY MR MECHAM
Q Can Dom nion Energy obtain additional equity
capi tal through neans such as retention of earnings that
don't require the incurrence of equity issuance cost?
A Yes.
Q Ckay. Thank you. |'mnot sure if you have
had a chance to | ook at DEU 3.31, which is
M. Stephenson's testinony, but would you accept, subject

to check, that in that 3.31 Exhibit, it shows the

conpany's unappropriated retained earnings increasing
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from296 mllion to 660.5 mllion in the proposed capital
structure for this proceedi ng?

A Yes, that the conpany has retained equity,
has not dividend its equity up to the parent, yes,
believe that's true.

Q And in your rebuttal testinony, on |lines 1731
to 1734, address Dominion Energy's allocation of net
proceeds fromequity issuance to its subsidiaries.

A |"msorry, where are you?

Q Sorry, your rebuttal at lines 1731 to 1734.

A Yes, |I'mthere.

Q And so it addresses the allocation of the net
proceeds fromequity issuance to its subsidiaries.
Correct?

A Right. So this is in the context of
flotation costs. Correct.

Q Right. Yes. And do you know how many
subsi di ari es Dom ni on Energy has?

A Oh, a fair nunber.

Q Wul d you say over 1007?

A Wll, if you were to assune -- if you were to
| ook at every limted [iability corporation, for exanple,
associated wth a given project, that could be.

Q And do | understand that you suggest that

t hose i ssuance costs incurred by Domnion to raise equity
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capital should be allocated anong Dom ni on Ener gy
subsidiaries in proportion to Dom nion's allocation of
the proceedings fromthe equity issuance?

A Let nme back up. Wat |' m suggesting is that

the flotation cost -- well, let nme back up one step
further. Flotation costs, we calculated to be -- just
bear with nme one second -- about 5 basis points. So, and

it is not in a specific adjustnment that | nmade in ny
recomrendation, but we estimate the effect of flotation
costs to be about 5 basis points.

So your question, how does that 5 basis point
get allocated throughout? It is based on the actual
equity in place at the subsidiary conpany because when
the parent issue equity, it incurs flotation costs. The
actual proceeds are |ess than the gross proceeds. Every
dollar it issues, it will get maybe 98 cents on a net
basi s.

So the flotation cost adjustnent is neant to
ensure that there is full recovery of the full anount of
equity needed to fund the utility assets.

Q So it's not evidenced in your testinony how
those flotation cost are distributed?

A Vel l, when you say "distributed," the
flotation costs are associated with the equity bal ance

bef ore the conpany, but the flotation cost adjustnent is
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on the cost of equity itself.

The point of this part of the testinony
simply is that the fact that equity is issued at the
parent conpany, not at the operating conpany |evel, does
not negate the need for flotation cost adjustnents. A
conpany goes out and issues $1 of equity but only gets 98
cents back, then it invests that 98 cents in its
subsidiary, it is still only 98 cents.

So whet her the subsidiary goes out to the
mar ket directly and issues equity and taking the 2
percent hit, it only gets 98 percent fromthe market or
whether it gets 98 percent fromthe parent, it doesn't
matter.

Q And one last question on this flotation cost.
Do you show any evidence that denonstrates that the
Questar Gas shareholders weren't fully conpensated
through the nmerger with Dom nion Energy for any equity
I ssuance cost that Questar Gas incurred prior to the
mer ger ?

A That's -- that is absolutely not the basis
for the analysis, so no.

Q Ckay.

A The question is, generally, when the
conpany -- the conpany, whether it is the operating

subsidiary or the parent, issues equity. Does it issue
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equity at a discount? The answer is: Yes, it does.

Q And finally, as | understood your testinony,
| think it was when you were talking to M. Mbore, you
said that a parent conpany may be nore risky than the
operating conpany?

A Yes.

Q You criticized M. diver in your rebuttal
testinony on page 95, | think it is, because he
chal | enged your proxy conpani es for being the parent
conpany or hol di ng conpani es of the operating conpany; is
that correct?

A Wll, | disagreed wwth M. diver. If that
IS your point, that is right.

Q Ckay. Semantics. Hasn't it been clear, in
your experience, that the parent is virtually always nore
ri sky because they are involved in so nmany nore
activities than the utility?

A To be fair, it is not always the case. You
can have a parent that is principally the hol ding conpany
of operating utilities. It may be 97 percent of the
conpany's total operations as neasured by operating
I ncomne.

There may be, for exanple -- and | wll just
give an exanple, and |I'm not speaking about a specific

conpany. There may be a situation where part of the
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nonutility operations nmay be a project that is secured by
a long-termcontract with a counterparty that's rated,
you know, a strong A So | think it is just hard to nake
a general comments like that, to draw general concl usions
l'i ke that.

Q You understood M. Mendenhall's testinony
this norning that Mody's expressed concern about the
parent in this situation being highly |evered?

A | do. And | also recall M. Mendenhal
speaki ng about Moody's recognition of ring fencing
provisions that are in place. And | also noted in, |
t hi nk, ny discussion, that Mody's also considers the
factor of structure subordination, which neans that if a
parent conpany has debt and it uses funds from operating
conpanies to pay that debt, it is one step renoved from
t hose funds.

And so sinply as a matter of process, Mody's
will, typically, reduce the parent conpany by one notch
by result of structural subordination, not necessarily a
result of business risk.

But yes, | hear that. | heard that
testinony, and | understand the conpany does have ring
fencing provision in place, which Mody's has recogni zed.

Q And that was to mtigate the risk that

Moody' s perceived of the parent, does it not?
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A Right. Wich is shown inits credit ratings

and still with the other credit supportive aspects that
t he conpany has in place and, | think, we all hope stay
I n place.
Q kay. Thank you.
MR MECHAM That is all | have,

M. Chairman.

COW SSI ONER LEVAR.  Why don't we take a
break and then cone back at 1 o'clock for M. Russell's
cross-exam nation? Any objection to that?

MR. RUSSELL: My cross-examnation will be
very short, but we are not going to get through the
Wi t ness before lunch anyway, so...

COMWM SSI ONER LEVAR. (kay. Let's break for
an hour and come back at 1:00.

(Wher eupon, a break was taken.) COVM SSI ONER
LEVAR. (Ckay. W are back on the record.

M. Hevert, you are still under oath from
t hi s norning.

W will go to M. Russell for any
Cr oss-exam nati on.

MR. RUSSELL: Thank you, M. Chairnan.

CROSS- EXAM NATI ON
BY MR RUSSELL:
Q M. Hevert, | would like you to turn to DEU
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Exhi bit 2.09R

A Yes, |I'mthere.

Q kay. And just so we all understand what
this exhibit is, it's alist of gas rate cases in which
the Comm ssion -- from 2015 through the end of, | guess,
Sept enber of 2019; is that right?

A Yes, that's correct.

Q Ckay. | want to focus your attention on one
entry, and this is a followup question froma question
that you received fromMjor Kirk fromearlier this
nmor ni ng.

A Ckay.

Q He had asked you about a Col orado ruling, the
ROE of 9. -- | can't renenber whether he said 9.3 or 9.35
percent, and your response was you didn't remenber
whet her that was a gas or an electric case.

And so | would like to point you to -- |
guess if you're |ooking at the paper copy, you don't have
the row nunber, but there is a Colorado entry with a date
of Decenber 21 of 2018 with a 9.35 ROE. Do you see that?

A | do see that, yes.

Q Does that refresh your recollection as to
whet her the one he was referring to -- or whether there
was a Colorado ruling in a natural gas rate case?

A. Yes, it does.
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Q Al right. And just for the sake of it,
going to the other side of Uah and Nevada, the two
entries below that shows the Sout hwest Gas court ruling
with ROEs of 9.25 percent. Do you see those as well?

A Yes, those were in 2018 as well.

Q Right. But within the last 12 nonths.

A Yes. Correct.

Q If only barely?

A If only barely.

Q Ckay. And we established that this exhibit
identifies rate case rulings from 2015 through the end of
Septenber, or near the end of Septenber, of 2019. | want
to just nake sure | understand how to read this.

On the very bottomright-hand side of the
| ast page of this exhibit, you have an average nedi an.
That is for that entire period. Correct?

A For the entire period. Correct.

Q So the average period for all of these is
9.62 percent. Right?

A Thr ough Sept enber 2019. Correct.

Q Yes, for the entries just on this chart. It
doesn't include some of the other ones that were
mentioned in prior questioning that may have been outside

of this period, but the nedian, at least for this chart,
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Is 9.6 percent ROE; is that correct?
A Over the entire period. Correct. Yes.
Q Yes, for the period that is enconpassed in

this chart. Right?

A Yes.
Q kay. That's all 1 have.
A Ckay.

COW SSI ONER LEVAR:  That's all your
questions, M. Russell?
MR RUSSELL: It is.
COW SSI ONER LEVAR:  Ckay. Any redirect?
MR. SABIN  Yes, please.
REDI RECT EXAM NATI ON
BY MR SABI N
Q ["1l pick up where M. Hevert left off -- or
sorry, M. Russell left off, M. Hevert.
Do you have an understandi ng of what the
average RCE was fromthe |ast rate case in 20137
A My recollection -- the average authorized RCE
in 2013 was 9. 68 percent.
Q Ckay. Wiat is your understandi ng of what the
average RCE is at present?
A Present, it's about 9.7 percent.
Q Ckay. So fairly conparabl e?
A Qui te conparabl e, yes.

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 126

Q kay. | want to confirm your understanding

I's the conpany'S authorized ROE currently is 9.85

percent ?

A Correct.

Q | would like to talk about -- you were handed
two docunents earlier today. |If you could pull them out.

One is OCS Cross H2 and OCS Cross H1. Wuld you put
those in front of you?

A Yes.

Q Earlier, you were testifying about -- you
wer e asked the question about what has changed for the
conpany between 2013 and 2019. And I'd like, if I could,
to have you refer first to OCS Cross Exhibit H2. And if
| could, would you read, on page 2 of that docunent, the
par agraph call ed "Rati ng outl ook"?

A Yes. Under "Rating outlook," it reads, "The
negati ve outl ook for Questar Gas reflects the conpany's
financial profile, which has been weak fromthe ratings
since Dom nion acquired the conpany in 2016. Mbody's
expects Questar Gas to generate a ratio of cash flowto
debt in the high teens range over the next few years,
primarily, reflecting a decline in cash flow triggered by
a general rate freeze, tax reformand increase in debt."

Q Ckay. So what do you understand that

paragraph to be conmmuni cating from Mody's? Wat are
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they trying to tell the conpany relative to why they are
witing it the way they are?

A That the conpany had a negative outl ook at
that point in tine because its credit nmetrics were weak
for its rating. Meaning, it was weak for the guidelines
that Mbody's had for the conpany's rating.

And | ooki ng forward, Moody's expected the
conpany to generate a cash flowto debt in the rate of
the high teens, and that too wei ghed in Mody's
determ nation of the conpany's credit rating at that
time. But the principal point being that the conpany
financial profile was weak for its rating category.

Q And in particular, they appear to be
concerned, do they not, with the cash flow that they say
was -- the decline in cash flow triggered by a general
rate freeze, tax reformand increase in debt?

A Correct. And, again, as we tal ked about a
little bit earlier today, it's cash flow relative to debt
at the tine.

Q Right. Nowif you could go down to the
section called "Factors that can | ead to a downgrade,"
woul d you pl ease read that section?

A Yes. "Cash flow to debt netrics bel ow 20
percent on a sustainable basis."

And second, "If regulatory provisions in
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either Uah or Womng were to becone | ess supported.™
Q So let's deal with the first of those itens.
What do you understand the first of the itens to nean?
A It neans if the conpany's ratio of cash fl ow
to debt, which Mody's expected to be in the high teens,
if it were to fall below 20 percent on a sustai ned
basis -- so | ooking forward, based on the conpany's
expected financial condition, if that ratio were to fal
bel ow 20 percent on a continuing basis, that would be a
factor that would | ead Mody's to downgrade the conpany.

Q kay. And then what about .2 there?

A | f regul atory provisions becone |ess
supportive -- regulatory provisions can be a broad
category. It can refer to regulatory relations. It can
refer to the regulatory climate. It can refer to rate

mechani snms. But if any of those were to becone |ess
supportive, if they did not continue to support the
conpany's current credit profile, then Mody's would
consider that a ratings negative and a factor that then
could |l ead to a downgr ade.

Q kay. Now flip over to the next page, page
3, about halfway down, there is a highlighted -- or a
bol ded sentence that says, "Wakened cash flow w ||
persi st over the next 18 nonths but managi ng financi al

policies should help inprove netrics."
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Coul d you just read the first sentence there
of that section?

A Yes. It reads, "At about 14 percent, Questar
Gas' ratio of CFO pre-working capital of the debt,
through the last 12 nonths of the third quarter 2018, is
much | ower than 82 LDC," LDC neaning |ocal distribution
conmpany, "peers that averaged around 23 percent over the
same period.”

Q Ckay. Can you explain what you understand
that to nean?

A It neans that Mody's | ooks at the conpany's
cash flow to debt ratio not only on an absol ute basis but
also relative to the conpany's peers. And at 14 percent,
that ratio is well below the conpany's peers at about 23
percent.

Q So froman investor's standpoi nt and based
upon your professional opinion, how mght investors be
viewng this data or this information about how Questar
Gas is performng relative to its peers when they
consider the kind of rate of return they would require to
invest in this kind of conpany?

A Vll, we talked a little bit earlier this
nor ni ng about the fact that the cost of capital is
conparative in nature. It is based on the forgone

opportunity to invest in another conpany of equival ent
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risk.

I f now you see a conpany with higher risk
than its peers, if you see a conpany that at the margin
I's going to have cash flowratios that are lower than its
peers indicating higher levels of risk, that would
suggest to an investor, certainly debt investors and
equity investors as well, who, again, |ook at these
I ssues on a relative basis, the conpany woul d be
conparative nore risky, and therefore, you would require
a conparatively higher return to invest init.

Q Ckay. Could | now have you, in your binder
there, look for M. Mendenhall's rebuttal testinony? And
there is an exhibit attached to it, which is Exhibit DEU
Exhibit 1.10R

COW SSI ONER LEVAR:  Did you say 1.10R?

MR SABIN. That's correct -- excuse ne, |
apol ogi ze, 1.01R | apol ogi ze, yes, thank you.
BY MR SABI N
Q It should be right after the end of the

testi nony there where the exhibits pick up.
M5. CLARK: The very first --
BY MR SABIN:
Q The very first exhibit following his rebutta
t esti nony.

A I"msorry, it's going to take ne a m nute.
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Q At the very top right corner, you wll see
there are sonme Exhibit nunbers, if you're in the
exhi bits?

A Exhi bit nunbers? And I'msorry, the exhibit

was ?

M5. CLARK: May | approach?

THE WTNESS: 1.01R?

MR, SABIN 1.01R

THE WTNESS:. After all these years.
BY MR SABI N

Q There you go. W were just reviewi ng the
prior Mody's Investors Service report that was dated
January 30, 2019.

[*'m now showi ng you this Exhibit 1.01R that
Is the update from Mbody's as of August 19, 2019. Do you

see that?
A | do, yes.
Q | would Iike to now refer to the sane section

that we just |ooked at on the prior exhibit and have you
focus in, flip over to page -- well, | guess, first on
page 1, this report was issued in the context of a
downgrade; is that right?

A It was, yes.

Q Ckay. And then on page 2, Mody's addresses

part of the reason that there was a downgrade. | would

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 132

like to focus at first at the top of page 2, where there

iIs the "Credit challenges.” Do you see that section?
A | do.
Q In particular, can you describe what you

under stand Mbody's to be highlighting froma credit
standpoi nt? What do you nmean by that?

A Credit challenges are generally factors that
Moody's will consider that if they nove the wong way, if
they create pressure for the conpany, it could lead to a
ratings action. It could be ratings action such, |
t hink, that they put the conpany on watch or that they
actually wnd up in a downgrade.

Q kay. Let's look down at, again, the factors
that could lead to a downgrade. Do you see those two
poi nts? Whuld you pl ease read those?

A Yes. The first of the two factors is "Cash
flowto debt netrics below 16 percent on a sustained
basis."

And the second is "If regulatory support or
the ability to recover costs were to decline.”

Q So on the first bullet point there, the one
we just read a nonent ago was if cash flow remai ns bel ow
20 percent, now they've noved it down to 16, and
indicated if it is below 16 for a sustained period of

time, that could lead to a further downgrade.
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Correct.

I's that your understandi ng?

> O >

That's right.

Q And then regul atory support | anguage appears
to ne to be the sane as the prior docunment; is that your
under st andi ng?

A It is.

Q And then lastly, let's look at the "Rating
out | ook" section just above that. Wuld you read that,
pl ease?

A Yes. "The stable outlook for Questar Gas
reflects the conpany's | ow business risk and stable cash
flow production. The stable outlook al so incorporates
our view that the current rate case in Uah will yield a
hi gher rate base and net inconme, hel ping the conpany to
generate cash flow to debt netrics between 17 and 19
percent for the next two years, and that short-term debt
and upstream di vidends will be increasing."

Q kay. So now having revi ewed those two
docunents, | would like to discuss sone of the questions
you were asked by several of the attorneys.

There was a di scussi on about why couldn't you
just, if you're DEU, take your 60 percent equity and
reduce it down to 50 percent on an operating basis? Wy

woul dn't you and why couldn't you do that? | would like
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to probe that for a nonment with you.

A Ckay.

Q As an initial matter, has the high equity
rati o been supportive or non-supportive to maintaining
the current credit netrics?

A It has been supportive.

Q VWhat do you nean by that?

A It nmeans that if the conpany were to have a
| ower equity ratio, if it were to have nore debt in its
capital structure, there would have been nore pressure on
its cash flow netrics, putting dowward pressure on its
credit rating. So the 60 percent equity ratio has been
supportive of the conpany's profile.

Q So if one were to nake the decision
internally at Dom nion Energy Uah to take and go from 60
percent down to 50 percent, what would be required to do
t hat ?

A If you were to nove down to 50 percent and
have your actual capital structure be 50 percent, it
woul d mean taking equity out of the capital structure.
You woul d have to send equity up to the parent in the
form of a dividend.

Q Is that what you neant earlier when you said
or used the phrase "dividend up"?

A It is, yes.
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Q And how does one cone up with the cash -- the
ability to pay that kind of a dividend to bring your
metrics down?

A VWll, in this case, you have a conpany
that -- whose cash flows are strained. You certainly
coul d not get nore equity because that woul d be
count erproductive to wanting to bring the equity ratio
down. That would | eave you to go into the debt markets
to get cash that then could be sent up to the parent.

Q So let's assune we did that. Let's assune we
went out -- and you had a couple of attorneys ask you
about, isn't the cost of debt cheaper than the cost of
equity. Wiy don't we just go borrow whatever, you know,

$100 mllion or $200 mllion to dividend up, to make that

up, what would we -- what inpact would that have on the
conmpany's -- on the conmpany's credit nmetrics, do you
t hi nk?

A Vell, if we remenber that the ratio is cash

flow to debt, and cash flowis, generally, net incone
pl us noncash elements. Net incone is a big part of cash
flow |If the equity ratio were to be reduced in this
proceedi ng, the conpany's net inconme would fall.

If you had to issue debt in order to dividend
up equity, then the denom nator, the anount of debt in

your capital structure would increase. You would face

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 136

the situation where cash flowis falling, debt is

I ncreasing, your ratio of cash flow to debt would be
goi ng down further still, putting downward pressure on
the netrics that Mbody's has identified as an inportant
factor that could lead to a further downgrade.

Q And when you say that, are you referring to
the cash flowto debt netrics below 20 -- or 16 percent
| ssued?

A It is.

Q Ckay. Now having tal ked about all of that,
you have reviewed information fromthe rate case in 2013.
You reviewed information from-- to prepare your
docunentation for this proceeding.

I n your mnd, what has changed between the
conpany's position in 2013 versus the conpany's position
in 20197

A Vell, | think we can just | ook to what
Moody's has said. W can see the degradation in the
I nportant cash flow netrics. Cash flow to debt, we have
seen it fall, and inportantly, we have seen Mody's talk
about the fact that the conpany's position is weak
relative to its peers.

And, again, not to overstate the point, but
when we tal k about the cost of equity, it is a relative

exercise and so we look at it relative to its peers. |If
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t he conpany's becom ng weaker relative to its peers, it
I's becomng nore risky and, therefore, investors would
require a higher return.

Q Let's enphasize that point at the end. |
want to nmake sure you have an opportunity to clearly
understand that. RCE, or the return on equity, is the
rate at which investors -- it is the rate at which
i nvestor are conpensated?

A The equity investors.

Q The equity investors. Correct. And could
you pl ease explain that [ast point, where you said if the
risk -- if investors view the conpany as bei ng higher
risk, that that would inevitably require a higher rate of
return on equity?

A The basic principle in finance is that risk
and return are related. The nore risky an investnent,
the higher the return investors require to commt their
capital to it.

