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Decenber 18, 2019 9: 00 A M
PROCEEDI NGS

COW SSI ONER LEVAR: Ckay. Good norning. W
wll begin. W are here for Day 2 of the evidentiary
hearing in the Public Service Conmm ssion Docket 19-57-2,
application of Dom nion Energy Utah to increase
distribution rates and charges and nake tariff
nodi fications. This is the Phase | Hearing of revenue
requi renents.

We had conpl eted cross-exam nati on of w tness
M. Jordan Stephenson. W had indicated that we woul d
give parties one nore opportunity, if they wanted any
addi ti onal cross-exam nati on, before we nove to any
redirect.

Sol will start wwth that and ask any parties
toindicate to ne if they want to do any nore cross
before we --

Did you have a comment ?

MS. CLARK: | do. | spoke to npbst of counsel
present about Exhibit 3 and Exhibit 7 that drew so mnmuch
di scussi on yesterday. The conpany has prepared a revised
exhi bit that renoves all of the nunbers that other
parties found objectionable, and so | would -- | don't
know if it's appropriate to offer that now before cross

continues or if you would like nme to wait for redirect to
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do that.

COW SSI ONER LEVAR  Probably nakes sense to
go ahead and do that now.

M5. CLARK: | will doit. Thank you. My I
appr oach?

COW SSI ONER LEVAR  Yes.

(Exhi bit passed out.)

M5. CLARK: May | officially lay foundation
for this docket?

COW SSI ONER LEVAR  Yes.

M5. CLARK: M. Stephenson, you have just
been handed what is marked as DEU 7R Can you descri be
what that is?

THE WTNESS: Yes. This exhibit shows the
origi nal proposal the conpany filed in this case, along
wi th adjustnents that have been proposed by various
parties participating in this case.

And fromRows 2 -- well, ['ll just sunmarize
DEU s position. As it relates to each of these
adjustnments that's shown, the anount shown is what DEU
currently calculates its acceptabl e adjustnent to be.
And where you see zeros next to any particul ar
adj ustmrent, DEU does not agree with that adjustnent.

M5. CLARK: Thank you.

The conpany woul d nove for the adm ssion of
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DEU Hearing Exhibit 7R

COMM SSI ONER LEVAR: | f any party objects to
this notion, please indicate to ne.

' m not seeing any objection in the room so
the notion is granted.

(Hearing Exhibit DEU 7 was

mar ked for identification.)

MS. CLARK: Thank you. And M. Stephenson is
avai l able for further cross.

COW SSI ONER LEVAR:  Ckay. Does any party
want to do further cross-exam nation before we go back to
redirect? | will look for an indication from anyone.

I"mnot seeing any, so we wll go to
redirect.

MS. CLARK: Thank you.

REDI RECT EXAM NATI ON

BY MS. CLARK

Q M. Stephenson, yesterday when you were
speaking wth M. Snarr, you may have recall that he
di scussed the conpany's capital budget; do you recal
t hat ?

A Yes.

Q Can you describe for the Conm ssion the
conpany's process in devel oping that capital budget and

how it may evol ve over tine?
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A Yes. And specifically to this case, | wll
tal k about how the 2020 capital budget was prepared. So
the budget we filed in July of 2020 was based on the
capi tal budget that actually had been prepared in the
fall of 2018, and it was based on our best know edge of
what projects would occur in 2020.

And as the process goes and as we get closer
to the actual year of construction, we learn -- we gain
new i nsi ghts about the conditions that will be in place
in 2020 and sone -- sonetinmes reality causes a change in
pl anni ng.

For exanple, it could be that cities do not
allow us to cone in and do construction at the sanme tine
that we would Iike to conme in and there may be ot her
considerations. And then even in the period of
construction wthin 2020 itself, there can be changes
that occur related to unanticipated projects, scope
changes.

For exanple, if you are installing a feeder
line, and this has been sonething | think we have seen in
the feeder line tracker budget |ine process that we
report on thoroughly in our feed |ine tracker program
There's costs that we don't necessarily know a year and a
hal f in advance. For exanple, if we start digging a

trench and find contamnation in the soil and have to
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I ncur costs to clean it up and dismantling costs go up
significantly, those itens are all very difficult to
project when you're a year and a half out.

That said, as we get closer, each individual
project is subject to variance related to those things,
but what we have seen and what we have a history of
seeing each year is that each of these individua
projects may vary, but when you sunmed themall up
toget her, those variances tend to offset each other. And
that's the reason why your total capital budget doesn't
vary significantly normally and, on average, has been
wthin 1 percent over the last five years.

W | ooked at 2019, for exanple, and we're
close to the end of the year, and now knowi ng what the
actual capital spend has been through 2019, we anticipate
we will end the year slightly above the $233 million
total, although particular projects may have shifted and
there is variance wthin categories, the total budget
doesn't vary significantly.

And with that know edge and going into 2020,
we are very confortable that the $277 mllion anmount is
appropri at e.

Q M. Stephenson, M. Snarr also asked you
about professional services, a proposed adjustnent that

has sonetimes been, in this case, referred to as LNG
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costs and | want to follow up on that a little bit.

Wth regard to professional services, |
beli eve you testified that there are services |ike
engi neering analysis and | egal work; is that right?

A That's correct.

Q And doesn't the capital budget for 2020
include large projects |like the Southern System
Expansion, which | think is a $20 million item and the
current gauge station, which is a $14 mllion item is
that correct?

A That's correct.

Q Wul d you expect projects |like that to need
prof essional services |ike engineering analysis and | egal
wor k?

A Yes.

Q M. Stephenson, | also want to talk to you
about the transponders and dismantling cost. You recall
di scussing that with M. Snarr yesterday?

A Yes.

Q And do you recall offering to provide or
wite a diagramor a chart that could help explain it?

A Yes.

Q Have you prepared such a chart?

A | have.

MS. CLARK: May | approach?
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COW SSI ONER LEVAR:  Yes.
(Exhi bit handed out.)
BY M. CLARK
Q M. Stephenson, | provided you with a
docunent | abel ed DEU 08. Can you describe what that is?
A Yes this is a summary of the transponder
costs in this case. Columm A shows the original inpact
of transponders that | had included in the 2020 test
peri od.

Col um B shows adj ustnents or the inpact that
the Ofice that Ms. Ramas has included in her testinony.
And Col um C shows an update based on analysis |'ve done,
after reviewing Ms. Ramas's testinony and consulting wth
our project manager over the transponder program as well
as our accounting group.

And so just to wal k through what these rows
are, Row 1 shows the rate base itens that we're tal king
about, and as has been di scussed, dismantling costs
i ncurred during any specific period have a rate base
I mpact, in that they reduce the accunul ated depreciation
bal ance and so that increases rate base.

And in ny test period, | had used a system
total factor for dismantling that | calculated using a
t hree-year average of total dismantling cost historically

over total retirement costs, and | applied that to all
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retirenments, including transponder retirenents. And as
Ms. Ramas pointed out in her testinony, historically, the
transponders had not incurred -- or shown on the books

di smant|ing costs.

And so she recogni zed an adj ustnent down to
reflect that there wll not be dismantling costs in the
test period in 2020 and in 2019. And so her adjustnent
shown in Colum B -- and | have actually accepted the
adjustnent as the 3.6 mllion dowward adjustnent to rate
base related to dismantling the transponders.

| also reviewed, as it relates to
transponders, the systemtotal factor that we included in
our original nodel and in our rebuttal nodel, to estimate
how much investnent would be left in construction work in
process.

And just to explain how that works, we have a
capi tal budget for the year, and oftentines, projects are
not conpleted by the end of the year, so although we nmay
spend, in this case, $11 mllion on transponders, a | ot
of our projects are not in service. And if it is not yet
conplete, we do not include that in rate base, even
t hough we' ve had capital spend on that.

And so to estimate how nmuch would be left in
the construction work in process and not be included in

rate base, | used a systemwi de factor based on five years
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of history of total capital spend versus total anount
left in the 107 Account, which is construction work in
process. And that five-year history showed a 29.15
percent average anmount of capital spend that stays in
CWP so it wouldn't be close to rate base.

Looki ng specifically at transponders and
talking with our accounting group, transponders
t hensel ves actually don't stay in construction work in
process because it is not an ongoi ng construction
project. It is a very rapid change-out when a technician
renmoves a transponder and places a new transponder on a
nmeter, so we wouldn't expect to have any construction
work in process bal ance.

And so ny positionis, if we're going to
depart fromusing the average systemw de total factors
and account for transponders individually and
specifically, we should update all three of those
factors: dismantling, proceeds, and construction work in
process.

So ny Row 2 of this exhibit, Hearing Exhibit
8, reflects the update in that construction work in
process factor, and it actually increases the rate base
amount that will be close to investrment by $2.3 mllion.
Wien you add those itens together, we have a net

reduction of $1.3 mllion in rate base, and then | al so
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have a reduction related to depreciation expense. And
these -- these adjustnents are shown in Colum D, and
this is what | would propose being a reasonable anmount to
adj ust our test period by.

M5. CLARK: The conpany woul d nove for the
adm ssi on of DEU Hearing Exhibit 8.

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

MR. SNARR: | woul d object without the
opportunity to further exam ne M. Stephenson on this
particul ar docunent.

COW SSI ONER LEVAR: Do you have any
objection to holding this notion until after recross?

M5. CLARK: No, | would be happy to hold the
notion. Sure.

COW SSI ONER LEVAR:  Any ot her --

M5. CLARK: | do, please.

BY MS. CLARK

Q M. Stephenson, | have one nore topic to
di scuss with you. There was a fair anmount of discussion
yesterday with M. Russell about the proposed pension
adjustnent. Do you recall that discussion?

A Yes.

Q And do you recall wth being provided with
OCS Cross Exhibits F1 and F2 that are testinmony fromthe

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 18, 2019 Page 305

nmer ger proceedi ng before this Comm ssion; do you recal
t hat ?

A Yes.

Q And you were asked, in particular, what the
conpany neant when it said, "There would be a benefit to
custoners in perpetuity.”

Can you speak to what you understand that to
be?

A So | believe M. Felsenthal was asked that
question. | don't know that that came up to nme
specifically yesterday. But | did hear the question, and
|"'mfamliar with the cross exhibit that you're referring
to.

And so ny understanding is what M. Whlfarth
was referring to in his testinmony, in that docket, was
that by contributing $75 mllion to the pension fund, we
have a | arger base that will generate a return in the
pensi on fund.

And so how pensi on accounting works is you
have service costs and interest costs, then you al so have
a return on plant assets that reduces those costs. And
so that return on plant assets is, basically, applying a
mar ket return that those assets are performng by, by a
base of assets that exist in the plant.

And the 75 mllion was derived sinply by
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appl yi ng the expected return on those plant assets, which
| believe at the tine was 7 percent, by the $75 mllion
amount to derive a benefit.

And in terns of whether or not that wll ever
change or go away, the 75 mllion after it is contributed
into the plant, will continue to generate a credit going
forward into perpetuity. And although the pension
expense itself may change, the amount ny change, the
amount of assets that were contributed will never change.
That will continue to create a credit that reduces the
pensi on expense.

So whatever level it would have been going
forward w |l have been reduced because there is now a
hi gher anmount of assets that are earning a return in the
pensi on fund.

Q M. Russell also asked you about the pension
credit amount related to the 75 mllion contribution, and
you had identified a $3 million pension credit.

Assum ng, M. Stephenson, that the asset was
al so included, what woul d the asset bal ance be related to
that $75 mllion contribution?

A So we had referred to an exhibit, and "1l
just open that back up again. It was included in
Ms. Ramas' direct testinony, and it was Exhibit 2.16D,
OCS 2.16D, and that is a data request that had been asked
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by the Ofice. And we had identified that there's a $3
mllion credit anmount --

Q If | can interrupt you, can you point us to
the page in that rather vol um nous exhibit?

A Yes, absolutely. It is page 22.

So we had identified in that exhibit the $3
mllion anobunt shown in the bottomright corner of that
table, and that relates to the return on the $75 mllion
contribution that was placed into the fund in 2016.

If you were to identify -- rather than
identifying a specific credit amount, you want to
identify a specific asset anount today, we know that the
total asset bal ance we included in the test period was
112 million.

You' Il notice that part of that is related to
the Dom nion Energy affiliates and part of it is specific
to Questar Gas or to Dom nion Energy Utah. There's a
credit with 65 percent of the total gets allocated to
Dom ni on Energy Utah, and it would have been the sane for
the asset. So the asset would be 65 percent of the $75
mllion anbunt that would be on Domi nion Energy Uah's
bal ance sheet related to that contribution.

And | did want to expound a little on your
previ ous question, if | may --

Q Pl ease.

Advanced Reporting Solutions
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A -- related to M. Whlfarth's testinony. As
| reviewed that and understandi ng the conditions that
were in place at that tinme, ny understanding is that
M. Whlfarth was explaining that the pension expense
woul d be reduced by the $3 million credit into
perpetuity, and | believe that remains true. That wll
continue to be the case.

What | don't believe is true, however, is
that he was claimng that if the pension expense is zero
in the future, that then other operating and mai ntenance
expenses woul d be reduced as a result of a pension
contri bution.

| believe that it remains true that any
potenti al pension expense, whether it is negative or
positive, continues to be reduced by $3 mllion because
of that contribution and that hasn't changed, but |
believe it kind of -- it goes beyond the scope of his
di scussion to then say, "If we have no pensi on expense
today, that we will now reduce other expenses in a test
period," | don't believe that was -- that was
contenplated at the tine, and | don't believe that was
t he nmeani ng of what M. Whlfarth was saying, so...

M5. CLARK: | don't have any additional
questions for M. Stephenson.

COW SSI ONER LEVAR  Ckay. Thank you.
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M. Jetter, any recross?
RECROSS EXAM NATI ON
BY MR JETTER

Q Just a couple brief questions about what you
just discussed in the pension fund.

Just so |I'm maybe clear for the record and
clear for nmy own understanding here, if sharehol ders of
t he conpany were to put $75 million into the pension fund
W th the expectation of earning a return on that, the
wei ght ed average cost of capital sought by the conpany is
around 7.3 percent, just for a ball park.

And if the return on that investnent, if we
considered it an investnent by sharehol ders rather than a
fundi ng of sharehol der expense and it was earning around
a 7 percent return, that would effectively be meaningl ess
to custoners; is that right?

A So | would have to do the math, but | believe
the expected return on that contribution at the tinme was
7 percent. Right now, it's 8.75 percent, so | guess if
you conpare that to the return on rate base -- | believe
M. Fel senthal may have done that conparison in his
testinmony, and | think he showed that the return included
in rate base was actually slightly I ess than the return
on plant assets that reduces the pension expense, so that

It did have a slight benefit to custonmers to do that.
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Q Ckay. But that wouldn't total around $3
mllion, would it?

A No, that's correct.

Q Ckay.

A And let ne just reiterate as well, we -- our
position, although M. Fel senthal presented evidence as
to why it may be reasonabl e and nake sense to include the
pensi on asset and rate base, ny proposal is not to
I ncl ude the pension asset and return -- and earn a rate
of return on that. Qur proposal is to strip it out.

Q Thank you. | just wanted to make sure that
that was clear, that that if that were put into rate

base, the return would effectively offset the benefit to

cust omers.
| have no further questions. Thank you.
COW SSI ONER LEVAR: M. Snarr?
MR SNARR: | would like to request just
about a five-mnute recess. | need to confer wwth ny

clients on just a couple of matters before | proceed.
COW SSI ONER LEVAR:  Ckay. Wiy don't we
recess until 9:30.
MR. SNARR. (Ckay. Thank you.
(Wher eupon, a break was taken.)
COW SSI ONER LEVAR:  Ckay. | think we are

back on the record.
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M. Snarr?
MR. SNARR: Thank you.
RECROSS EXAM NATI ON
BY MR SNARR

Q M. Stephenson, you have been asked sone
guestions just this norning about the pension issues.
You described the $112 million that was contributed into
that pension fund; is that right?

A Yes.

Q And isn't it true that you' ve suggested that
that $112 million ought to be considered as part of rate
base in order that a return could be earned on that?

A My proposal has been that these itens shoul d
be treated symmetrical, so if a pension credit is
included in the test period, then the associ ated pension
asset should al so be included. But we could also treat
them symmetrical by renoving all itens.

And so ny proposal is to actually treat them
symmetrical by renoving them and not including the
pensi on asset or credit in the test period.

Q Isn't it true that a portion of that $112
mllion that you were tal king about does not pertain to
the utility operations of Dom nion Energy Utah?

A No, that's not true.

Q | would like to refer you to OCS Data Request
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Response 3.02 that was provided to the Ofice. Do you
have access to that?

A Yes.

Q And in looking at that, do you see the figure
of 65.62 percent anywhere on that page?

A | do.

Q Coul d you explain what that information is
that you have previously provided to us?

A So that's the anobunt of the total pension
fund which is held at the corporate level, formally
Questar Corp., and it's allocated down to all of the
western affiliates here. So we have Questar Pipeline,
Wespro and Questar Gas Conpany, now Dom ni on Energy U ah.

At the tinme this funding contribution was
made, 65 percent of that total pie canme to Dom nion
Energy Uah, the utility. The $112 nmillion amount is
after the 65 percent has already been allocated, so that
112 mllion exits on Questar Gas books as a Dom nion
Energy portion of the pension. The 112 mllion is not a
total corporate asset. |It's already allocated.

Q Ckay. Thank you. Now turning to the other
I ssues that you've addressed here, the issues related to
transponders, in connection with the testinony -- in
connection with the exhibit that has been identified as

Hearing Exhibit 8, you have certain information you have
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provided there and attributed to the Ofice's wtness,
Ms. Ramas; is that correct?
A That is.
Q And what was the source of that information?
A The source, referring to Colum D, the

adjustnent, the $3.6 million adjustment comes fromthe

direct testinony of Ms. Ramas. | apologize, is it Ramas
or Raumas? | don't want to keep saying it wong if | am
Q ['"mnot sure I"'msaying it right.

M5. RAMAS: Ranms.

THE W TNESS: Ramas, okay, thank you. Ms.
Ramas, her Exhibit 2.6D showed an adjustnment of $3.6
mllion to rate base.
BY MR SNARR

Q And that was in her direct testinony filed on
Cct ober 16, 2019. Correct?

A | believe so, yes.

Q And in your rebuttal testinony -- your
rebuttal testinony was filed on Novenber 14th of this
year; is that right?

A Ri ght .

Q And in connection to that, you provided
Exhibit 3.2 in connection with your rebuttal testinony;
Is that right?

A Yes.
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Q | would Iike to direct your attention to line
9 of Exhibit 3.2 of your rebuttal testinony. Do you have
t hat there?

A You said 3.9?

Q 3.2, excuse ne.

A Oh, I'msorry, 3.2. Yes.

Q And directing your attention to line 9, you
indicate there that the forecasted spend for 2020 is $4
mllion; is that correct?

A That is correct.

Q And that's inconsistent with the exhibit that
you presented today; isn't that correct? More
specifically, directing your attention to Footnote 1 of
the exhibit you presented today and about the fourth |ine
down, you represented the total 2020 spend is $5 million;
isn't that right?

A That is correct.

Q And so there is an inconsistency there. Can
we rely upon the rebuttal testinony previously submtted

on Novenber 14th?

A Yes. M apologies. | do believe that the 5
mllion is a previous nunber. It should be updated to 4
mllion.

Q Ckay. Thank you. | would also like to

direct your attention to line 12 of your Exhibit 3.2R
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part of your rebuttal testinony. Do you see that?

A Yes.

Q And there is a figure there of $3,705,545; is
that correct?

A That's correct.

Q What does that particular figure represent as
you presented that in Exhibit 3.27?

A That's the anobunt of renoval cost that was
incurred related to transponders fromthe period of 2016
t hr ough 2018.

Q So fromthe period of 2016 to 2018, that's
t he nunmber. And where was that accounted for?

A That was originally included in the
construction work in process account and noved over into

the 101 Account.

Q That's plant in service; is that right?

A That's right.

Q And where is that anount today?

A. If the anmpbunt remains in the 101, and it w |

be adjusted, along with the dismantling. So the update
to dismantling costs will include a novenent fromthe 101
Account to the 108 Account, the accunul ated depreciation.
So the net inpact rate base of that adjustnent is zero.
It's a reassociation froma positive 101 bal ance to the

108 bal ance.
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Q And on the Exhibit No. 8 that you have
presented today, that we are tal ki ng about today, that
nunber, that adjustnent is not shown or reflected
anywhere on that page; is that right?

A | am sorry, which nunmber did you refer to?

Q  The $3, 705, 545.

A Sorry, I'mjust reconciling here. R ght,
that's not part of -- that is not part of the calculation
included. | believe if you add the $3, 705, 000 anount
shown on line 12 -- let's see, with the renoval cost

shown on line 8, you arrive at $4.7 mllion amount,
roughly, which is represented in Footnote 2 of Hearing
Exhi bit 8, which shows a decrease of $4.71 mllion.