If we were to | ook at a group of peer
conpani es whose risk is lower than this conpany, they may
put their noney there. The only way they would invest in
a higher risk conpany is if the return is high enough to
conpensate themfor that additional risk

So if the conpany's risk profile has

i ncreased over tine relative to its peers, the only way
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you woul d be able to reasonably attract capital is to
offer a return that conpensates investors for that
additional risk. So the return would have to be higher
than it otherw se woul d be.

Q So in your estimation, is Dom nion Energy a
hi gher risk investnent than it was in 20137

A | think if we review the Mody's docunents,
we have to cone to that concl usion

Q Ckay. Thank you. | want to talk about a
coupl e of other issues. You were shown an exhibit,

Exhi bit DPU Cross Exhibit 1, which is sone rebuttal

testinmony of Mchael L. Platt, from Docket No. 19-057-13.

A Yes.

Q It is probably going to be a loose -- it is
going to be a | oose exhibit there.

And | know you testified you don't know
anyt hing about that, so |I'mgoing to ask these in a
hypot heti cal .

A Ckay.

Q | want you to assune for the sake of ny
questions that the facility at issue in this particular
proceeding that's in -- M. Platt was testifying about
not constructed and will not be conpleted until 2022.

A Ckay.

Q Do you have that in m nd?

S
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A | do.
Q | also want you to assune that the aspects of
that facility are not included in the revenue requirenent

in this particular proceeding. Do you have that in m nd?

A | do.
Q G ven those two -- if those are both true,
does anything you have to say here or -- would anything

relating to that facility have any bearing on what you're
saying for purposes of the rate of return -- return on
equity in this case or the capital structure in this
case?

A No.

Q Why not ?

A It is sinmply not part of the case we are
| ooki ng at right now.

Q You recall you were asked a question about an
I nsurance policy.

A Yes.

Q If that insurance policy doesn't yet exist
and won't exist until 2022, should you or anybody in your
position be factoring that in when you are cal cul ating
the return on equity for this case?

A No, | have not. |It's beyond the case.

Q Could you turn to line 798 to 800 of your

direct testinony, which is on page 43?
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A Yes, |'mthere.

Q Coul d you just read the sentence that picks
up there, right at the bottom-- excuse ne, on 798? It
pi cks up at 798 and goes over the page.

A There's a sentence that goes -- of ny direct
testi nony?

Q Yes.

A Yes. "As the percentage of debt in the
capital structure increases, so do the fixed obligations
for the repaynment of that debt."

Q So what do you nean by that?

A It nmeans that as you add nore debt into the
capital structure, you have to pay that debt regardl ess
of your revenue. It is a contractual fixed obligation
that remains in place regardl ess of what other elenents
of your revenue structure, your cash flow, change.

Q So | want to follow up on a question that was
asked by another attorney. |If you were to go out and
I ncrease your debt for any of these operational purposes,
what ever they happen to be, what kind of -- how would
what you are saying here factor into the conpany's return
on equity?

A Wll, to the extent the anmount of debt in the
capital structure increases in the -- what you consi der

to be a proper target, when you have nore | everage in the
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capital structure, you increase those fixed obligations,
and, therefore, the probability of not neeting those
obl i gations increases.

It's a matter of financial risk. It is a
matter of |everage. The effect of leverage is it tends
to concentrate risk on the equity hol ders because at the
end, it will be the equity hol ders who are responsi bl e.

So as you add anounts of financial |everage,
you increase financial risk. And | think we tal ked about
earlier this norning the two general categories of risk
are business and financial risk.

As financial risk increases, the return
required by investors, equity investors, also wll
I ncr ease.

Q Thank you. Could you now | ocate OCS Cross
Exhibit HL? It's the "AGA Rate & regul atory update.”

A Yes, | have that.

Q First off, what do you understand this
docunent to be?

A It is a docunent put out by the Anerican Gas
Associ ation summarizing rate and regul atory activity by
St at e.

Q And this is only related to gas cases.
Right? Rate cases?

A Correct.
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Q So at the top, there's two boxes. One says,
“"Orders issued,” and one says "Average RCE." \What do you
under stand the nunbers in those boxes to nmean?

A That woul d be the orders issued for natural
gas utilities across the country and the average return
on equity associated with those orders fromJuly 1,

t hrough Sept enber 30, 2019.

Q Wul d you read the first sentence that is
ri ght bel ow those two boxes?

A Yes. It reads, "The average RCE authorized
gas utilities was 9.94 percent in the third quarter of
2019 conpared to 9.69 percent in the second quarter."”

Q And what do you understand that to nean?

A That quarter over quarter, the average
aut hori zed return increased and in the third nost recent
quarter, it was 9.94 percent.

Q Let's go down to the bottom sentence of that
first paragraph, and if you would read that as well?

A The bottom sentence reads, "There were only
ten gas cases that included an RCE determ nation in the
first three quarters of the first 2019, versus 40 in
2018. In the first nine nonths of 2019, the nedian
aut horized ROE for gas utilities was 9.72 percent, versus
9.6 percent in 2018."

Q So if | understand correctly, in 2018, the
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medi an there was 9.6, the first nine nonths was 9.72, and
updat ed t hrough Septenber 30th is now -- or 9.94 was from
July 1st through Septenber 30th?

A Correct.

Q And woul d you characterize that as an upward
trend in ROE, at |east according to the AGA?

A At | east according to the AGA and those data
poi nts, yes.

Q And the 9.94, is that nunmber w thin your
range of reasonable ROEs that you have determned in this
proceedi ng?

A It is. The |Iower bounds of nmy range is 9.9
percent .

Q And are the ROEs recomended by any of the
ot hers who have appeared in this case within the -- are
any of the averages over the 18, 19 or 19 revised through
Septenber 30th, within the ranges reconmended by anybody
el se in this proceedi ng?

A No, they are not.

Q In other words, they are all above those
ranges reconmmended by the others?

A The aut hori zed returns are above the ranges
recommended by others. Correct.

Q Al right. So two other questions. You were

asked about the effective -- you know, when you add
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I ncome taxes after the ROE is determ ned, you were asked
about what that would -- the cunul ative nunber woul d be.

My question for you is: Do we take into
account what the income tax portion will be when we
determne ROE in a case?

A No. The RCE nunber is typically | ooked at on
an aftertax basis.

Q And then finally you were asked about a
Virginia case. | want to make sure |I'mclear, was that a
general rate case?

A It was not.

Q So is it your understanding that this is a
general rate case?

A It is.

Q Ckay. | have no further questions.

A Thank you.

COW SSI ONER LEVAR:  Thank you.
Any recross, M. Jetter?
MR JETTER: | do have a bit of recross.
Thank you.
RECROSS EXAM NATI ON
BY VR JETTER

Q You just testified a nonent ago that, | wll

summari ze here, the Comm ssion should ignore known events

in the relatively near future in relationship to the
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liquid natural gas facility; is that accurate?

A | testified that it's beyond this case. It
I's beyond the materials we reviewed in the context of
this case. Correct.

Q Ckay. But is the timng of that the basis or
is it that you have not reviewed that?

A The large part is the timng, yes.

Q Ckay. And do you expect decarbonization to
happen in the next three years?

A Well, that is the point | made earlier. It
Is along-termissue, and it is unpredictable in both its
effect and timng. | agree wth that point.

Q W shoul d consider that factor but not a very
specific known factor that will occur in about three
years?

A Vell, what | said was if you | ook at what
we' ve seen -- for exanple, in the investnment comunity,
there are concerns related to decarboni zation. Now | was
quite clear the effect and timng are extraordinarily
difficult to quantify.

Q Ckay. But it is your testinony that that
shoul d be consi dered?

A It is ny testinony that the investnent
conmunity has noted that that concern.

Q Ckay. And is it your testinony that the
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I nvestment conmunity would not be interested in
significant risk reduction in three years' tine?

A Again, | wll go back to what we tal ked about
earlier. | don't understand the issue of risk reduction
In the context of that LNG analysis, so | just can't
comment on that.

Q kay. So you are not sure whether it should
be considered or not?

A No. Wiat | said is | don't understand -- |
don't know this testinmony. | don't know that analysis.
| don't know what is nmeant by risk.

Q Ckay. So you don't know whether investors
shoul d consi der this?

A | told you nmy viewon that. | have told you
ny viewis that | understand investors have noted the
ri sk of decarbonization and electrification, and | have
expl ained to you that | don't know this testinony. |
don't know the analysis. | don't know the discussion of
risk or even the definition of risk.

Q Ckay. So that's a little bit different than

a statenent that the Conm ssion shouldn't consider it?

A | can only tell you what | can do.
Q kay. Thank you. | just wanted to clarify
sonet hing that was stated earlier, | think, just in

error. On OCS Cross Exhibit HL, | believe it was stated
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that the 9.94 was a nedian. And is it accurate that
that's an average?

A [f | said "nmedian," | didn't nmean to. It
does say "average" here.

Q Ckay. Thank you. Those are all of ny
foll owup questions. Thank you.

A Thank you.

COW SSI ONER LEVAR: M. Mbore?
RECROSS EXAM NATI ON

BY MR MOORE:
Can | turn your attention to OCS Cross H2?
Yes, sir, |'mthere.
The front page?

Yes.

O >» O > O

There were sone credit strengths posed by
Moody's too, weren't there?

A VWhat was your question?

Q The last highlight heading, "Credit
strengths" --

A Oh, yes, absolutely.

Q -- can you read those into the record?

A Sure. "Stable and predictable cash flow
derived from cash recovering nechani snms on around $1
billion of rate base."

"Cooperative relationships with regulators in
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Ut ah and Wom ng."

“Managenent financial policies are inproving
the capital structure."

And "Ring-fencing |ike provisions help offset
some of the risk of its highly |evered parent."”

| think we tal ked about all four of those
poi nts throughout the norning.

Q Thank you.

MR MOORE: |'mnot sure, Chairman, that |
nmove for adm ssion for OCS Cross H2. | wll nove for
adm ssi on now to doubl e-check that.

COW SSI ONER LEVAR: | also can't renenber,
but if any party objects to that notion, please indicate
to ne.

"' mnot seeing any objection, so the notion
I's granted.

(Hearing Exhibit OCS H2 was

mar ked for identification.)

MR MOORE: That's all | have.

COW SSI ONER LEVAR:  Ckay. Thank you.

Maj or Kirk?

MAJOR KIRK:  No questions, sir.

COW SSI ONER LEVAR: M. Mechanf?

MR. MECHAM Just one qui ck one.

RECROSS EXAM NATI ON
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BY MR MECHAM

Q M. Hevert, weren't the concerns that Mody's
expressed in the -- | guess it's M. Mndenhall's 1.01R
expressed in the context of the conpany relying heavily
on equity, including retained earnings? In other words,
i f they had done -- issued nore |ong-termdebt, wouldn't
that have freed up nore cash for cash flow?

A No, | think it's -- | think it's the
opposite. | think what Mdody's is saying, the conpany
retained cash to build up its equity cushion so that it
could mtigate sonme of the risks associated wth its cash
fl ow

It is that financial nmanagenent policy of
putting additional equity in and creating an additional
equity cushion that hel ped mtigate sone of those risks.
And absent that cushion, the risks would increase.

Q Not hi ng further.

COM SSI ONER LEVAR:  Ckay. Thank you.

M. Russell?

MR RUSSELL: No questions. Thank you.

COW SSI ONER LEVAR:  Anyt hing el se from
Dom ni on Energy?

MR, SABIN. Sorry?

COW SSI ONER LEVAR:  Anyt hing further?

MR SABIN.  Nothing further.
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COW SSI ONER LEVAR: | have one or two
guesti ons.

EXAM NATI ON
BY COW SSI ONER LEVAR

Q When investors are |ooking at utilities, we
have had sone questions about how far into the future
they look. | nmean, does the test year of the rate case
have much inpact on investor outlook on a regul at ed
utility?

A Yes, it can because if you are to | ook at the
resolution of a case -- and | think a good exanple are
sone of the comments by Mdody's. The resolution of a
rate case wll speak to the cash flow that woul d be
expected over -- at |least the near termand going a
little bit into the future.

So that's certainly one el enent, that the
outcone of a rate case will affect cash flows. But
secondly, the resolution of a case, as Myody's says here,
will be a signal to the financial community regarding the
nature of the regulatory environnment, the conpany's
relationship with the Regul atory Conmm ssion, the
stability and predictability of the Comm ssion.

So while | agree many of the nodels are |ong
term the current case, the current test year, resolution

of the current case is inportant.
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Q Regul at ory approval of capital investnents
that aren't going to occur until after the rate case
woul d affect that regulatory environnent, wouldn't they?

A Dependi ng upon the ternms, yes, | agree with
t hat .

Q One or two nore questions. |In your direct,
you cite to the study by the American Gas Associ ati on,
assune Conm ssion through | CF, on decarbonization and
electrification. It was titled "Inplications of
policy-driven residential" --

A Correct.

Q Were the policy-driven issues typical of Uah
that the AGA was studyi ng?

A It is a good question. It is very broad, and
| think I nentioned this nmorning, a |lot of concerns
regarding electrification, at |east based on ny
observation, now are focused on the coast and that is
what we are seeing a lot of discussion. But when we
think about the risks generally to the sector, it's
somet hing investors would have in m nd.

| do think that when we | ook at this type of
risk and, perhaps, this type of uncertainty is the better
term-- and | say "uncertainty" because the inplications
are very difficult to quantify. Wen you say "risk," you

normal |y have sone history, and you can | ook at the
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probability of something happening and you can associ ate
nunbers with it.

But here, we have uncertainty. W don't know
what i s going to happen, when it's going to happen, what
the inplications are going to be.

So | agree with you that the policy
i nplications are not necessarily what they are here in
Ut ah, the circunstances m ght not necessarily be what
they are here in Uah but the broad concern is there.

Q Thank you. That's all | have.
COW SSI ONER LEVAR:  Conmi ssi oner O ark?
COW SSI ONER CLARK:  Thank you.
EXAM NATI ON
BY COWMM SSI ONER CLARK:
Q Back to Virginia for just a second, |
apol ogi ze for taking us there but |'mjust curious. Wat
| think -- at |east what | understand you to have told us
Is that the return on equity that was approved in a
recent order in Virginia does not apply to the rate base
of the utility or at |east not the general rate base. It
m ght be applied -- the Comm ssion mght intend for it to
apply to certain conponents of rate base.

But can you give ne a nore precise

expl anation there as to what it is applying there?

A Yes.
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Q Thank you.

A There are two conponents. The first has to
do with what are referred to as the rate adjustnent
cl auses, RACs, and they have to do with specific discrete
I nvestnments in certain types of assets, generally
generating assets. And it goes back to legislation in
Virginia that was neant to encourage the devel opnent of
In-state generation and the devel opment of renewabl e
resour ces.

So when a conmpany woul d devel op a project and
conmt equity to that project, because it was, in part,
in furtherance of achieving a public policy goal, the
conpany would be eligible for what the |egislature
referred to as an enhanced return. And dependi ng upon
the nature of the asset, whether it's coal -- carbon
captured-type asset, whether it is offshore w nd, whether
it is nuclear, the enhanced return would be from 100 to
200 basis points over the base return.

So that would nmean it would be anywhere from
10.2 to 11.2 percent for those projects, dependi ng upon
their nature. And | would say that that return would be
in place -- not for the I[ife of the project but for, in
sone cases, the first 10 or 15 years.

And I"'msorry, | mentioned there were two

pi eces. The second piece was -- | should have thought
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about this. The second piece was for what they refer to
as the triannual earnings test. So the evolving

legislation in Virginia neans that in 2021 for Virginia

El ectrical Power Conpany, they will -- the Conm ssion
w il review the conpany's earnings relative to the 9.2
percent plus 70 basis points, so roughly -- so 9.9

per cent .

The Conmi ssion, in that first triannual
review -- easy for nme to say, triannual review in 2021
wi Il not be able to increase the conpany's rates and can
only decrease the conpany's rates by $50 million.

Q So this enhanced return is applied to policy
preferred or preferenced assets. The 9.2 percent, is it
irrelevant with respect to the rest of the rate base of
the Virginia utility that we're tal king about, or is it
applied to the rest of the rate base?

A It is not applied to the rest of the rate
base. The conpany's current rates are in effect the
general generation distribution rate base, not including
t hose special projects, wll go on earning their existing
return.

The only tinme those assets will be subject to
a test, under this nost recent return, will be in 2021 in
the triannual review, if the return is beyond that 70

basi s poi nt debt bend.
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Q kay. Thank you. Now with regard to -- and
|"mreally asking about the LNG facility, but |'m going
to put inthis in sort of a hypothetical termso | can
understand -- or present it to you in a way that | think
you can fairly consider it wthout being famliar with
the case itself.

A kay. | appreciate that.

Q But just assunme that a significant asset, by
that, | nmean, say, costing in excess of $100 million, is
t he subject of an application that cones to the
Conm ssi on under a statute which allows the conpany to
seek advanced approval for investing in the asset and
whi ch presunes a | evel of cost recovery, that is whatever
t he proposed cost is in the application proceeding, if
It's approved, and assune that it is approved and so
there's this approval of a yet-to-be-constructed asset
wi th sonme assurance of cost recovery that cones via this
statutory structure --

A Yes.

Q -- is that approval going to -- how is that
approval going to be assessed in Mody's view of the
degree of reqgulatory support and the jurisdiction?

A And wi t hout speaking for Mody's but just
based on ny experience dealing with thenf?

Q Ri ght.
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A VWhat | would say is that if there was a
project that had received pre-approval, | think fromthe
rating agency's perspective, they will |ook at
pre-approval, the possibility of sone disallowance at
some point, but if the project is in line with what it
sees el sewhere, if the project is the type of project
that would normally go into rate base as it would in
other utilities, | think Mody's would | ook at that, as
we' ve tal ked about here earlier today, as a supportive
arrangenent .

One of the issues we sonetinmes see is while
some legislation -- while sonme programs will speak to
pre-approval, in the final analysis, there's always sone
el ement of post hoc review, which m ght open the conpany
up to sone |evel of disallowance but, typically, for
prudence reasons.

But | think, generally speaking, that type of
| egi sl ation, that type of structure would be sonething
that would be -- would be supportive, nuch Iike we see
with infrastructure trackers in sone cases. Forward
| ooking test years in sone cases, nultiyear rate plans.

Q And so sophisticated investors would have the
sanme view, would you expect?

A I think so.

Q Thank you. Those are all ny questions.
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Thank you.
COW SSI ONER LEVAR: M. Wite?
EXAM NATI ON
BY COWM SSI ONER WHI TE
Q Good afternoon.

A Good afternoon.
Q | just want to go back to a |ine of
questioning prior to lunch. | just want to test ny

under st andi ng, which wasn't that great, of what you were
saying with respect to the concept of risk supportive
versus risk reducing and I think in the context of

regul atory nmechani sns, so | want to nmake sure

understand that, how that affects it. | nean, you deal
with it in Uah. You are probably aware that we have a

nunber of those types of nechanisns --

A Ri ght.

Q -- so hel p nme under st and.

A Sure. So | think the conversation had to do
wth the distinction between -- and |I'Il back up. This

Is fromthe perspective of the rating agencies, had to do
with the distinction between sonething that is credit
supportive versus sonething that is credit enhancing.

A credit supportive nmechani smwoul d be
something that is put in place that would mtigate the

downward effect that otherw se would occur but for that
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structure. So one exanple that | sonetimes use, and it
doesn't have -- it doesn't cone into play here but |
think it is easily understandable, is conpany with a bad
debt rider.

If a conpany has a | arge bad debt expense and
then they have a nechanismin place to help recover that
expense on a nore tinely basis, that is credit
supportive. What it does is support the credit, the
conpany's credit profile, because absent the nechanism
its profile would be dimnished. It does not inprove the
conpany's credit profile beyond what it otherw se woul d
have been. So that is the distinction we try to draw.

Q Is it safe to say that the current nechani sm
in place supports the status quo of the outl ook of the
conpany's risk profile?

A Yes, | think when we read Mody's, the
| anguage speaks to the supportiveness of the regul atory
envi ronnent, which is good.

Q The question | had -- | know you have had a
| ot nmore than you were anticipating on electrification
but it is a pretty fascinating issue right now.

O her than the investor outl ook, kind of
these general -- ny sense is that it is nore of a
general, kind of, sense of, you know, sussing the future.

Are you aware of any jurisdictions, court or

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 159

state jurisdictions, that actually applied this concept
with respect to a risk profile that flowed through an
equity, you know, order?

A Not yet. | knowit's an issue that has cone
up. It's come up in an unfortunate way in Massachusetts,
for exanple, because what began thinking about the issue
I n Massachusetts was the incident in the Merrimack
Val | ey, where there was a high pressure systemt hat
destroyed, you know, many honmes. And at that point, the
ri sk associated with gas were starting to be considered
and electrification was starting to be thought about.

But it is too early yet. It is not sonething
that anyone has put a nunber on. It's a concept that
peopl e have tal ked about, but it is just too soon to cone
to a definitive conclusion.

Q And maybe related to that, and | apol ogi ze if
this is a legal question and maybe | should know this
already but I"'mjust trying to figure out, | get the
concept of how, you know, the investnent conmunity | ooks
at, you know, kind of long-termratings and things |ike
t hat .

But, you know, I'mtrying the figure out the
sand bl ocks that we should be playing -- in other words,
when we shoul d be applying risk elenents to what period

of tine.
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And | think we kind of danced around this
wi th LNG and maybe t he decarboni zation efforts, but is
that the -- in this case, what should we be |ooking at in
terns of what is currently in play that we should be
applying to this case?

And, again, | recognize that may lead into
| egal theories, but --

A That's okay. | think in this case, we
have -- it's fairly clear with the conpani es we see
downgrade and with Mody's concerns about the conpany's
credit profile, I don't think we have to | ook that far
into the future because this just recently happened wth
t he conpany.

So in this proceeding, | think we just don't
have to |l ook very far into the future. W've seen what
happened, and | don't think we have to think too far into
the future to realize that it's inportant to maintain the
conpany's credit profile. And the equity ratio, the
return on equity are two things that are very inportant,
not only in supporting the conpany's cash flow but also
in signaling to the investnment community the support of
t he Conmmi ssi on.

Soinny viewin this case, we have a pretty
defined view, and we can | ook right to what has happened

and what |ikely would happen absent the supportive
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out cone.

Q Let ne circle back to this. So if | hear you
correctly, it sounds |like the general tinme paraneters or
outl ook of the investnment community and how they perceive
risk and cash flow, etc., don't necessarily sync up to,
for exanple, a test year or a rate effective year. It
I's, again, these two concepts sonetines conflate and can
potentially bleed over into each other but they are
counter reactive?

A Well, it's an interesting question. The
outcone of a current rate proceeding, of course, is very
I nportant because it wll affect the near-term cash
flows, sinply because of the tine val ue of noney
near-termcash flows are nore valuable, so it will be of
nor e i nportance.

But here, because we have a situation where
t he conpany's been, again, downgraded -- and to ne,
equally inportant is the conmentary about the conpany's
financial strength relative to its peers.

The resolution of this case, | think, will go
some ways to speaking to the financial comunity about
the conpany's financial profile going forward. Yes, sone
nodel s ook forward in tine, but here, the resol ution of
the case will give a strong signal to investors as to

what they m ght expect | ooking forward.
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Q Thank you. That's all the questions | have.
Thanks.
A Thank you.

COW SSI ONER LEVAR:  Thank you for your
testinony today.

THE W TNESS: Thank you, sir.

COM SSI ONER LEVAR:  And we are ready for
your next w tness.

MR. SABIN. W are going to we have an expert
testify next, who needs to | eave today on a flight
tonight. And so we're going to take M. Al an Fel sent hal
as our next w tness.

COW SSI ONER LEVAR:  Good afternoon.

DI RECT EXAM NATI ON
ALAN FELSENTHAL,
called as a witness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MR SABI N
Q M. Felsenthal, good afternoon.
A Good afternoon.
Q Woul d you pl ease state your full nane for the
record?
A My nane is Alan Felsenthal, F, as in Frank,
E-L S, like Sam E-N-T-H A-L.

Q M. Felsenthal, would you pl ease introduce
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yourself to the Conm ssion, providing a brief sketch of
your background and work experience?

A Ckay. |'ma nmanaging director at
Pri cewat er houseCoopers.

COW SSI ONER LEVAR:  |' m not sure your
m cr ophone is on.

THE WTNESS: |'m a nmanagi ng director at
Pri cewat er houseCoopers, and |'m presenting testinony on
behal f of Dom ni on Energy Utah, supporting the conpany's
rat emaki ng position on pension costs and rel ated
conmponents.
BY MR SABI N

Q M. Felsenthal, you submtted in this
proceedi ng sonme rebuttal testinony; is that correct?

A Yes.

Q | have that marked as DEU Exhibit 6.0R, with
Exhibits 6.01R through 6.03R; is that accurate?

A Yes.

Q Do you have any corrections to your
testi nony?

A Vell, | have one. It's on page 7, line 177,
there's a nunber there that says 8.18 mllion. The
correct nunber needs to be 5.16 mllion. And that's it.

Q Wth that correction, M. Felsenthal, do you

adopt the rebuttal testinony and the exhibits you have
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submtted in this proceeding as your testinony for this
proceedi ng?

A | do.

Q Have you prepared a summary of your rebuttal
testinony you provided in this case?

A | have.

Q Wul d you pl ease go ahead and provide that to
t he Comm ssion --

MR SABIN. Before we do that, | nove to
admt exhibits DEU 6. 0R, 6.01R through 6.03R into the
record.

COMM SSI ONER LEVAR: | f anyone objects to
that notion, please indicate to ne.

"' mnot seeing any objection, so the notion
I s granted.

(Hearing Exhibit DEU 6.01R, plus Attachments

Were marked for identification.)
BY MR SABI N

Q M. Felsenthal, go ahead and provi de your
sunmary now.

A Ckay. Thank you. Let me start off by saying
| have had an over 40-year career, primarily at Arthur
Andersen and PWC, and | have been focused during that
career on audits of regulated utilities, as well as

provi ding consulting, rate case advisory support and
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training, various semnars, on utility accounting, incone
tax and regul atory issues.

Over the course of ny career, | presented
testinony in ten regulatory jurisdictions and at FERC
In its rate case application, the conpany has renoved al
pensi on-rel ated conponents, which are the prepaid pension
costs, a prepaid pension asset of 112.5 mllion; the
rel ated accunul ated deferred incone tax, 27.8 mllion;
and pensi on expenses, which in this case is a pension
credit of 5.5 mllion fromthe revenue requirenent
det erm nati on.

The conpany went to Stephenson, supported
this position on the basis that Dom nion Energy Utah did
not contribute to the pension trust in 2017 and 2018 and
does not antici pate nmaki ng cash contributions to the
pension trust during the test period. Both OCS and UAE
di sagreed with the conpany's treatnent of pension
expenses and recommended an asymmetrical ratemaking
treatnment by including the negative pension expense in
revenue requirenents, while excluding the other
conponents, the prepaid pension asset fromrate base and
the ADIT.

That is the asset, the prepaid pension asset,
that is responsible for the pension credit, denying any

return associated with this amount. |'mnot going to
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pretend that pension accounting is easy. It's a conplex
I ssue, but it is inportant to understand the interplay
bet ween pension cost and credits and the prepaid pension
asset to conclude why these conponents nust be treated
consistently and symetrically.

My understanding is that this is an issue of
first inpression for the Uah Comm ssion. Historically,
t he conpany has always incurred a pension expense and has
al ways made cash contributions to the pension trust for
the benefit of its enpl oyees, both current enployees and
retirees.

Now t he conmpany has a pension trust that is
fully funded and, accordingly, no contributions are
required. The inequitable result, stemmng fromthe
proposed ratemaki ng position advocated by OCS and UAE,
provi di ng custonmers the benefit of the | ower pension
expense, in this case negative, w thout conpensating
i nvestors the source of the prepaid pension asset. It is
| oweri ng pension costs.

The existence of a pension credit does not
reduce funds to | ower the conmpany's overall revenue
requirenent. It is a journal entry. Earnings on the
assets in DEU s pension fund can only be used to neet
DEU s pension service obligations. In other words, DEU

does not have discretionary use of such earnings which
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contribute to a reduction in or sonmetines, like in this
case, a negative pension cost.

So what's inportant is to understand there
are two concepts: Cenerally Accepted Accounting
Principles, GAAP, pension expense, recognizes the cost of
enpl oyees' retirenment benefits over the enpl oyees
service period. It has several conponents that are
determ ned on an actuarial basis. However, contributions
are made to a pension trust to conply with ERI SA and | RS
requi rements in order to ensure that the funds are
avail able to neet the retirenment obligations.

These two concepts are different. A prepaid
pensi on asset is the difference between contributions to
the pension trust in excess of the cunul ative GAAP
pensi on expense. The key conponents to determ ne the
GAAP pensi on expense are service cost, which is the
actuarial present value of the benefits for enployees for
a given year, and because present values are used, the
second conponent of pension expense is the interest cost.

Conceptual Iy, service cost and interest cost
are generally i ndependent of how or even if the plan is
funded by the enpl oyer.

The third conponent of pension expense is the
expected gain or loss on the plan's investnents in a

given year. To the extent that that asset exists in a
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pension trust, applying an expected return on such assets
reduces pension costs. This is inportant. The prepaid
pensi on asset reduces pension costs.

As |'ve explained, the prepaid pension asset
I's the anmount of contributions to the pension trust in
excess of cunul ative pension expense. Because pension
expense is included in determ nation of revenue
requi renents, the source of the prepaid pension asset is
i nvestors should earn a return.

In this manner, custoners benefited froma
reduced pension cost, occasioned by the existence of the
prepai d pension asset, and the investors are conpensated
for this provided benefit by receiving a return on
contributions to the pension trust above the |evel of
pensi on expense.

So these are the pension factors that need to
be dealt with in the context of ratemaking and the
revenue requirenent, prepaid pension assets, pension
costs, and the related accunul ated deferred i ncome taxes.
These tax factors are interrel ated.

The conpany's excl usive -- has excluded all
of these conmponents in their filing because they are not
currently or expected to nmake further contributions to
the pension trust. This approach foll ows FERC precedent

and is symmetrical and that all conponents are
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el i m nat ed.

Thi s approach is also consistent with the
position taken by other affiliates of Dom nion when the
pension trust is fully funded. Hope Gas in West
Virginia, East Ghio Gas in Ohio, and nore recently, FERC
ruled in and affirned this ratenaking treatnent to
elimnate all pension conponents, including the exclusion
of a pension credit froma revenue requirenent
cal culation in a Dom nion Energy transm ssion tax reform
proceedi ng.

The approach advocated by OCS and UAE
provi des custoners the benefit of the | ower pension
expense, in this case negative. Wthout conpensating
i nvestors, the source of the prepaid pension asset gets
| ower in pension expense.

An alternative but symmetrical approach,
which | talk about in ny testinony, could be to include
all elements in the cost of service. And in the fair and
equi tabl e and symmetrical approach, revenue requirenents
woul d i nclude all conponents, the pension credit and a
return on the investor-supplied prepaid pension asset,
whi ch produced the reduction of pension costs. This
approach produces a simlar result to that reconmended by
the conpany in its filing.

The bottomline is that for ratemaking
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pur poses, all pension factors should be treated
symmetrically. So what |'ve done in ny testinony is |'ve
said is to be symmetrical, you can exclude all these
conponents or include themall, in both cases, you get
close to the sane answer.

The conpany has advocated for the exclusion
of everything. They relied on FERC precedent for that.
An alternative approach is to include everything, which
gets you to a very simlar answer.

Thank you.

Q Thank you, M. Fel senthal.

MR SABIN. M. Felsenthal is available for
Cross-exam nati on.

COW SSI ONER LEVAR:  Thank you.

M. Jetter?

MR. JETTER | have no questions, M. Chair.
Thank you.

MR MOORE: Excuse nme, can we have a nonent?

COW SSI ONER LEVAR: Do you want us to go off
the record for a mnute or is it just a quick nonment?
Shoul d we go on to one of the other parties?

MR SNARR: Go on to the others.

COM SSI ONER LEVAR:  Mpj or Kirk, any
questi ons?

MAJOR KI RK:  No questions.
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COW SSI ONER LEVAR: M. Mechanf?
MR. MECHAM No questi ons.
COWM SSI ONER LEVAR: M. Russel | ?
MR. RUSSELL: Yes, | do. Thank you,
M. Chairnman.
CROSS- EXAM NATI ON
BY MR RUSSELL:

Q M. Felsenthal, | would Iike you to turn to
page 9 of your testinony, please, starting at |ine 230.

A Ckay.

Q In that section, you include a discussion of
pensi on expense and how it's treated under GAAP, sone of
whi ch you summarized in your opening here. And | wanted
to ask you a couple of questions about Financial
Accounting Standards Board Opinion 87, or FAS 87, which
you al so discuss in your testinony.

Maybe 1'I| start out by asking you to explain
what that is, just to lay the ground work here.

A OCkay. As | said, we will call it FAS 87, is
t he pronouncenent issued by the FASB to cover the
accounting for pension cost. It was issued in 1987. It
| ays out the factors to include when measuring pension
expense for the period.

As | said in nmy testinony, the first

conponent is the service cost. That's the actual present
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val ue of the benefits for enployees for a given year.
Since present values are used, the second conponent is
the interest cost. As tinme grows closer to when the
benefits recognize fromthe past will be paid, the
present value increases. This increase of the obligation
I's nmeasured as interest cost. Conceptually, service cost
and interest cost are generally independent of how or
even if the plan is funded by the enpl oyer.

The third conponent of pension expense is the
expected gain or loss on plan's investnent in a given
year. To the extent that assets exist in a pension
trust, apply an expected return on such asset reduces
pension cost. And since it is an expected return, the
di fference between the actual gain or |oss on
I nvestments, the expected return is referred to as
actuarial gain or loss. And FAS 787 allows this gain or
| oss to be deferred into future periods in order to
reduce the volatility of the pension expense.

The net effect of this deferral is to include
t he expected return on investnments and the pension
expense for the given year, and the remaini ng conponents
of pension expense are, essentially, the recognition
t hrough anortization of the deferral of actuarial gains
and | osses that occurred in the past, such as plan

amendnents or other changes in the pension benefit.
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FAS 87 allows these retroactive benefits to
be deferred and anortized over the remaining service
life. Taking collectively, these conponent conprise the
pensi on cost for a given year.

Q Thank you. | want to direct your attention
toline -- to the discussion starting on |ine 257 of your
testi nony.

The question there is: Wen does the pension
accrual stop? And your testinobny states, "Once the
enpl oyee retires, his or her expense accrual stops and
pensi on paynments begin. Over tinme, pension expense,
whi ch considers investnent returns on pension assets
reduci ng such expense, wll equal the pension benefits
paid to retirees, |ess expenses of the plan, if any."”

And | wanted to focus our attention on this
second sentence, "Over tinme." Now FAS 87 -- under FAS
87, expense is based on an accrual and not a cash basis.
Ri ght ?

A Correct.

Q And the anount of pension costs recorded is
generally different than the actual anmount of annual
contribution nmade; is that correct?

A Yes, they are done on two different basis.

Q Ri ght.

A There is GAAP that covers the pension
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expense, the incone statenent anount, and the
contributions are based on the governnent rules for
fundi ng your pension plans.

Q Now over the life of the plan, however, tota
contributions are expected to equal the total FAS 87
expense. Right?

A Yes.

Q Ckay. Now you acknow edge, | think, in your
testinony, that current rates, in effect, include pension
expense as part of revenue requirenments. Right?

A The current rates --

Q Rates that are applied today, right now.

A In the conpany's |l ast rate case, there was a
test year pension expense.

Q And the pension asset was not included in
rate base in that |ast test -- excuse ne, that last rate
case. Correct?

A That is ny understandi ng.

Q Ckay. And do you know whet her pension asset
has ever been included in rate base in U ah?

A Interestingly, and we said this in response

to a data request, the conmpany had a pension asset

included in Uah, in -- let me get the right year. It's
Dat a Request 11. 04.
Q Whose - -
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A Kel |y Mendenhall. Want ne to read fromit?
Q Vell, can you tell ne who asked the data
request, so you and | are on the sane page? And you have
sonething in front of you --
MR SABIN. He is looking for the title at
the top of the page. Is it QOCS --
THE WTNESS: OCS Data Request No. 11.04.
BY MR RUSSELL:
Q Ckay. Is that in the testinony so he and |
can both ook at it?
MR SABIN No, | don't think it's in his
testinmony. | think it's a --
THE WTNESS: It's a data request response.
MR. RUSSELL: 1It's not an exhibit? Ckay.
MR SNARR: It is an exhibit that is part of
Ms. Ramas' testinony, if you want to | ook there.
COW SSI ONER LEVAR:  kay.
MR SABIN. 2.07, | think, Phil.
BY MR RUSSELL:
Q If you can give ne just a second,
M. Fel senthal .
COW SSI ONER LEVAR: It is connected to
Ramas' direct or surrebuttal, do you know?
MR SNARR  Surrebuttal.
BY MR RUSSELL:
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Q And, again, the nunber was OCS 11 what ?
04.

>

Q Thank you, |'mthere.

COW SSI ONER LEVAR: M. Snarr, could you
rem nd ne again what the exhibit nunber is connected to
the surrebuttal testinony.

MR, RUSSELL: It is OCS 2.7S, and if you have
it up electronically, it is page 20 of 26 of that PDF.

COW SSI ONER WHI TE:  Thank you.

COW SSI ONER LEVAR:  Ckay. M. Fel senthal,

I f you can go ahead and answer. Thanks for giving us a
monent .

THE WTNESS: Wat is the question? Can you
repeat the question?
BY MR RUSSELL:

Q | think the question that | asked you --

A The question was, have they ever included --

Q Yes, if you are aware if they've ever
I ncl uded the pension asset in --

A The response to the data request says, "The
conpany can confirmthat the pension asset was included
in the 1999, 1995 and 1993 general rate cases as part of
the 165 account, which is prepaid expenses.

"Fol | owi ng the 1999 case, the conpany changed

the account from 165 to a payable to affiliates account.
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Fol |l owi ng the 1999 case, the account related to the
pensi on changed and it is unclear why the conpany
excl uded the bal ance fromrate base.

"Fol |l owi ng the nerger, Dom ni on Energy noted
the positive pension bal ance should include a separate
asset account, and the conpany has included that account
inits base period rate base consistent with the 1999
treatnment."

Q Do you understand that | ast sentence, when it
says, under the positive pension balance, is that talking
about the pension expense or the pension asset?

A | don't know.

Q Ckay. | don't either. So at least fromthe
| ooks of this response to a data request, the pension
asset has not been included in rates, at least in the
| ast 20 years; is that right?

A Not recently. Yes.

Q kay. But it seens that pension expense has
been included, at |east, through the last two litigated

rate cases; is that right?

A Yes, there's an -- | think they provided a
response -- or in response to a data request, they
subm tted how nuch pension -- or which rate proceeding

and what the pension expense anount included in rates

was.
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| can add just one thing, that this prepaid
pensi on asset, prior to, like, md-2000s, the pension
asset was a small anount because for the nost part, the
expense and the contributions were not that far off.
What happened then in 2006, the governnment put in what

they called the "Pension Protection Act," which increased
t he amount of contributions that the conpanies had to
include in order to protect or nmake sure there was
enough -- that there was nore on hand to fund the pension
cost when they becane due.

So if you look at the contributions, and
there's a schedul e that has been provided and |
believe -- I'll find it. The response to Data Request
11. 05 shows that the contribution anmounts have gone from
a couple mllion of dollars a year from let's say, 1998
until nore recently, it's starting -- in 2006, it's 12
mllion, 10 mllion, 8 mllion. So the nunbers went up
consi derably because of this Pension Protection Act which
required nore contributions.

Q And in those years that you're referring to,
where the pension contributions went up, that's also
during the tinme that pension expense was included in
revenue requirenment during these rate cases that we are
tal king about. Right?

A Well, again, this is in Ms. Ranmas’
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surrebuttal. 1In the 19- -- depending on where | want to
go, in the 2008 base year, with a 2010 rate case, there
was 5.9 mllion of pension expense in rates. In the 2012
base year, 2014 test year rate case, there was -- at the
time we thought it was 8.18, but it has been revised. It
iIs 5.6 mllion of pension expenses been in rates.

So there has been, and those rate cases,
those are requests to recover pension expense.

Q And that request was granted. Correct?

A The request -- in the test year, that anount
was part of the price that customers were asked to pay in
revenue requirenent based on that rate case.

Q kay. And as we said earlier, the pension
expense over the life of the pension asset shoul d equal
t he pension benefits paid to retirees. Right?

A Over the life.

Q Yes. And if ratepayers are only asked to pay
pensi on expense when pension expense is positive, doesn't
that nmean the ratepayers wll overpay pension expense
over the Iife of the pension asset?

A See, | disagree with the concept that you're
stating. Ratepayers pay for service.

The services -- the anount, the price they
pay i s based on a test year estinmate of costs, but as

soon as that test year is over, the costs -- what the
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ratepayer is paying in rate -- | won't say no
rel ationship, but there is very little relationship
bet ween the anobunt the custoner pays after the test year

versus the cost the conpany is incurring.

So | don't think | would argue -- | would not
argue that the custonmers paid -- they pay for service.
They don't pay for individual costs. | don't know if you
can go to a custoner's bill and say, "Well, here is your

$100 bill for service this nonth, of which $6.25 is
rei nbursenent of pension expense and $6.50 is
rei nbursenent of payroll expense."

In a general rate case, where there is no
tracking and true -- tracking or true-up, once rates are
set, that determ nes the price but is not necessarily
based on specific costs.

Q And, in fact, you nentioned earlier that the
conpany has not nade a pension contribution since 2017.
Correct?

A Correct.

Q And yet, the rates that have been in effect
since that tine have included -- | think you nentioned
$5.6 mllion of pension expense in the revenue
requi renent. Correct?

A "Il say it again. 5.6 mllion was the

pensi on cost included in the conpany's test year, inits
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2014 test year, inits |last rate case.

Q So "yes" was the answer; is that right?