So the 4.71 mllion on the footnote is
derived fromthe 3.7 on Row 12, plus the $1 mllion
anmount renmoval cost on Row 8

Q That's in your Footnote 2, second to the | ast
line; is that right?
A Yes, that's correct.

MR. SNARR: That concludes ny recross. Based
upon the new information, the Ofice still opposes this
exhi bit for adm ssion.

COM SSI ONER LEVAR: Ckay. Wy don't we
go back to the notion to admit this exhibit.

Do you have anything you want to add to that
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not i on?

M5. CLARK: | guess | would Iike
clarification on the basis for the objection.

COW SSI ONER LEVAR: Do you want to add
anyt hi ng?

MR- SNARR: Sure. The basis for the
objection is, it doesn't show the conplete picture as
we' ve denonstrated in some cross-exam nation here and
al so presents late-filed information, which is difficult
for us to cope wth and it is not part of these
adm ni strati ve proceedings are all about.

They had the information from M. Ramas
commenci ng October 12th, had full opportunity to devel op
this kind of an exhibit, present it as part of their
rebuttal testinony so we could look at it, understand it
and cross-examne with a little nore preparation than
merely responding a few mnutes after it is presented
here on Decenber 18t h.

COM SSI ONER LEVAR:  Does any ot her party
want to weigh in on this notion? |'m/looking around the
room not seeing any other indication.

Do you want to nake any final remark?

M5. CLARK: | do. Wile | appreciate this is
information that we discussed with M. Snarr and his

client -- or provided to themyesterday. It was provided
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In response to sonme cross-examnation from M. Snarr
hinself. And if we | ook back at the record, you wll see
that M. Stephenson offered to use a white pad to provide
exactly this information, and M. Snarr sort of invited
it.

So |l think it is conpletely appropriate as a
redirect question. It is conpletely appropriate as a
redirect exhibit.

COW SSI ONER LEVAR: M. Snarr, do you
di sagree this is within the scope of your

Cross-exam nati on?

MR. SNARR: | don't have an objection that
it's beyond the scope of cross, no. It is just late
filed, late information com ng -- excuse ne, it is
late-filed information comng to us. It is difficult for

us to respond on the fly on conplicated accounting
I ssues, which are reflected here, sonme of which has been
presented with m sinformati on and sone of which -- well,
all of which could have been presented as a part of the
rebuttal testinony that was previously provided.

Those are the issues that we have and the
basis for our position at this tine.

COM SSI ONER LEVAR: | think the way |'m
going to rule on the nmotion -- | don't see this as any

different than if the witness had verbally presented this
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information in redirect. | think we are going to treat
this as such, with your objections noted. However, |
think, considering that it is within the scope of the
cross-examnation, | don't see a basis to deny the
notion, so I'mgoing to grant the notion, to admt it as
a redirect exhibit related to his redirect testinony.

And as we consider it, we understand the
obj ections to the nunbers and the objections to the
cal cul ati ons.

(Hearing Exhibit DEU 8 was

marked for identification.)

MR. SNARR: | would ask sone latitude in how
we react to this as we put our own w tness on the stand,
as we might want to address this nore directly and
haven't had a chance prior to this tine to do it.

COW SSI ONER LEVAR: | anticipate that we
will allow sonme flexibility when we get there.

MR. SNARR: Thank you.

COMM SSI ONER LEVAR:  Ckay. Major Kirk, do
you have any recross for M. Stephenson?

MAJOR KIRK:  No questions, sir.

COMWM SSI ONER LEVAR M. Mechanf?

MR. MECHAM No, thank you.

COW SSI ONER LEVAR. M. Russel | ?

MR. RUSSELL: No, thank you.
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COM SSI ONER LEVAR: Do you have anyt hi ng
el se based on the recross by the Division or the Ofice?
M5. CLARK: | do not, thank you.

COW SSI ONER LEVAR:  Conmi ssioner C ark, do
you have questions for M. Stephenson?
COW SSI ONER CLARK: | do.
EXAM NATI ON
BY COWM SSI ONER CLARK:

Q | would Iike to just have you clarify sone
information regarding the outside contractor cost that
are -- that you refer to in your redirect. | think you
refer to a couple of projects in 2020.

Wul d you just repeat what they were for ne
again and their approximate capital of costs?

A Sure. So one is a gate station, a new gate
station, to serve the northern region. It is off of
Current River Pipeline, a $15 mllion capital project.
And the other was the southern system expansion to
construct a |loop of additional pipeline to serve Southern
Ut ah, and that was $20 million in 2020.

Q And the year that the contractor-rel ated
costs that are being suggested for renoval was 2018; is
that correct?

A Right. That's the base period they were

i ncurred in.
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Q Right. So in that base year of capita
expenditures, what's the |argest project, outside of the
LNG facility, that would be present if we had a list in
front of us?

A I n 20187?

Q Do you, by chance, have that in your record
of exhibits?

A Of the top of ny head, | think it would be
in the record. | don't know that | have a copy of it.
Of the top of ny head, and | would have to check, but I
believe that the feeder |ine tracker program probably
contains one of the |argest projects in Feeder Line 21,
which is tens of mllions of dollars in 2018. But |
woul d have to pull the individual projects to verify if
that was the | argest and what the actual anount was.

Q And the nature of these outside contractor
costs, do they apply generally or maybe even excl usively
to services that pertain to seeking the approval s that
the adm nistrative approvals for constructing the
project, or are there other types of costs involved?

A So it's other types of costs. So | believe
the reason why the 2018 costs becane a question was that
there was a docket on those -- on that particul ar issue
that required sone |egal costs. However, the scope of

t hose services, include preparing -- for exanple,
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preparing requests for proposal on a scope of work on
hiring contractors. Al so doing engineering-type anal ysis
and whet her or not there's a special docket involved
related to that or an approval needed, those kinds of
preparations and anal yses woul d need to be conduct ed.

So, for exanple, with the gate station, it's
| arge enough where we will need | egal services to prepare
a request for proposal for that particular project, as
well as for the southern system expansion project and it
wll be a simlar scope of work to what we had to do in
2018.

Q Simlar to the feeder Iine project?

A O simlar to -- | guess we refer to it as
the LNG project that the request was based on.

Q And woul d those services be provided by DEU
enpl oyees, or would they be outside services or sone
m xt ure?

A So the specific adjustnent is just for the
external services, and the 2020 projects that we are
di scussi ng woul d include external services as well. So |
bel i eve the ambunt we're discussing is -- 200 sone-odd
t housand anobunt is just for the external service portion.

Q Do you have any sense of how nuch of that, of
the anobunt that's being scrutinized, relate to the

services provided for preparation -- in preparation for
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and the conduct of approval proceeding or the application
proceedi ng before the Comm ssion?

A Now | apol ogi ze, | don't have that breakdown.
| couldn't tell vyou.

Q If I were to think that nost of it pertained
to that, to the approval and application process, would I
be wong, or what is your judgnent about that?

A It's hard for ne to say. | really wouldn't
be able to weigh in on whether or not nost of it
were -- if it were a mnority of the costs.

Q Pretty sure the projects that you are
thinking or that you are proposing to conplete in 2020
won't require that sanme kind of pre-approval process or
won't involve that kind of process; is that true?

A Vell, | nentioned yesterday, there are sone
projects that will have a pre-approval tinme process
associated wwth themthat wll be occurring over the
course of 2020.

One is related to an expansion fee to serve
Eureka, and that was filed on Decenber 1st. | think we
anticipate that process to be over a six-nmonth period, so
it would be in 2020.

Another is related to the Clean the Air
l egislative effort that the conpany's responding to, that

woul d be filed on Decenber 31st of this year, is the
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pl an, and that woul d extend into 2020 as wel |.

Q Those are different than the gate station and

the --

A Ri ght .

Q And the expansion in southern --

A Yeah.

Q kay. Thank you. Those are all ny
questi ons.

EXAM NATI ON

BY COWM SSI ONER LEVAR:

Q | just want to restate Conm ssion Clark's
first question but with one additional limtation. Of

the top of your head, could you identify any 2018 capital
projects, other than LNG that are not part of the
infrastructure tracker? You know, for example, |ine
repl acenents that weren't within the tracker budget or
anything like that?

A Yeah, | know we replaced quite a bit.
think it was up to 90 or so mllion, if | renmenber the
rebuttal testinmony of M. Mendenhall correctly. W could
pull the specific amount. | couldn't tell you, | guess,
the specific project name or how it was naned by the
proj ect managers, but we did do $90 million of
repl acenent outside the tracker.

["mtrying to think if I can recall another
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specific project in 2018.
Q That answers ny questi on.
A Ckay.
Q Thank you.

COW SSI ONER LEVAR:  Commi ssi oner Wiite?

COMM SSI ONER WHI TE: | have no questi ons,
t hank you.

COW SSI ONER LEVAR:  Thank you,

M. Stephenson.

THE W TNESS: Thank you.

COW SSI ONER LEVAR:  Anyt hing further from
Dom ni on Energy?

M5. CLARK: Nothing further fromthe conpany,
t hanks.

COW SSI ONER LEVAR:  Based on your discussion
of schedul e yesterday, is there any objection if we nove
to Major Kirk and his w tness next?

kay. Major Kirk, are you ready to present
your W tness?

MAJOR KIRK: Yes, sir. The FEA calls M chael
Gor man.

COM SSI ONER LEVAR:  Good norning, M.

Gor man.
DI RECT EXAM NATI ON
M CHAEL GORMAN,
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called as a wtness, having been first duly sworn,
was exam ned and testified as fol |l ows:
BY MAJOR KI RK:

Q Good norning, M. Gorman. Could you pl ease
state your nane and provide your business address?

A My nanme is Mchael Gorman. M busi ness
address is the 16690 Sw ngl ey Ri dge Road, Chesterfield,
M ssouri .

Q Sir, would you briefly provide your position
and background and your role in this case?

A Yes. |'ma managing principal at nmy firm of
Brubaker & Associates. W are regulatory and econom c
consultants representing predom nantly | arge
institutional, industrial and governnent agencies in
regul atory proceedi ngs around the country and in,
actually, around North Anerica. W also represent
certain state comm ssions on part of their litigation
staff.

In this case, ny testinony concerned
developing a fair return, a rate of return for the
conpany. | nade several adjustnents to the conpany's
proposed rate of return, which was based on a capital
structure with a 55 percent conmon equity ratio and a
return of conmmon equity of 10.5 percent. | found that

t he conpany's proposed overall rate of return is
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excessive, principally for two reasons. First, | believe
that the ratemaki ng capital structure with the 55 percent
common equity ratio is far nore expensive than necessary
in order to maintain their financial integrity credit
standing and ability to attract capital under reasonable
terms and prices.

| believe it is inportant that the ratenaking
capital structure reflect an appropriate balance to the
conpany and their customers, to ensure that rates are
just and reasonable in support of the utilities financial
credit standing. The capital structure | found is nore
appropriate to neet those objectives at a | ower cost of
retail custoners is the last authorized capital structure
for Dom nion Energy Uah and its predecessor conpany,
whi ch included a 52 percent common equity ratio and 48
percent |ong-termdebt ratio of capital.

In assessing that capital structure,
reviewed credit netrics for this utility in the 2020 test
year based on cost of service principles for this rate
case. Those credit netrics indicate that 52 percent
conmon equity ratio, with a 9 percent return on equity,
which I will talk about in a mnute, produces credit
metrics which are nore than adequate to support the
utility's existing bond rating, which is BBB+ from S&P
and A3 now from Moody's.
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| al so | ooked at ratenaking capital
structures for other electric and gas LDC conpani es
around the conpany to get a sense of what regul atory
conm ssions typically find to be reasonabl e and bal anced
capital structures for ratenmaking purposes.

That assessnent indicates that a ratemaking
capital structure right around 50 to 52 percent is, as |
proposed here, a reasonably bal anced capital structure
and likely is reflective of what the market participants
woul d expect a Regul atory Conmi ssion to find is a fair
and bal anced capital structure for ratemaki ng purposes.

| also | ooked at the indicated debt |everage
metrics for various bond ratings for utility conpani es,
and that assessnent indicated that a 52 percent equity
rati o and 48 percent debt ratio would support credit
nmetrics that reasonably align wth core data netrics and
medi ans for industry debt ratios, which also support the
utility existing bond ratings.

Adjusting the equity ratio from55 percent to
52 percent | believe wll maintain the financi al
integrity of the utility but do so at a nmuch | ower cost
tothe utility. | also encourage the Comm ssion to
consi der the cost of capital as a discretionary cost that
the utility managenent does have control over.

The actual m x of debt and equity for the
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utility is nmade by explicit decisions on behal f of
managenent. To the extent that the capital structure m X
wth in a result of unreasonable cost, | believe it is
appropriate to adjust those costs down to a reasonabl e

| evel for ratemaking purposes.

That price signal then to managenent woul d
encourage the conpany to nodify its actual capital
structure to conformto what the rate setting authority
believes is appropriate. | believe that is consistent
with regulatory principles, that price setting should
provi de signals to managenent just like they do in a
conpetitive market but also do so in a reqgul ated market.

Again, a 52-48 percent capital structure is a
reasonable mx that is |ower cost than what the conpany
I's proposing and will maintain the bond rating and is
consistent wwth what is going on in the industry
general ly.

The second issue of the utility's overal
rate of return is the request to set the return on equity
at 10.5 percent. | find that authorized return on
equity, that level of return on equity to be
unreasonable. | believe it is significantly in excess of
what the current market's cost of equity is for a
utility -- with this utility's overall investnent risk

characteristics.
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In doing -- in making that evaluation,
first conducted nmy own study of what the current market
cost of equity is. | look -- | neasured the current
mar ket cost of equity using three versions of the
di scounted cash flow analysis, two versions of the risk
prem um anal ysis and two versions of the capital asset
pricing study.

That anal ysis indicated that the current
mar ket cost of equity for this utility falls in the range
of about 8.7 to 9 percent. | observed, because | do rate
of return studies quite frequently and have for about the
| ast 30 years, that those nodels are indicating a
reduction in the authorized -- or market cost of equity
for utilities nore recently.

And based on that experience, | thought it
was nore appropriate to reconmend the return on equity at
the high end of ny estinmated range because of the change
of market circunstances.

And by that, I'"'msinply referring to
uncertainty about the market about where the econony is
goi ng, going forward, whether we are heading for a data
recession or whether or not the market is overinflated.
When the market conditions kind of signal that, the
markets generally noves investnments into | ower ri sk,

stable investnents, which utilities are included wthin
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the category of, and that has the effect of increasing
prices and | owering costs for lowrisk sectors in the
mar ket pl ace, which include the utility industry.

| also | ooked at the return on equity studies
of fered by Dom nion Energy Utah's witness, M. Hevert.
H s recommended return on equity of 10.5 percent | don't
believe is supported by his own study, if they are
correct, for nore reasonable inputs.

| found his DCF anal ysis was overstated in
some parts because of his use of Value Line growh rates,
whi ch were far too high to be reasonabl e estimtes of
| ong-term sustai nable growh rates. H's use of consensus
anal yst growth rate produce nore reasonabl e outl ooks for
future growth, and by adjusting his DCF analysis to
provi de predom nant reliance on consistence growh rate
show that the current market cost of equity, under his
study, woul d have been | ess than 9 percent.

| also took issue with M. Hevert's capita
asset pricing nodel, largely because it reflected an
expected return on the market, which produced an
overstated market risk premum which is a major factor
within the capital asset pricing nodel. The outl ook for
the expected market risk premumsinply was not a
rati onal e outl ook for what the expected return on the

mar ket as a whol e was, and correcting that woul d adj ust
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his CAPMreturn estimtes down to a | evel nore consistent
with my own capital asset return nodel

| also took issue with M. Hevert's risk
prem um anal ysis, showi ng that his sinple inverse
rel ati onship between interest rates and equity risk
premuns while is one factor that can hel p gauge what the
current market risk premumis, it is not the only gauge.
And by ignoring other factors that can inpact the equity
ri sk premumprevalent in the current marketpl ace, |
found his risk premum estinmte was over st at ed.

| also took issue with M. Hevert's proposed
use of what he referred to as an enpirical CAPM anal ysi s.
And in constructing that analysis, he used adjusted Val ue
Line betas within an enpirical CAPM framework. There is
no academ c support for constructing enpirical CAPM
anal ysi s that way.

When you do, you, essentially, convert the
capital asset pricing nodel in such a way that it
significantly reduces the slope of the security market
line. And what that neans is it increases the estimted
return for lowrisk conpanies like utility conpanies and
decreases the expected return for higher-risk conpanies,
such as those that are neasured with nore risk than the
overal | market pl ace.

The enpirical CAPM analysis is generally
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accepted in academ c research when unadjusted betas are
used within that franework, but there is no support for
devel opi ng the E-CAPM analysis with a Val ue Line adjusted
beta. That nethodol ogy sinply distorts the risk and
return relationship in security eval uations.

| also considered the observabl e evi dence
that tests the reasonabl eness of ny return on equity
finding. | believe there is market evidence that can be
used and verified that does give strong indication where
the current market cost of capital is.

Specifically, the utility's last authorized
return on equity of 9.85 percent was done around 2013.

At that time, it's true that authorized returns on equity
really haven't changed nuch since that tine, but there is
al so significant other pieces of observabl e market

evi dence that shows that the capital market costs have
declined since that tine.

One exanple is conparison of treasury bonds
and utility bonds in around 2013, 2014 to where they are
today. Treasury bond yields around that tine period were
around 2. -- around 3.5 percent. That conpares to around
2.3 percent today, so that is about a 120 basis point
drop. Uility bonds have al so dropped. A-rated utility
bonds have declined fromaround 4.5 percent around that

time, around the 2013, 2014 tinme period, to around 3.5
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percent today, so that is about 100 percent basis point
decline. BAA utility bond yields have al so decreased by
about 100 basis points since that tine.

There is also at issue about whether or not
that decline of bond yield also translates to a reduction
I n comon equity cost, and | offer evidence that shows
that there is a relationship between equity cost and bond
yi el ds, observable bond yields, nore so than just that
accepted within the risk prem um anal ysis of capital
asset pricing nodels.

But | also conpared the nmake-up of the DCF
return, which is an undi sputed, generally accepted
nmet hodol ogy in this proceeding and, frankly, across the
country, where a required return on utility stock
I nvestment is conposed of the stock yield and a growh
conponent .

Vell, the stock yield, that nakes it nore of
a hybrid investnent as opposed to a pure equity
I nvest nent because an investor gets both current incone
return, plus growth in incone. That can be conpared to
ot her incone investnent which don't have the growth
conmponent such as utility bond yields.

And | | ooked at the yield spread between
utility stocks and utility bond yields, and it showed

that the utility stock prices are adjusting in |line
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with -- to adjust the utility stock yield to conformto
changes in utility bond interest rates. So the utility
stock yield conponents, that DCF analysis, is

econom cally logical in conparison to utility bond

yi el ds.

| also | ooked at the growth conponent within
the DCF nodel and found it is quite robust. It is a very
high growth rate conpared to the what the dividends and
earning growth rates have been for industry historically.
That nmakes sense because utility conpanies generally are
in the mdst of very large capital investnment prograns,
whi ch had the effective growng rate base. A grow ng
rate base grows earni ngs and divi dends.

But that growth rate sinply can't be
sustained indefinitely, even if there is sustained period
of capital investnment by the industry. In ny sustained
growh rate anal ysis, per ny DCF study, | observed that a
significant portion of short-termgrowth outl ooks for
utility conpanies is being attributed to the utilities
need to sell new stock in public marketplaces that's
creating kind of a short-termkicker in growh rates over
the next three to five years, naybe a little bit |onger
t han t hat.

But the need -- that sustainable gromh rate

kicker likely will be mtigated over tinme and sustained

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 18, 2019 Page 336

| evel s of large capital investnents by utility conpanies
have the effect of grow ng rate base slower over tine,
you know. For exanple, if there is a sustained | evel of
capital investnents by the utility, that can grow rate
base fast initially but the growth and rate base w |

sl ow over tine as inbedded rate base grows.

You know, for exanple, if you had $100
mllion capital investnent in rate base, $1 nillion rate
base, then rate base would grow by 10 percent. If that
sustained | evel of capital investnent was maintai ned for
five years, in five years, your enbedded investnment would
growto $1.5 mllion. The $100,000 increment to that
woul d sl ow the gromh from about 10 percent down to 7.5
percent. So that growth will subside over tine and that
likely will reduce grow h.

So grom h rates right now are quite robust
because of a large capital programthat support growth by
rei nvestnment of earnings and cash flows in utilities and
I's al so supplenmented by relatively high levels of growth
because they are selling stock to the public to fund
| arge capital investnents.

So the conbination, the relatively
conpetitive yield on stock prices right now with high
| evel s of growth, which are producing indicator returns

on the market of less than 9 percent in the DCF nodel is
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cl ear evidence to ne of the economc |ogic finding that
the DCF nodel is neasuring the fair market return on
equity to being around 9 percent and, frankly, a little
bit |ess than that right now

One other factor, one final factor | | ooked
at was conparing ny recommended return on equity to the
Comm ssion authorized returns on equity. The Comm ssion
aut hori zed returns on equity, as M. Hevert noted
yesterday, has been around 9.6 to 9.7 for the last three
years.

| explained the difference between ny narket
cost of equity and those Conm ssion authorized returns on
equity sinply by observing that in ny judgnent,
Regul atory Conmi ssions, typically, have a policy that
gradual |y reduce the authorized returns on equity down
towards the market cost of equity.

| think that's been going on for the | ast
three to four years, this market cost has continued to
decline over that tinme. But | think authorized returns
on equity continue -- should continue to clinb, even with
t he gradualistic novenent, because capital market costs
are nmuch [ ower than authorized returns on equity.

VWiile the policy inplenented by nost
Regul at ory Conmi ssions, | think, is sound in managi ng and

mai nt ai ni ng the proper bal ance between investors and
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custoners, that sane bal ance, | think, supports a

conti nued reduction in the authorized return on equity
relative to what we have seen over the last three to four
years.

One additional piece of information | offered
inny testinony that is relevant, | think, in the
gradualistic adjustnent to where the authorized return on
equity should be in conparison to the estimte of current
cost of market equity is where nmarket participants think
capital market cost m ght be over the next five to ten
years.

And in ny testinony, | show that projections
of interest rates in the last five years indicated that
mar ket participants were expecting increases in capital
mar ket costs to bring the treasury bond yield back over
to 4 percent, inthe 4 to 5 percent area, five to ten
years down the road.

The market has now enbraced today's | ow
capital market cost as being nore sustainable. Those
same consensus econom sts' outl ook for changes and
Interest rates project treasury bond yield to be in the 3
percent area five to ten years out, as opposed to 4 to 5
percent area where they were not too |long ago. So |
think that's clear evidence that the market has enbraced

today's | ow capital market cost as being sustainable, at
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| east in the internedi ate peri od.

So | believe ny testinony gives clear
I ndi cation where the current market cost of equity is.

It provides a | ot of observable market evidence to help
provi de sone logical interpretation as to the

reasonabl eness of the results, and it al so provides
out | ooks by market participants of what the market
generally is looking at for fair conpensation for nmaking
I nvestnents in this marketpl ace.

That concl udes ny summary.

Q M. Gorman, thank you for your summary. And
you were summari zi ng your pre-filed direct testinony and
rebuttal testinony in this case; is that correct?

A. It is, yes.

Q And t hose exhibits, would you |i ke to adopt
the full explanation that you gave in those direct
testinony as part of your testinony today?

A Yes.

Q Thank you.

MAJOR KIRK: At this point, | would like to
nove for adm ssion of FEA Exhibit 1.0, as well as the
acconpanyi ng Exhibit FEA Exhibit 1.01 through 1.19 and
FEA Exhibit 3.01 -- 3.0SR and acconpanyi ng FEA Exhi bi t
3. 01SR

COMM SSI ONER LEVAR: I f anyone objects to
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that notion, please indicate to ne.

I"ma not seeing any objection in the room

so the notion is granted.

(Hearing Exhibit FEA 1 and 3SR, plus
attachnents, were marked for identification
but not received by court reporter.)

MAJOR KI RK:  Thank you.

COW SSI ONER LEVAR: M. Mecham do you have

any questions for M. Gornman?

MR MECHAM | do not.

COW SSI ONER LEVAR: M. Russel | ?

MR. RUSSELL: | do not.

COMW SSI ONER LEVAR: M. Snarr or M. Moore?

MR MOORE: No questions, thank you.

COW SSI ONER LEVAR: M. Jetter?

MR. JETTER | have no questions, thank you.

COW SSI ONER LEVAR:  Ms. Cark or M. Sabin?

MR. SABIN. Thank you.

CROSS- EXAM NATI ON
BY MR SABI N
Q There shoul d be binder by your chair that has
the exhibits init. Can you open to your direct
testinony -- do you have a copy of your testinony, your
direct testinony?

A | do, yes.
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Q kay. Let nme state for the record, it is
Exhi bit FEA Exhibit 1.0. Could you turn to page 6 of
t hat, please?

A ' mthere.

Q | wanted to focus on just one line. At the
bottom of page 6, you said, "Wile bond rating anal ysts
still have credit rating negative outl ooks on certain
utilities wwth margi nal cash flows, the majority of the
I ndustry conpani es, such as DEU, has stable credit
out | ooks because their cash flows, while reduced, are
still adequate to support their bond ratings."

Did | read that correctly?

A You did, yes.

Q You still agree with that position?

A Vell, Mody's did downgrade DEU from A2 to A3
since | wote that testinony, so | would have to correct
that, but DEU s current -- revised current rating from
Moody's is still one of the stronger credit ratings
within the industry.

Q In that binder that you just pulled up, would
you open up to DEU Exhibit 1.02R?

A 1. 02R?
Q Yes. It should be -- it is an exhibit that
Is attached to M. Mendenhall's rebuttal testinony. It

Is right behind the first rebuttal exhibit for the
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conpany.
A Uility -- | have it.
Q Great. You recognize that as a Mody's
| nvestors Service rating action?
A | do.
Q Wul d you turn to page 2 of that docunent?
About two thirds of the way down the page, the outl ook by
Moody' s has changed for Questar Gas Conpany from "stabl e"

to "negative"; isn't that right?
A It's January 18th docunent, yes. That's
true, yes.

Q And that predated your testinony by al nost a
year; is that right?

A It did, yes.

Q Ckay. If | can have you look at -- in that
sanme book, you'll want to find DEU Exhibit 1.05, which

was attached to M. Mendenhall's direct testinony.

A H's direct testinony?
Q Yes. | know there's a | ot of paper here,
1. 05.
A " mthere.
Q kay. If | could just draw your attention to

the date of this, this is January 30, 2019. Right?
A Yes.

Q This is a Mbody's Investors Service update of
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credit anal ysis?
A Yes.
Q If you | ook down at the second paragraph, it

says, "Questar Gas' credit profile is constrained by a
very weak financial netric versus peers."

That's right, isn't it?

A Yes. As of January 2019, yes.

Q Right. And do you have any basis to believe
that that's inproved since January of 20197

A Wll, | heard the conpany tal k about how t hey
wer e underearning since the nerger in the |ast case and
under -- by underearning and being restricted or agreeing
to arate noratorium it's had the effect of reducing an
earned return on equity and that woul d reduce credit
metrics.

But what this rate case is about is rewarding
the rate of return -- or excuse ne, a rate change that
will allow for the opportunity to earn the Comm ssion
approved rate of return on rate base, which wl|
strengthen those operating inconmes and credit netrics.

Q But that wouldn't be true if the Conmm ssion
adopt ed your approach and al so reduced the capital -- the
proposed revenue requirenent by the conpany, if it was
down to zero or close to zero, and the Conm ssion al so

reduced the rate of the return on equity, as you suggest,
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both of those would be viewed as negative in the market;
isn'"t that true?

A No. | presented sone credit netrics in ny
testinony that weren't challenged by the conpany, which
show that ny recommended rate of return and the conpany's
rate base investnent in this case and the |evel of
depreci ati on expense. The projected test year of 2020
does produce credit netrics that are adequate to support
their bond rating.

Q You think that if we -- if the Conm ssion
approved your approach, that would result, essentially,
in alnpbst an entire reduction of the rate increase being
proposed by the conpany, that that woul d be viewed
favorably by the nmarket?

A Vell, yes. I'mtelling you that the evidence
the conpany included in this case, what their operating
costs are going to be for cal endar year 2020, and what ny
rate of return and capital structure adjustnment wl|
produce operating incone, depreciation expense and cash
flow netrics that are adequate to support their bond
rati ng based on Standard & Poor's credit rating criteri a.

Now, the actual cash flow strength of utility
during the historical period -- this was a period where
there was a transition related to the acquisition, which

may include integration cost into the Dom nion system and

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 18, 2019 Page 345

possi bly short-term debt purchases, you know, | don't
know, because | didn't ook at the historical financial
metrics of the utility. Instead, | |ooked at the
ratemaki ng capital structure cost of service netrics for
the utility in the forecasted test year.

And what that analysis clearly shows, and was
not contested, is that the credit netrics in 2020 will be
adequate to support the bond rating.

Q Let me go back to ny original question at
line -- because | don't think we got an answer on that.

Do you have any evidence that the conpany's
credit performance has inproved since January?

A | have not reviewed the historical credit
metrics of the utility to try to identify why they may
have been weak and what opportunities are available to
the conpany to allow themto inprove.

VWhat | did |l ook at what was the conpany's
test year cost of service projections in this case and
| ooked at the inplied credit netrics fromthat cost of
service filing and found that the resulting credit
metrics, under ny rate of return, will be adequate to
support their bond rating.

Q Again, I'mgoing to go back to ny question.
Do you have any evidence that the conpany's perfornance

relative to the way that they are viewed by the credit
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rating agency has inproved since January 20197

A | will say again, | do, and that is based on
nmy assessnent of the credit nmetrics for these utilities
based on their test year cost of service projections.

Q And you're aware as of August of 2019 this
year, they were downgraded?

A From A2 to A3 by Mdody's, yes. And, again,
A3 still leaves them at one of the higher credit rating
utilities in the industry.

Q | guess ny point, M. Gorman, is since
January of 2019, things have not inproved or there
woul dn't have been a credit downgrade; isn't that right?

A [t may sinply nean that Mody's believes that
they are nore in line with an A3 credit rating, a very
strong credit rating, as opposed to an A2 credit rating.
That does not nean that there is not an outl ook from
i mproved credit netrics to support the A3 credit netric
grade by Moody's. In fact, when Mody's downgraded them
they did adjust their outlook to stable fromthem

Q Do you see anything in the Mody's report
I ndicating that they would -- they expect inprovenent, in
that woul d nove them back up to a credit rating from
whi ch they were downgraded?

A | see no coment by Mbody's about

noving -- well, they do indicate opportunities to nove up
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and down but ny --
Q Yes, but --
A -- but ny assessnent is that the cost of

service is nore than adequate to support the existing
bond rating, which nowis A3 from Mody's. And, again,
that is consistent with one of the stronger bond ratings
in the industry.

Q Fi nal question on that point: Investors, you
woul d agree -- | take it that investors, they rely on
what the credit agency say about performance of the
conpany when determ ning whether to invest in those

conpanies; isn't that right?

A Yes.

Q It is a common resource. Right?

A It is.

Q kay. | want to shift topics now and tal k

about the capital structure for a nonent.

Do you understand that the conpany's current
capital structure, its operating capital structure is
approximately 60 percent of -- its current equity ratio
Is at 60 percent?

A Vell, | looked at that in ny testinony, and
it was pretty close to 60 percent in 2018. |'mnot sure
where it is at right now

Q Let nme just -- subject to checking, and you
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weren't here yesterday, so | wll give you the benefit of
the doubt. Let nme represent to you that we've had
several witnesses testify that the equity portion wll
remain at 60 percent this year and throughout 2020.
Do you have any basis to dispute that?

A | was here yesterday. | just didn't confirm
t hat .

Q | forgot. You were, that's right. D d you
hear that testinony?

A | did hear that testinony.

Q Do you have any basis to dispute that?

A | do not.

Q OCkay. So let's take it for -- let's stick
with that 60 percent. The conpany's proposing 55 as its
equity portion of the capital structure. Correct?

A They are.

Q And your proposing 52 percent?
A | am
Q So if the conpany is -- financially, the

conpany is operating at 60 percent equity and they're
proposi ng 55, can you explain to nme, wouldn't the conpany
want to nove down its equity portion at sone point?
Wuldn't it desire -- wouldn't that be a good thing to
do? Because it's actually asking for 55 but operating at

60, and there is a cost to the shareholders of that 5
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percent differential; isn't that right?
A | would agree wth that.

Q And so if you are thinking, economcally
t hi nki ng, you would try not to have sharehol ders payi ng
sonmet hing that they are not going to recover. Right?

A | think that's the same question, but it
woul d be prudent for the conpany to adjust its actual
cost down to what the Comm ssion finds to be reasonable
costs for recovery rates.

Q So the conpany should -- if it's thinking
rationally and has the ability to do it, it would want to
nove down as nuch as possible so it's not having
shar ehol ders cover sonething that they don't recover from
custoners. Right?

A | believe that's the intent of ratenaking,

t hat when costs are unreasonabl e or excessive, then
managenent has the obligation to try to adjust their
actual cost to conformto what the Conm ssion finds to be
appropriate for setting rates.

Q So do you think it's a fair assunption then,

If that is -- if we assunme the conpany is economcally
reasonabl e or acting economcally in an economcally
reasonabl e way, that there are other constraints that are
preventing that from being noved down to 55 percent or

even noved down to 52 percent as you suggest?
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A Vell, | don't knowif there's constraints or
sinply financial objectives trying to be set by the
conpany, which may be at odds with the nost accurate
managenent of cost of capital on behalf of custoners. So
| don't know if it is constraints or sinply outlooks for
the conpany in attenpting to estimte how nuch i ncone
m ght be available to start paying dividends at sone
point to the parent conpany.

Q It is also true in the Myody's docunents we
have revi ewed that Mody's | ooks favorably on the conpany
taking the action of having a higher equity portion to
stabilize its credit nmetrics; isn't that right?

A I[t's true. | believe Mody's al so opine that
t he conpany's proposal for a 55 equity ratio may not be
approved in this case.

Q That's right.

A So | think all of that is an outl ook by
Moody' s when they establish that they have -- this
conpany has a relatively strong bond raise rating of A3
wth a stable outl ook.

Q And finally, would you also agree that if the
conmpany wanted to nove down its equity portion to the
| evel at which you are suggesting, that would cone at a
substantial cost to the conpany? They would have to go

find the ability to either -- you know, to dividend up,
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so to speak, is what we heard yesterday, its sharehol ders
to get that debt to equity ratio down. |It's true, isn't
it?

A Well, | don't agree that is necessarily a
cost to the conpany. Dividend-ing fromthe subsidiary to
the parent conpany is not a negative thing. To the
parent conpany, it is a positive. But there would be a
need to restructure their capital structure in order to
provide themw th an opportunity to earn the authorized
return on equity.

Q They woul d have to conme up with a significant
amount of cash. Right?

A Vell, there is a significant anount of
capital investments planned for 2020. So the
acconmodat i on coul d be some dividend paynent to readj ust
enbedded capital structure but to use predom nantly debt
capital in supporting the inplenented plant investnent
that the utility has planned for 2020. That would all ow
themto rebal ance their capital structure inline with
what the Comm ssion finds to appropriate for the setting
rate.

Q Have you done any analysis in your testinony
to identify what that cost would be? how nuch the conpany
woul d have to incur, in either debt or sonme other form of

financing, to make that restructuring happen?

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 18, 2019 Page 352

A There woul d not be a cost of issuing a
di vidend to the parent conpany. There would be debt
I ssued cost associated with issuing additional debt to
the market. | have no reason to believe that because the
capital structure is inline with industry nornms that |'m
proposi ng, and that there would be anything nore than
normal , that issue cost associated wth that capital
structure rebal ance.
Q And all 1'masking is, have you cal cul at ed
t hat anount ?
A | have not.
Q | have no further questions at this tine.
COW SSI ONER LEVAR:  Major Kirk, any
redirect?
MAJOR KIRK:  No, sir.
COW SSI ONER LEVAR:  Conmi ssi oner White, do
you have any questions for M. Gorman?
COMM SSI ONER WHI TE: | have no questi ons,
t hank you.
COW SSI ONER LEVAR:  Conmi ssi oner O ark?
EXAM NATI ON
BY COW SSI ONER CLARK:
Q M. Gorman, thanks for the summary, in
particular, of the context that you placed your nodeling

work in. That's a dense area, and |I'malso grateful when
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peopl e nmake sone effort to sinplify that for us or
provi de sone additional explanation.
| would Iike to talk with you nore

qualitatively. You referred, in your sumary, to the
overall risk characteristics of DEU, and | just wanted to
hear you el aborate on those characteristics, as you
perceive them in relation to peer conpanies and the
relative riskiness of the enterprise.

A Thank you, |I'mhappy to. | discuss the

I nvestnment risk characteristics of DEU and the industry

in ny testinmony. | observed what the credit standing is
for both electric and gas utilities. | |ook at
authorized returns on equity. | look at coments of the

credit analyst, with which are probably the nost

I ndependent body that assesses investment risk for
utility conpanies. |If they are truly an i ndependent
body, they are the closest thing they have to it.

Credit anal ysts have stated concern about the
change in the federal tax law that has reduced utility
cash flows. Standard & Poor's noted that the change in
cash flows is notable, but there is no threat to the
credit standing of the utility.

Moody's initially put the utility industry on
a negative outl ook because it wasn't quite sure what the

I mpact on cash flows would be, but that negative outl ook
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was revised nore recently to a stabl e outl ook,
recogni zi ng that cash flows have been reduced. The cash
flows are still relatively strong for the industry as a
whol e.

Aut hori zed returns on equity and the 9.6 to
9.7 over the last five years have supported strong credit
out | ooks, have supported access to significant anmounts of
capital under reasonable terns and prices to support very
| arge capital progranms and costs to the industry in
gener al .

More recent authorized returns on equity, and
| mean nore recent, about the last -- within 2019,
particularly in the Pacific Northwest, we are seeing
Regul at ory Conmi ssi ons nove below that 9.6, 9.7 area down
to the 9.3, 9.5 area for a lot of northwest electric and
gas utilities specifically. But we are starting to see
other jurisdictions start to reduce the authorized
returns on equity below the 9.6, 9.7 percent area.

Wth that reduction on authorized return on
equity, I'mnot aware of any reduction in credit standing
for any of those utilities or limtations on any of those
utilities to access capital or continue to fund their
| arge capital prograns under reasonable ternms and prices.

| also note that the ratemaking capital

structures that aligned with those authorized returns on
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equity have included conmon equity ratios that were
around 49 to 50 percent. There are very few that go nmuch
above 52 percent for ratenmaki ng purposes. Again, that is
not abl e and observabl e evi dence of what the market finds
to be appropriate ratenmaki ng deci sions by Regul atory

Comm ssions that support the utilities credit standings
and ability to support very large capital prograns.

St ock performance of utility conpani es have
been very robust over the last five years. Wile it's
general ly recogni zed that utility conpani es are bel ow
market risk investnents, the stock performance of
regulated utility conpanies has actually outperforned the
market in many instances but still has been nore stable
because it doesn't drop as nuch as the market drops in
down markets.

And nore recently, it actually has gone up
nore than the markets -- but they are generally regarded
as relatively stable investnents and the market has been
supportive of increased valuations of utility stocks nore
recently.

So froman industry standpoint, recogni zing
what the trend in authorized rates of return on, from
return on equity and comon equity ratio, they are
neeting the Hope and Bl uefield standards of maintaining

credit, maintaining the utility access to capital,
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mai ntai ning financial integrity, and nost inportantly,
doi ng so under just and reasonable prices to retai
cust oners.

For Dom nion Energy specifically, | also
revi ewed sone of these characteristics of that conpany
and did observe that, you know, they made quotes about
what Standard & Poor's specifically is saying about
Dom ni on Energy's resources. And at the time | did ny
anal ysis, Standard & Poor's had a stable credit rating
outl ook for Dom nion Energy Resources. | should have
been nore careful about quoting Mody's because its
outl ook for this utility was negative at that tine.

But inportantly, the negative outl ook rel ated
to an A2 bond rating from Mody's. That is one of the
strongest bond ratings in the industry. Wen Mody's
adjusted that bond rating down to A3, it changes the
outl ook to stable. So this utility still has one of the
stronger bond ratings in the industry, and nowits bond
rating outl ook is stable.

[t's inmportant to know what bond rating was
rated as negative by Mody's and what bond rating is
rated as stable by Mody's and how that bond rating
relate to other utilities wthin the industry. And an A3
Moody's bond rating is a very strong bond rating, and

ri ght now, Moody's believes it to be stable. And they
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believe it to be stable where the credit netrics were

I npacted by whatever was going on with this utility as it
transitioned fromthe acquisition of Questar to Dom nion
Ener gy Resources.

And it went through the rate noratorium
period, where the conpany acknow edges that it was not
earning its authorized return on equity. By not being
able to file a rate case to adjust rates to give you the
opportunity to earn a return on equity, that will have a
negative inpact on your credit nmetrics. And that was
bei ng noted by the regulated credit agencies during that
time period.

If we ook at 2020 test year, the credit
metrics are not weak for this utility with a bal anced
capital structure of 52 percent equity and a return on
equity nore in line with authorized returns on equity.

Again, wthin nmy testinony, | provide all of
t hat evidence and al so observe what other Conm ssions are
doing in terns of gradual novenent to adjust the return
on equity down to the current market cost of equity,
whi ch is conservatively 9 percent, | believe.

And nost of those Regul atory Conmmi ssions now
are starting to nove under the 9.6 to 9.7 ROE that have
been in place for the last five years. And | believe

that is, in part, because market participants have now
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noved away fromthe expectation of increasing capital
mar ket costs over the next five years and now enbrace
that capital market cost |evels are | ow today, are going
to stay low for at least the next five to ten years.

Q Thank you. That's my only question.

A Thank you.