A What was your question? The question was, in
the |l ast rate case, pension expense was one of the costs
included in the determ nation of revenue requirenments, it
was $5.612 million and that is all | know.

| can't say whether, and | wouldn't say,
whet her in years after 2014, that the conpany is -- that
t hat anmount has been used to handle to pay the pension
expense that has been incurred for those years
afterwards, whether positive or negative.

Q Let's talk for a nonment about the pension
asset. There are, as you nentioned earlier, required
m ni mum contributions to a pension fund. Right?

A Correct.

Q And utilities have sonme discretion within
limts, of course, in nmaking pension contributions above
those required m ni num anounts; is that right?

A Yes.

Q And do you believe that a prepaid pension
asset should be included in rate base?

A Yes, definitely.

Q kay. So how shoul d the Conm ssion determ ne
whet her excess contri butions, those above the required

m ni mum whet her excess contributions to the pension plan
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are prudent, given the latitude that utility managenent
has with respect to the anmpbunt of contributions and the
timng?

A Vell, I won't speak for the conpany. The
conpany can probably do it better thenselves. But ny
understanding is they have a pension commttee. They
deci de, based on a nunber of factors, how to fund the
pensi on plan. They want to ensure that there's enough in
the plan, in the trust, to be able to pay the benefits
when t hey became due.

And what | say in ny testinony, the anount
that the conpany pays cones frominvestors. | think the
I nvestors -- as a result, the anmount that is in the
pension trust, in the prepaid pension asset, reduces
pensi on expense to the benefit of ratepayers. And what
|"msaying is, to the extent that the custoners are
getting a benefit of |ower pension expense, brought about
by contributions by the investors, they are entitled,
they should get a return on it.

Q My question was not about how t he conpany
goes about determ ning how to exercise its discretion to
make pension contributions above the required m ni mum
My question was how t he Conm ssion woul d determ ne
whet her that decision was prudent.

A Li ke I say, the Comm ssion would have to put
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its own judgnent, | would guess, over that of the conpany
in determning what's -- the conpany neeting with its

actuaries, professional advisors, understanding of the
mar ket , understandi ng of returns, understandi ng of
pensi on benefit paynents, what kind of risk they want to
take, | think all those factors lead into how nuch -- how
much the contribution can be for a given year.

[f you think about it, and I wll just use an
exanple, if today we knew that the ultimte benefits the
conpany' s enpl oyees woul d need once they retire was $3
mllion and you could put in $1 mllion today or $2
mllion or sonme anount which will, with earnings, accrete
or produce incone to get you that $3 mllion. You could
fund the $3 mllion benefit paynents by only putting in 2
mllion or 1 mllion or whatever it is. So | think that
Is one of the factors that goes in there. The nore they
can put in, the greater it will grow unless sonething
terrible happens |i ke 2008, where the nmarket just
craters.

But | think that is another factor that needs
to be considered when they are determ ning how nmuch to
fund. What is the tolerance for declines in the market?
But over the long run, the factors that the conpany
considers is: How nuch can we put in that will grow so

there wll be enough in there to pay the benefit
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paynents.

Q In that scenario that you just described with
t he conpany exercising its discretion to put in noney, if
the prepaid pension asset is included in rate base, what
stops it frombecom ng sort of a fund where the utility
can park investnent dollars that will earn its weighted
average cost of capital in a rate case wthout having to
justify the investnent as used in useful as it would have
if it were investing it in plants to provide service to
Its custoners?

A No, that's a fair question. The part
that -- you're | ooking at one side of the equation.
However much they put in the prepaid pension asset,
however it grows to, whatever length it grows to, the
earnings on it reduce pension expense.

And in ny -- what | calculated -- or pension
costs. \What | calculated in the conpany's case is the
prepai d pension asset which will earn at Dom nion's
expected return of 8.75 percent. That produces
what -- that produces a | ower pension expense of around
$10 million. [If you then turn around and allow a return
on that prepaid pension asset, it is less than or very
close to the $10 mllion.

So | would think that the way you woul d

determne that this is a bad deal for the ratepayers,
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that that's -- | guess that's possible, is if the net-net
is harnful for the custoners.

But right now, it is a benefit for the
custoners, having this prepaid pension asset which
reduces pensi on expense.

Q You nentioned in your opening sunmary t hat

pensi on expense is -- | think you called it "a journal
entry.” It doesn't really effect revenue requirenent.
|s that an accurate -- it's been a few m nutes anyway.

A No, it's a journal entry. Pension expense is

a journal entry, but the debit part of it, if it is an
expense, that should enter into revenue requirenents.
Ei ther way, normally, in many jurisdictions, as |long as
conpani es are continuing to make contri butions, accrual
basi s of accounting works, you get the pension expense or
credit in revenue requirenents, but at the sane tine, |
bel i eve, you ought to include in rate base the pension
asset which is giving rise to that | ower pension expense.

Q This will be ny final question, perhaps, but
isn't it asymetrical to include pension expense only
when the expense is positive but never when it is a
credit?

A VWhat | have said here is the conpany's
included a credit, a pension credit, and it's only

Including the credit which | characterize as asynmmetri cal
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because you've only included the credit in revenue
requi renents, the |owering of pension expense, w thout
i ncludi ng the asset com ng from sharehol ders that gave
rise to that pension -- that reduced pension expense,
which, in this case, is reduced | ower than zero.

But what | said is the reason | -- | have
read the FERC decisions, and they're -- FERC has had a
concept that when there are no contributions, you stop
maki ng contri butions, potentially, because the plan is
fully funded or sonebody believes there is enough in
there to pay the benefits, that you stop recordi ng any
pensi on expense for ratenmaki ng purposes.

You still are a pension expense for GAAP and
it would be negative. You would still have that. But
for ratenmaki ng purposes, they would say, "No, you don't
have any contributions. No pension expense, no pension
credit, no pension anything."

So FERC is -- and what the conpany has done
by taking everything out, is symetrical. They are
taking all the points out. Wat | propose -- ny
alternative approach is to put everything in. Put it in
t he pension expense, whether positive or negative, but
also factor in to rate base, let themearn on the pension
asset contributed by investors that's producing that

negati ve expense or that |ower expense.
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VWhat is not symmetrical is to just
i nclude -- just pick out and say, "Well, | will take that
negative pension expense, | like that. W wll reduce
revenue requirenents for it and not consider any of the
pensi on asset."

And when | said "journal entry," what | neant
is this, and this is an exanple. | will nmake a sinple
exanple. Let's just assune that the conpany has filed a
rate case and they have two costs: They have payroll of
$10 million and they have a negative pension expense of 2
mllion.

So they file the rate case. They receive a
revenue requirenment of $8 mllion, the 10 mnus the 2.
They collect 8 mllion fromcustonmers but they have 10
mllion in payroll expense. How are they going to pay
the 10 mllion in payroll expense? Answer, they need 2
mllion extra dollars. Fromwhonf? |[t's not going to
cone fromthe ratepayers. This was just a journal entry
reduci ng the rates.

The way I'mgoing to get the extra $2 million
to pay the payroll is to get that frominvestors. There
is only three sources of funds: the ratepayers,
custoners, the investors or the governnent, and the
governnent is not hel ping, no disrespect. But in this

case, it is just those two
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So that's why -- negative pension expense or
reduced pension expense -- it doesn't have to be

negative, a reduced pension expense, which

woul d -- which, again, it's a journal. That reduction
has to cone -- the reduced pension expense which doesn't
turn in -- which reduces revenue requirenments, has to
come -- has to be nade up sonewhere el se and that has to

conme frominvestors.

Q What do you call asymmetrical, including a
pensi on expense but not including the pension asset? Do
you agree that that's exactly what has been done in the
| ast, at least, two litigated rate cases in the state?

A It looks like there was no -- the pension
expense was included. There was no offset for the
prepai d pension asset.

Q kay. Thank you. That's all | have.

COM SSI ONER LEVAR: Ckay. Wiy don't we take
aten-mnute break and we wll go to the Ofice for
cross-examnation. So we wll come back at, let's say,
2:50.

(Wher eupon, a break was taken.)

COM SSI ONER LEVAR:  Ckay. W are back on
the record, and we will go to the Ofice of Consuner
Services for any cross-exam nation of M. Fel senthal.

CROSS- EXAM NATI ON
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BY MR MOORE:

Q Hell o, M. Felsenthal. Sorry | butchered
your nare.

A Happens all the tine.

Q Just sonme housekeeping matters first. You
have access -- I'msorry, | don't have the exhibits here.

These |ines of question deal with your recent
changes through the pension expense, so I'mjust going to
wonder, in your packet, do you have the Dom ni on Energy
response to OCS Data Request No. 11.127

A I think so, yes.

MR. SABIN. Hang on, | have to find that.

Robert, what was that nunber again?

MR MOORE: It was 11.12.

COW SSI ONER LEVAR:  Is that an exhibit that
we woul d have too or --

MR MOORE: No. This is just relating to his
change in his testinony today, so | wasn't able to
prepare it today.

COW SSI ONER LEVAR:  Ckay.

MR. SABIN. Sorry, Robert, what did you just
say?

MR. MOORE: These questions relate just to
the change in his testinony.

MR SABI N: | see.
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MR. MOORE: That just occurred, | wasn't able
to prepare an exhibit.

MR SABIN. Al right.
BY MR MOORE:

Q This data request refers specifically to the
line in your testinony that you changed; is that correct?

A Yes.

Q Do you know why -- and you'll see in the
answer that $8.1 mllion figure was responded -- the
response contained the $8.18 million that you had in your
testi nony, that has been changed. Correct?

A Correct.

Q Do you know why this data response wasn't
corrected?

A I think what you are asking is when
adjusted it, | started with 8.18 and | reduced it be
2.468, not the 3.805. Right?

Q Al right.

A And the reason is, the 3.805 clearly states
It was made to pension and OPEC expense. So it conbined
pensi ons and ot her post-enpl oynent benefits, and the
pensi on only piece, | have been told, is the 2.468.

Q When di d you discover this m stake?

A Thi s week.

MR SABIN Robert, I will note for the
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record, the answer actually includes the statenent about
the reduction, that you need to reduce the 1.8, stated in
t he sentence bel ow the one you were referring to. So it
doesn't need to be corrected. It has the reduction in
t he next sentence.

MR MOORE: | see, thank you.
BY MR MOORE:

Q Ckay. W are going to switch gears here.
|''mgoing to hand you -- we are going to hand you a copy
of OCS Cross Exhibit F1.

(Exhi bit was handed out.)

BY MR MOORE:

Q Il will represent to you that this is the
testi nony of Thomas P. Wohlfarth -- | mght have
m spronounced his name, so | will spell it for the court

reporter, WO HL-F-A-RT-H-- who is the senior vice
presi dent of regulatory affairs of Dom ni on Resources.
M. Whlfarth gave this testinony under oath
at the hearing to approve the Settl enent Docket
16- 057-01, a settlenent record of approval of the nerger
bet ween Questar Corporation and Dom ni on Resources.
I"mgoing to ask you to turn to page 18 and
19 and read the highlighted portion.
A "Paragraph, | think that's 11, in this

stipulation deals with the commtnent to within six
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nont hs of the conpletion or the approval of the nerger.
W will, at sharehol der expense, contribute $75 mllion
to the pension -- Questar pension fund.

"And the benefit of that will be, you know,
obviously a function of pension expenses is return on
pensi on assets. And that will provide a -- an expense

reduction benefit for Questar (Gas customers in perpetuity

I n essence.

"The -- you know, so | think with this
pension contribution, this is really a win for -- it's
a--it's, I'd say a wn-wn-win. |It's good for the

conpany because it really stabilizes the pension plan,
and, of course, it's good for custoners as well because
they are the beneficiaries of the pension plan. And nost
importantly as well, it will provide about $3.3 nillion,
our estimte, annual benefit in perpetuity for
custoners.”
Q Thank you.

MR. MOORE: Request to submt to OCS Cross
Exhi bit F1.

COW SSI ONER LEVAR: | f anyone objects to
that notion, please indicate to ne.

' mnot seeing any objection, so it is
gr ant ed.

MR. MOORE: Thank you.
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(Hearing Exhibit OCS F1 was
mar ked for identification.)
BY MR MOORE:
Q Now | ' m going to hand you a copy of OCS Cross
Exhi bit F2.
(Exhi bit was handed out.)
BY MR MOORE:
Q Il will represent to you that this is a copy
of David M Curtis', of Domnion, witten testinony in
t he nerger case, explaining how the pension contribution
wi || provide customers with approximately $3.3 mllion in
annual benefits in perpetuity.
I will ask you to turn to page 4 and 5 and
read the highlighted portion. There are two pages 4,
which | noticed, so could you go to the page 4 that
starts with line 70?
A | have only one page 4 but that's okay. |
have |ine 70.
Q Al'l right.
A "Yes. The mmjor conponents of pension costs
I nclude service cost for the current year's accrued
benefits, interest costs on the plan's liabilities,
anortization of actuarial gains and | osses and a credit
for estimated returns on plan assets.

"An additional contribution of 75 mllion to
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t he pension plan woul d change the cal cul ati on of
estimated returns on plan assets. The higher return on
assets would directly reduce Dom ni on Questar (as'
portion of pension expense fromthe Dom ni on Questar
retirement plan. The pension expense is included in rate
as part of cost of service."

Should | read the question?

Q Yes, pl ease.
A "Q How nmuch will custoners benefit as a
result of the pension funding?

"A. Based on a 7 percent expected return on
pl an assets, the 75 mllion contribution would result in
approximately 5.2 mllion in annual pension expense
reductions, (pension contribution nultiplied by expected
return on plan assets.) Applying Questar's current
al | ocation nmethodology, 3.3 mllion in annual benefit
woul d al |l ocated to Dom ni on Questar (Gas custoners."”

MR. MOORE: Request to admt OCS Cross
Exhi bit F2?

COW SSI ONER LEVAR: Ckay. |If anyone objects
to that, please indicate to ne.

"' mnot seeing any objection, so the notion
s granted.

(Hearing Exhibit OCS F2 was

mar ked for identification.)
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BY MR MOCORE:

Q Isn't it true that under Domnion's plan to
excl ude the negative pension cost fromthe revenue
requi rement, custoners will now receive the approxi mately
$3.3 mllion in annual benefits that M. Whlfarth
prom sed and expl ained by M. Curtis?

A The pension expense w ||l be reduced by that
anmount, yes.

Q But the custonmers will not receive the
approximately $3.3 million in benefits; isn't that
correct?

A They wll receive it. It's -- the 75 mllion
Is a component of that $112 mllion prepaid pension
asset. As a result, even in ny calculations, when |'m
figuring out the benefits to the custoners, the reduction
In expense, it's -- this 3.3 mllion is part of it.

Q You testified that it would be unfair for the
custoners to receive the benefits, including the pension
expenses, the negative pension expense, in the revenue
requi rement wi thout allow ng the sharehol ders to receive
return of investnent in the -- of the asset; isn't that
correct?

A What | saidis, it is unfair to not be
symretrical. And the sharehol ders contributed anmounts,

sone of which -- 75 mllion of which cones fromthis
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testinmony -- this nerger agreenent.

But the entire prepaid pension asset reduces
expense, which is what | said, and all | said is
asymmetrical treatnent would be that the investors shoul d
get a return on their assets.

Q Vell, let me ask you this question in another
way. Assum ng, hypothetically, the Conm ssion agrees
with the OCS and includes a negative pension cost in the
revenue requirenent and doesn't include the pension
asset, that would benefit the ratepayers to a
significantly nore degree than if the pension -- if, as
Dom nion is suggesting, both the pension expense and the
pl an asset are excluded; isn't that correct?

A Sure, because you're only -- you're taking
the good, the credit, the reduction in pension expense,
wi t hout conpensating the investors for the assets they
contri buted causing that reduction in pension expense.

O course that's better.

Q And isn't that what was prom sed by
M. Whlfarth and expl ained by M. Curtis?

A | don't know. They just said, "There wll be
a reduction in pension expense," and there is.

Q Thank you. | have no further questions.

COW SSI ONER LEVAR:  Any redirect?

MR SABIN  Yes, thank you.
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REDI RECT EXAM NATI ON
BY MR SABI N

Q M. Felsenthal, | want to get a couple of
basics so we are all on the same page. The pension asset
we are tal king about, that is a fund of noney that is
hel d where?

A In the pension trust.

Q And is that part of the conpany -- can the
conpany access those funds to use themfor its paynent of
Its cost of service?

A No, and | nmake that point in nmy testinony. |
shoul d have made it earlier. The noneys in the pension
trust can only go to nmaking the pension paynents. It
can't be accessed and used for general corporate
pur poses, which is why in ny exanple with ny $10 mllion
payrol | expense, offset by $2 mllion of pension credit,
it'"s not like there's $10 million -- the 2 mllion that
has to be funded, because | don't have access to the
anount that the ratepayers paid, that's in the pension
trust.

Q So let me approach it mathematically this
way: Let's take that credit anpunt, whatever it happens
to be, let's just say it's $3 mllion, just making that
up. If that credit is $3 mllion, and we took and gave

custoners -- and reduced their revenue requirenent of the
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conpany by $3 million, what is the inpact of that on the

conpany?
A The conpany has | ess cash of $3 mllion.
Q So if its expenses we're -- if it needed to

add a revenue requirenent of $17 million, and you took
the credit and applied it to that $17 mllion, reducing
it by 3 so that there's now -- the custoners have got
t hat benefit, what does the conpany have to do at that
poi nt ?

A The conpany has to find $3 mllion to fund
its --

MR MOORE: |I'll object at this point because
It's outside the cross.

COW SSI ONER LEVAR: Do you want to respond
to that M. Sabin?

MR SABIN. Yes. | don't think so. | think
we need to understand this, and | think M. Russell and
M. More's questions -- inny mnd, | want to clear up
and make sure everybody is understandi ng what is going on
here, but --

COW SSI ONER LEVAR:  And | apol ogi ze, but for
ny benefit, will you repeat the |ast question you just
asked?

MR. SABIN. Sure. M question was: |If you

take the $3 million credit and you use it to reduce
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revenue requirenment, as i s being suggested by the two
people -- the two parties that are challenging the
conpany's exclusion of that credit fromthe revenue
requi rement analysis, my question to himwas, "Wat do
you have to do -- what would the conpany have to do to
cover that noney that is taken out by the credit?"
COW SSI ONER LEVAR: | understand the
objection, but I think 1'"'mgoing to allowthis as within
t he scope of cross-exam nation.
BY MR SABI N:

Q And | actually don't renenber if you had
anything nore you were saying on that, M. Fel senthal.

A Il will start again. So if there's a
pre-credit cost of service of 17 mllion and you apply a
3 mllion credit to reduce the revenue requirenent to 14
mllion, the question is: How are you going to pay the
$17 mllion of cost when you have only 14 mllion from
t he custoners.

kay. If that credit canme about by earnings
on the pension trust, those noneys are in the pension
trust. | can't access them | can't access those
noneys. They have to go to pay the pension benefits. So
|"mgoing to have to go borrow or seek investor noney to
make up for the credit, the reduction in the pension

expense caused by this.
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Q kay. Thank you. Do you have an
under st andi ng, one way or another, whether the conpany
made a $75 mllion pension contribution to the pension
trust?

A | believe they did. | don't know that for
sure but | think they did.

Q WIIl you take it as fact that that occurred?

A Yes. The reason |I'msaying that is because
there's a pension -- a prepaid pension asset of a 112
mllion, and then the contributions that |I've seen in the
past, the contributions and the expense, it doesn't cone
close to that.

Q Ckay.

A So the extra contribution to the pension
trust nmakes sense to nme that it cane from-- clearly from
the investors, directly fromthe investors.

Q So when there is a credit as there is now,
how does that benefit custoners?

A The credit -- well, it depends on whet her
there are contributions or not.

Q Vell, let's take what is going on now, real
world. M understanding is there are no contri butions
being made and there is a credit. How are customners
benefited, if at all, fromthe fact that there is a

credit?
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A The custoners are benefitted because pension
expense i s being reduced by the anounts -- the earnings

on the expected return of paid pension assets.

Q So the custoners are not being required to
pay ot herw se expenses that woul d exi st absent there
being a credit?

A Correct.

Q | s the conpany taking, in that circunstance,
any benefit fromthe custoners by not including the
credit in the revenue requirenent?

A No.

Q M. Russell asked you a question earlier
about, in those years where there was an expense, a
pensi on expense, and custoners were being asked to pay a
portion of that pension expense, | want to -- do you
understand -- do you renenber when he was aski ng you
about that?

A Yes.

Q Can you tell nme, during those years, by not
I ncluding the asset, were custoners being made worse off
by the fact that the asset was not being included in the
revenue requirenent cal cul ation?

A No. 1In those -- in those years, for
what ever -- because the pension -- the pension expense

was reduced by the expected return on the pension asset,
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but the pension asset was not included in rate base or

didn't get earnings. The custoners were benefiting at

the -- | hate to use the word "expense," of the
I nvestors, who put the -- who funded the prepaid pension
asset .

In other cases, | have called that the "free

| unch" syndronme. They get the free lunch. They get a
reduction in pension expense. There's still an expense.
There's still a positive pension expense, but it's |ess
than what it otherw se woul d have been because the

earni ngs on the prepaid pension asset reduced it.