COWMWM SSI ONER LEVAR:  Thank you.

| don't have any additional questions, so
t hank you for your testinony this norning.

THE W TNESS: Thank you.

COW SSI ONER LEVAR:  Anyt hing el se, Mjor?

MAJOR KIRK:  No, sir. Thank you.

COMM SSI ONER LEVAR:  Way don't we take a
ten-mnute break and reconvene at 10:45. And then if
there is no objection, we will go to M. Mechamfor his
W tness at that point.

(Wher eupon, a break was taken.)

COMM SSI ONER LEVAR:  Okay. | think we w ||
start again, and we wll go to M. Mecham

MR. MECHAM Thank you very nuch, M. Chair.
ANGC calls M. Bruce diver.

COW SSI ONER LEVAR:  Good nor ni ng,

M. diver.
DI RECT EXAM NATI ON
BRUCE OLI VER,
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called as a witness, having been first duly sworn,
was exam ned and testified as foll ows:
BY VR MECHAM

Q Good norning, M. diver.

A Good nor ni ng.

Q Coul d you pl ease state your nane and busi ness
address for the record, please?

A My name is Bruce Richard Aiver. M business
address is 7103 Lake Tree Drive, Fairfax Station,
Virginia.

Q Thank you. And did you prepare and cause to
be filed direct testinony in this proceedi ng, which we
have premarked as ANGC Exhibit 1, with Attachnent A, that
descri bes your experience and your resume with associ ated
Exhi bits ANGC 1. 01 through 1.05?

A | did.

Q Thank you. And did you al so cause or prepare
and cause to be filed surrebuttal testinony in this
proceedi ng, which we have premarked as ANGC Exhi bit 1SR?

A | did.

Q Do you have any corrections to that
testi nony?

A Just one. On the cover of the surrebuttal
testinony, it inadvertently referenced class cost of

service and rate structure issues. It should state
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rate -- return on equity and capital structure issues.

Q Thank you. And is there anything else you
woul d Iike to correct?

A | don't believe so.

Q And are you adopting that testinony as your
testinony today?

A | am

Q Thank you very nuch. Do you have a sunmary,
a brief summary, of your background and experience that
you could share that with the Conmm ssion?

A | do. | have nore than 45 year's experience
in energy and utility regulatory matters, including
testinony on a wide range of rate and regulatory policy
I ssues for gas, electric and water utilities.

For nore than 25 years, | served as the
primary technical consultant on gas rate issues for the
Rhode Island Division of Public Uilities. | also
assisted the Del aware Public Service Conm ssion on
nunerous gas and electric rate proceedi ngs over a period
of nore than ten years.

| have served in managenent positions for two
maj or investor-owned utilities, the Pacific Gas and
El ectric Conpany and the Potomac El ectric Power Conpany,
and | have hel d senior consultant nanagenent and

executive positions in three consulting firnms. | have
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testified in over 300 regul atory proceedi ngs spread
across 25 jurisdictions, fromArizona to Vernont to
California to the md-Atlantic states and many states in
bet ween.

As a consultant, | have represented a diverse
set of clients, including Regulatory Conm ssions,
resi dential consuner advocates, conmercial,
institutional, industrial rate case interveners,
muni ci pal governments -- and munici pal governnents. |
have al so consulted for such organi zations as the U S.
Departnment of Energy, the Environnental Protection
Agency, the Electric Power Research Institute and the
Wrl d Bank.

My rate case testinonies have addressed an
array of topics, including but not limted to, revenue
requi renents, cost of capital, capital structure, class
cost of service allocations and rate design. | have al so
submtted testinonies addressing utility nergers and
acqui sitions, remant decoupling, divestiture of
generation assets, gas procurenent planning, the
econom cs of |arge scal e power purchase agreenents, rate
on bundling, incentive ratenaking, econom c devel opnent,
rate adj ustnent nechani sns and t he devel opnent of gas
transportation rates and policies.

In addition, | advise a |arge nunber of
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commercial and institutional energy users on howto
procure energy -- how to procure natural gas and
electricity in conpetitive markets and how to eval uate
conpetitive energy supply options.

Q Thank you. And do you have a brief sunmary
of your testinony, please?

A Rate of return -- or return on equity and
capital structure are the two nost inportant revenue
requi renent issues in this proceeding. DEU s requested
ROE is substantially overstated. The 10.5 ROE that DEU
W t ness Hevert reconmends is not reflective of current
financial market conditions. |It's prem sed on hol di ng
conpany equity returns and does not properly reflect the
ri sks faced by gas distribution utilities.

Hi s recommendation is also inconsistent with
ot her recent conparable gas distribution utility RCE
determ nations. DEU s RCE should be set in a manner that
iIs nmore reflective of current market conditions and the
risks faced by DEU s regul ated gas distribution
operations in Uah.

DEU s proposed capital structure in this
proceedi ng pl aces unnecessary and i nappropriate cost
burdens on the conpany's ratepayers in Uah. The
conpany's actual capital structure is even worse.

Despite the conpany's representations to the contrary,
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Its actual capital structure is of little relevance for
rat emaki ng purposes in this proceeding. The ratenmaking
pur poses, the equity conponent of DEU s capital
structure, should be set to reflect a nore optimal use of
the conpany's capital resources and to mnim ze the cost
of capital borne by Uah ratepayers but do so in a manner
consi stent wth sound financial nmanagenent.

As | have denonstrated in ANGC Exhi bit 1.05,
appropriate adjustnments to DEU s ROE and capit al
structure will elimnate nost, if not all, of the
conpany's need for additional revenue in this proceeding.

In ny direct testinony, | present ANGC
Exhi bit 1.01, which docunents a nuch [ ower current yield
on U.S. treasury bonds than witness Hevert used in his
direct testinony. Since early sumrer of this year, both
current and projected yields on 30-year U S. Treasury
bonds have fallen noticeably.

Wtness Hevert's rebuttal testinony reflects
that decline in yields on 30-year Treasury bonds and
shows that they have fallen even further. Wtness
Hevert's direct testinony used a current yield on 30-year
Treasury bonds of 2.92 percent. H's rebuttal shows a
current yield on 30-year Treasury bonds of 2.11 percent.
That is a decline, in his own testinony, of 81 basis

points. If this decline is not reflected in any change
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in his RCE recommendati ons.

The upward bias in witness Hevert's ROE
recommendati ons nust be recognized. M direct testinony
docunents the basis for this upward bias in ANGC Exhi bit
1.02. That exhibit indicates that on average, W tness
Hevert's RCE recommendati ons have been 78 basis points
above the levels that the Comm ssions, in the cases in
whi ch he testified, nmade determ nati ons.

So the difference between his recommendati on
and what the Conmm ssion's ultinmately deci de, on average
over the last three years, has been 78 basis points.
That's substanti al .

However, this observation is offered not to
suggest that this Conm ssion should sinply take w tness
Hevert's reconmendati on of 10.5 and subtract 78 basis
points. Rather, it is offered as evidence of a
substantial and persistent upward bias in his
reconmendat i ons.

Thi s Comm ssion nust make an RCE
determnation in this case on the basis of the record
presented in this case and not regulator's determ nations
in other cases. Reliance solely or primarily on
determinations by regulators in prior proceedi ngs does
not properly account for differences in financial and

operating characteristics of utilities, nor does it
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address the influence of nore recent changes in financial
mar ket s such as the decline in U S Treasury bond yields
that | previously referenced. Wtness Hevert also relies
I nappropriately on data for hol di ng conpani es.

W nust renenber that there are often
substantial differences between the risks faced by
hol di ng conpani es and the risks faced by gas distribution
utilities. Holding conpani es often have unregul at ed,
nonutility activities that have no assurance of cost
recovery and often consi derable market uncertainties and
conpetitive risks that are not faced by gas distribution
utilities.

By contrast, gas distribution utilities
frequently have an array of ratemaking nmechani sns, such
as weat her normalization adjustnments and capital trackers
that are not available to nonutility subsidiaries of
hol di ng conpanies. The differences between utility and
nonutility risks must not be overl ooked.

It is not sufficient to |ook at utility
ratings on hol ding conpany debt instruments and concl ude
that the risks on holding conpany and utility debt
i nstrunments and conclude that the equity risks faced by
utilities and their holding conpany parents are the sane.

The experience of Northwest Natural Hol ding
Conpany cited in ny direct testinony provides
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denonstration of the inportance of this difference. In
2017, Northwest Natural Holdings incurred $198 mllion
wite-off in a nonutility gas storage operation.

Al t hough the regul ated gas distribution utility
operations within Northwest Natural Gas were the
conmpany's primary source of earnings, the wite-off
related to its nonutility gas storage operations was

| arge enough to equate to nore than three tinmes the
annual earnings fromits gas distribution utility
oper ati ons.

Al t hough that wite-off had no inpact on
Nort hwest Natural Gas Hol dings' gas distribution utility
earnings or equity risk, it had a significant inpact on
t he hol di ng conpany's finances. The Hope and Bl uefield
deci sions mandates that utility equity returns refl ect
returns earned on conparable risk investnent, but gas
distribution utility risks and hol di ng conpany risks for
equity investors are not conparable.

This puts us into a situation where all rate
anal ysts have to grapple with the problemthat -- we only
have market data for hol ding conpanies, yet it's the role
and purpose of regulatory proceedings to set equity
returns for distribution conpanies. And it is extrenely
difficult to accurately quantify what the inpacts of that

difference in risks are, given the limted data
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avai | abl e.

But in your judgnental considerations and
your wei ghing of the evidence, you have to take rates of
return that are estimted based on hol di ng conpani es and
edge them downward, at |east sone, to recognize the
distribution utilities are nuch less risky investnents.

The Commi ssion's capital structure
considerations in this proceeding nmust start with
recognition that the effective cost of equity for gas
distribution utilities is significantly greater than the
cost of debt.

The conpany's filing in this proceedi ng shows
a cost of debt of 4.37 percent. A weighted average cost
of debt. Wtness Hevert's recommendation for ROE is 10.5
percent. That nmeans that the cost of equity that
ratepayers all over will bear is nore than two tines the
cost of debt.

We hear a | ot of concerns about, "Well, if
you cut the cost of equity, it is going to increase our
debt costs.” If you will excuse the analogy, if | go to
the gas station and | have to pay $2 nore per gallon for
gasoline, | get upset. But if | go and it's a 10 cents
or 20 cents variation, you know, | can live wth that.
Well, that is what we are | ooking at by conparison, when

we conpare the cost of debt and equity and the inpacts of
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changes in debt ratings.

Nobody in this case has recommended an
equity -- a conmon equity percentage |ess than 50
percent. And within the range that we're tal ki ng about
here -- we're not tal king about extreme novenents in the
cost of debt capital. Certainly, nothing that would
cause the cost of debt to even come close to rivalling
the cost of equity.

The cost of equity remai ns an expensive
option for the utility and a very expensive option for
rat epayers because whatever you pay to equity holders for
r at emaki ng purposes has to be grossed up further for
taxes. The effective cost of equity to a ratepayer is
about 2.4 tinmes the cost of debt.

So you have a lot of roomto accept sonewhat
| ower debt ratings. And as M. CGornman pointed out, even
with recent | owering of the conpany's debt rating, it is
still a very strong debt rating, but you can do that
wi t hout jeopardizing -- and still provide substanti al
savings to ratepayers and not jeopardi ze sound financi al
managenent for the utility.

A key shortcomng in the conpany's
presentation in this case is that nowhere do they address
the inpacts of their capital structure decisions on

rat epayers and the costs that they inpose on ratepayers,
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yet that is a key role of the Regulatory Conm ssion in
eval uating an appropriate capital structure. You have a
fiduciary responsibility to ensure that rates charged to
custoners are just and reasonable. And if the equity
percentage is inflated and the overall costs of capital
are much hi gher because you don't control the percentage
of equity, then that's the Conm ssion's responsibility.

A rational investor would | ook at the cost of
debt and the cost of equity and say, "W need a better
bal ance in how these costs are structured for ratenaking
pur poses. "

Now, | say, "for ratemaking purposes,"
because a utility has trenendous influence and control
over what their actual capital structure is. And
regardl ess of where you set the capital structure for
r at emaki ng pur poses, the actual capital structure can
and, nost often, wll be different.

For sonme utilities, the variations are nuch
| arger than others, but rarely is it exactly what is
approved for ratemaki ng purposes. Wile the conpany
conplains, "Ch, well, we have all this equity and we w ||

be losing 8 mllion of return,” that's their choi ce.
The hol di ng conpany has deci ded that they
want to keep extra equity within this entity. The

presunption is that the holding company's -- you know,
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and we tal ked about sharehol ders, but Dom ni on Energy
Ut ah only has one sharehol der and that's Dom ni on Energy,
Inc. And Dom nion Energy -- the presunption is that

Dom ni on Energy, Inc.'s, shareholders could get a better
return in another investnent. But is that the case?
Wul d they have put 60 percent equity into Dom nion
Energy Utah if they could get a better return on their
ot her investnments? | don't think so.

Wien we | ook at the conmpany's Exhibit 3.31,
whi ch |ay out the conmponent of the conpany's capital
structure since the decision in 2013, we find that the
conpany's overall capitalization has increased 78
percent -- has increased -- | lost ny nunber here,
believe it is 78 percent over that period. O that
i ncrease in overall capitalization, the vast majority of
it has cone fromequity.

The conpany has had 360 m | lion, approximate,
of retained earnings over that period and 200 mllion of
an equity infusion paid in capital. So over 560 mllion
of the 700 and sone million of capital additions has cone
fromequity.

Now, why has the conpany used such a
di sproportionate anobunt of equity in the nost recent
period? Well, you could argue, and we have heard

argunents in this proceeding, that when a conpany has
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credit problens, one way to address that is by increasing
the equity percentage. Right? But over the |ast several
years, Dom nion Energy has increased their equity
percentage. But their credit concerns haven't gone away.
Wiy is that? Well, it's because Dom ni on Energy has used
its retained earnings and its equity diffusions
di sproportionately to fund its capital expansion and |eft
itself with insufficient liquidity.

If it would have retained nore of its
retai ned earnings or capital infusion in cash or nore
l'iquid assets and borrowed sone of the funds for capital
expansion, their credit netrics would be inproved. It is
t hat sinple.

| think the bottomline is that DEU s
concerns are of a -- regarding its credit ratings and its
capital structure are of its own making and do not
justify the higher commobn equity percentage in its
capital structure. DEU s entire capital structure
presentation | acks sensitivity to custoner inpacts of its
proposal .

| nstead, the conpany relies on specul ative
assertions about future credit inpacts to support its
position that it needs nore equity. Now we're not
talking -- and even the conpany w tnesses weren't saying

that "If we had a lower credit rating, we are going to
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have vastly higher debt costs.”

VWhat they are saying is, "Well, maybe in the
future, if the market turns down, we m ght have a
problem"

| respect that, and that is a consideration
all financial managers have to address. But it doesn't
justify the vast additional costs that we're putting on
rat epayers by carrying a higher equity percentage. Wen
you | ook around at neighboring utilities -- and | point
you to witness Hevert's Table 10, two of the utilities,
the operating utilities cited in there, are Sout hwest Gas
and Northwest Natural Gas.

Vel |, both of those conpanies are operating
with | ess than 50 percent equity ratios, and yet both of
t hem have current credit ratings equal to or better than
those for DEU. And yet when you | ook at the recent
returns that are cited by wtness Hevert in his rebuttal
exhibit, 2.09R, you find that the authorized rates of
return range from9.50 percent to 9.25 percent,
wel | - bel ow his reconmendations in this case.

This Conmm ssion needs to act and act
significantly to lower the cost of the return on equity,
the cost of equity in this case, and reduce the anount of
equity in the conpany's capital structure for ratenmaking

purposes. The conpany can mai ntain whatever it believes
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IS appropriate for its operational purposes, for its own
conpany strategy purposes, but for ratenaking purposes,
the equity percentage needs to be reduced.

Thank you.

Q Thank you, M. diver. Does that concl ude
your sunmary?
A It does.

MR MECHAM Then | woul d nove the adm ssion
of ANGC Exhibit 1, wth Attachment A and -- ANGC Exhibits
1.01 through 1.05, and ANGC 1SR

COW SSI ONER LEVAR:  Does anyone object to
this notion? Please |et nme know.

"' m not seeing any indication, so the notion
I s granted.

(Hearing Exhibit ANGC 1 and 1SR, plus
attachments, were marked for identification
but not received by court reporter.)

MR. MECHAM Thank you. M. diver is

avai | abl e for cross-exam nati on.

COW SSI ONER LEVAR:  Thank you.

Maj or Kirk, do you have any questions for
M. diver?

MAJOR KIRK:  No questions, thank you.

COW SSI ONER LEVAR: M. Russell, do you have

any questions for this w tness?
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MR. RUSSELL: No.

COW SSI ONER LEVAR: M. Snarr or M. Mbore?
MR. MOORE: No questions, thank you.

COW SSI ONER LEVAR: M. Jetter?

MR JETTER. | have no questi ons.

COW SSI ONER LEVAR:  Ms. Clark or M. Sabin?
MR. SABIN. We have no questions, thank you.
COW SSI ONER LEVAR:  Conmi ssi oner Wi te?
COW SSI ONER WHI TE:  No questions, thank you.
COW SSI ONER LEVAR:  Conmi ssi oner O ark?
COW SSI ONER CLARK:  No questions, thank you.

EXAM NATI ON
BY COW SSI ONER LEVAR:
Q | think I just have one or two on your
Exhi bit 1.02.
A Yes.

Q Just to nmake sure |' munderstandi ng that,
these are all cases that M. Hevert illustrated as a
W t ness?

A Absol utely, vyes.

Q Are these illustrative or exhaustive? |Is
this exhaustive?

A It is exhaustive for the tine period.

Q Exhaustive for the tine period?

A Yes.
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Q The chart doesn't have this, but --

A Now, | have to caveat that because | bring it
up into 2019, and since | filed the testinony or, you
know, in nore recent periods, there may have been sone
decisions that | didn't pick up.

Q Exhaustive up to -- well, at least until
April of 2019, is the nobst recent on this.

A Yes.

Q Ckay. The only other question | have is this
chart does not indicate what the approved ROES were prior
to these decision points.

A No, it does not.

Q Do you know off the top of your head if any
of themwere increases or naintained the sane |evel
versus decreases?

A In general, they have been, at |east,
slightly dowward but there are al ways exceptions.

Q There are probably sone exceptions?

A Yes.

Q Thank you. That answers all ny questions.
Thank you for your testinony this norning.

A Thank you.

COM SSI ONER LEVAR: M. Mecham anyt hi ng
el se fromyour client?

MR MECHAM No, that's it.
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COM SSI ONER LEVAR: Ckay. M. Snarr or
M. More, were there timng concerns with any of your
W t nesses? There was sone di scussion after the hearing
yesterday that there m ght be.

MR. SNARR. W have two expert w tnesses from
out of towmn. | think their flight arrangenents are after
we concl ude today, but it presunes that we concl ude today
and we want to make sure it happens for them

COW SSI ONER LEVAR: Ckay. Do you have any
obj ection to noving back to the order that we typically
go in at this point and going to the Division next, or
woul d you li ke to present your w tnesses now?

MR SNARR: | think we can go with the
regul ar routi ne.

COW SSI ONER LEVAR:  Ckay. | think we wil|l
nove to M. Jetter to start your witnesses at this point.

MR JETTER Geat. The Division would Iike
to have called and have sworn in Douglas Weel wi ght.

COWM SSI ONER LEVAR:  Good nor ni ng,

M. Weel wight.
DI RECT EXAM NATI ON
DOUGLAS WHEELWRI GHT,
called as a witness, having been first duly sworn,
was exam ned and testified as foll ows:

MR JETTER If | may, before |I begin ny
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di rect exam nation of M. Weelwight, |I have an exhibit
yesterday that was discussed as DPU Cross Exhibit No. 2
that | believe | did not enter into the record. And so
given that, | would like to nove at this tinme --

COMM SSI ONER LEVAR:  Can you rem nd ne what
t hat exhi bit was?

MR. JETTER  That was investor presentation
from Decenber 2nd from Dom ni on Energy, | ncorporated.

COW SSI ONER LEVAR:  Thi s?

MR JETTER  Yes.

COW SSI ONER LEVAR | f anyone objects to
this notion, please indicate to ne.

| "' m not seeing any objection, so the notion
I's grant ed.

(Exhi bit was previously marked.)

MR. JETTER  Thank you, M. Chairman.

MR, JETTER | don't recall, | apol ogize, if
M. Wheel wight has been sworn in.

COMM SSI ONER LEVAR:  Yes, he has.

MR JETTER G eat.
BY MR JETTER

Q M. Wheelwight, would you pl ease state your
nanme and occupation for the record?
A My nane is Douglas Wheelwight. I1'ma

techni cal consultant supervisor with the D vision of
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Public Uilities.

Q Thank you. And in the course of your
enpl oynent with the Division of Public UWilities, did you
have the opportunity to review the application, along
wth the filings of the various parties, in this docket?

A Yes, | did.

Q And did you create and cause to be filed with
the Commi ssion pre-filed direct testinony, along with DPU
Exhibit No. 1.0 Direct?

A Yes.

Q If you were asked the sanme questions that are
contained in that pre-filed testinony today, would your
answers remai n the same?

A Yes, they woul d.

Q And woul d you adopt that as part of your

testinony today?

A. Yes, | woul d.
Q Ckay.
MR JETTER | would like to nove to enter

into the record the pre-filed direct testinony of
M. Wieelwight, along with the exhibits that are
at t ached.
THE COURT: |If anyone objects to the notion,
pl ease | et nme know.

' m not seeing any objection in the room so
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the notion is granted.
MR JETTER  Thank you.
(Hearing Exhibit DPU 1 was marked for
I dentification but not received by court
reporter.)
BY VR JETTER

Q And, M. \Wheelwight, have you prepared a
brief summary of your testinony and the Division's
position in this --

A Yes, | have.

Q Pl ease go ahead.

A Thank you. Good norning, Conmi ssioners,
Questar Gas Conpany, doi ng business as Dom ni on Ener gy
Utah, originally requested an increase in its Uah rates
of $19.2 mllion. The conpany's asking for an increase
in the authorized rate of return on equity from9.85
percent to 10.5 percent, an increase in infrastructure
tracker program and an increase in the proposed capital
expendi t ures.

In rebuttal testinony, the conpany's accepted
a few of the adjustnents provided by other parties and
has revised the request to $17 million. The Division has
reviewed the testinony and exhi bits of conpany w tnesses,
as well as the testinony and exhibits of the intervening

parties.
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The Division has participated in neetings
with the conpany representatives to obtain additional
information and clarification on nultiple topics and has
subm tted nunmerous data requests. The representatives
fromthe D vision have also reviewed the data requests
and have -- that have been submtted by other parties and
t he correspondi ng response from Dom ni on Energy Ut ah.

The Division does not agree with or support
t he conpany's cal cul ati on of the deficiency and the
revenue requirenent for the test year. 1In total,
representatives fromthe Division have identified $19.6
mllion in adjustnments to the proposed revenue
requi renment and a specific detail of each adjustnent has
been provided to the Comm ssion in witten testinony.

The company has accepted the Division's $1.5
mllion adjustnment to the |l ead | ag cal cul ati on, |eaving
two of the Division's adjustnents renai ning, that of
capital spending and the return on equity cal cul ation.

The two remai ning adjustnents total $18.1
mllion, which calculates a revenue surplus of $1.1
mllion. |In this proceeding, the Division will provide
Wi tnesses to address each of the a specific adjustnents.
David Thonson w Il address the |ead |ag adjustnent, Jeff
Einfeldt will address the tracker program and Eric Oton

wi || address the proposed increase in the tracker budget
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and capital expenditures, and Casey Coleman w || address
the return on equity cal cul ation.

And that concludes ny summary.

Q Thank you.

MR. JETTER: | have no further questions for
M. Weelwight, and he is available for cross and
guestions fromthe Comm ssion.

COW SSI ONER LEVAR:  Thank you.

M. Moore, any questions?

MR MOORE: No questions, thank you.

COW SSI ONER LEVAR:  Maj or Kirk?

MAJOR KIRK:  No questions, sir.

COM SSI ONER LEVAR: M. Mechanf

MR. MECHAM No, thank you.

COW SSI ONER LEVAR:  Ms. Russel | ?

MR. RUSSELL: No questions.

COW SSI ONER LEVAR:  Ms. O ark?

M5. CLARK: The conpany has no questions,

t hank you.
COW SSI ONER LEVAR:  Conmi ssi oner O ark?
COW SSI ONER CLARK:  No questions, thank you.
COW SSI ONER LEVAR:  Conmi ssi oner Wi te?
COM SSI ONER WHI TE:  No questions for ne,

t hank you.

COW SSI ONER LEVAR:  None for ne either.
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Thank you for your testinony,
M. Weel wight.
Your next w tness?
MR JETTER  Thank you. The Division would
like to next call David Thonson.
COMM SSI ONER LEVAR:  Good nor ni ng,
M. Thonson.
DI RECT EXAM NATI ON
DAVI D THOVSON,
called as a witness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MR JETTER
Q M. Thonmson, would you pl ease state your nane
and occupation for the record?
A My name is David P. Thonmson. [|'ma technical
consultant for the Division of Public Uilities.
Q Thank you. And in the course of your
enpl oynent with the D vision, have you had the
opportunity to review the application filed by Dom ni on
Energy Utah, along with the various filings of other
parties, in this docket?
A | have.
Q And with that know edge, did you create and
cause to be filed with the Conm ssion direct testinony,

along with eight exhibits that are titled DPU Exhibits
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No. 4.0 through 4.8 direct?

A Yes, | did.

Q And if you were asked the sane questions in
your pre-filed direct testinony today, would your answers
remain the sanme?

A They woul d.

MR JETTER | would like to nove at this
time to enter the direct testinony, along with the
attached exhibits, of DPU Wtness Thonson into the
record.

COW SSI ONER LEVAR: I f anyone objects to the
notion, please let nme know

"' mnot seeing any objection in the room so
the notion is granted.

(Hearing Exhibit DPU 4, with attachnments,

were marked for identification but not
recei ved by court reporter.)

MR JETTER.  Thank you.

BY MR JETTER

Q M. Thonson, have you prepared a brief
summary of your testinony?

A | do.

Q Pl ease go ahead.

A Good norni ng, Conm ssioners, and thank you

for the opportunity to briefly reviewthe Division's
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changes to the Conpany's |lead |lag factor used to estinmate
cash for capital in this rate case.

In ny direct testinony, | stated that the
conpany should file lead lags indicating that |ag days of
7. 258 shoul d be adjusted to show negative | ag days of
. 828.

Using the Division's proposed negative . 828
negative | ag days reduce the conpany's adjusted revenue
requi rement by $1,496,508. The Division nmade four
adj ustnents to the conpany's |lead | ag study. These
adj ustments were explained in ny direct testinony and
were summarized in ny DPU Exhibit 4.8D R

As been stated a couple of tinmes in this
hearing, the conpany has accepted ny adjustnents and this
concl udes ny testinony.

Q Thank you.

MR. JETTER. | have no further questions.
M. Thonson is available for cross and Conmm ssi on
guesti ons.

COW SSI ONER LEVAR:  Thank you.

M. More or M. Snarr?

MR. MOORE: No questions, thank you.

COW SSI ONER LEVAR:  Maj or Kirk?

MAJOR KIRK:  No questions, thank you.

COW SSI ONER LEVAR: M. Mechanf?
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MR. MECHAM No, thank you.
COMM SSI ONER LEVAR M. Russel | ?
MR. RUSSELL: No questions, thank you.
COW SSI ONER LEVAR.  Ms. O ark?
M5. CLARK: No, thank you.
COW SSI ONER LEVAR:  Conmi ssi oner VWi te?
COW SSI ONER WHI TE:  No questi ons.
COW SSI ONER LEVAR:  Conmi ssi oner C ark?
COW SSI ONER CLARK:  No questi ons.
COW SSI ONER LEVAR:  And | don't have any
ei t her.
Thank you for your testinony this norning.
MR. JETTER  The Division would like to call
as its next witness, M. Jeffrey Einfeldt.
COW SSI ONER LEVAR:  Good nor ni ng,
M. Einfeldt.
DI RECT EXAM NATI ON
JEFFREY El NFELDT,
called as a wtness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MR JETTER
Q Good norning, M. Einfeldt, would you pl ease
state your nanme and occupation for the record?
A My nane is Jeffrey S. Einfeldt. I'ma

utility analyst for the Division of Public Utilities.
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Q Thank you. And in the course of your
enpl oynent with the D vision, did you have the
opportunity to review the application and materials filed
in this docket?

A Yes.

Q And I'mnot sure that a lot of that relates
directly to your testinmony in this docket, but did you
create and cause to be filed direct testinony, along with
one exhibit that is titled DPU Exhibit No. 5.0D R?

A Yes.

Q And woul d you answer the questions that were
posed in your direct pre-filed testinony the sane if they
wer e asked today?

A Yes.

Q G ven that your direct testinony was a
summary in itself, | won't have you provide a sunmary
t oday.

Do you have any corrections or changes you
woul d i ke to make to your pre-filed testinony?

A No.

Q Thank you.

MR JETTER Wth that, | would like to nove
to enter into the record the direct testinony and exhibit
attached to that from M. Einfeldt.

COW SSI ONER LEVAR: I f anyone objects to the
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notion, please let nme know

"' mnot seeing any objection in the room so
the notion is granted.

MR JETTER  Thank you.

(Hearing Exhibit 5, plus attachnent,

was marked for identification but not
received by court reporter.)

MR. JETTER. | have no further questions.

M. Einfeldt is available for cross or questions fromthe
Conmmi ssi on.

COW SSI ONER LEVAR: I f anyone has
cross-examnation for M. Einfeldt, would you indicate to
me? |'mnot seeing any indication.

Commi ssi oner Wiite, do you have any
questi ons?

COMM SSI ONER WHI TE:  No questions, thank you.

COW SSI ONER LEVAR:  Conmi ssi oner O ark?

COMM SSI ONER CLARK: No questi ons.

COW SSI ONER LEVAR: | don't have any either.

Thank you for you testinony this norning.

THE W TNESS: Thank you.

MR JETTER. The Division would |ike to next
call and have sworn in its fourth wtness, Eric Oton.

COW SSI ONER LEVAR:  Good norning, M. Oton.

DI RECT EXAM NATI ON
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ERI C ORTON,
called as a witness, having been first duly sworn,
was exam ned and testified as fol |l ows:
BY MR JETTER

Q Good norning, M. Oton. Wuld you state
your name and occupation for the record?

A My nane is Erik Oton. |1'ma technical
consultant for the Division of Public Utilities.

Q Thank you. In the course of your enploynent
with the Division, have you also had the opportunity to
review the application filed by the Comm ssion, along
with the filings fromother parties?

A The application filed by the conpany?

Q Excuse ne? Yes, the application filed by
Dom ni on Energy U ah.

A | did.

Q And wth that know edge, did you create and
cause to be filed with the Conm ssion direct testinony,
along with DPU Exhibits 2.0 Direct through 2.5 Direct,
and surrebuttal pre-filed testinmony, wth Exhibit DPU
Exhibit No. 2.0 Surrebuttal ?

A | did.

Q Do you have any questions or changes you
would i ke to make to any of that pre-filed testinony?

A | do have two corrections to ny pre-filed
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di rect testinony.
Q Pl ease go ahead -- actually, let ne hold off
until everyone that is interested is ready.

Pl ease go ahead.

A Line 351 currently references Colums L and
M  They should reference Colums K and L

Al so, the next page, line 354, | need to
del ete the reference in parentheses, so we would renove
paren, line 2, Colum L, and cl ose paren. Those are all
the corrections |'m aware of.

Q Thank you.

MR JETTER Wth that, I would |like to nove
to enter the direct surrebuttal testinony, along with the
exhibits into the record.

COW SSI ONER LEVAR: I f anyone objects to the
notion, please indicate to ne.

"' mnot seeing any objection in the room so
the notion is granted.

(Hearing Exhibit DPU 2 and 2S, with
attachments, were marked for identification
but not received by court reporter.)

MR JETTER. Thank you.

BY VMR JETTER
Q Have you prepared a brief sunmary of your

testi nony?
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A | have.

Q Pl ease go ahead.

A Thanks. In ny direct testinony, | researched
four clainms of proposals nade by the conpany inits
application. First was the proposal to increase the
infrastructure tracker's budget to $80 nillion in 2020.
The tracker is functioning as it should, and increasing
the budget in this matter is unnmerited and not in the
public interest. So as such, | recomended that that
request be deni ed.

Second, the proposed change to the current
met hod of reconciling the over or under budget variances
of the tracker standard, | recomended adopting the
conpany's proposal on a trial basis.

Third, | addressed the capital budget
proposed in the test year. | |ooked at the annual trend
in the conpany's capital spending, the anount the conpany
was rewarded conpared to what it spent and the
justification for that amount. This came up with the
conclusion that | couldn't support the 2020 capital
budget, and therefore, | proposed to reduce that anount

to a nore appropriate |evel.

Finally, | addressed the conpany's claimthat
it had kept all its nmerger agreenents. | pointed out
that it had not -- that issue has since been resolved in
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19- 057- 25 docket ordered just two weeks ago.
My surrebuttal testinony doesn't change any
of any positions. Thank you.
Q Thank you.

MR. JETTER | have no nore further question
for M. Oton. He is available for cross or questions.
COWMWM SSI ONER LEVAR:  Thank you.

M. Moore or M. Snarr, do you have any
questions for M. Oton?

MR. MOORE: No questi ons.

COW SSI ONER LEVAR:  Maj or Kirk?

MAJOR KI RK:  No questi ons.

COW SSI ONER LEVAR M. Mechan?

MR. MECHAM None for ne.

COW SSI ONER LEVAR. M. Russel | ?

MR, RUSSELL: No questi ons.

COW SSI ONER LEVAR:  Thank you. M. d ark?

M5. CLARK: | have just a few, and | wll be
asking M. Oton about a couple of cross exhibits.

May | approach and just provide you with
bot h?

COW SSI ONER LEVAR  Yes.

M5. CLARK: Thank you.

(Exhi bit was handed out.)

CROSS- EXAM NATI ON
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BY MS. CLARK
Q M. Oton, | just provided you with two
exhibits. One is |abeled as DEU hearing Exhibit 9 and
anot her is | abeled at DEU hearing Exhibit 10.
| would like to draw your attention to
Hearing Exhibit 9. It is a PowerPoint presentation. Do
you recogni ze that?
A | have that, uh-huh.
Q And do you recognize that? Can you descri be
what it is?
MR. SNARR  Excuse ne, m ght we have a copy
or two?
M5. CLARK: |'msorry.
BY M. CLARK
Q M. Oton, would you pl ease descri be DEU
Exhi bit 9?

A It appears to be a printed copy of the slide
deck of a feeder line technical conference ten years ago.
Q I n Docket 09-057-16; is that correct?

A That is what it |ooks |ike, yes.

Q And woul d you agree, subject to check, that
this was presented within that docket?

A | assunme it was.

Q Can | have you turn to pages 20 and 21 of
Hearing Exhibit 9?
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A | have it.

Q And as you are | ooking at those two pages,
does that represent the scope of the feeder line
repl acenent schedule as it stood in 20097

A If you say it does, | assune.

Q Subj ect to check?

A | don't have anything to contradict that.

Q Wien you testified in this matter, M. Oton,
that initially the feeder |ine replacenent program was
Intended to be conpleted in nine years, is that

consistent with these two pages?

A It is not.

Q It is not?

A It is.

Q It is? Okay.

A | was | ooking at the wong col um.

Q No, | understand. And to your know edge, was
t he commencenent of the feeder |ine replacenent
program-- did that occur in the 2009?

A The tracker programdid. The feeder line
occurred -- started in 2002.

Q Fair enough. | would like to turn your
attention then to DEU Hearing Exhibit 10 and ask you if
you recogni ze what that is?

A | have seen several of these, yes. It's when
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the conpany files, on an annual basis at |east, the
schedul e for their feeder line replacenents.

Q And woul d you agree, subject to check, that
this is the nost recent schedule for the feeder line
repl acenent ?

A It is probably right.

Q And you would agree with me, wouldn't you, if
you were to conpare pages 20 and 21 of Hearing Exhibit 9
to Hearing Exhibit 10, there are substantially nore
feeder lines included now than at the conmmencenent at the
progr anf?

A Yes, | think we tal ked about that in the
past .

Q And it is your recollection that in 2013,
nore feeder |lines were added to that progranf

A That is true.

Q And is it your recollection also that in
2013, the belt lines in the conpany systemwere al so
added?

A Yes.

Q And so you woul d agree the feeder line
repl acenent programis larger in scope than it was in
20097

A It is larger in scope.

M5. CLARK: | would nove to admt DEU Hearing
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Exhi bits 9 and 10?

COMM SSI ONER LEVAR:  And j ust one questi on,
I n abundance of caution, and |'msure | know t he answer
to this, but page 25 has sone yellow highlighting that I
assune is not intended to be confidential material, but I
wanted to check with you before we enter it into
evi dence.

M5. CLARK: Let ne doubl e-check. VWhich page
are you | ooking at?

COW SSI ONER LEVAR:  Page 25 of the
presentation of the tech conference.

M5. CLARK: That is correct.

COW SSI ONER LEVAR: It is not confidential?

M5. CLARK: It is not confidential. Correct.

COW SSI ONER LEVAR: I f anyone objects to the
notion, please indicate to ne.

"' mnot seeing any objection, so the notion

I's granted.
(Hearing Exhibit DEU 9 and 10
were marked for identification.)
M5. CLARK: Thank you.
BY MS. CLARK:
Q | wanted to ask you a coupl e questions about

the capital budget. You have taken issue in your

testinony with the capital budget?
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A That is right.

Q Wul d you agree that the capital budget for
2020 is approximately $44 mllion higher than the prior
capi tal budget?

A | think that is about right.

Q And woul d you agree the $44 million is made
up in part of the proposed increase to the feeder |ine
tracker, the increase that you oppose; is that correct?

A Ri ght .

Q Wul d you agree that if the Conmm ssion
approved that increase in the feeder |ine budget, the
capi tal budget should have a commensurate increase for
what ever that increase was?

A | don't know how el se you would pay for it.

Q kay. Would you al so agree the remai nder of
that $44 mllion is nade up largely of the $20 mllion
sout hern system expansion and the $14 nmillion Current
Ri ver cap?

A | am not sure that's the difference. |
could -- those are included in that budget, | believe,
but 1'mnot sure they are the difference. They are
certainly major parts of the 2020 budget.

Q Fair enough. You have not taken issue wth
either of those projects in this proceeding, have you?

A. | have not.

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 18, 2019 Page 397

Q Ckay.

>

| haven't had the information, no.
Q | don't have any nore questions. Thank you.
COW SSI ONER LEVAR:  Any redirect,
M. Jetter?
MR. JETTER. No, no redirect. Thank you.
COMM SSI ONER LEVAR:  Conm ssi oner O ark, any
questions for M. Oton?
COW SSI ONER CLARK:  No questions, thank you.
COW SSI ONER LEVAR:  Conmi ssi oner Wi te?
COW SSI ONER WHI TE:  No questions, thank you.
COW SSI ONER LEVAR: | don't either. Thank
you for you testinony this norning.
THE W TNESS: Thank you.
COW SSI ONER LEVAR: M. Jetter?
MR. JETTER: Thank you. The Division would
like to have sworn in M. Casey Col eman.
COMM SSI ONER LEVAR:  Good nor ni ng.
DI RECT EXAM NATI ON
CASEY COLEMAN,
called as a wtness, having been first duly sworn,
was exam ned and testified as foll ows:
BY VMR JETTER
Q M. Col eman, please state your name and

occupati on.
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A My nane is Casey J. Coleman, and I'ma
technical consultant with the Division of Public
Utilities.

Q Thank you. And in the course of your
enpl oynent with the Division, did you have an opportunity
to review the application nade by Dom nion Energy Uah in
this docket, as well as the filings fromother parties?

A Yes.

Q And with that information, along with your
own research, did you create and cause to be filed wth
the Comm ssion direct pre-filed testinony, and along with
that, 12 exhibits that are listed DPU Exhibit No. 3.0
Direct through 3.12 Direct?

A Yes.

Q And did you al so cause to create and cause to
be filed with the Conm ssion surrebuttal testinony with
three exhibits that are DPU Exhibit No. 3.0SR through
3. 2SR?

A Yes.

Q And | would like to correct the first
question that | asked you, if there were 12 exhibits wth
3.0 being the first one. That would be 13 exhibits;
woul d that be correct?

A That is correct, yes.

Q If | were to ask you the sanme questions
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i ncluded in your direct and surrebuttal testinony, would
you answers remain the sane?

A Yes.

Q And do you have any corrections that you
woul d I'i ke to make?

A Yes, just a minor -- a couple mnor
corrections, and it is in the direct testinony. It would
be on line 490 and 491, which is page 26 of the direct
testinony. There is a list there of some growh rates
that was used in the analysis, and the Reuters should be
struck fromthat because Reuters was not used.

So on line 490, it says "Reuters" and also on
line 493, and those should be struck fromthe testinony.

Q Thank you.

MR JETTER Wth those corrections, | would
like to nove to enter into the record of the hearing the
direct and surrebuttal testinony of M. Col eman, al ong
wth the attached exhibits?

COW SSI ONER LEVAR: I f anyone objects to the
notion, please indicate to ne.

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

(Hearing Exhibit DPU 3 and 3SR, plus

attachments, were marked for identification

but not received by court reporter.)
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BY MR JETTER

Q M. Col eman, have you prepared a brief
summary of testinony for this docket?

A | have.

Q Pl ease go ahead.