But the conpany did not ask for a return on,
at | east since 1999. The assets that gave rise to it,
the investnent that gave rise to it.

Q So in that circunstance, if | understand you
correctly, you are saying that the party that m ssed out,
if at all, in getting the benefit in those years was the
i nvestors who did not get a return on the asset itself
bei ng i ncl uded?

A Exactly.

Q Ckay. You were asked about -- the question
was when custoners pay this expense versus don't pay this
expense, and you offered an explanation that custoners
don't pay specific expenses. They pay for services.

If you were to do what the other side is
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suggesting -- well, let nme ask it this way: Do we have
an i ssue wth pensions where they are handled on a single
item-- as a single-itemexpenditure in these kinds of
cases you have been involved in? 1In other words, were
they dealt wth purely in isolation as a pension expense
or were they dealt with in the overall revenue
requirenent ?

A They are al nost always dealt with in terns of
the overall revenue requirenment. The single -- | nention
in ny testinmony that certain jurisdictions have a
tracker, a pension tracker, where they keep track of the
pensi on expense, the assets that gave rise to it, and
they true it up annually.

So that way, everyone is even. No one is
out. No one is short. The actual expense is paid for by
custoners, the custoners get the benefit of the credit
and it all works out.

Q Thank you. M. Russell talked to you about
the inpact of, perhaps, overfunding the pension asset.

s it true that if a pension asset is overfunded, the
excess noney would stay in the pension account for the
enpl oyee benefits and can't be w thdrawn by the conpany
for other purposes?

A That's correct. The asset, once it goes to

the pension trust, the funds in that trust can only be
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used to pay the pension benefits.

Q But it's true also, isn't it, that the funds
that stay in that account will defer future expenses as
long as they stay in a positive state -- credit state?

A As long as there is a prepaid pension asset,
as long as there are funds in the pension trust, the
cal cul ation of pension expense is reduced -- is credited
for the earnings on -- expected earnings on those assets.

Q And do you have an understandi ng of whet her
custoners have been required or have not been required to
pay pension expenses or whether there have been plan
contributions since 20177

A My understanding is since 2017, there have
been no contributions, no further contributions to the
pension trust. None were required.

Q Let ne ask you, if you assune for the sake of
ny hypot hetical that the conpany has underearned in every
one of those sane years, would the custoners have m ssed
out froma benefit fromany contributions they nade, any
nmoneys towards contributions they made?

A Not sure. Could you rephrase that or --

Q | f custonmers were paying for pension expense
by virtue of sonme rate case in 2013, and the conpany is
actual | y underearning every year -- let's say the conpany

underearned in every year since 2013. GCkay? Are you
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foll owm ng ne?

A Uh- huh.

Q Have customers been hurt in any way in the
contribution portion that was included in rates, during
that period of tine, if the conpany has underearned?

A Definitely. | nean, the custoners aren't
payi ng for sonme costs if they are underearning.

Q Is it your position that the conpany's
treatment of the asset and the credit in this particular

rate case is consistent wth FERC precedence?

A. Yes, there have been a nunber of FERC cases,
which | cite, where -- when there is no contribution,
FERC -- and the conpani es have attenpted to use accrual

accounting and get the pension expense and the prepaid
pensi on asset. And FERC has said, "No, in this case,
because you have nmade no contribution, no expense, no
pensi on, anything."

So they just zeroed everything out, which is
what | said in ny testinony, and | also did a cal culation
to show that excluding everything as a result of zero,

I ncluding the prepaid pension asset related to FERC taxes
and the negative pension expense, in other words all
conmponents, also has a basically -- it's basically a
wash.

Q So two nore questions. In the world we are
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in right now, where there is a credit of sone anount, are
custoners going to receive, either nowor in the future,
the full benefit of that credit?

A I f you put everything together, the
custonmers -- like | say, if you take the credit, you take
the assets, the asymmetrical, return on planned assets
and include it all it, basically all of that would ignore
to the benefit of the custoners.

Q Right. So let nme make sure you understand
what |'masking. |If we do what the conmpany is doing and
you take everything out, or we do the alternative of

putting everything in, in either case, wll the custoners

receive the benefit of -- the full benefit of the credit
noney -- the noneys that are sitting in that trust
account, to pay for that pension -- those pension

expenses as they arise? That is nmy question.

A Absol utely.

Q kay. |Is the conpany getting sone benefit
fromthe custonmers by having that credit in there? Are
t hey keeping sonme benefit fromthe custoner?

A No, the -- |like we've said, the pension trust
Is a self-sustaining trust. The noneys that go into it
can only be used to fund pension benefits.

Q And finally, you were handed two exhibits,
OCS F1 and F2. | just want to know if in that
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testinmony -- | see in F2, which is -- |I'mlooking on page
4, | guess the second page 4, line 79, if you can find
t hat .

Sorry, | do have two page 4s.

Go to the second page 4.

> O »F

Yes. (kay.

Q The benefit that | understand himto be
di scussing is a reduction in pension expenses, not the
recei pt of a pension credit.

Wuld you review that and tell ne if you have
an understandi ng of whether he's tal ki ng about giving
custoners the benefit froma pension expense or whet her
he's tal ki ng about giving custoners the benefit of a
pension credit?

A " mnot sure you can tell that w thout
knowi ng the other conponents of pension cost. | just
know that the pension cost calculation itself is going to
benefit by the 5.2 mllion or the 3.3 million, with
all ocations to reduce it.

Q So whether the custonmers would be -- if the
account was not in the credit standpoint, if there were
expenses that were required, or in a circunstance when
there is a credit, is it your understanding then that in
ei ther case, the noneys that were contributed by, in the

$75 million contribution, would defray that anmount, at

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 208

| east of the pension expenses?

A These amounts, the earnings on the 75
mllion, reduce pension costs. And if the other
conponents of pension expense were -- | will nmake up a
nunber, $10 million, reducing it by 5.2 would reduce the
expense down to -- 10 mllion less 5.2 -- 4.8.

If the other conponents of pension expense,
service cost and interest, was a mllion dollars, then
applying this credit would get you to negative. In
either case, it is reducing the cost.

Q Thank you. | have nothing further.

COW SSI ONER LEVAR:  Ckay. |If anyone has
recross, please |let ne know.

You do, M. Russell? Do you have any
recross?

MR. RUSSELL: Yes, | think | may.

COMM SSI ONER LEVAR: Ckay. Anyone el se?
kay. Let's go to M. More first.

RECROSS EXAM NATI ON
BY MR MOORE:

Q You testified that if the Comm ssion keeps
going in the usual node of including the pension expense
and excluding the pension asset, the custonmers would have
a free lunch; doesn't that reflect your testinony?

A | think I said the customers will get the
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benefit of the reduced expense w thout paying for the
I nvestor contributions that contributed to it.

Q But isn't that what M. Whlfarth and
M. Curtis prom sed thenf

A I think all -- again, just reading what you
sent nme, what you gave ne, it says that they will benefit
fromthe 75 mllion contribution to the trust. And they
are getting a benefit. There's a reduction in expense.

Q But they said it would benefit by 3.3 mllion
annual Iy and in perpetuity?

A I n expense.

Q And that is going to happen regardl ess of
whet her you include the pension asset -- the pension
expense in the revenue or not?

A The pension expense i s reduced by that
anount .

Q Is that going to happen regardless -- so then
what difference does it make if the pension expense is
included in rate base or not, if the custonmers receive
the precise sane benefit?

A Can you pl ease rephrase that?

Q Do the custoners receive the sane benefit
fromincluding the pension -- the negative pension
expense in the rate base w thout including the pension

asset in the rate base, as they would if all pension
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assets were taken away fromthe rate base as Dom ni on

suggests?
A | am not sayi ng Dom ni on suggested it, but
obviously, | said earlier, if on one hand, you are going

to reduce expense by sone anount and that's it, there is

going to be a benefit of that anmobunt. |If you are nore
symmetrical, like |I think you should be, the reduction in
expense is offset by the -- or should be offset by the

funds, the source of the funds that contributed to that
| ower expense. So obviously --

Q But ny question was --

A -- i f you have a lowering and an increase
conbi ned, that's going to be less than if you just reduce
it by the expense.

Q My question was: \What benefit -- will there
be a difference in benefit assum ng that the pension
expense is included -- negative pension expense is
included in rate base and the pension aspect is excluded
and when the pension -- negative pension aspect is

excl uded, would the custoners receive the exact sane

benefit?
A The math would agree with that. [It's not
as -- you're going to get a benefit if you only reduce

expense wi thout putting the other side in, yes.

Q Wl |, then why does Dom nion care? Wy don't
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they just go with OCS s suggestion if the sanme results

apply either way?

A | didn't say that -- we are not
conmuni cating. |'msaying that the pension expense is
reduced because of the 75 mllion. That wl|
reduce -- that wll result in |ess pension expense.
Ckay?

Q Ri ght .

A Ckay. So that's one nunber. That is a
benefit to the custoners. What |I'msaying is if you are
symetrical and include, as an offset, the funds that
contributed to that negative pension expense, it's |less
of a benefit, for sure.

Q kay. Let nme try this another way. | don't
think you' re answering ny question. Let nme try it
anot her way, see if | can nake it clearer to you.

M. Curtis stated that applying the current
al  ocati on met hodol ogy, $3.3 million of annual pension
benefits would be allocated to Dom nion Energy Gas
custoners. Now that works as a reduction in the revenue
requi renent when the expense is negative. Correct?

A | don't knowif it says -- the expense is
|l ower by 3.3 mllion.

Q | f the expense is negative, does it reduce

t he revenue requirenent?
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A If the expense is |lower or negative, it
reduces the revenue requirenent, yes.

Q Does it reduce the -- I"'mhaving a problemto
see how it nmakes a difference. Wy don't you explain to
me what is a "free lunch" and what the custoner receives
as a free lunch and what the custonmers receive if, as
Dom ni on suggests, the pension -- negative pension
expense is excluded fromrate base?

A Ckay. Wiat | nean by a "free lunch" is that
the investors contribute assets. Those assets -- the
I nvestors contribute assets. Those assets reduce an
expense. And | only consider the reduction and expense
I n determning revenue requirenents. They are -- wthout
considering the return on the investnment that the
I nvestors have contributed. It's a free |unch.

Q And that free lunch is worth about $3.3
mllion, isn't it?

A Based on readi ng the second page 4, line 78
to 82, it looks like there was a $3.3 mllion benefit to
the custoners that they are receiving wthout paying for
the assets -- the asymmetrical asset that caused it.

Q And they won't receive that under Dom nion's
theory that negative pension expense should be excl uded
fromthe rate base; is that correct? They won't receive

that free | unch?
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A They don't get a free -- right. No one
should be entitled to a free lunch. You should pay for
the --

Q Thank you. Go on, | didn't nmean to cut you
of .

A | was going to say, if there was a reduction
and expense due to an investnent source to investors, you
shoul d handl e both. That's why we have a rate base
earnings. Right? That's why there's a return on a rate
base and there's operating expenses. The return on the
rate base results in positive or negative expenses. They
shoul d both be handl ed symmetrically.

Q That's all | have. Thank you.

COW SSI ONER LEVAR:  Thank you.
M. Russell?
MR. RUSSELL: Thank you.
RECROSS EXAM NATI ON
BY MR RUSSELL:

Q M. Felsenthal, are you aware of testinony or
responses related to data request that identify what the
pensi on expense woul d have been without the $75 million
contribution nmade in 20177

A You have to -- | have seen that sonmewhere.

Q Ckay. | don't want to bel abor this point,

just cone with nme for a second.
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| f the pension expense, absent that $75
mllion contribution, would al so have been negative and
the $75 mllion contribution nade it nore negative, and
then the conpany is saying, "Well, let's zero it out,"
the custoners are not receiving the benefit of the
negati ve pensi on expense that they woul d have ot herw se
recei ved, absent the $75 million contribution. Right?

A Yes.

Q kay. And then | want to ask you one ot her
set of questions. It may only be one.

M. Sabin asked you sone questions about who
benefited and who |l ost from-- not including the pension
expense since the 1999 rate case. Do you recall those
guestions?

A Vaguel y.

Q | may have said "pension expense." | neant
to say pension assets, ny apol ogies.

A That is why it was vague.

Q Yes, |I'"'msorry. M. Sabin asked you sone
questions about -- including the pension expense but not
i ncludi ng the pension asset since the 1999 rate case; do
you recall that?

A Yes.

Q And he asked you who | ost out fromthat

series of events; do you recall that?
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A Yes.

Q And your answer was that sharehol ders | ost
out because the pension assets were not included; is that
right?

A Yes. The investors did not get a return on
the investnent they put in, which caused that negative
pensi on expense, that | ower pension expense.

Q But doesn't your answer assune that the

pensi on asset was positive?

A It could go either way. | agree. If it's a
negative pension -- if it's a negative pension expense,
It should reduce rate bases. It should go either way.

Q So a negative pension expense?

A Pensi on assets. Well, then it is a pension
liability.
Q Right. If it is a negative pension asset or

a pension liability, by including it, it would reduce
rate base. R ght?
A Correct.
Q Ckay. That's all 1 have. Thank you.
COW SSI ONER LEVAR: (kay. Does Dom ni on
have anyt hi ng el se?
MR. SABIN. Can | ask a couple of clarifying
questi ons?

COW SSI ONER LEVAR:  Yes.
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MR. SABIN. Unless it would peeve you.
COWM SSI ONER LEVAR:  No.
FURTHER REDI RECT EXAM NATI ON
BY MR SABI N

Q Ckay. | want to be clear on a couple of
things. |Is this truer than not, that the conpany is not
asking to include the asset in this case and receive a
return on that asset?

A The company is excluding all elenents, all
conponents of pension.

Q Ckay. So if the Conm ssion were to adopt the
conpany's position, the conpany woul dn't be receiving any
return on its pension asset, regardless of how we want to
|l ook at it, there just wouldn't be a return on that
portion?

A Correct. They would receive -- there would
be no conpensation, one way or the other, with expense or
return on anything to do with pensions.

Q kay. Now if the Conmm ssion went with your
alternative, which was to go and be symmetrical the other
way, include the credit, include the asset, include al
conmponents of the pension issue, the custonmers would
still be receiving the benefit of the pension
contributions in the formof defrayed expenses and the

conpany woul d be earning a return on the asset itself?
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A Correct.

Q kay. Under the scenario that is being
advocated by the OCS and by the Anmerican National Gas
Counci | and UAE, you woul d have a circunstance where
custonmers would get a credit applied to reduce the
revenue requirenment, but there would be no correspondi ng
gain to the conpany on the asset funding that credit?

A Correct.

Q And there woul d be a shortfall for the
conpany in the revenue requirenment between what custoners
are payi ng and what the revenue requirenment actually is?

A Right. And that would be simlar to
ny -- whatever exanple we've used, the 17 mllion
versus -- or the 10 mllion versus 8 mllion exanple,
where there i s not enough revenue requirenent to pay the
cash expenses.

Q Last set of questions. Wen the contribution
was nmade, the $75 mllion contribution or any
contribution by the way of investors, isn't it true that
noney woul d of fset sonme portion, at |east of custoner
expense, for that pension account, either now or in the
future?

A Correct.

Q So custoners in the circunstance where

M. More was tal ki ng about, where you nmake a $75 million
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contri bution, those funds would -- custoners woul d
receive the benefit whether it paid an expense today or
whet her it defrayed expenses into the future or created a
return to defray expenses into the future, that would be
recei ved wholly by the custoners?

A Ei t her way.

Q Thank you. That's all.

COW SSI ONER LEVAR: M. Mbore?
MR MOORE: | apologize for doing this again.
COW SSI ONER LEVAR:  Sure, but at sone point,
we have to cut it off.
FURTHER RECROSS EXAM NATI ON
BY MR MOORE:

Q Getting to the | ast question where you
mentioned that custonmers would benefit in the future,
that woul dn't be an annual benefit, would it?

A It would be -- it would be -- well, it would
be a benefit as long as there's a pension asset, a
prepai d pension asset. The anount m ght change.

Q The anobunt m ght change, so wouldn't it be
approximately $3.3 million annually in perpetuity?

A It could be nore, if the conpany puts in.
They didn't. But if they decided to put nore noney in,

t he nunber woul d be greater.

Q But they didn't?
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A They haven't.
Q | have no further questions.
COW SSI ONER LEVAR:  kay. Thank you.
Commi ssi oner Wi te?
EXAM NATI ON
BY COW SSI ONER VWHI TE

Q You have noted sone FERC and ot her
jurisdictional precedents to allow for this concept for
Option 2, which, | guess, is the symmetry of allow ng the
asset -- | apologize, these terns, the asset to be rate
based versus the potential accounting of the revenue
requirement. Right?

A O the expense.

Q Are you aware in those contexts if those
other jurisdictions -- whether or not those were decided
prior to that decision, to infuse the pension fund with
from sharehol ders, | guess?

A It would be a significant --

Q Let ne just tell you where what I'mtrying to
get here.

A Ckay.

Q VWhat the predicate here is, essentially, it
woul d be an investnent decision. In other words, there
woul d be potential for a return on it for exchange for

the symmetrical or the wash. Ws that decided, that
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I ssue decided before a particular conpany or investors
were allowed to nmake that decision?

A | amnot sure the history of it, but | do
know in ny testinony, | have a couple of stated exanpl es,
where they were made aware, or at the tinme, sonebody may
not have asked for it prior, but once they were able to
denonstrate that the source -- the key is, what is the
source, the prepaid pension asset? If it's one big
contribution like 75 mllion, well then you know. They
said they were going to do it. They did it.

In the normal course of business, to the
extent that there are reductions in pension expense,
okay, and there are contributions being nade under ERI SA,
that are in excess of pension expense. That is a
contribution nmade by investors, and they need a return on
it.

Q And the question I'mgetting at is if the
regul atory construct of it, if an investor -- the
expected return on their investnent, but, typically,
that's -- the predicate to that is the request to make
that investnment. So that is what |'mwondering. And you
are saying you are not aware of any jurisdiction that is
actually opined on that prior to the investnent being
made?

A. | don't know. There could be. | don't know.
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| just know that they ended up -- by having this concept,
there was a -- it was one tine called a "prepaynent," a
prepaynent because you are prepaying for the pension
expense. R ght? You can't get it out of the fund, and
the investors -- it's their noney, they proved -- | have
seen cases where they talk about it being used and
useful, all that other good stuff, and they get a return
on it.

Q Let nme ask you anot her question. This
partially has to do with the testinony from M. Whlfarth
that is referenced in OCS Exhibit F1. And |I'm I ooking at
page 19, starting at line 3, and I wll cut to the chase.
It references, as part of nerger commt, a charitable
contribution in the anmount of $1 mllion.

You know, this nerger cane in as a
stipulation, and so we're not privy, as the Conmm ssion,
in ternms of the put and take of what goes into that, but
| guess ny question, is there a distinction to be nade
to -- of shareholders' noney. Right? A mllion dollars,
was there an expectation from sharehol ders to earn a
return on that?

A | don't know. | will tell you the difference
Is there wasn't a benefit. There wasn't a -- there is
not a reduction in cost like there is on the pension.

Q Ckay. That is all | have. No further
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guesti ons.
COW SSI ONER LEVAR:  Conmi ssi oner O ark?
EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q So |l would like to focus on the 37.5 mllion
that's the portion of the asset that's not directly
related to the nmerger and what nay have been represented
to the Comm ssion and to the people of this community or
this state regarding what the 75 mllion was all about.

So let's just, for hypothetical purposes or
for ny purposes of trying to understand, the investors as
the source of the asset -- that is what | want to
understand better. | don't think we have a situation
where debt was issued or shares were issued to generate
37.5 mllion to put in the pension fund; is that correct?

A | don't know, but | wll --

Q Ckay. But | nean probably not, at |east.
Right? So in a situation where -- and | wll just use
sinplifying assunptions. W have $5 mllion in rates
that's been authorized as an annual pension expense, and
let's say we have a year where, sort of, magically, the
GAAP accrual is 5 mllion, the actuarial ERISA
calculation is 5 mllion.

So $5 nmillion in rates conmes to the conpany,

and then the 5 mllion that goes into the pension
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account that sane year to neet the ERI SA requirenents

Is -- sonehow that is investor contribution, rather than
the source of it being custoners; is that how you are

t hi nki ng about it?

A No. In that case, if the custoners -- if the
pensi on expense was $5 million and the ERI SA requirenent
was $5 million, there is no prepaid pension asset because
the prepaid pension asset is the excess of contributions
over expense.

Q Right, right. So --

A So in that case, it wuld be zero.

Q kay. So we start with that happeni ng over a
nunber of years. Now that starts to increase because of
t he earnings performance of the fund, and we find that we
have nore than is required under ERI SA

So that extra is now i nvestor asset as
opposed to sone other ownership; is that correct?

A Can | try this?

Q Yes.
A Let's say that we started with your
assunption, that -- the $5 mllion of pension expense.

Let's say because of earnings on the pension assets, that
pensi on expenses nowis 3 mllion. But the ERI SA
contribution is still 5. In that case, now there's a $2

mllion prepaid pension asset. It couldn't have cone
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fromcustoners. They only paid 3. So the source would
have had to have cone frominvestors.