A Thank you. Good norning again,
Comm ssioners. M testinony review generally accepted
t he val uation nmethods, including the capital asset
pricing nodel, the constant growth di scounted cash fl ow
nodel and the bond yields, plus risk prem um approach.
These financial nodels provided a solid framework for
analysis to arrive at a cost of equity for Dom nion
Ener gy Ut ah.

| have concl uded that the appropriate cost of
equity for Dom nion Energy Uah is 9.25 percent. The
current market condition support a reasonable range for
cost of equity between 8.09 percent and 9.55 percent.
There are a nunber of factors that go into this
recomendati on. There has been a | ongstandi ng di scussi on
dealing with the fair rate of return versus the cost of
equity for utility conpani es.
The 9. 25 percent RCE bal ances the fair rate

of return for investors, while providing just and
reasonable rates for captive utility custoners.

Q Thank you.
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MR. JETTER. And | have no further questions.
M. Coleman is available for cross and questions fromthe
Conmmi ssi on.

COW SSI ONER LEVAR: M. Mdore or M. Snarr,
any questions?

MR. MOORE: No questions, thank you.

COW SSI ONER LEVAR:  Maj or Kirk?

MAJOR KI RK:  No questions, thank you.

COW SSI ONER LEVAR: M. Mechanf?

MR MECHAM No questions, thank you

COW SSI ONER LEVAR: M. Russel | ?

MR RUSSELL: No questi ons.

COW SSI ONER LEVAR:  Ms. Clark or M. Sabin?

M5. CLARK: W have no questions, thank you.

COW SSI ONER LEVAR:  Conmi ssi oner Wi te?

COMM SSI ONER WHI TE:  No questions, thank you.

COW SSI ONER LEVAR:  Conmi ssi oner O ark?

EXAM NATI ON

BY COWMM SSI ONER CLARK:

Q Do you have an opinion regarding the capital
structure recommendati on of the conpany, proposal
conmpany?

A Sure. | can tell you what | said in our
testi nony because we felt it was a stipulated amount. W

didn't ook at it nuch.
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| would say fromny own personal experience,
t hough, that the capital structure does inpact a
potential return on equity because those two are tied
together to, ultimately, come up with what the revenues
requi renment woul d be for a conpany.

So there's been a | ot of discussion here of
what the appropriate capital structure would be. CQur
9.25 percent was in consideration of a capital structure
of the 55-45. And as we said in there, if there was sone
changes in the capital structure, that you may want to
|l ook at a rate of return that would reflect the anmounts
that woul d be appropriate with that.

So that's -- | don't know if 55, 60, 50 is
the appropriate amount with that, 52, but | would just
give sonme direction to the Conm ssion that, obviously,
when you're setting those two el enents, they do have an
I nner play that inpacts custoners, as well as investors.

| don't know if you wanted ne to get nore

specific than that or --

Q | understand what you're telling us. And
t hank you.
A Ckay.
EXAM NATI ON

BY COW SSI ONER LEVAR
Q Just one question about your Exhibit 3.02.
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Do you have that in front of you?

A And that would be --

Q It looks like an S&P rate history for past
rate cases. OCh, yeah, | think it was to your
surrebuttal.

A Ckay. Surrebuttal, okay.

Q Yes, 3.02SR

A Yes, | have that.

Q You may not know the answer to this because
you pulled this from S&°. Correct?

A Yes.

Q kay. This chart does not indicate what the
preexi sting approved ROE was prior to these decision
points, which it just has the requested and the approved
but not what the ROE was prior to the decision; is that
correct?

A What | provided to you doesn't have that.
The information that we pull ed does have that
information, but for its space and |[imtations, | had to
try and deci de what nmay be the nost inportant
I nformati on.

| f the Conmm ssion would |ike us to, though,
we can go back and provide what the return on equities
were or what the changes were because | believe that

information -- actually, | guess, |'mnot accurate
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because | have -- let me restate this. There is a | ot of

different elenents and infornation in that, but I

don't -- | put in there what | believe was the nost

appropriate as far as return on equity, but | don't think

that information provides what the previous ones were.
Q kay. Thank you. That is the only question
| have. Thank you for your testinony this norning.

A. Sur e.

COW SSI ONER LEVAR: M. Jetter, anything

el se fromthe Division?
MR JETTER No, the Division has nothing
live case.

kay,

further on its, | guess, Thank you.

COW SSI ONER LEVAR: t hank you.
M. Moore?
MR. MOORE: The Ofice calls Al yson Anderson
and asks that she be sworn.
DI RECT EXAM NATI ON
ALYSON ANDERSON
called as a wtness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MR MOORE:
Q Coul d you state your nane and occupation for
t he record?
A [''m Alyson Anderson, and I'ma utility

anal yst for the Ofice of Consuner Services.

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 18, 2019 Page 405

Q And in that capacity, have you reviewed the
application of DEU in this matter and the vari ous
filings?

A | have.

Q Did you prepare direct testinony filed on
Cct ober 17, 2019?

A | did.

Q Do you have any changes you would like to
make to that testinony now?

A No.

Q If | asked you the questions in your direct
testinmony, will your answers be the sane today?

A They woul d.

MR MOORE: | request to admt the testinony
of -- direct testinony of Al yson Anderson.

COM SSI ONER LEVAR:  Ckay. |If anyone objects
to the notion, please indicate to ne.

"' mnot seeing any objection in the room so
the notion is granted.

(Hearing Exhibit was marked but not

Identified or received by court reporter.)
BY MR MOORE:

Q Have you prepared a summary of your
testi nony?

A. | have.
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Q Pl ease proceed.

A My testinony introduces the Ofice of
Consuner Services' w tnesses and provides the office's
policy on Dom nion Energy U ah proposed changes to the
I nfrastructure replacenent tracking nmechani sm

Wtness Dan Lawmton presents the Ofice's
recommended overall cost of capital of 6.958 percent,
whi ch includes a return on equity of 9.1 percent.

W tness Donna Ramas presents the Ofice's
rate base and net operating i ncone adjustnents and
provi des the analysis behind the O fice's revenue
requirenment.

In surrebuttal, the Ofice is recommending a
reduction in the conmpany's revenue requirenent of
$11, 468, 230 based on the CET all owed revenue.

As part of its original filing, DEU requested
changes to the infrastructure's replacenent tracker. The
conpany seeks to increase the annual expenditure |evel of
the infrastructure tracker from65 mllion, adjusted for
inflation, to 80 mllion, adjusted for inflation, and to
change the treatnment of annual budget vari ances.

The annual expenditure |evel adjusted for
inflation is projected to be 72.2 mllion in 2020. The
Ofice's concern with the size and scope of the

infrastructure tracker and the intent of the prudence
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review specified in the Commssion's infrastructure
tracker evaluation plan. The Ofice requested that the
Comm ssion clarify the intent and timng of the prudence
review of the infrastructure tracker investnents, as well
as continue to nonitor the size and scope of the tracker
goi ng forward.

The O fice opposes the proposed increase to
infrastructure tracker annual expenditure |evel but does
support the conpany's proposed treatnment of spending
vari ances.

Thi s conclude ny summary.

MR MOORE: Ms. Anderson is now avail able for
cross and questions fromthe Comm ssion.

COW SSI ONER LEVAR: M. Jetter, do you have
any questions for M. Anderson?

MR. JETTER. | do not have any questi ons,

t hank you.

COM SSI ONER LEVAR:  Thank you. Major Kirk?

MAJOR KIRK: No questions, thank you.

COW SSI ONER LEVAR: M. Mechanf?

MR. MECHAM No questions, thank you

COW SSI ONER LEVAR: M. Russel | ?

MR. RUSSELL: No questions, thank you.

COW SSI ONER LEVAR:  Ms. Cl ark?

MS. CLARK: No questions, thank you.
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COW SSI ONER LEVAR:  Conmi ssi oner Wi te?
COMM SSI ONER WHI TE:  No questions, thank you.
COW SSI ONER LEVAR:  Conmi ssioner O ark?
COW SSI ONER CLARK:  No questions, thank you.
COW SSI ONER LEVAR:  And | don't either.
Thank you for your testinony this norning.
M. More or M. Snarr?
MR SNARR: Yes. Qur next witness would be
Ms. Donna Ranms.
COW SSI ONER LEVAR:  Good norning, M. Ranas.
DI RECT EXAM NATI ON
DONNA RANMAS,
called as a wtness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MR SNARR

Q Coul d you pl ease state your nane for the

record?
A Donna Ranss.
Q And what is your usual enploynent?
A I"ma regulatory consultant.

Q And have you been hired by the Ofice of
Consuner Services to participate in this proceedi ng?

A Yes, | have.

Q Did you prepare direct and surrebuttal

testinmony in connection with this proceedi ng?
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A Yes, | did.

Q And with those testinonies, did you al so
prepare exhibits associated with the subm ssions?

A Yes.

Q And do you have any corrections you would
like to make to any of those subm ssions?

A | wouldn't call themcorrections, but there
were some nodifications nmade on the stand yesterday by
M. Felsenthal that inpact sone itens in ny direct and
surrebuttal testinony, so | would like to quickly go
t hrough where his statements inpacted what was said in ny
t esti nony.

Q Wul d you do that, please?

A Yes. The first would be, that | would Iike
to address first, would be in ny surrebuttal testinony,
going to page 44, line 259 -- |I'msorry, page 44, line
959. | discuss that M. Felsenthal indicated that the
Commi ssion approved 8.18 mllion of pension expense in
the last rate case. And on this stand yesterday, he
corrected that anount and said the amount shoul d be
5,612,000. | haven't been able to verify the correction
of that nunber because it goes back to the 2013 rate
case, and | don't have those files with me but |I have no
reason to dispute his correction.

But then if you also turn to the next page,
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on page 45 of ny surrebuttal testinony, there is a table
at the top where | provided conparison of the pension
expense that the conpany contends are included in base
rate fromthe 2013 docket to the anobunt of pension
expense actually booked by the conpany.

And | use the $8.18 nmillion from
M. Felsenthal's pre-filed rebuttal testinony, and that
amount would change to 5.6 mllion. But even if that
nunmber i s updated, it would still show that the anmount
collected -- or included in rate since the last rate case
conpared to the actual pension expense has been
significantly greater

And then the next itempertains to ny direct
testinony. At page 43, lines 936 to 939, | state, "I am
not aware of the conmpany including a deferred pension
asset nor an accrued pension liability in rate base, in
prior rate cases over the long period, over which the
accrual basis of accounting has been in effect for
pensi ons. "

M. Felsenthal indicated on the stand that in
the 19 -- in the '99 docket, that there were sone -- a
pensi on asset was included in rate base, so | was able to
go and confirmthat. And | |ooked at that case, which
was -- let me get you the docket nunber. Yes, it was

Docket No. 99-057-20 and the order that was issued on
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August 11, 2000 -- | believe it's at page 25, this issue
was addressed -- it was part of a stipulation in that
case. It appears under Section D, "Stipul ations of

certain revenue requirenent itens," as ltem No. 12.

And the order specifically states that the
Di vision chal l enged the inclusion of that prepaid pension
asset in rate base in that case. So the order states,
and | quote, "To reach stipulation, the Division would
support an adjustnent to renpve 233,680 fromrate base.”

This is conpared to the $2, 399, 941 the
conpany requested, and it is very clear fromreadi ng that
order that it was included as a result of the stipulation
reached between the parties, not based on a Conm ssion
deci sion that that should, in fact, be included.

And those are the extent of things that have
come up that would have inpacted ny direct testinony and
nmy surrebuttal testinony.

Q Wth those corrections or adjustnents, if |
asked you all the sane questions, would you provide al

t he same answers ot herw se today?

A Yes.
Q Al right.
MR SNARR: | would like to offer Ms. Ramas'
exhibit into evidence. It would include her direct

testinony filed on Cctober 17th, along wth Exhibits 2.1D
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through 2. 17D, as well as her surrebuttal testinony
submtted on Decenber 5th, including Exhibits 2.1S
t hrough 2. 7S.

| would like to offer those into evidence.

COW SSI ONER LEVAR: | f anyone objects to

that notion, please |let ne know.

"' mnot seeing any objection in the room so

the notion is granted.

(Hearing Exhibits 2S and 2D, plus
attachments, were marked for identification
but not received by court reporter.)

BY MR SNARR

Q Have you prepared a sunmary of your testinony
for today?

A Yes, | have. And before starting, | had |eft
ny water at the back and it is a bit of a | engthy
summary, so | would appreciate it if | could have it up
here.

Yes, | do have a summary.

Q Pl ease proceed.

A Good norni ng, Comm ssioners, Chairman. The
facts and circunstances of this case show that Dom nion
Energy Utah's rate should be reduced and not increased.
As indicated in ny surrebuttal testinony, rates currently

bei ng col | ected, based on the conservation enabl ed
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allowed tariff revenue, should be reduced by $11, 468, 230.
This reduction is based on inpacts of the adjustnents
recommended in nmy testinony, coupled with inpacts of the
rate of return equity recommended by the O fice w tness
Daniel Lawton in this case.

If the Comm ssion agrees with ny
recommendation regarding the cost for outside |egal fees
incurred by the conpany for assistance in the 2018 LNG
proceedi ng, then the reduction of approximtely 11.5
mllion should be increased by the anount disclosed in ny
confidential testinmony in this case.

My surrebuttal testinony discusses severa
Issues remaining in dispute in this proceeding. As
M. Stephenson indicated, agreenent with the reduction
for the audit fee accrual, seven issues discussed in ny
surrebuttal testinony remain in dispute at this tine. |
will briefly summarize nmy position on each of these
outstanding issues in the order in which they appear in
ny surrebuttal testinony.

The first area is the area of projected
capital expenditures. The conpany's cal culation of the
projected tester plant in service bal ances assunes a
substantial increase in the annual |evel of capital
expenditure, increasing froma 2018 base year |evel of

212.2 mllion to forecasted anounts of approximately 232
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mllion for 2019 and 277.7 mllion for 2020.

The conpany has failed to provide a
reasonabl e | evel of support or justification inits
subm ssion in this case for these substantial increases
I n annual capital expenditure. The burden of proof in
supporting its case resides with the conpany, and it is
nmy opinion that the conpany failed to neet this burden in
this case.

Wien an item zation of the forecasted 2020
capital expenditure was finally provided with the
conpany's rebuttal filing, the amounts provided in the
rebuttal filing by functional category of cost differed
substantially fromthe anounts previously provided in
response to discovery and in the original filing.

Wl |, the conpany did provide sone additional
I nformati on and response to di scovery on sone of the
areas of capital cost and on a few of the projects. The
anmounts contained in the itemzed listing, finally
provided with the rebuttal filing, differed fromwhat was
previously disclosed for many of those costs.

In fact, the cost changed between what had
been previously disclosed in this case and what was
listed in the conpany's rebuttal filing, had changed for
all 21 of the functional categories of plant cost

Identified by the conpany.
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These changes, many of which were significant
and can be -- you can quickly see the variances when you
review ny testinony, at page 9, ny surrebuttal testinony.
It shows a conparison of what was identified by
functional category of costs and response to discovery
conpared to what was, ultimately, provided at the late
rebuttal phase in this case.

It is nmy opinion that the conpany has
provided too little information too |late to support the
substantial budget increase in annual capital
expendi tures for 2020.

In ny testinony, | recomended that those
forecasted 2020 capital expenditures be reduced by
approximately $43 mllion. Since the conpany's filing
assunmes a portion of the 2020 capital expenditures wl|
remain in construction work in progress at the end of the
future test year, coupled with the fact that we have an
average test year being used, the renoval of $43 mllion
in forecasted capital expenditures reduces the average
test year plant in service by approximtely $13.4
mllion.

The next area is the transponder retirenents.
As the Comm ssion is |likely aware, the conpany's
experienced nmultiple problems with transponders that were

manuf actured by El ster that caused the early retirenment

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 18, 2019 Page 416

or early replacenent of those transponders from what was
originally projected. This replacenent program began in
2015 and is projected to be conpleted in 2020. As
pointed out in ny direct and surrebuttal testinonies, DEU
has acknow edged several problenms with its accounting for
the dismantl enent and retirenent for Elster transponders
on its books.

As a result of these accounting issues, the
di smantling costs associated with removal with the El ster
transponders is effectively double counted in the
conpany's filing. It included both in plant and service
in Account 101 and again as a reduction to accunul ated
depreciation in Account 108.

As the conpany was replacing the
transponders, it was booking the costs associated with
dismantling the old Elster transponders as a part of the
cost of the new replacenent transponders. That's how
they got included in plant and service in this case.

Addi tionally, the nethod used by the conpany
inits rate case nodel for estimating the dismantl enent
cost inits filing, essentially, picked up these
di smantling costs a second tinme through a reduction of
accunul at ed depreciation which al so increases rate base.
The conpany agreed, in response to discovery, there was a

doubl e counting of the transponder dismantling costs in
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this case.

| recommended that rate base be reduced by
3.6 mllion, which would renove the double counting of
t hese costs. | also reconmmended the depreciation expense
be reduced by $166, 263, to renove the inappropriate
depreciation that was applied to the dismantling cost for
those repl aced transponders. This still remains ny
position today with regards to this issue.

This issue, | would say, has been pretty
messy at times in this case because of the accounting
errors and the problens, coupled with the doubl e counting
inthe filing. The information |I received throughout
this case pointed out additional problens, beyond what |
realized at the tine | filed nmy original testinony.

As | sit here today, based on all the new
i nformati on that has been provided by the conpany, |
woul d | i kely have an even bigger adjustnent than this |
woul d reconmend, but | think the adjustnent reconmmended
in m original testinony is still a reasonable neans to
take care of this problemand to avoid that double
counting in this case of those di smantlenent costs.

The next area regards cash working capital.
Wil e the conpany has agreed to substantially reduce the
net |ag days using -- in cash working capital

requi rement, one issue still remains in dispute in ny
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opinion. The revised | ag days adapted in the conpany's
rebuttal testinony still includes the inpact of

depreci ation and deferred i ncone taxes in the
determnation of the net |ead |ag days.

As explained in ny testinony, it has been
| ongst andi ng Comm ssion policy that depreciation be
excluded fromthe determ nation of cash working capital,
and within ny direct testinony and possibly ny
surrebuttal as well, | quote froma prior Conm ssion
deci sion that specifically addresses that |ongstanding
precedent and sets sonme bars that conpanies are required
to bring in to address the issue fully for the Conm ssion
prior to changing that policy, and the conpany hasn't
done that in this case.

If the inpacts of the deferred inconme taxes
and depreciation are renoved fromthe |ead | ag study
adopted by the conpany in its rebuttal filing, the
negative .828 | ag days that was agreed to in rebuttal
woul d be reduced to negative .905 | ag days.

And, again, | acknow edge that that's | ower
in lag days than the nunber presented in ny testinony.
However, the conpany adopted the Division's position on
that issue. And if you are going to adopt the position,
then you still need to | ook at that depreciation expense

I ssue.
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The next area is inflation. Inits filing,
the conpany inflated the 2018 base year nonl abor expenses
by FERC account using inflation factors provided by
d obal | nsight Power Planner report.

Wll, the use of inflation in forecasting a
future test year nmay be appropriate in sone
circunstances, it shouldn't just be an automatic given in
a case. Rather, that facts and circunstances for this
specific conpany at the tine of the case should be
evaluated. The reality is that the conpany has been
quite successful in reducing its O%M expenses in recent
years. This reduction has continued even into this year,
into 2019.

As background, energy efficiency program
costs are not collected in distribution based rate, so
once nonrecurring enpl oyee severance paynents and the
energy efficiency programcost are renoved fromthe
operation and mai nt enance expenses, the anmount of
operations and mai nt enance expenses incurred by the
conpany in the first six nonths of 2019 were actually
1.65 percent |ower than the O&M costs, excluding those
efficiency programs, for the first six nonths of 2018.

G ven the reduction O&M expenses and t he
continued reduction occurring after the base year, which

woul d be the 2018 tinme period, | reconmend that those
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base year nonl abor O&M costs not be inflated in this
case. Renpval of the inflation factors fromthe
conpany's rate case nodel reduces revenue requirenent by
approximately $1.9 million. And, again, the exact inpact
woul d be dependent on ot her adjustnents nmade by the

Comm ssion and the nodel because they flow automatically
t hrough t he nodel.

The next area where there is a difference
bet ween nyself and the conpany at this point would be
wWth regards to the excessive -- excess deferred income
tax anortization. And | believe there is really only one
Issue remaining in dispute with this that inpacts the
revenue requirenents in this proceedi ng.

It remains for the Comm ssion to decide the
appropriate time frane over which to return to non-pl ant
rel ated access deferred incone taxes to Utah ratepayers.
The parties are in agreenent on the anmount, which is
approximately 14.56 mllion, inclusive of the associ ated
tax gross up. |'mrecomendi ng that this anount, which
Is a small portion of the total access deferred incone
tax owed to ratepayers, be returned to ratepayers over a
five-year period.

And that is, in large part, due to
consi derations or factors such as interjurisdictional

equity issues and the fact that the plant-rel ated access
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deferred incone taxes are being fl owed back over an
extrenely |l engthy period as necessary under |IRS rules.
So as explained in ny testinony, | recomend that at

| east for this itemthat is a small portion of the total
amount owed to custoners, that that be done on a quicker
basi s than what the conpany has proposed.

The next area is the cost associated wth the
LNG facility proceedings. | recomrend the outside |egal
costs incurred by the conpany and charged to base year
expenses for assistance in seeking approval of its
decision to construct the LNG facility be renoved from
the test year. These |legal costs associated wth 2018
proceedi ngs are not reflective of ongoing regul atory
costs that would be incurred by the conpany on an annual
basi s.

I know sone questions have been asked earlier
in this proceeding regarding those costs. Wth ny direct
testinmony on OCS Exhibit 2.17D, which is confidential,
that provides the conpany's response to OCS 1.14 in this
proceedi ng, which provides a breakdown of the outside
| egal fees that are included in the base year by matter.
My adj ustnent renoves only a portion of these fees that
woul d be applicable to those LNG proceedi ng costs.

If the Comm ssion would Iike, at sone point

while I'"'mon the stand, for ne to point out which |ines
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of that exhibit specifically |I renmoved in comng up with
t he amount on the confidential adjustnent | have, |
believe | can do that in a public way by wal ki ng through
that exhibit w thout being too specific.

But by | ooking at that Exhibit 2.17D, that
confidential exhibit, you could see that if my adjustnent
was made, which that anmount of which is provided in ny
confidential section of ny testinony, you can see what
types of other costs would still remain in the test year
for legal fees in the adjusted test year if ny
adj ustment' s adopt ed.

kay. Then the final issue | wish to address
I s whether or not pension expenses should continue to be
incorporated in rates in Uah for this conpany, based on
the accrual basis of accounting. This, at least in ny
opinion, is, perhaps, one of the, if not the nost
I mportant issue that |'maddressing in this proceeding is
the Comm ssion's ultinmate decision on this issue could
have very | ong-term consequences in rate inpacts on Ut ah
ratepayers for many years to cone.

For financial reporting purposes, the accrual
basi s of accounting has been required for pension since
1987, so for over 30 years, they have been accounted for
in the conpany's books and records on that accrual basis

of accounting. And so the best of ny know edge, it has
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al so been incorporated in Uah in base rate cases that
have occurred since that 1987 tine franme on the accrual
basis as well.

And under that, if there were years in which
actual cash contributions to the pension plan woul d have
been zero or years that the actual cash contribution nay
have been | ower than the expense anmount determ ned under
t he accrual basis of accounting, the amount incorporated
In base rates during the rate cases woul d have been based
on that accrual accounting basis, regardl ess of what the
cash outfl ow woul d have been.

Under the accrual basis for accounting for
pensi on, negative pension expense can occur and it does
occur. The negative pension expense, which could be
referred to as pension incone or pension credit. | have
heard various term nology used for that. But regardless
of the term nol ogy used, the fact remains that negative
expense or a pension credit can evol ve under accrual
accounti ng.

The conpany has, in fact, been recording
negative pensi on expense on its book for several years
and anticipates to continue that into the test year. In
fact, the table | discussed earlier where | discuss the
I npacts M. Felsenthal's change on ny table, clearly

shows there has been a negative pension expense booked
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for several years now.

Now t hat the result of the accrual accounting
has resulted in a negative pension expense or credit
amount, the conpany wants to abandon the accrual nethod
of accounting for pensions in determning its revenue
requirenent, instead of including zero pension -- and
I nstead, wants to include zero pension costs and rates.
It is my opinion that this is both unreasonable and
unfair to ratepayers.

As an alternative, which | understand this
isn't the conpany's primary position, but M. Fel senthal
offered the alternative conpany position that if the
negative pension expense is included in rate, then it
shoul d al so be allowed to include prepaid pension assets
on its books in rate base.

| disagree for nmany reasons that are
expressed in both ny direct and surrebuttal testinony.
In fact, | find the conpany's attenpt to exclude the
negative pension expense fromrevenue requirenent and its
al ternative recommendation to increase rate base
substantially for prepaid pension and assets to be
particularly alarmng in this specific case.

As the Comm ssion is well aware, the conpany
recently nerged with Dom ni on Energy, |ncorporated. And

under the settlement and stipulation in that nerger
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docket, which was approved by this Conmm ssion, Dom nion
Energy agreed to contribute 75 mllion in funding to
Questar Corporation's retirenent plan. That settl enent
stipulation specified that this contribution was to be
made by Dom ni on Energy as a, quote, "sharehol ders cost,"
unquot e.

To the best of ny know edge, there was no
i ndication in that merger proceeding that the conpany
woul d attenpt to include that sharehol der contribution in
rate base or that it would -- or that it would attenpt to
seek to earn a return on that contribution anount.

In fact, the testinonies filed by the joint
applicants in the nerger proceedings indicated that the
$75 mllion contribution to the plant assets would
translate directly to a reduction in pension costs forned
by custoners.

In presenting the estimated benefits to
custoners fromthe contribution, the joint applicants did
not offset the cost savings that they had presented in
that case to include a shareholder return on that $75
mllion contribution. 1In fact, had it done so, the net
I npact woul d have |ikely shown an increase in revenue
fromits custoners as a result of that and not a
reduction in cost.

And part of the reason for that is as you're
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applying a rate of return on that anount, which includes
a higher equity return than the interest rate, using
determ ni ng pension expense as well as tax gross up for
that equity return.

As explained in ny testinony, the test year
pensi on expense woul d have been negative or a credit
amount, even without that $75 million contribution. By
renovi ng the negative pension expense in this case, the
conpany's clearly renoving the benefits to ratepayers of
the contribution that was asserted by the joint
applicants in the nerger proceeding.

On this inportant issue, | continue to
recommend that the negative pension expense of
approximately $5.4 mllion on a total Dom ni on Energy
Ut ah basis be included in the adjusted test year, and

that the prepaid pension asset be excluded fromrate

base.
Thank you.
Q Thank you, Ms. Ramas. Before we concl ude and
turn you over for cross-examnation, | would like to

direct your attention to the Dom nion Energy Hearing
Exhibit No. 8 that was presented this norning. Do you
have that in front of you?

A Yes, | do.

Q Now, recognizing that there was a correction
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made in Footnote 1 to show $4 million instead of $5
mllion, with that correction, does this exhibit resolve
the accounting issues that you have identified in your
testi nony?

A No, | don't agree that it does. As indicated
innmy summary, | still recomrend that the adj ustnent
presented in ny direct testinony be reflected.

As expl ai ned, there have been nunerous
problems with the conpany's accounting for the El ster
transponders. For exanple, the date they retired the
transponders on its books and records and the fact that
the dismantling costs were booked to plant in service as
part of the new transponders and the doubl e counting and
the filing.

| had presented direct testinony, pointing
out several of these issues, and yet the conpany, in its
rebuttal filing, still argued that no adjustnent shoul d
be made for this. And so within ny surrebuttal,
addressed it again and pointed out the fact that there is
a doubl e counting of these costs.

This exhibit -- | mean, now the conpany is
comng in and adjusting the timng application of quip in
a lot of different adjustnents that need to be nade to
the rate case nodel if this revised approach is

consi dered. But even that, even if that were to be
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accepted, which I don't recomend be done, there is the
error for the 2020 anount or, at |least, the fact that it
IS inconsistent with what is contained in

M. Stephenson's Exhibit 3.2R for 2020.

But you al so have the fact that there
Is -- according to M. Stephenson's Exhibit 3.2R, there
is also $3.7 mllion of plant in service that was booked
to plant in service associated with the di smantl| enent
costs of the Elster transponders that were replaced from
2016 through 2018. Those are still in that plant in
servi ce bal ance, even with this revised cal cul ati on that
was presented by the conpany today.

So | continue to recomend that as a way to
resolve this issue, that the adjustnment in ny direct
testi nony be adopted. The Comm ssion has how to fl ow
that through the rate case nodel in the record, as well
as, | believe, ny adjusted rate case nodel is also
submtted with ny testinony. So that's all information
t he Comm ssion shoul d have available to do that.

And, again, as | indicated, this new
i nformation presented regarding the timng of quip and
whi ch accounts should or shouldn't have that quip timng
I ssue applied has cone so late in the record that | don't
recomend this approach be used.

And, again, as | indicated, if | had this
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I nformati on sooner before | filed ny surrebuttal
testinony, | suspect ny adjustnent woul d have been even
hi gher than what |'mrecommending in this case.
Q Thank you.

MR. SNARR. Ms. Ramas is available for
Cross-exam nati on.

COMM SSI ONER LEVAR: | think at this point we
wll take a break and return to start the
cross-exam nation of Ms. Ranas.

So let's break until 1:30 and we wil |
reconvene at 1:30.

(Wher eupon, a break was taken.)

COW SSI ONER LEVAR: | think we are ready for
cross-exam nation of Ms. Ranas.

So M. Jetter, do you have any questions for
her ?

MR. JETTER | have no questions, thank you.

COW SSI ONER LEVAR:  Mayor Kirk?

MAJOR KI RK:  No questi ons.

COW SSI ONER LEVAR: M. Mechanf?

MR. MECHAM No questions, thank you.

COW SSI ONER LEVAR:  Ms. Russel | ?

MR. RUSSELL: No questions, thank you.

COW SSI ONER LEVAR:  Ms. Clark or M. Sabin?

MR. SABIN. W do have questions, and in the
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wor ds of Sesane Street, which one of these things are not
l'i ke the others.
CROSS- EXAM NATI ON

BY MR SABI N

Q Good afternoon, Ms. Ranss.

A Good afternoon.

Q | want to focus first on the plant -- your
objections to the capital budget for plant, for the
2020 -- for the revenue requirenent portion that is
associated with that.

| want to just get a fewthings in the record

on that point. |It's true, isn't it, that the D vision
requested a specific line-by-line item zation, | should
say, of each of the projects that are included in that
capi tal budget, and that was requested back in Septenber?

A | don't know if the Division did, but
those -- let ne see who submtted the data request. |It's
in ny response, give ne just a nonent.

Q No problem Are you referring to your
surrebuttal ?

A No, that would have -- | believe this was
filed with ny direct.

Q For your reference, if you | ooked at DPU
7.04, which is attached to your surrebuttal, it is
included in the Exhibit 2.7S and it is page 1.
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A Oh, yes, this wasn't a request -- you had
asked about an item zation of projects, and the Ofice
had asked for an item zation before Septenber. And in a
Septenber -- | believe it was Septenber 5th response, the
Item zati on was not provided.

VWhat you're referring to, this DPU 7.04, the
DPU had asked for a breakdown of the capital expenditures
by category consistent with the categories of the nerger
report, so it didn't ask for individual projects, per se.

Q Here is my question: As of Septenber, the
conpany provided an item zation of all the capital
projects that are included in your rebuttal, your
surrebuttal table?

A It didn't provide an item zation of the
projects. It provided a breakdown of costs by category,
but an item zation of the actual projects included within
those categories wasn't provided until the conpany's
rebuttal filing in this case.

Q Ckay.

A So maybe it is just the |language. | agree,

t he conpany provided a grouping of project costs but not
i ndi vidual projects for all the projects.

Q Did you send a data request asking for an

item zation prior to that?

A Yes, | did. |If you give nme a nonment, |
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t hought it was included.

Q I"mstill going to refer you back to 7.04,
that page 1. The second page of that exhibit has a
listing of the itens and anmounts that add up to 277
mllion by category?

A Yes. W had asked -- and, again, it's
included in ny direct testinony, an attachnent, where we
asked for a data request, asking for the budget included
in the file, the nost detailed | evel available.

But | can -- so you would like me to refer to
t he response of 7.04?

Q If you could tell nme -- if you | ook at page 2
of data response to 7.04, you had that information as of
Sept ember 3, 20197

A Wll, not by project. W have it by category
of plant cost. W had it by that date.

Q Right. And you had the total and each of the
anmounts for each of the categories?

A The anobunt by category but not by project.
Correct.

Q Right. Oay. And you'd agree with ne that
was subsequently updated by the conmpany when it did its
2020 budget ?

A Yeah, |'ve seen this nunber update -- this

specific format updated three tines in this proceeding.

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 18, 2019 Page 433

So | believe the third tinme would have been when they
provi ded the rebuttal testinony.

Q Do you have any problemw th the fact that
t he conpany updated it to provide you with additional
information as it becane avail abl e?

A No, | would have appreciated a detail ed
listing much earlier in the case. W had sought the
detail. In ny view, there wasn't a |evel of detai
provi ded beyond high | evel by category and a few specific
projects identified by that point. The format the
conpany provided in the rebuttal exhibit, | think is very
hel pful .

And it woul d have been nice in an earlier
phase if the conpany had provided the detail it had at
previous stages. | nean, | understand capital costs can
shift between category and project, but just the fact
that this level of detail wasn't provided until -- the
| evel by project, not by category but by project, was not
provided until the rebuttal phase.

And the fact that, |I mean, as pointed out in
ny testinony, there's significant shifts in the cost from
what was originally provided. Not just mnor but fairly
significant, in nmy view

Q W will cone to that. Suffice it to say at

this point, you believe the information provided does
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outline, by item the anounts that the conpany
antici pates, based on its budgeting, what woul d be spent
for each project?

A Yes, the exhibit provided in the rebuttal
testinony provides the current estinmates by project.

Q Okay. Now subject to check, the information
provided in the conpany's direct testinony, as
suppl enented | ater by data responses and rebuttal
testinony, is the same kind of information the conpany
has relied on for years inits rate cases; isn't that
right?

It has always provided a listing with a
nunber, wth the same kind of detail that we're dealing
with here?

A Yes, | can't speak to this -- the |ast
litigated rate case | didn't participate in. That was a
'13 docket. | had begun ny review of the |ast rate case
that ended up being settled as part of the nerger
proceeding, and as it | sit here today, | don't recal

the | evel of detail.

But if all that was provided was a list, |ike
what's on this page 2, very high level, | anticipated if
the case had gone on, | would have asked for quite a bit
nore detail, particularly if there is a large increase

conpared to historic budget |evels.
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Q You have no basis to say that the conpany's
di scl osures of this kind of information, in this kind of
format, has ever failed to satisfy the burden the conpany
has, that you've noted in your statenment, of identifying
what its capital budget is based upon?

A Yeah, | can't speak to past cases. But,
again, in this case, we're |looking at a significant
i ncrease in the annual budget level. So in ny view,
there should be a higher threshold set to justify and
support a significant increase in capital cost conpared
to the historic, what's happened.

Q Do you think the burden of proof should
change because there is a different nunber?

A Wl l, the conpany still has the burden of
proof to support its case.

Q Understood. | want to nake sure we're clear.
Your position is that there should be a hei ghtened type
of burden in this case?

A Per haps not hei ghtened, but as an anal yst
that reviews revenue requirenents in nmany, many cases,
when you have a | arge increase beyond what had been done
historically, | would anticipate a nmuch hi gher |evel of
support and information being provided by the conpany to
support that increase.

Q And it is just based on your opinion then?
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A It is based on ny opinion, having done this,
| think, 28 years now.
Q kay. | want to switch over just to the
projects thenselves. | want to be clear. MW

understanding is you don't object to any of the projects,
you don't say they are inprudent or they should be
excl uded or they shouldn't be conpleted by the conpany?

A No, | did not.

Q Ckay. And you've heard testinony and you
have seen data responses show ng that the conpany, over
the last five years, has been wthin 1 percent of its
budget. |Its spend has been within 1 percent of its
budget in every one of those years; isn't that right?

A Yes, that's ny recoll ection.

Q So the conpany, wouldn't you agree, has a
pretty good track record of nmeeting its budget as it
relates to its capital expenditures?

A In total dollar anpbunt, they have
historically. | can't speak if that is still the case
goi ng forward, but historically, yes, they have.

Q And isn't that really, at the end of the day,
what we should all be -- what you should be concerned
about, is what the customers are, ultimately, spending,
not what one in particular project costs?

In other words, let nme rephrase, if the
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conpany says we are going to spend $277 mllion, and

you -- that's what the Conmm ssion sets rates on, and
custoners end up spending -- or end up being charged, in
all, the equivalent of $277 million approximately, then

the custoners are not made worse off by that; is that
right?

MR. SNARR. | object to the question. He is
asking this witness to opine on what this Conm ssion
should do in a formand format different than the
carrying the burden of proof, which goes with the filing
of the application. | object to it.

COW SSI ONER LEVAR:  Want to respond to the
obj ecti on?

MR. SABIN. Sure. She is challenging the
$277 mllion amount, claimng that it sonehow is
unreliable or that is an inproper basis and that
custoners could sonehow be hurt fromthat. That is what
her testinony says.

["mjust trying to help her elaborate for ne
how t he custoners would be hurt if we are on budget.

MR. SNARR: | continue the objection.

COW SSI ONER LEVAR:  Sure. | wll take a
monment and thi nk about this.

| see the question is relevant to her

testinmony. | can't -- | don't think I can rule that it's
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not relevant to the testinony she's already provided, so
|"mgoing to allow the question to be answer ed.

THE WTNESS: Ckay. | didn't say custoners
woul d be hurt by it. Parties outside the conpany have
not had an opportunity to scrutinize the individual
projects that result in this very large increase of
proj ected capital expenditures.

| don't believe that it's appropriate for the
conpany to just say, "Well, we are going to split" -- if
t he conpany had said 400 mllion, "W are going to spend

$400 mllion this year," does that nmean it is not
appropriate for the regulators and interveners to be able
to | ook at what nmakes up that 400 mllion to decide: |Is
it prudent? |Is it appropriate to include in the future
test year? And is it likely that they are going to spend
that much in the future test year? Because, again, we
are dealing with future test year, not a historic test
year here.

| don't believe ny testinony ever said
customers are harned by that $277 nmillion of
expenditures. | didn't have the opportunity to | ook at
those projects on an individual basis for the total until
the conpany filed its rebuttal filing in this case.

BY MR SABI N:
Q Let me break that down. And | wasn't saying
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the custoners were hurt by the nunber. M understanding
of your testinony was you were saying that the
substanti al increase, which you didn't think was
justifiable, was excessive, and custonmers shoul dn't have
to pay for that. That is how | understood it.

A Yes, | said -- | didn't say it wasn't
justifiable, just that the conpany had not justified it
and provided a reasonable | evel of support for it.

Q Ckay. Let ne try to be brief about this.
The O fice and the Division have participated in IRP
proceedi ngs. They have participated in just about every
proceedi ng this conpany has filed, many of which deal
with these very projects; isn't that right?

A Yes, they do. And | do know, at |east, a few
of the projects included in the listing that was provi ded
have been di scussed and addressed in | RP proceedi ng.

Q So it is not accurate for you to say that
other parties, other than the conpany, have not had the
opportunity to scrutinize these projects. That is not
true, is it?

A For sonme of the specific projects, yes, but,
again, fromwhat was provided in the initial filing by
cost category, changed in the conpany's response to
di scovery requests and then changed again, substantially

again, not in total but by cost category when the conpany
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filed its rebuttal.

So it is hard, as an analyst, to sit down and
eval uate the reasonabl eness and appropri ateness of those
costs when we didn't get the details behind those costs
until rmuch | ater.

Q You served data requests, or The Ofice did,
aski ng about individual projects; isn't that true?

A | asked for the budget in the nost detailed
format avail able, and that wasn't provided to ne.

Q But | should be nore --

A Maybe if you can reference a specific data
request .

Q | should be nore clear. Not necessarily you
The O fice served data requests asking about specific
projects that it had questions regarding in this
proceeding; isn't that right? They asked for detai
about them about what they were all about, about how the
conmpany was comng to its nunbers?

A But individual projects? If you could point
me to a specific data request -- again, | didn't have a
list of individual projects until rebuttal phase. And |
wote a |ot of data requests in this case, so | nmay have
and just don't specifically recall it.

Q Sure.

MR SABIN. My | approach?

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 18, 2019 Page 441

COW SSI ONER LEVAR:  Yes.
(Exhi bit handed out.)
BY MR SABI N

Q This is 11 and 12. So 11 wll be OCS 10.04
and 12 wll be the 10.03.

A Yes. \Wile you were handing this out, | was
able to open ny plant in service folder, and | do see
these responses in there and | believe | did wite these
questi ons.

Q So it's true, isn't it, that these Exhibits
11 -- the Hearing Exhibits 11 and 12, they were fromthe
OCS, and they were asking specific detailed questions
about specific projects. R ght?

A Yes. Exhibit 11 asked specifically about the
sout hern system expansi on project, yes. Then OCS 1.03
ref erences another data request and asks for nore plan
I nf ormati on.

Q Right. And the conpany, in fact, did provide
responsive information to those requests; isn't that
right?

A Are you referencing 12, the one DPU -- that
references DPU 10.3, 10.4, 10.6 and 10.7?

Q I"'mreferencing -- let 's start with 11. DPU
Hearing Exhibit 11 answers the question you asked.

Ri ght ?
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A Yes.

MR. SABIN. And by the way, | should note for
the record, Comm ssioners, that there were attachnents to
these. They were volum nous, and we didn't think it was
pertaining necessarily to -- we didn't want to dunp a
whol e bunch of paper on people unnecessarily. So anyway,
this is just the cover page of those two responses.

BY MR SABI N

Q So that is why the conpany responded to 11 to
a question you asked and provi ded additional information.
Ri ght ?