Q But it really cane fromthe earnings on
the --

A No, no. The earnings are still in the -- the
earnings are not in there. The earnings reduce the
expense. The earnings don't go to the asset. The
contribution is still, in your case, $5 mllion, but the
pensi on expense is now less. So if you just do the
cal cul ation of what's the prepaid pension expense -- |I'm
sorry, what's the prepaid pension asset, it's
contributions, in this case, 5 mllion. Now the pension
expense is now 3 mllion, been reduced from5 because of
t he earnings and the prepaid pension asset.

Q | under st and.

A kay. And --

Q | understand what you are telling ne. Thank
you.

A Ckay.

Q That's all ny questions.

EXAM NATI ON
BY COW SSI ONER LEVAR

Q | think I have a question. It mght revea

ny ignorance of GAAP or it m ght be a question you have

already answered. If it is, | apologize.
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A | hope it is one of those two.

Q You know, we've tal ked about the statenent of
M. Whlfarth and M. Curtis and the nerger docunent
about their estimate of 3.3 mllion annual perpetual
benefit to ratepayers.

So let nme ask you this: |If we put aside the
rate base issue, assune we are not nmmking a change to
rate base, we're not putting the asset in rate base but
we were to accept the office's proposed negative accrual
adj ustment to expense, would that change inpact the
estimated $3.3 million perpetual annual benefit to
rat epayers?

A There are two calculations. Al right? The
3.3 mllion is a calculation based on the $75 mllion
contribution to the pension trust. So that's going to be
$3.3 mllion as long as that 75 is there.

Q Ckay.

A The only question thenis, is it appropriate
to have earnings or have the source of the $75 m i on,

t he conpany, get a return on it.

Q Vll, | want to put that issue aside. | want
to ask the inpact -- the inpact of the negative accrual
adjustnment to expense that the Ofice is advocating for
Wi t hout the rate base change.

A It's 75 mllion stays as a prepaid included
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and the prepaid pension anount, then that anount
times -- | think it mght even be nore than 3.3 mllion
because Dom ni on has a higher expected return on assets.

But it's a math, it's a calculation of what
t he annual benefit is. It's however nuch is in the
prepai d pension asset tines the expected return on plan
assets that are used in comng up with pension expense.

Q Ckay. That is not inpacted by the expense
adj ust nent ?

A Ri ght .

Q Ckay. | think that is ny only question.
Thank you for your testinony this afternoon.

COW SSI ONER LEVAR:  We're ready for your
next w tness.

MS. CLARK: Thank you.

MR SABIN. Before we call our next wtness,
we just want to -- M. Felsenthal needs to catch a pl ane.
| s there any reason to keep himaround any | onger?

COW SSI ONER LEVAR: | will ask any parties
or the Conm ssioners if they have any objection to that,
to let me know. |1'mnot seeing any objection.

So thank you.

MR FELSENTHAL: Thank you.

M5. CLARK: The conpany calls Jordan

St ephenson.
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COW SSI ONER LEVAR:  Good afternoon,
M. Stephenson.
DI RECT EXAM NATI ON
JORDAN STEPHENSON,
called as a wtness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MS. CLARK:

Q Good afternoon.

A Good afternoon.

Q Coul d you pl ease state your name and busi ness
address for the record?

A Yes. Jordan Stephenson, 333 South State,
Salt Lake GCity.

Q M. Stephenson, can you pl ease identify your
enpl oyer and tell us what position you hold there?

A Yes. |'ma regulatory affairs manager for
Dom ni on Energy Ut ah.

Q M. Stephenson, did you file pre-file direct
testinmony in this docket, |abeled DEU Exhibit 3.0, wth
attached exhibits -- three exhibits 3.01 through 3.327?

A Yes.

Q And did you also file pre-file rebuttal
testinmony in this docket, |abeled as DEU Exhibit 3.0R
with attached exhibits DEU Exhibit 3.0R -- |I'msorry,

3. 01R t hrough 3. 09R?
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A Yes.
Q And do you adopt those docunents as your
testi nony today?
A | do.
M5. CLARK: The conpany noves for the
adm ssion of the conpany's pre-filed direct testinony of
Jordan Stephenson marked as DEU Exhibit 3.0, with a
acconpanyi ng Exhibits 3.01 to 3.32, as well as
M. Stephenson's rebuttal testinony marked as DEU Exhi bit
3.0R, with attached exhibit DEU Exhibits 3.01 through
3. 09R
COM SSI ONER LEVAR: Ckay. |f anyone objects
to that notion, please indicate to ne.
' mnot seeing any, so the notion is granted.
(Hearing Exhibits DEU 3.0 and 3.0R
were marked for identification.)
M5. CLARK: Thank you.
BY MS. CLARK
Q M. Stephenson, are you able to summarize for
the Comm ssion the testinmony that you have offered in
this docket?
A Yes. In this docket, the conpany originally
filed for a revenue requirenment increase of $19.2
mllion, based on 2020 test period -- average test

period, | should say.
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The cal cul ation of that revenue requirenent
i ncluded a forecast of increased revenues from custoner
growt h, adjusted for custoner usage, per custoner. |t
al so included a forecast of O&M expense projected in the
2020 period, as well as capital investnent increase.

Since that time, since that filing, we have
had several adjustnents discussed throughout the period
of discovery in this case. And for the sake of
simplifying and organi zing my presentation or nmy sunmary,
| have prepared a table that sunmarizes the testinonies.

COW SSI ONER LEVAR:  Yes.

M5. CLARK: Thank you.

(Docunent DEU 7 was mar ked but

was not admtted as an exhibit.)

THE W TNESS: Over the course of this docket,
we have had over a dozen specific adjustnents to the
revenue requirenment we originally filed proposed by
various parties in this case.

This table is ny attenpt to summari ze each of
t hose adjustnents and where the parties currently stand
on those issues.

BY MS. CLARK:
Q Sorry to interrupt, before you get too far,
woul d you please identify this by its title for the

record?
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A Il wll, yes. W have titled this DEU Hearing
Exhi bit 7.
So | have organized this -- so there are

three main categories, and it's color shaded. So the top
section that you see that's highlighted in green
represents areas where adjustnents proposed by parties in
this case, to which we have, I'Il call, "substanti al
agreenent . "

You' Il notice some of the specific ampbunts
differ slightly as you nove across these colums. The
reason for that is the treatnment of inflation, whether
it's included in the test period or not, as well as the
|l ead ag factor used or the return on equity slightly
change the anounts of these adjustnent.

So the final adjustnent, whatever the final
amount is will depend on sone of those factors. So
that's the reason why there is a little bit of variance
in these nunbers, but this is to provide an overall view
of where we stand substantially on these issues.

So going through this green section you see,
Row 2 represents our "Original proposal" that the conpany
submitted of $19.2 million fromthe 2020 test peri od.

That woul d be the revenue requirenent increase in 2020.

The next line is an adjustnent to "Cash

working capital." This is a rate base reduction that
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results in an overall reduction in the revenue

requi renent. The reason for that adjustnent is the |ead
| ag factor changing fromthe original proposed factor to
a | ower factor.

And by way of background, the conpany did
nmeet with representatives fromthe D vision, and we
reviewed the various proposals or adjustnents that the
Division had filed in testinmony and we do agree to those
adj ustments to the lead | ag factor.

The office's position is slightly different.
| wll note that | believe that the depreciation and
deferred incone tax, the treatnent of that itemis not
agreed to by the Ofice. So |l will not represent that we
are all in agreenent on that issue.

The next itemon Row 4 of the exhibit is the
renoval of an audit fee accrual. And | wll note that
upon review of the surrebuttal testinony of Ms. Ramas in
this case, the conpany does agree with the full renobva
of the audit fee accrual, so we are on agreenent to that
| Ssue.

That's a little different than where we had
left things in nmy rebuttal testinony, but as Ms. Ranas
correctly points out, we had included accruals in our
anal ysis that are capitalized, not expense itens, and

t hose should not be included in that analysis. So we
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agree with the office's adjustnent on that.

The next fewitens relate to fines being
renoved fromthe test period, an adjustment to property
tax expense, and then we have an additional operating and
mai nt enance reduction of roughly $600, 000 for the test
period, which is an update to savings that the conpany
projects wll occur in 2020.

Il will note that the Ofice didn't expressly
agree to the 600,000. | think their position, and |
apologize if | mstake anything, but | believe that they
would like to see a renoval of all inflation in the test
period, and | think the 600,000 would kind of be included
in that renoval of inflation. So that's down in the
| ower section of this matrix.

The next group of itens that's related is
transponder -- or | will call these "partial agreenent
itenms," not fully agreed to but partially agreed to. The
first couple itens on Rows 9 and 10 are related to the
treatnment of transponder activity in the test period.
And ny original projection for transponder retirenent
activity that we filed in 2019 and 2020 utilized
systemw de factors to estinmate the inpact of three
t hi ngs.

One is the construction work in process that

remains in CWP Account 107 at the end of the test
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period. | wll note that is not a rate base account, and
so we withhold a certain anmount of all capital additions
and we include those in CWP and we do not push that
through into rate base. And we used the historical
five-year average factor for how nuch would remain in
CWP that was based on a systemtotal additions for that.

W al so had a factor for proceeds, which
I ncreases the 108 amount, and we had a factor for
di smantling cost, which reduced the 108 account. For al
three of those factors, we used a systemw de total to
cal cul ate what the transponder activity would be.

Ms. Ramas has recomended that transponders
shoul d be accounted for individually, rather than using
systemw de factors for proceeds and dismantling
specifically. This results in a $3.6 nmllion decrease to
rate base in 2020.

Ms. Ramas' testinony does not address the
systemw de factor used for construction work in process
related to transponders. Upon further review of
transponder activity and after review ng Ms. Ramas'
testinony, | do agree that it is appropriate to regard
transponders individually and to update the dismantling
and proceed activity.

In ny analysis, | also updated the

construction work in process factor as well, and that's
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why ny adjustnent is slightly different. So | would call
that a partial agreenent on that issue.

And noving on to Row 11, this relates to an
excess deferred incone tax adjustnents. The parties
| argely agree on the treatnent of excess deferred incone
tax except for the anortization period for non-pl ant
related EDIT. The conpany has proposed a 12-year
anortization period, the UAE has proposed a ten-year
anortization period and the Ofice has proposed a
five-year anortization period.

The conmpany recommends a 12-year period
because the lion's share of non-plant rel ated excess
deferred incone tax bal ance is pension related, and the
pension has a remaining service |ife of 12 years. In
addition to the 12 -- in addition, the 12-year period
mtigates volatility in the revenue requirenent collected
fromcustoners over tine, neaning that it will not result
in a large decrease in the revenue requirenent for a
short period of time, followed by a large increase at a
| ater date when that bal ance has been fully anorti zed.

Related to this recommendation as well, it's
i mportant to note that the current excess deferred incone
tax balance is currently included as a reduction to rate
base in the 254 Account. Meaning that a rate of return

Is included in the test period to the benefit of

Advanced Reporting Solutions
801-746-5080




© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing

December 17, 2019 Page 235

custoners for any unanortized balance. This return
fairly conpensates custoners throughout the tine period
of anortization.

So for these reasons the conpany di sagrees
wth the ten-year period or a five-year period which are
not based on the cost that contributed to the EDT
bal ance and that increase volatility by rushing a credit
over an arbitrarily short anmount of tine, especially when
recogni zing the custoners are fairly conpensated with the
rate of return because we are reducing rate base by the
full unanortized anmount of EDIT.

And now turning to the itens in blue, Row 13
relates to an adjustnent to "Projected plant in service."
As we tal k about the projected plant in service, | just
wanted to refer back to ny direct testinony in Exhibit
3.09. Wiile you're opening up to that page, | wll just
note that the conpany has included a capital budget in
2019 of $233 nmillion to be spent in 2019 and then $277
mllion to be spent in 2020.

Exhibit 3.09 includes a conparison of actual
capital spending over the last five years to the budgeted
anmount to each of those years, and | would refer to Row
6, where we show on average we spend within 1 percent of
what we have budgeted as a conmpany. And | believe that's

evidence to the fact that we do not require a capital
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reduction in 2020, as far as what is included in the test
period. W have high confidence that is an accurate
nunber.

Il wll note as well that as we reach the end
of 2019, the conpany anticipates that it will end the
year slightly above the $233 mllion capital budget. And
the difference between the $233 million in 2019 --

MR JETTER | would like to raise an
objection to this is not being a sunmary of testinmony. |
think we are potentially exceeding the length of filed
testinony, and it appears to be rebuttal or surrebuttal.
And that's, ultimtely, ny objection.

COW SSI ONER LEVAR:  kay. Does anyone el se
want to weigh on the objection before | go to Dom ni on?

MR. SNARR. The Ofice would weigh in on
that. As we are now seeing the nunbers changing, it is
difficult for us to work through several rounds of
testinony and additional rounds of discovery to try to
figure out what the issues are, to then cone and
under stand anew what the issues mght be in the form of
adj ustnents or nodifications being made on the stand as
opposed to a real summary of what has al ready been
provi ded.

COW SSI ONER LEVAR:  Ckay. Before | nove on,

let me just ask -- well, | want to ask the two of you a
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guestion, but let nme see if Major Kirk or M. Mecham or

M. Russell want to weigh in on the objection at this

poi nt .

M. Russell?

MR RUSSELL: |I'mnot sure if this is
responsive to M. Jetter's objection. | note that a

portion of M. Stephenson's testinony, or a sunmmary of
his testinony, has been to alert the Conm ssion to where
t he conpany's position is now, as opposed to where it may
have been at the end of rebuttal, adopting some portions
of the surrebuttal testinony of the intervener.

| don't have a problemwth that. [|'m not
sure why that woul d be objectionable. | think the point
of what we are doing here is to ensure that we all know
what the conpany's position is, what the parties'
position are, at |east on those nunbers.

Il wll note that is it the a little difficult
to do that on the fly, to kind of adjust what we're doing
on the fly, but to the extent that we're -- that the
point of the summary is to kind of |let everybody know
where -- the conpany has adopted the testinony of other
parties. | think that part of it is appropriate anyway.

COM SSI ONER LEVAR:  Ckay. Let ne cone back
to M. Snarr and M. Jetter before | go to Dom nion.

And ny question | wanted to ask for you is
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simlar to the issue that M. Russell just raised. Is it
your position that wthout an all owance for live
surrebuttal, if Dom nion sees sone issues in your
surrebuttal that cause themto nove where they are,
what's the right process for us to handle that?

M. Jetter, | wll go to you first.

MR JETTER. So | think it would be
reasonable to do that. The trouble, | think, that |I'm
seeing is that interweaving of argunents supporting the
conpany's position. It is not a clear "W agree on these
12 different adjustnments and here they are." It seens to
be a bit nore than that.

And with respect to the position matrix, at
| east for the Division's position, | don't think it
accurately reflects our position, particularly on the
basis that it assunes issues that we have not opi ned on,
that we either support or don't support adjustnents from
ot her parties that have presented those positions.

COW SSI ONER LEVAR:  kay. Thank you.

M. Snarr?

MR SNARR: | guess it's difficult to object
to actions that wll bring the parties together and
recogni ze resol ution as opposed to a continual fight
where there is no fight. | acknow edge that.

But in this case, it has been difficult, at
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times, to figure out exactly where we are, including the
formal filings but also through discovery, and | just
need to air that as a process that we're struggling wth.

| guess having said that, | will defer to the
Conm ssion to determ ne how to best handl e things.

COMM SSI ONER LEVAR:  Let ne just clarify. |Is
your notion to exclude this matrix and al so an obj ection
to sone of the sunmary verbal statenents that
M. Stephenson is making?

MR JETTER | guess yes to both of those. |
would -- | was intending to object to the entry of the
position matrix into the record that it doesn't, at
| east, accurately reflect the position of the D vision,
and --

COW SSI ONER LEVAR: Wl |, at this point, we
haven't had a notion to --

MR JETTER That's correct. And so what |'m
struggling wth is as we go through each one of these
I ssues, there is a conbination of position change and
testinmony in support of that. And | don't have the
ability right nowto evaluate all of that potentially new
testinmony and whether that is consistent with each of
these issues, the testinony in rebuttal position.

So | recognize it is alittle unorthodox to

object to a changing position, getting closer to,
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potentially, our position, but I'mnot sure how | can
reasonably respond if there are testinony differences
that are subtle. | nmean, | may not recognize them and I
wanted to address that before we went on.

COW SSI ONER LEVAR:  (Ckay. Let me let you
respond to this discussion at this point.

M5. CLARK: Yes, | have a few responses. And
first, I want to clarify the purpose of this exhibit. As
M. Stephenson was preparing his summary, it becane clear
t hrough the process, this litigated process, where we had
direct testinony, rebuttal testinony and surrebuttal
testinony, that the conpany had sonme adjustnents that
they agreed wth.

And in an effort to summarize his testinony,
he wanted to make it clear, to narrow the issues for al
of you so that you could see where there is agreenent and
where there is not.

And the only changes fromhis surrebuttal
woul d be those where the conpany is noving in the
direction of the adjustnment advocated by the parties.

And to the extent that that is live surrebuttal, we wll
readily admt to the fact that we are here to tell you
they were right on sone points. And that is what you
w |l see here is a change. That was our only intention.

So this is offered in an effort to sinplify
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i ssues for all of you and to -- and it is our intent, and
it 1s my understanding, that it is accurate, and it is an
accurate representation of the position of the parties as
drawn fromtheir testinony. And argunents that

M. Stephenson is articulating here reside in his
testinmony with those few exceptions that | nentioned.

I would al so point out that the other
W t nesses that advocated for these adjustnments are in the
roomtoday. So M. Stephenson will be subject to
cross-exam nation on this Exhibit. |If there are errors,

t hey can be corrected.

And we will hear fromall of these w tnesses
tonmorrow, and they will have the opportunity to address
anything in this exhibit that they see where he had an
error. And | wll tell you -- I will represent to you
that it is ny understanding our intention was to be
accur at e.

So | guess if the parties would like us to
w t hdraw any sort of surrebuttal and not opine on those
adj ustnents that we agree with, we can do that, but
everything else you see in this exhibit is in the
testinmony. The only thing this exhibit does for you is
sinmplify things.

THE WTNESS: Can | clarify as well -- |

shoul d have stated, when | began this, that a bl ank space
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in any of these columms is only bl ank because t hat
particular party didn't necessarily take a position.

So | don't nmean to represent that the
Division is not accepting any of these adjustnents by
| eaving that blank, and | probably should have said that
up front, so...

COM SSI ONER LEVAR: Ckay. Wiy don't we nove
forward this way: | wll give Comm ssioners Wite and
Clark an opportunity to ask any questions. It is
probably an appropriate tinme to take a short break.

And | assune, since there is a public wtness
hearing at 6:00, there will be no objection to taking
ten- or 15-mnute break and then going for about another
hour or so, and then having a 20- to 30-m nute break
before the public w tness hearing.

I s that objectionable to anyone, that
process?

kay. Conmm ssioner Cark, do you have any
guestions on this notion that we have in front of us?

COW SSI ONER CLARK:  No, | don't have any
questi ons.

COW SSI ONER LEVAR:  kay.

COW SSI ONER CLARK: | think I know where we
are.

COW SSI ONER LEVAR:  Ckay. Conm ssi oner
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Wi t e?

COMM SSIONER WHI TE:  Yes. | don't have any
guestions, thanks.

COW SSI ONER LEVAR:  Why don't we take a
15-m nute break, then we will cone back and try to have
sonme direction on how we are going to nove forward here.
Then we will go for another hour or so before we break
before the public w tness hearing.

(Wher eupon, a break was taken.)

COW SSI ONER LEVAR:  Back on the record.
Ckay. At this point, we are going to allow
M. Stephenson --

MR MECHAM M. Chair, before you rule, in
talking to my witness, he can't track back the nunber
that M. Stephenson has for the ANGC position, and |
think that's, perhaps, the problemw th this docunent. |
get what M. Stephenson is trying to do, and | appl aud
himfor it, but if it is not docunented and parties can't
track their own position -- and ours is pretty sinple
because we're already capital structure and ROE. That's
the problemw th the nunbers on this docunent.

COW SSI ONER LEVAR:  No, | wunderstand. And |
think the way we are going to nove forward on this, we
are not going to -- we are going to allow M. Stephenson

to continue his verbal summary. This docunent is not yet
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I n evidence, but we are going to let M. Stephenson
conplete his summary and then allow parties their
Cross-exam nati on.

In the event that this concludes, that we
don't -- in the event that we did finish with
M. Stephenson today, we want to assure parties that we
want to ask for himto be nade avail able tonorrow, as a
result of this, or any question or issue that needs to be
clarified tonorrow, they can be.

At this point, we don't feel it advances the
process to not allow M. Stephenson to present his view
of his summary of their position. W understand there
are sone objections to how he is characterizing other
parties' positions, and that's -- we will take that into
account and consider that and, of course, allow
cross-examnation on this today and tonorrow, if anyone
desires it.

At this point, we haven't had a notion to
enter this into evidence, so if that conmes, we wll deal
wth that as it happens. But at this point, | think we
are going to allow himto continue his summary and nove
forward that way.

THE WTNESS: Thank you. And I'Il just
reiterate again, as it relates to the anounts on this

exhibit, ultimately, the Comm ssion will rule on an RCE
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that wll change each of these anbunts. The lead | ag
factor changes these, whether or not inflation is
I ncl uded changes t hese.

So | didn't mean to show this as kind of
final, end all nunber. It is nostly neant for
representation of where | think currently we are. So |
apol ogi ze for any concerns that may have caused.

| will say the DEU figures to the right is
our case, and that is based on the rate base we have to
date, the ROE we are proposing and everyt hing.

I will continue on. | think we arrived at
the blue section. These are the areas where we do not
have agreenent today, and | addressed the projected plant
in service. | was going to nmention it in testinony, in
ny rebuttal testinmony, | mentioned three very |large
projects occurring in 2020 that are increasing the
projected plant in service over what we have in 2019.
And those relate to a $10 mllion increase to the
i nfrastructure replacenent programthat Kelly -- or
M. Mendenhal | di scussed earlier today.

W al so have a $14 nmillion investnent to a
current river gate station that will inprove reliability
to the northern region of Utah, and a 19 mllion
I nvestment to expand the southern systemto nmeet a

rapidly grow ng area of St. George.
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None of these projects individually, or any
ot her projects, have been opposed by the parties in this
case. Reducing the 2020 capital budget included in the
test period does not elimnate the conpany's need to
pursue these capital projects, but rather, it wll cause
additional strain to the conpany's cash flow and credit
metrics as it invests in this needed capital.

Moving on to line 14, the renoval of
inflation, in calculating the nonl abor O&M expenses to
include inits 2020 test period, the conpany used
inflation factors provided by d obal Insight, a firmthat
I ndependently cal culates inflation specifically by FERC
account for regul ated operations.

Thi s met hod has been approved in prior rate
cases the conpany has filed, dating back to the sane
nmet hod used in the Rocky Mountain Power case, in Docket
07-035-93, and the conpany is not departed fromthat
procedur e.

The O fice and the UAE do not include
inflation in their test period, and as such, | believe,
failed to reasonably represent conditions that would be
in place during the test period.

Referring to Exhibit 3.4R of ny rebuttal
testinony, | provide an exhibit -- or a |ook at total O&M

expense, even after including inflation. So 3.4R of ny
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rebuttal testinony, |ooking at Colum E, shows the total
adj usted | evel of operating and mai nt enance expense in
the 2018 base period at 124, 440, 000.

You can see on Colum G the forecasted total
&M that we included in the 2020 test period is actually
$100, 000 | ess than the 2018 base period. And so in
effect, all of the effects of inflation we have adjusted
out of the case, ultimately, through savings adjustnents
that |1've detailed in ny testinmony as well.

Looki ng at that sane exhibit, |I would just
point out, on Row 15 -- this hasn't been a huge topic in
this discussion so | just wanted to highlight. The |arge
savings we have included in the test period for 2020,
whi ch amount to $7.2 mllion of |abor-related savings in
2020 and an additional $1.1 mllion of nonl abor savings
wer e made possi bl e by expenses that the conpany has
incurred in 2019 but did not include in any test period.

And shown on Row 15 of ny Exhibit 3.4R is
$15.3 mllion of severance paynents that were incurred in
2019 to enable $7.2 million of ongoing expense. And the
conpany has not proposed to defer or anortize any portion
of the expense it incurred to enable those savings going
forward, but it has included 100 percent of its savings.

So as such, | believe that our C&M | evel is

appropriate. Utimately, it's slightly |ower than 2018
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&M and as such, | don't believe a reduction related to
inflation is necessary.

And then referring to the pension credit, all
|'I'l say about the pension credit -- | think we have had
pl enty of discussion on that just a few nonents earlier
by M. Felsenthal, but | would just reiterate that
renoving the pension credit from 2020 does not reduce the
amount of non-pension O&M that the conmpany has to
pay -- or rather, including a $5 nillion pension credit
does not result in excess cash of 5.2 mllion that the
conpany can use to offset other O&M expenses. And as
such, the cash strain that introduces into the conpany,
we believe, should be addressed and renoved.

And then related to professional services,

t hese have al ways been referred to throughout testinony
as LNG related services. The conpany does not agree that
t hese professional service costs should be renpved from
the 2020 test period. The conpany has several |arge
projects that will occur in 2020 that rely on such

prof essi onal services, as were included in the 2018 base
peri od.

VWil e the 2018 base period expenses rel ated
to an approved LNG facility, the professional services,
in 2020, will relate to other projects occurring in 2020

that are part of ongoing distribution operations.
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And then the final two rows here relate to
cap structure and return on equity that have been
addressed by other witnesses, which I will not delve into
detail on those two issues.

And this concludes ny sunmary.

M5. CLARK: M. Stephenson is available for
cross-exam nati on and al so Conm ssi on questi ons.

COW SSI ONER LEVAR:  Ckay. Thank you. We
wll go to the Division first.

M. Jetter, do you have any questions for
M. Stephenson?

CROSS- EXAM NATI ON

BY MR JETTER

Q M. Stephenson, | do have sone questions
regarding an exhibit that has been passed out. | don't
know that it has been entered into the record yet, but
the exhibit that's at |east marked as DEU Hearing Exhibit
7, under the colum entitled, "DPU," is intended to
represent the Utah Division of Public Uilities; is that
correct?

A Correct.

Q And the revenue deficiency or surplus
calculation in this nodel assunes no adjustnents fromthe
filed position of Dom nion Energy Utah for any of those

bl ank spaces; is that correct?
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A Right. That just indicates that -- | think
the Division included a statement that if it were silence
on an issue, that doesn't inply that it agrees or
di sagrees with any given issue. So | just left that
bl ank in those cells.

Q kay. And that negative 342,688 cal cul ation
I's based on those cells being calculated as a 0 val ue?

A That is.

Q Ckay. And woul d you agree with nme that that
may not represent the revenue deficiency or surplus
recomrendati on of the Division?

A | agree. | don't knowif it is on the record
what the final bottomline is fromthe Division. | just
tallied up everything that was on the record.

Q Ckay. And so that nunmber doesn't reference
any Division testinony?

A | would say because it is the sumof the
ot her nunbers that are on testinony, | think it is
derived fromtestinony. However, if the D vision would
like to, | guess, update -- |, obviously, wouldn't argue
if you would like to include other adjustnents to table
that haven't been included in testinony.

Q Okay. Thank you.

A | don't know if ny attorneys agree with that,

but --
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Q Those are the only questions | have. | don't
actual ly have any cross or any other testinony otherw se.
Thank you.

A Thank you.

COW SSI ONER LEVAR:  kay. Thank you,

M. Jetter.

M. More or M. Snarr?

MR SNARR: Thank you. | wll proceed with
the caveat that we may have to do a little work tonorrow
in case | mss sone things. Thank you.

COW SSI ONER LEVAR:  Yes. As we said, we
w ||l accommobdate that with this wtness.

CROSS- EXAM NATI ON
BY MR SNARR

Q Good afternoon, M. Stephenson.

A Good afternoon.

Q Il wll ask you sone questions.

COM SSI ONER LEVAR: W are not picking up
your m crophone, sorry.

MR. SNARR:  Sorry.

BY MR SNARR

Q Let ne ask you sone questions. |'mbasically
trying to clarify where we are in the sense of whether or
not the O fice and Dom nion have found resolution or to

help identify the issues where we haven't found
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resolution. So that is the intent of ny question. Let
me work through a few of these to see if we can progress
wth that.

First of all, isn't it true that the
I ndi vi dual adjustnents that you have presented in this
hearing exhibit, at |east for use in your sunmmary here,
that the individual adjustnents are sonewhat dependant on
the order in which you make each adjustnent in your
nodel , including ultinmate adjustnents to ROE?

A Yes, that is true.

Q And so you woul dn't be surprised then that
the Ofice mght disagree with many of the individual
representations of value or nunbers here in explaining
their position in response to you?

A Yeah, that's true. And just to get into a
little nore detail, each tinme O%M changes, for exanple,
there is a cash working capital conmponent that enters
into rate base. So if you have not yet updated the cash
wor ki ng capital factor when cal cul ati ng the adjustnents,
there would be a shift. That also goes with return on
equity because that is applied to that rate base.

And so there's steps that if you do it in a
different order, it could shift slightly. | don't think
it would be a huge shift, but it would have an i npact.

Q Ckay. Thank you for that clarification.
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Let's focus for a mnute on plant in service. | would
like to direct your attention to your rebuttal testinony
at lines 67 and 68. Do you have that there?

A Yes.

Q In those lines, you suggest that Ms. Ranas'
proposed adjustnment to plant in service should be denied
because she does not assess any of the individua
projects thenselves; isn't that what you sai d?

A Ri ght.

Q Isn't it true that the detailed |list of plant
projects making up your ultimate 2020 budget was not
I ncluded in the conpany's original filing?

A The 2020 i ndividual projects were not
included in the original filing.

Q And it wasn't really provided to other

parties in this proceeding until you presented your

testinmony in rebuttal; isn't that correct?
A Actually, no. | think we did provide several
data requests on Septenber 5th and -- or around early

Septenber in response to the Division of Public

Utilities, that included individual projects, accounting
for the total change fromthe 2018 capital budget to the
2020 capital budget. | think it anobunted to 66 sone-odd
mllion worth of capital projects individually specified.

Q I"mnot sure if I'"mfocusing on the right
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data request, but | believe sone of the data request that
you provided related to plant projects during the time

frame you represented. Also had caveats that this was

not the final budget and not the final list; isn't that
true?

A ['"mnot sure. | would have to check the data
request.

Q All right. Isn't it true that the actual

| evel of 2018 capital expenditures was 212.2 mllion?
And | believe you have Exhibit 3.09 that reflects that.

A Let nme check that nunber. The actual --
yeah, the actual capital spending in 2018 was 212
mllion.

Q Wiile we are there, the actual projected
capi tal expenditures for 2019, they were expected to be
232.4 mllion; is that right? On that exhibit?

A I"msorry, are you referring to ny direct
Exhi bit 3.09?

Yes.
And you're referring to 20147
2019.

O > O

A Oh, I'msorry. So ny Exhibit 3.09, | don't
see a 2019 figure on this.
Q Let me -- maybe | referenced the wong nunber

here. Let ne ook at that for just a m nute.
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A But | do know offhand that it is around 233
mllion total.

Q Thank you. That is all | needed to know.
And with respect to 2020 test year, isn't it true that
you're | ooking at what you're projecting or forecasting
to be 277.7 mllion?

A That's correct.

Q Ckay. Isn't it also true that the
functionalized categories associated with the conpany's
requested capital expenditure for the test period differ
significantly in the conpany's rebuttal testinony from
what was initially proposed?

A The functional categories neani ng?

Q The functionalized categories associated with
each of the capital projects.

A | think I know where you are referring to.

If | recall, Ms. Ramas included a table in her testinony
that includes categories of capital additions that

di ffered by subcategory, and I would agree that there
wer e changes between categories. | think in total, the
overall change from277 mllion went up slightly to 278
mllion wth the update, yeah.

Q So | was going to kind of build to that, and
| wasn't going to ask you to conment on her exhibit, but

you reviewed that exhibit in your -- or are you
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acknow edgi ng that sone of the shifts that she portrays
there are, in fact, based upon the nunbers that were
initially provided and then | ater provided by the
conpany?

A Yeah, the original nunbers came froma
capi tal budget that was prepared in the fall of 2018, and
at the time we provided ny exhibit, ny rebuttal exhibit,
3.1R, we had updates to projects that caused shifting in
t hose nunbers.

And | would add that's typical experience for
us as we nove throughout the year, that there are updates
to project costs.

Q Al'l right. Thank you. Let ne nove to the
transponder issue, and | appreciate that you indicated
some, perhaps, coal escing on sonething that m ght work.
But at |east as presented in your exhibit, | don't think
we are close on our nunbers yet, so let nme ask a couple
of questions so we can highlight the issues here.

Isn't it true that the cost associated with
di smantling and renoving transponders that occurred
during the period of 2016 through 2019 were booked to
either Construction Work in Progress 107 or to Plant in
Service 101 as the new transponder were installed?

A That's correct.

Q Ckay. And isn't it true that the conpany has
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agreed that the anmounts booked to plant in service should
be reduced by the dismantling cost for the old
transponders in order to avoid a doubl e-counting as those
things are rolled up in the conpany's file case?

A Yes. So that's where, when | | ooked at the
101 bal ance -- so sonetines | refer to plant in service
as 101, which enconpasses all the sub-accounts, including
transponders. And it's true that as we adjust the
di smantling cost and nove costs out of the 101 to the
108, that it inpacts both sides. The 101 account wl|
drop, as well as the 108. So there is a neutral inpact
on rate base through that accounting entry and the 101
drops as a result.

Wien | reviewed that, | |ooked at the total
101 balance as it relates to transponders, to review. |Is
it at a sufficient level and does it need to be adjusted?
And based on ny analysis of transponders, we are at an
appropriate | evel because there is a construction work in
progress factor included in the 101 that renoved 29
percent of all transponder additions.

And in reality, transponders do not remain in
construction work in process. So we used a systenmm de
factor. Simlar to how we did dismantling and how we did
proceeds, we used systemm de factors. W also used a

systemm de factor for construction work in process that
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shoul d not have been -- | nean, if you are doing a
specific to transponder adjustnent, that one should be
updated as well.
| understand that that's probably a | ot of

novi ng parts to describe verbally, so |I'mhappy to wite
it down as a journal entry. W have a pad as well, if
that would help, I could wite it out. So | don't know
i f that would be hel pful, but...

Q | think that m ght be hel pful. You woul dn't
be surprised at our nunber crunching of those sane

concepts aren't comng up wth exactly the sane nunber?

A Yes, | amhappy to wite it down, and we
can -- | can share that wth you
Q Ckay.
M5. CLARK: |If we can take a nonent and set
this up?

MR. SNARR. As |long as we can get that so |
can have ny witness to |look at it overnight, that is
fine. W don't need to spend tinme witing it down as
wel | .

BY MR SNARR

Q Thank you. Let's turn to cash working
capital now. Both the Ofice and the D vision questioned
t he appropriateness of the lead | ag study that the

conpany included in its original filing; isn't that
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correct?

A That's correct.

Q And then after reviewng the Division's
recomrendati on through the Division' s wtness
M. Thonson, as | understand it, the conpany agreed to
accept his recommendations; is that right?

A That's correct.

Q Sonewhere -- and | understand, | believe that
maki ng those adjustnments, the lead |ag study that the
conpany now supports results in a reduction of the net
| ag days from 7.358 days as initially proposed to a
negati ve .828 days as you run that through the conpany's
nodel ; is that correct?

A Ri ght.

Q All right. Nowisn't it true -- and, again,
|"mtrying to focus on where we differ with where you are
right now Isn't it true that after accepting the
Di vision's suggested recommendati ons, that the conpany's
|l ead ag study still seeks recovery of anmpunts associ at ed
wi th depreciation and deferred i ncone taxes?

A Yes.

Q Isn't it also true that the anpbunts
associated wth depreciation and deferred i ncone taxes do
not involve an actual outflow of cash being made by the

conpany?
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A So | believe in ny direct testinony, |
address the issue of both of those things: depreciation
and deferred incones tax, and | also included a reference
to an individual naned Haney, | think it's Robert Haney,
who di scusses that particular item

And the cash flow wth depreciation actually
occurs up front when the conpany invests in the asset.
And what happens i s depreciation expense is then
recogni zed going forward. And | believe that the problem
ari ses, where as depreciation expenses occur and that
I ncreases the accunul ated depreciation bal ance, there's a
period of time where there is a | ag between when the 108
or accunul at ed depreci ati on has been booked and when you
actually collect that depreciation expense from
cust oners.

And so because we have a revenue lag that's
meant to recoup the depreciation expense related to that
asset, we receive the inpact of that depreciation
expense, or the 108, 30 sone-odd days after the actual
entry has occurred. So our rate base is always 30 days
too | ow because the 108 change happens right away at the
end of the nonth, and the revenue associated to that
happens 30 days | ater.

So | believe that's the answer to your

question as to why there is a cash inpact.
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Q So we may still be at odds on that point but
we' || address that.

Wul d you accept, though, subject to check,
that if the Comm ssion decided to renove or exclude the
amounts associ ated -- separately with depreciation and
deferred incone taxes, that that mght result in the |ead
| ag study that the conpany now supports, being adjusted
such that the negative .828 days would actually change to
a negative .905 days?

A | reviewed Ms. Ramas' exhibit show ng that
I npact and agr ee.

Q kay. On nonl abor expenses, | do recogni ze
the conpany is indicating that you are going to reflect
reduction of O8&M expense by $601,333; is that right?

A That's correct.

Q And just for the sake of clarity of issues,
that's wthout the Ofice and Dom ni on com ng together on
whet her these inflation factors ought to be applied in
that area; isn't that correct?

A Sorry, could you repeat your question?

Q The adj ustnent of 601 sone-odd thousand
dollars is the reduction you're planning to make, just to
point out what is still at odds between the Ofice and
the company. The Ofice still believes that the way the

conpany has applied certain inflation factors i s not
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correct. Do you understand that to be the case, in terns
of where the issues are still?

A Yes.

Q Ckay. And in review ng sone of the nonl abor
expenses, would it be accurate to say that the conpany,
if we ook at the 2018 results and then | ook at sone of
t he individual nonlabor expense itens that -- for some of
the actual or forecasted experience that you' ve had in
2019, that there may still be some decreases that the
conpany will reflect in individual itens; isn't that
right?

A So you're saying, |ooking at the 2018 act ual
results for certain Q&M itens --

Q And conparing it to where you are com ng out
in 2019, aren't there still sone individual itens where
you're show ng a decrease in the expenditures in 20197

A That's true. In fact, going back to the
exhibit that | referred to in ny summary that summari zes
our O&M projections, you will see that we have included a
reduction, in 2019, of 1.9 percent in O%M expenses
overall. So yes, certain itens have been reduced in
20109.

Q kay. Thank you. | was going to ask sone
questions about the accrued audit fees, and | think based

upon your sunmmary, we don't need to touch that, so we can
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put that one aside.

Wth respect to the EDIT anortization, you
I ndi cated that the conpany supporting the 12-year period
of anortization and UAE is supporting a 10-year and the
Ofice is supporting a 5-year anortization period. Aml
accurate in what you said?

A Yes.

Q And | think, wthout going into the nunber or
what ever, the Ofice will concur with you that those are
the differences in terns of where the issues are?

A Yes.

Q kay. Now with respect to the professional
services and the conpany's application, certain outside
services fees were included in the 2018 experience,
particularly related to the approval of voluntary
resource decision, the LNG application; is that correct?

A Correct.

Q You've indicated that that's representative
of ongoing efforts year to year, and the O fice has taken
the position that those events are really nonrecurring
events or, at least, infrequently occurring events; is
that correct?

A | believe that's the positions, yes.

Q Today you testified that there nmay be

addi tional individual regulatory proceedi ngs or projects
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related to plant or whatever.

Do you have nore specific information about
what you're suggesting we ought to consider?

A Sure. For exanple, just a few -- Decenber
1st, we filed a new filing for expansion of service into
Eureka that currently does not receive natural gas
service. That particular effort wll include special
servi ces, professional services, and in addition to a | ot
of these -- | believe that as you | ook at the kinds of
services that were included related to the LNG cost,

t hese are very common shared-type services for all kinds
of projects.

Engi neering analysis, legal work if we
requi re those kinds of services for those projects, |
don't see the basis of renoving those particular types of
costs fromthe test period in 2020. So Eureka is one
exanpl e.

W plan on filing another docket related to
HB107 Bill that passed earlier this year at the
Legi slature which is directing the gas -- the intent is
to direct the gas utility here in the state to pursue
clean air-type projects. That is also special-type
projects that will be included in 2020 efforts that wl|
require these types of special services as well, so..

Q Now, were these projects you identified today
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previously included in your testinony or in the conpany's
initial application?

A | don't believe | got into detail as to
specific projects.

Q Al right. Subject to looking at this a
little nore carefully and doing nore tonorrow, that wl|
concl ude ny cross for now.

COW SSI ONER LEVAR:  Thank you, M. Snarr.
Maj or Kirk?
MAJOR KIRK: Yes, sir. Thank you. | have a
few questions.
CROSS- EXAM NATI ON
BY MAJOR Kl RK

Q First | would like to direct your attention
to DEU Hearing Exhibit 7. On line 19 there, it reflects
a revenue deficiency surplus calculation, and for FEA,
you have that cal cul ated, a negative 4, 872,595?

A Ri ght.

Q Earlier, you said where parties have not
taken a position, those are reflected as blanks on this
sheet; is that accurate?

A That is true.

Q And so just because FEA hasn't taken a
position on Itenms 3 through 16, that negative 4 mllion

Is calculated is if those are zeros, even though they are
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bl anks; is that correct?

A That's correct.

Q So if FEA did take a position on sone of the
other parties' positions and joined themin briefing or
adopt those in our briefing, that nunber would,

ultimately, change; is that correct?

A Yes, | woul d agree.
Q Thank you. Next, | want to ask you a couple
questions about the capital expenditures. In your

testinmony, you indicate that there were sone pl anned
capital expenditures in 2020. Approximtely, how nuch is
t hat ?

A Total is 277 mllion.

Q 277 mllion? The conpany hasn't yet spent
t hat noney. Correct?

A That's correct.

Q And if, hypothetically, the Conm ssion
ordered a different capital structure than what Dom ni on
has proposed, those expenditures could be funded through
debt or other nethods of financing. R ght?

A So, well, first off, | think whatever the
Comm ssion chooses to, ultinmately, approve doesn't
necessarily line up with what actually the conpany is
f undi ng.

For exanple, currently, the conpany is using
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60 percent equity inits capital structure, and we
project, in 2020, it wll be 60 percent equity. W
proposed 55 percent equity to this Comm ssion. So what
actual ly ends up being funded does not necessarily line
up with the order that cones out of this case.

Q So you woul d agree then the conpany has
di scretion to choose how to finance those capital
expendi tures?

A Sur e.

Q And those could be financed through |ong-term

debt instead of capital expenditures. Correct?

A Vell, I think however you choose to fund
those, it would still be a capital expenditure and woul d
require a return to capital issuers. And so yeah, |I'm

not sure if | understood your question correctly, but --

Q As far as where the noney cones from that
could be fromdebt or fromequity?

A Sur e.

Q Even though they are, in fact, capital
expendi tures, you don't necessarily have to use equity to
pay for it?

A Ri ght.

Q Thank you.

A Well, sorry, you just said it could conme from

debt or fromequity, but we have to use equity to pay for
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| think howit works is whatever the ratio
fromdebt to equity is, that mx of capital is what is
used to pay for it. So in our case, we are projecting
actual equity will be funding 60 percent of the total
capi tal budget and 40 percent would cone fromdebt. W
have proposed 55, 45 for the sake of ratemaking in this
case.

Q So Exhibit 3.31, your cost of capital
wor ksheet, woul d you take a | ook at |ine 20?

A Ckay. Yup.

Q And on what is | abeled as "Colum E
proposed, " there's $203, 257, 107 there. Wuld that the
proposed amount of -- well, what does that nunber
represent?

A That nunber represents the projected anmount
that would be in place in that 2020 test period.

Q The projected anount of what?

A O conmmon equity, specifically in Account
211, mscellaneous paid in capital.

Q And that woul d be, essentially, additiona
funds from sharehol ders put into the account in 2020; is
that correct?

A Yeah, that would be -- | believe so. That is

the definition of equity, is it's funds from
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shar ehol ders, yeah.

Q Right. And that noney hasn't already been
placed in that account. That is just a plan that the
conpany intends to take?

A No. Actually, that infusion into that

account occurred in 2018. | think you can see, as you
| ook at Colum C -- well, let nme back up. It was in
place at the end of 2018. | can't remenber for sure if

It happened in 2018 or a prior year prior to 2018, but
yeah, it's currently there at of the end of 2018. W
project it wll still be in that account at the end of
2020.

Q But that noney hasn't yet been spent on

anyt hi ng?
A Wll, so Il'mnot sure | would agree that it
hasn't been spent on anything. | think the equity

bal ance on a bal ance sheet doesn't necessarily nean that
IS a cash account waiting to be spent. |It's an
accounting bal ance that represents the anmount of funding
that cane from sharehol ders at a certain point in tine.
But that doesn't tie it with a cash account.

Q At the end of the day, though, you would
agree that the conpany has discretion to determne howto
finance capital expenditures in the future, regardless of

what your actually capital structure is or what your
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approved capital structure is?
A Yes, | believe the conpany has discretion.
Q Thank you.
COW SSI ONER LEVAR:  Does that concl ude your
questi ons?

MAJCOR KIRK:  That concl udes ny questi ons.

Thank you.

THE WTNESS: Can | just correct one thing?
| think we are -- we are limted in certain activities we
take. | just don't want to | eave the record unclear,

that our discretionisn't limtless. W did have to cone
i n and request approval to get capital funding -- or
equity percentage up above 55 percent, in a prior docket,
that was related to a nmerger conmtnent.

So | don't want to | eave the inpression we
have conplete discretion as to equity decision we make or
debt issuances we nake. There is sone regulatory
proceedi ngs involved with that, so..

COW SSI ONER LEVAR: Do you have any
followup to that clarification?

MAJOR KIRK:  Nothing further. Thank you.

COW SSI ONER LEVAR:  Thank you.

M. Mecham

MR MECHAM  Thank you, M. Chair

CROSS- EXAM NATI ON
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BY MR MECHAM

Q M. Stephenson, with respect to your exhibit
mar ked hearing Exhibit 7, with respect to the ANGC s
position, you' ve got nunbers down in Row 17, 18 and 19
for us, reflecting the fact that we really only took
positions on rate of return on equity, as well as capital
structure. Correct?

A Correct.

Q And where did you get those nunbers?

A So we have an Excel nodel that has been filed
as part of ny direct testinony and al so as part of ny
rebuttal testinony. |In there, there is a cell for the
cost of equity that can be changed. And | believe we
derived this amount by just changing the cost of equity
percentage in the nodel, and then that flowed through, as
well as the capital structure tab within the nodel. That
fl owed through as well.

Q So as we have | ooked at -- as ny w tness
| ooked at his exhibits, he couldn't track the nunber. As
an exanple, the 1,599,000, that didn't track anywhere to
an exhibit.

Are you able to docunent an exhibit that it
came fronf

A No, because it came out of the nodel. |

don't think we have nenorialized that change in an
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exhi bit.

Q You may be famliar wwth M. Qiver's
testinony, but are we to assune that the capital
structure or the -- excuse nme, the capital structure is
50 percent equity or 52 percent equity or 55 percent
equity and 9 percent? | nean, what are we to assune? |
don't know what you fed into your nodel.

A So as it relates to the capital structure, we
adj usted the portion of equity to match the testinony of
M. Odiver, | believe, and subject to check, we could
reconcile where the difference was. It may be that there
was a difference in rate base that the equity was applied
to. | just have to check, and we can reconcile that.

Q So to the best of your understanding, you
think it is 9.5 percent RCE and 50 percent equity ratio?

A | believe so, yup.

Q And how do you intend the Conm ssion to use
this docunent, if it is admtted?

A As | nentioned, | recognize that the anounts
on this docunment may change as some of these ot her
factors change. The purpose was just to have sonething
to refer to the organi zed sunmary that, obviously, has a
| ot of noving parts.

And so | think, ultimately, the Conm ssion

wll likely verify the amounts on this, and they w ||
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likely be different based on what other factors are

rul ed, whether it's a different equity percentage or a

different cap structure or a different total anount of

expenses, that will slightly shift all of these anpunts.
So, ultimtely, when the final order cones

out, all of these anmbunts will need to be refreshed and

updat ed.

Q kay. Al right. Thank you. That is all |
have now. W may have nore tonorrow.

COMWM SSI ONER LEVAR. M. Russel | ?
MR. RUSSELL: Thank you.
CROSS- EXAM NATI ON
BY MR RUSSELL:

Q Turning to DEU Hearing Exhibit 7, you have a
colum for UAE nunber, and | think I'Il note for the
Comm ssion's purpose that UAE s proposed adjustnents can
be found in Table KCH 1F, which is on page 5 of the
surrebuttal testinony of Kevin H ggins. Sone of the
nunbers in that table are the sane as those that are
represented in this position matrix and sone of them are
di fferent.

| think we can chalk up the differences in
the order in which sone of the adjustnents were nade,
because as M. Stephenson said earlier, there is a cash

wor ki ng adjustnment. And if you nake the adjustnment in
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different orders, sone of these cone out differently.

But in any event, if the Commi ssion wants to
know t he proposed adjustnent that UAE has put forth,
those are found in the surrebuttal testinony that has
been pre-filed by M. Higgins. And with that, | wll
| eave DEU Exhibit 7.

M. Stephenson, we tread a | ot of ground on
pensi on expenses with M. Felsenthal, and | don't intend
to go over again, but there are a couple of points |I do
want to get to.

| amnot sure if this was in your testinony
or sonebody else's testinony or if it was a response to
data request, but there has been sone di scussi on anongst
the parties about what the pension expense woul d have
been in the test period 2020, absent the $75 nillion
contribution. Do you recall that?

A | do.

Q Ckay. And that pension expense, absent the
$75 mllion contribution, would have been a negative
nunber. Correct?

A It still would have been a negative nunber.

Q Ckay. And offhand, do you know what t hat
negati ve nunber woul d have been?

A No. | believe it shrunk to possibly 2 to 3

million.
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Q Yes. And | think maybe the best way to do
this istogoto-- it's Exhibit 2.16, OCS Exhibit 2.16,
filed in the direct testinony of Donna Ranas.

MR RUSSELL: And for those with -- and it is
OCS Dat a Request No. 3. 02.

MR. SABIN. D d you say direct testinony?

MR RUSSELL: For those with electronic
copies, it's page 23 of that PDF. It says page 22 at the
bottom It's page 22 of the el ectronic version.

MR SABIN. Wuld you say the nunber again?

MR. RUSSELL: OCS 3.02 is the data request.
The exhibit is 2.16.

BY MR RUSSELL:

Q Ckay. If | wanted to determ ne what the
negative pensi on expense or pension credit would be for
2020, absent the $75 million contribution, using the
nunber on the table at the bottom of the conpany's
response to OCS 3.02, howwould | do it?

A So yeah, | believe what this reflects -- so
we are on page 22, so this is OCS 3.02. Correct?

Q Yes.

A So what this table shows is beginning in
2017, we had a $75 mllion contribution |level, and we had
an assumed return percentage of 8.75 percent. And so for

each year, you can see the $75 million contribution is
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now worth 96 mllion because of that conpound growth of
the 75. So we have a $96 million balance currently
related to that contribution

The second col umm applies the expected return
on plant assets of 8.75 percent to arrive at $8.4 nmillion
credit. That reduces the overall service cost or expense
i n that pension fund.

And then, ultimately, that pension is
al | ocated down to Dom nion Energy U ah, so that becones a
$5.5 mllion credit. And then of that anpbunt, sone of it
ends up in capital, based on total |abor, and sonme of it
ends up in expense.

And so the final colum is a $2.9 mllion
expense value, so | believe that is the anpbunt that the
asset is -- the 75 mllion is now contributing to a
credit is $3 mllion.

| would note that in an additional update to
this anount, we provided -- | believe it's attached to
Ms. Ramas' Exhibit 2.07S. There is a data request asking
for an update of the forecasted pension credit that is
now $2.8 mllion, rather than 5.2. So these cone froma
third-party, Towers WAatson, that runs the actuari al
reporting and the return on assets and provided an
update. So that anpbunt may have changed slightly since

this data request was prepared.
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Q kay. | guess what I'mtrying to find is if
| can figure out what the pension expenses woul d have
been in 2020, absent the $75 mllion. Can you tell ne
that by looking at this table?

| mean, | will tell you that there is another
data request. In fact, it is OCS 3.03 that is not part
of this exhibit. | can give it to you if you need it,
but it references -- the question was asked, and |'m

par aphrasi ng, but, you know, cal cul ate the pension
expense, absent the $75 nmillion. And that response just
referred back to this data response.

So I"'mjust wondering if you can |l ook at this
and tell me howit is, if that is how you derive it?

A Yes. | think we included a $5.4 credit in
the test period, total credit. You subtract 2.9 from
that anount, you end up with -- and | was warned not to
do math on the stand earlier today. But we will round up
3 mllion mnus 5.2 and so you woul d be at 2.2.

Q Ckay. Thank you.

A But et me just highlight as well that it is
ny position, and M. Felsenthal as well, that as |long as
contributions exceed expense, that asset that exists
wi thin the pension account has been funded because the
total contribution exceeded the expense.

And | believe the assunption is over the |ast
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20 years plus, is that expense | evel has been included in
our rates. And so that total asset actually cane from

t he excess contributions over what has conme from
ratepayers. And under that assunption, | think the $75
mllion is one piece of it. The whole 112 mllion,

t hough, is still sonething that -- our positionis it
cane from sharehol ders.

And so whether or not we look at a 75 mllion
or 112 mllion, | think the total credit -- the story is
the same as far as our position, is the whole $112
mllion sitting in the asset account today came from
shar ehol ders.

Q And | think there is sonme testinony from

Ms. Ramas as wel |, and hopefully, we will hear from her
t onor r ow.

Dom ni on Energy's position in this case is
that the negative pension expense or pension credit
shoul d not be calculated or included with respect to
cal cul ation of revenue requirenent. Correct?

A That's correct.

Q Ckay. And the upshot of that is by not
including it -- | guess it depends on how | say this. |If
you included it, it reduces revenue requirenents. |f you
don't include it, the revenue requirements goes the other

direction. Right?
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A So I'"'mgoing to back up a little bit. [If you
I ncl ude the pension expense, yes, you reduce the anount
of revenue requirenent a conpany can collect from other
operating expenses that it incurs.

Q And i n exchange for Dom nion custoners being
deni ed the benefit of recognizing that negative pension
expense in this case, is Domnion willing to forego
seeki ng recovery of pension expense in the future, if and
when it turns positive?

A Well, so ny position on this pension credit,
and | don't know that this cane out really thoroughly
earlier, but as -- we can look at this exhibit we

actual ly have open, OCS 3.02, the data request that's

part of -- | can't renenber what exhibit we are in, but
that data request that we just referred to. It's OCS
2. 16D

You can see as the return is earned on the
fund in contribution |evel, the balance on this account
increases. Right? So we start at $75 mllion. |In 2020,
we anticipate at being at 96 mllion, based on this
chart. So every dollar of the pension expenses -- or |
will say every dollar of pension credit stays in this
particul ar account, and the conpany cannot go into that
account and pull noney out.

And so ny position is that this credit,

Advanced Reporting Solutions
801-746-5080



© 00 N oo o b~ wWw DN P

N N RN N NN P PR R R R R R R R
g N W N P O © 0O N O O M W N B O

Phase | Hearing
December 17, 2019 Page 280

ultimately, benefits custonmers, in that it prolongs the
amount of tinme before we have a flip back to a positive
expense.

So if you picture it like a bank, like a
pi ggy bank, and there's a return accunmulating in this
bal ance and it is getting |larger and | arger and | arger,
the conpany is not paying dividends wth that cash. It
Is not taking that cash to offset expenses anywhere. It
stays in the piggy bank. It doesn't go anywhere. |It's
true that we have an accrual accounting entry each year,
but that doesn't nean the cash went anywhere. |t stays
i n the account.

That accumul ates and even adds nore of a
credit, and all else being equal, that bal ance keeps
rising. As long as that balance is rising, the chances
that that expense, within a pension account, is going to
flip back to a positive are getting | ower and | ower and
| ower, which neans custoners don't have to worry about
expense for a prolonged anount of tine.

And so | think this credit is benefiting
custonmers as it goes along, even if we are not raiding
the piggy bank to pass it through each year. The conpany
doesn't benefit at all fromthat cash being in that piggy
bank. | don't know if that made sense, but --

Q | understand your position. It didn't
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actual Iy answer ny question, though.

The question was if -- | understand it is
DEU s position it does not believe it is appropriate to
I nclude the pension credit in rates in this rate case.

My question is: Wen that pension expense
flips back to positive, is the conpany willing to forego
i ncluding that positive pension expense in revenue
requi rement in that future test period?

A Vll, it's hard for me to speculate into
future test periods that may occur three, six, nine years
fromnow | think what we've done is prepared a position
based on the circunstances in play today, and if we cone
back to another general rate case and file a position, we
will have to justify that position based on the nerits
and based on the circunstances in place at that tine.

| don't think that nowis the tine to address
future rate case circunstances that may be in effect,
so. ..

Q kay. That is not sonething that the conpany
iswlling to coomt to right now?

A No, | think I wouldn't conmt to the
treatnment of any particular cost in a future rate case.

Q Il will ask you to turn to line 522 of your
direct testinony, if you woul d.

A Coul d you repeat the --
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Q Li ne 522.

A 522? (kay.

Q kay. There is a question on line 522, and
that question is: |Is the conpany proposing changes to
way the way pension expense is included in the revenue
requi renent going forward? The answer is yes, and you
identify the proposed changes.

And | guess what |I'mwondering is, if the
conpany is not willing to commt to what it wants to do
or what it will propose to do with pension expenses,
positive or negative now, when you say going forward, you
only really nean this rate case. Right?

A Right. Yeah, this rate case, which
enconpasses 2020 and beyond until we file the next
general rate case.

Q kay. Let's talk about excess deferred
i ncome taxes for a nonent. There is a ot of ink about
EDI T t hroughout this docket, and we have kind of narrowed
things down to the anortization period for non-pl ant
EDI T.

And | gather as M. Snarr summarized, we've
got the office sitting at five years and then the UAE' s
sitting at ten and the conpany is at 12, and | think it
m ght be useful, very quickly, to kind of talk about what
that non-plant EDIT is. And | will try to do it as
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qui ckly as we can because this can be conplicated.

But excess deferred incone taxes are the
amount of the income tax that have been collected in rate
that are in excess of the conpany's tax liability going
forward. Right? |'mbeing very high |evel.

A Sure. And al though we don't have any rider
or treatnent, so, you know, we get to collect it and
rates are included in the test period and then it
changes. But yes, it was included in a test period.

Q Sure. And because of the tax cuts and job
act that was recently passed, there has been a series of
surcredits that the conpany has been returning ED T back
to custoners, and there has been sone agreenent between
t he conpany and UAE s position about a fourth surcredit.
There was al so sone di scussi on about plant-based EDI T and

how that is anortized. Right?

A Ri ght.
Q In your testinony?
A Yes.

Q There is some discussion in your testinony?
A Right. For the -- | believe it is 2019
pl ant - based EDIT.
Q Right. And there are sone very strict rules
about how that plant-based EDIT gets returned, and it

basically gets returned over a long period of tine,
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commensurate with the depreciation of plant-based assets.
Ri ght ?

A Ri ght .

Q And so what we have left with is this
non-plant EDI T, where there are not those strict rules
about how qui ckly that excess can get returned to
rat epayers. Right?

A Correct.

Q Ckay. And woul d you agree with me that the
Commi ssion has a fair bit of discretion as to howit can

order that non-plant EDIT to be returned over what period

of tinme?
A. | do believe there is some discretion there.
Q Ckay. In your summary, you indicated that

t he conpany believes that a 12-year period is correct,
and one of the, sort of, principles that you offered is,
you know, a 12-year period wll, you know, alleviate rate
shock. Right? If we return it too quickly, then when it
drops off, then rates will go up the year after it gets
returned. R ght?

A That's right.

Q On the other side of that bal ance, | suppose,
that the Comm ssion has to consider is the fact that
these -- this is noney that has al ready been coll ected

fromratepayers, and it is getting returned over a
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| engthy period of tinme. |[It's not quite as |lengthy as the
plant-based EDIT but it is still a fair bit of tine.
Ri ght ?

A Right. 12 years.

Q O five or ten or even --

A Possibly five or ten, right. Qur position is
12.

Q Right. | understand your position is 12.
|'mjust trying to | ayout the consideration for the
Conmmi ssion that the taxes -- excuse nme, the rates have
al ready been collected, and it is just an effort to get
it back to the ratepayers. But the |longer you wait, the
| ess overlap there is fromthe ratepayers that pay the
tax and those that you are returning it to. Right?

A Sure. Yup.

Q kay. That's all | have. Thank you.

COW SSI ONER LEVAR:  Ckay. | think with
that, we will probably adjourn for the day and plan to
return tonorrow, wth the understandi ng that probably
before we go to redirect, we will give other parties, if
there are still remai ning concerns over the exhibit or
the summary, to ask further questions.

| think I'mgoing to make an unusual
comentary fromthe Conmm ssion that may help this issue.

If it helps to allay any concerns of whether this exhibit
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that has been passed out woul d be used for ratemnaking
pur poses and order drafting, we just want to assure
everyone that we have our own internal processes and
nodel i ng, as we work through our decision points, that,
you know, we wouldn't use this exhibit as a basis for
cal cul ations in an order.

And there is also the caveat that there is
reconsi deration period, if we did any math wong, that
allows corrections. |f that helps. Maybe it doesn't.
But | know all of you will be thinking about it between
now and tonorrow, whether you want to ask further
guestions on these issues.

And with that, we are in recess. W have a
public w tness hearing beginning in about 30 m nutes, and
then we will reconvene the evidentiary hearing tonorrow
norni ng at 9: 00.

(The hearing was adjourned at 5:30 P.M)
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REPORTER S CERTI FI CATE

State of U ah )

)
County of Salt Lake )

| hereby certify that the witnesses in
the foregoing hearing were duly sworn to testify to the
truth, the whole truth, and nothing but the truth in the
W thin-entitled cause;

That said hearing was taken at the tine
and pl ace herein naned;

That the testinony of said w tnesses
were reported by ne in stenotype and thereafter
transcribed into typewitten form

| further certify that I amnot of kin
or otherw se associated with any of the parties of said
cause of action and that | amnot interested in the
events thereof.

I N WTNESS WHEREOF, | set nmy hand this
30t h day of Decenber, 2019.

AR, P%TW:LC =

__-__u

Kellie Peterson, RPR
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