A Yes. On the southern system expansi on
project, yes, it did.

Q And there wasn't any follow up, saying that
what we provided was not adequate for what you needed;
that's right, isn't it?

A No, it's not. And, again, | don't challenge
any specific projects the conpany's included, and | don't
take issue wth the southern system expansi on project.

Q | appreciate that. | just want to nmake sure
t he conmpany provided this information. And to ny
know edge, and subject to check, | don't think we ever
heard fromyou or the Ofice saying that they were
defici ent responses.

A Yes. These data request references the
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conpany's rebuttal testinony, which is when it provided
the listing of projects, and they are responsive to the
questions asked in the data request.

Q Right. Oay. So to the extent you wanted to
follow up on any specific projects, you had the
opportunity, and you did, in fact, follow up on them and
there was, in fact, a response?

A Specific to the southern system expansi on
proj ect, yes.

Q Well, Exhibit 12, they cited you to three or
four other discovery responses where the information you
had asked about was provided.

A Yes, and | did -- | didn't submt follow up
on that.

Q Right. Okay.

A Uh- huh.

Q Are you aware of any of these requests that
you sent that the conpany didn't -- where you asked about
specific projects, where the conpany didn't respond?

A No, |'mnot. But, again, these data requests
were asked after the conpany's rebuttal filing was
provi ded because we had requested nore detail ed
information well in advance of when ny direct testinony
was due, and the conpany hadn't provided that information

until its rebuttal filing.
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So in ny direct testinony, | wouldn't have
had the opportunity to address the specific projects.
Q Right. You would have in your surrebuttal,
though. R ght? That is why -- | assunme that is why --
A To that extent, in that very [imted anount
of tinme between the conmpany filing of the rebuttal and
our surrebuttal. | didn't have tinme to do a detailed

revi ew and anal ysis of those projects. That constituted

over 300 projects, | believe.
Q Ckay. | want to nove on. | want to keep
this noving here. So you don't -- because you don't

object to the specific projects, then | take it that the
amount itself associated with those particul ar projects,
you don't have any basis to chall enge the anmounts
associated with each of the projects or the gl obal anount
Itsel f?

In other words, you don't know that -- you
are not saying that is incorrect?

A No, I'mnot saying it's incorrect. It would

have been nice to have the information nuch earlier in
t he case when requested so a nore thorough anal ysis would
have been conducted of it.

But | don't have a basis, as | sit here, to
chal | enge any specific project.

Q Ckay. O its amounts. Right?
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A No. | noted in ny surrebuttal that the
anounts had changed substantially for sone of the
I ndi vidual projects. | haven't had a chance to foll ow
t hrough on what is driving those significant changes.
But | don't challenge the dollar anmpbunts. | have no
information with which to really anal yze those amounts
and chal | enge them

Q And you are not suggesting that there is
anyt hing i nproper in what the conpany has done, that
It -- in other words, that the nunbers are not -- its
best information and nost accurate information today is
what it has provi ded?

A Agai n, the substantial changes, | hope that
Is the best and nost accurate information. | do take
Issue with the manner in which it was provided and the
| ateness of it and the prior budget detail not being
provi ded.

Q kay. Thank you. The difference you're
noting between the 2019 budget -- or 2019 capital
expendi tures anount and 2020 forecasted anount you
hi ghlighted is about $45 million; isn't that right?

A | seemto recall 43 mllion but somewhere in
t hat range, yes.

Q You may be right. You heard the testinony of
t hese proceedings up to this point. Right?
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A Yes, | have.

Q And you heard the conpany w tnesses identify
that that $43 mllion difference is largely, if not
entirely, made up through a $10 million proposed tracker
increase, a 19 mllion southern expansion and a $14
mllion Current River gate station being built up in
Northern Utah. Do you recall that?

A Yes. But as M. Oton pointed out earlier
today, | don't knowif that is the entire cause of the
di fference because in 2018 and 2019, you had conpletely
different projects for all -- you know, an item zed
listing of projects is different.

Yes, there is that amount in this 277.7
mllion in 2020 for those three projects.

Q You think all of the projects in '19 are
different than all of the ones on '20?

A No. You'll have sone -- we say "bl anket-type
projects” that you do fromyear to year. You have feeder
line projects that you do. You know, sone of themwl|
be bl anket-type projects that occur year to year, but
some woul d pertain to specific projects in that year.

Q kay. So | think if at the end of this, if |
under stand your testinony correctly, your objection is
primarily that you didn't feel |ike you got enough

information early enough along in this process; is that
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your primary objection?

A Yes. It is ny view the conpany didn't
provide us information early enough to do a nore thorough
anal ysis of this substantial annual increase in capital
expendi t ures.

Q kay. Not with the underlying substance or
the anmounts that the conpany has provi ded?

A No. Again, | was unable to really analyze or
do a deep analysis of the underlying anpbunts in that.

Q Ckay. Thank you. |'mgoing to nove on to
inflation now, a couple questions about inflation.

You noted in your summary that the conpany
had reduced costs in the year since the nerger, at |east
that's ny understandi ng of what your statenent said; is
that right?

A Yes, the ones that | said had declined.

Q And that was, in fact, something the conpany
represented woul d happen as a result of the nmerger; isn't
that right?

A That is ny understandi ng, yes.

Q Ckay. So even if that were true, which it
I's, even though that is true, it is also true that this
doesn't nean that inflation isn't still affecting the
conpany's costs; isn't that right?

A. Yeah.
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Q The conpany is saving noney. That doesn't
mean that they've reversed inflation. R ght?

A No. It would nean there were productivities
and ot her cost savings that nore than offset the inpact
of inflation on cost.

Q Right. And you don't submt any evidence in
your testinony that inflation has not caused nonl abor Q&M
costs to increase since the |last rate case?

A No, because, presumably, inflation still
I npacts the conpany's spending. |It's just that
productivity is another cost savings that nore than
of fsets that inflation.

Q Right. And in that respect, wouldn't you
agree the conpany ought to be applauded that it has nade
efforts to save custoners noney?

A Oh, yes, | think I've pointed out in ny
testinony that, yes, that that is a very good thing that
t hey have been able to do.

Q kay. And the dobal Insight factors, the
ones that conpany uses that's assigned to each FERC
account, those have reflected that inflationis, in
fact -- they have accounted for inflation and reflected
that inflationis, in fact, inpacting those nonl abor O&M
expense itens. R ght?

A Wl |, yeah, those are estinmates by FERC
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account of the inflationary inpacts by account.

Q But those A obal Insight factors, the point
Is, they show that inflation -- that they are accounting
for inflation or representing that inflationis, in fact,
taking place in those categories. Right?

A Yes.

Q kay. And in that respect, the conpany has
conplied and foll owed the prior precedence of -- that has
been used in prior proceedings by including inflation in
Its revenue requirement; isn't that right?

A Yes, it has.

Q kay. And so what you're proposing, to
elimnate inflation, would be a break in precedent, not
what the conpany i s proposing here?

A Agai n, as discussed in ny opening summary and
inny testinony, it should be | ooked at on a case-by-case
basis. It shouldn't just be automatically applied. At
the tinme | wote ny direct testinony, the conpany budget
reflected significant reduction of O&M costs bel ow what
was experienced in 2018.

And in those circunstances, coupled wth the
regul ar declines in O&M expenses that the conpany has
been able to achieve, which is wonderful, | didn't view
that the conmpany had denonstrated that its overall O&M

expenses are likely to increase, consistent wth
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inflation factors.
That's a | ong answer but, hopefully, it was
responsi ve to what you're asking.

Q Kind of. | nean, as | read your testinony,
you don't provide any evidence that inflationary factors
are not continuing to inpact the conpany's nonl abor
costs?

A No, | don't.

Q So to the extent they are, don't you agree
with me the conpany ought to recover them because they're
costs the conpany will actually have to pay?

A They may or may not have to actually pay it,
because, again, you are | ooking at overall O8&M expenses,
and there are all of other itens and factors that inpact
t hose expenses.

Q And subject to check, it is true the conpany
has underearned since the last rate case; isn't that
right?

A That is what the conpany contends.

Q Any basis to dispute that?

A No, but, again, they were in a stay-out
agreenent as part of the nerger stipulation, is ny
under standi ng, so the extent to which inflation may or
may not have caused that -- | wouldn't agree that any

underearnings that they may or may not have had was
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caused by inflation because the conpany itself presented
nunbers show ng that the O&M expenses had been decli ning,
not increasing, during that period.

Q The stay-out wouldn't have been applicable
until after the stipulation and nerger, so '14, '15, '16.
Right? That wouldn't have inpacted that?

A Yeah. And to be honest, as | sit here today,
| don't know what your earnings were in those years.

Q Ckay. Last subject | want to tal k about,
your very favorite topic, the pension account. W can
hear the collective groan, but as you said, it is an
I ssue that needs to be addressed in this proceeding.

So | think if I understood you correctly
earlier today, you said that as of 1999, the asset
bal ance in the pension trust was $2.3 million; is that
right?

A That's the anount that was provided by the
conpany in response to a data request.

Q | guess | want to know, do we have any
di sagreenent on that nunber?

A Not on that nunber, no.

Q kay. And so you sent a data request to the
conpany, asking the conmpany to provide the balance in the
pensi on account fromthe earliest date it could, and it

provided it from1999 forward, at |east?
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A It did not provide the anount of the prepaid
pensi on asset or potential pension liability for any of
those historic periods beyond the 1999 year in rate case.
| did ask for the anobunt of prepaid pension asset or
pension liability on the conpany's books as of Decenber
31st for historic years, as far as the conpany had and
that wasn't provided to ne. The only nunber provided to
me with regard to the prepaid pension asset was the
amount from that 1999 rate case.

Q Wll, | guess |'mgoing to make clear, so |
agree with you that you didn't have information that went
back all the way to where you requested and sone of that
I nformation was not available. But as of 1999 forward,
you were provided, were you not, with the pension expense
In each year in since 1999, as well as the balance in the
trust account, the contribution anmount -- the
contribution total that was in that account?

A | was provided the anmpbunt of pension expense
and the amount of cash contribution to the account, but |
wasn't provided what the prepaid pension liability or the
prepai d pension asset -- what the pension liability or
prepai d pension asset on the conpany's books was in each
of those years, and | had asked for that.

Q So the conpany, though, had provided you,
didn't it, that the 1999 prepai d pension account total
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was $3.2 million. Right?

A Yes.

Q Ckay. So | want you to have that nunber in
m nd as we go throughout our questioning on this point.
kay?

A Ckay.

Q Isn't it true that since that 1999 -- from
1999 forward, with the exception of two years, in every
year since that tine, the contribution provided by
shar ehol ders has exceeded the anpbunt of expense that the
custoners have had to pay?

A Again, as discussed in ny testinony, | don't
agree necessarily that that has been provided by
sharehol ders. As explained in ny testinony, there is no
tracker here in Uah that, shall we say, tracks pension
expense and rates conpared to pensi on expenses booked on
t he conpany's books.

It 1s ny opinion you can't conclude if it's
rat epayers or shareholders that are funding that anount
wi thout all the informati on needed to nmake that
det erm nati on.

Q Wul d you open up to your -- it's OCS 11.5,
and it is attached to your surrebuttal as -- page 20 and
21 of your surrebuttal is the data response that was

provi ded by the conpany on that question. Tell nme when
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you get there. It is your Exhibit --
2.7S, perhaps?

Yes.

> O »

And it is page 20 and 217

Q 20 and 21. Do you see that Data Request
11. 04 and then 11.05?

A Yes, | have that.

Q Ckay. And the second page of that response
provides -- from 1998 forward, it provides the
contribution anmount and it al so provides the precap
expense or the custoner -- that would be the expense in
each year for the pension account. Right?

A The precap -- by precap expense, is that --

Q Let nme represent --

A -- the total net periodic benefit cost before
a portion of it has been renoved for capitalization?

Q Let ne represent to you that that is the
annual expense anount to pay all of the pension costs in
that year

A | just want to make sure I'mgetting the
ri ght nunber because term nology wth pensions is very,
very tricky. | want to nmake sure |I'magreeing to -- |I'm
not saying | disagree with you. | just want to nmake sure
t hat your understanding of what this is, is ny

under st andi ng, based on ny responses. So give ne just a
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nonment .

Q Sure. Absolutely. Take your tine.

A OCkay. Yes, | see here that this would be the
total net periodic pension cost before application of the
capitalization factor. So it wouldn't necessarily be
what his expense on the conpany's book, but it would be
t he pension cost recorded on the conpany's books. Mybe
if I can explain --

Q | would sure |love that because | don't
under st and what you just said.

A You go through -- the outside actuarial firm
w Il go through the pension calculation, and as a result
of those cal cul ations, you conme up with a net periodic
benefit cost. Sonetines people refer to that as the
"pensi on expense,” but it is the total annual cost. And
t hen when the conpany books that cost on its books, a
portion of that is expensed and a portion of that woul d
go to capital

So say the capital projects that are added to
construction work in progress during the year, and
according to the first page of that data response, which
Is on page 20 of that exhibit, it indicates that between
50 and 70 percent of the pension cost has been expensed.
So you woul d take each of these ampbunts on this exhibit

and --
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Q Part of it would be --

A -- apply a factor, and that factor anywhere
from50 to 70 percent, and that would result in the
amount of expense recorded on the conpany's books that
year.

Q So the expense would actually be | ower, in
your explanation, that is booked on the conpany's --

A Yes, the amount booked -- it will all be
booked on the conpany's records.

Q Sure.

A But the anmobunt that is booked to expense
woul d be | ower.

Q And ny point to you is that if we conpare the
colums, there is a columm called "Contribution" and
there is a colum called "Precap expense." Right?

A Correct.

Q The colum on contribution, with the
exception of 1998 and 2000, in every other year, except
those two years until you get to 2016, | wll cone to
that in a nonent, the contribution portion has exceeded
t he expense, and in nost years, substantially exceeded
t he expense total in each of those years?

A Vell, | wouldn't say, "in nost years,
substantially exceeded,"” but once you hit the

m d- 2000s -- yeah, the anobunt contributed to the plan
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exceeded the anount of net periodic benefit costs.
Q kay. And then starting in the 2011 peri od,
woul d you agree that there, it substantially exceeds

it --

A Yes.
Q -- fromthat point forward?
A Yes, | would agree that the amount of cash

contribution to the pension plan exceeded the cost by
quite a bit.

Q Ckay. Now, do you have any evi dence that
custonmers paid any portion of that excess contribution
amount over and above what expenses were?

A | woul d need an extra colum to nake that
determnation. | would want to know the anmount i ncl uded
In revenue requirenent and the rate cases that occurred
during this tine frame, to then conpare the anount of
contributions to the anbunt in rates to determne if it
was funded by custoners or sharehol ders.

Q And you had that information available to you
when you prepared your surrebuttal testinony; isn't that
right? Wen you created your chart that you referred to
in your summary earlier, where you' ve gone from 2014
forward, you actually had all the information you needed
at your disposal to go back to 1999 and actually

calculate, if you wanted to, how nmuch of that had been
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funded by sharehol ders and how nuch of that had been
funded by --

A | seemto recall, | wote data requests to
try to obtain the information to do that, and |I didn't
receive all the information | would have needed to do so.

Q You just told ne you would need to know what
custoner rate was on those. Right? That woul d have been
avai |l abl e to you by |ooking at any rate case information
over that time period?

A No, and here is why: |If you go back a couple
nore pages to page 22 of that sane exhibit, we had asked
for the anmount of pension -- one of the things we asked
for in that was the anount of pension expense requested
by the conpany for inclusion and the anount of pension
expense included in the Conmssion's order, if it could
be derived.

Q Sorry, where were you referring to?

A The very next -- |'"msorry, yes, the very
next page. So flip fromwhere we were to page 22 of ny
surrebuttal, Exhibit OCS 2.7S.

Q Ckay. In sonme of those instances, there were
settl enents where nobody knows, and sonme of those
I nstances that you could derive it. R ght?

A Yes, there are many where it's silent in the

order and the conpany indicates that the amount in the
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request in expense is unavailable, so | don't knowif
that nmeans -- | assune that neans they didn't have the
records to tell what was in their filing in that case for
t he requested anount.

So really, we don't have the anmount of
expense requested or the anmount included in revenue
requi renents until the 2013 docket.

Q Let nme just ask, as we sit here today, you
don't have any basis to say that these contributions that
far exceeds the expense in this one we have been | ooki ng
at, that that did, in fact, come from sharehol ders?

A No, nor do | have the information needed to
tell if it came fromratepayers. | do know that the $75
mllion contribution by Dom ni on Energy, |ncorporated,
under the merger commitnents, did contribute to that net
pensi on asset fairly substantially.

Q Sure. Now we agree that it's $112 mllion
asset for DEU that is in that pension account?

A That's what the conpany has indicated, yes.
| have no reason to dispute that that's what's recorded
on their books as the prepaid pension asset.

Q Right. And so the only way to know -- when
we tal k about a prepaid pension asset, that's the
cunmul ative contributions fromthe time over the life of

the pension trust; isn't that right?
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A That prepaid pension asset is a difference
bet ween the cash contributions conpared to the amount of
net periodi c pension cost booked by the conpany.

Q Right. M only point is, it's the cumul ative
total fromthe beginning of the trust forward?

A Yes.

Q Right? The difference there that you just
hi ghl i ght ed?

A Yes.

Q Ckay. So when you did your chart, you only
started in 2014. You did not go back any earlier. So
that chart is inconplete, in the fact that it doesn't
take into account all of the contributions that took
place prior to that tinme?

A | don't believe ny chart was intended to show
what has been funded by sharehol ders versus ratepayers
over that tine frane. |In fact, let ne find ny chart.
And, again, this chart is in ny surrebuttal testinony at
page 45. | believe it is line 965.

Q Right. That is where |I'm at.

A That shows the information from 2014 to 2019.
And, again, that charts the anmount of pension expense
included in rate in that chart wuld need to be changed
based on M. Felsenthal's correction.

Q Right. | was going to follow up with you.
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You agree --

A Go ahead.

Q Sorry, go ahead.

A | was going to say, it's explained here in
the testinony, I'mjust showng in recent years how the
anmount of pension has been recorded in the conpany's
books conpared to the anounts incorporated in rates
charged to custonmers. |In these rates, it would cover the
period during which that $75 million contribution by
Dom ni on Energy sharehol ders woul d have occurred.

Q Right. | understood. And | don't want to
spend a lot of tinme on the chart, other than to point out
it would need, at this point, to be updated and
corrected. Right?

A Yeah, and it would be easy to do. You could
just take -- replace the 8 mllion with the 5.6 mllion.
| don't knowif | agree it needs to be updated because
| "' m not recommendi ng any adjustnents based off this. |
didn't adjust for this anount.

Q ' msaying, if you were going to be relying
on it, the nunbers in there are not currently accurate.
That's right, isn't it?

A Yeah, the total cunulative difference from
2014 to 2019 would be still be significant but |ower than
that $46.65 m|lion nunber.
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Q And this chart also doesn't take into account
the $75 mllion contribution; isn't that right too? It
woul d be inaccurate in that respect as well?

A No. Wiat this chart shows is the difference
bet ween the pension expense included in rates and the
pensi on expense recorded on the conpany's books. This
chart doesn't provide the cash contributions or what
happened to that pension asset during that tine frane.

This chart is just show ng the difference
bet ween what has been booked on the conpany for the
pensi on plan cost and what has been included in the
expense and rates.

Q And then I'mgoing to swtch subtopics.

MR SABIN. But | want to nove to adm't
Hearing Exhibits 11 and 12 into the record at this point.

COMM SSI ONER LEVAR:  Does anyone object to
the notion? Please indicate to ne.

Okay. The notion is granted.

(Hearing Exhibits DEU 11 and 12

were marked for identification.)

MR SABIN. May | approach?

COW SSI ONER LEVAR: Yes.
(Exhi bits handed out.)
BY MR SABI N
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Q kay. | would like to ask you if you
recogni ze Exhibits 13 and 14.

A Just to nmake sure | have the nunbering
correct, is 13 the OCS data request 10.127?

Q Yes.

A And that was 13?

Q That's correct.

A Ckay. Then the 14 would be the response to
OCS 11.12. Yes, | do recognize this.

Q Ckay. And these were responses to OCS data
requests. Correct?

A Yes, they are.

Q | would Iike to talk first about 10.12 for a
nonent. The request here was that as it relates to
M. Stephenson's testinony on the total O&M budget, the
guestions were, "Please provide the anmount included in
the 151.6 mllion total O&M for energy efficiency
expenses. "

Then B was, "Please provide the anount
included in the 151.6 mllion total O%M for pension
expense or pension credit.”

Do you see that?

A Yes.
Q As it relates to Item B, the answer was, "The

amount included in the 2020 O&M budget for pension is a
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credit of $2.8 mllion."
Ri ght ?

A Yes.

Q That is not the nunber you have used in your
adj ustnments or your proposed adjustnents in this case;
isn't that right?

A That's correct. M nunbers are based on what
t he conpany provided in the filing, which was not revised
inits rebuttal filing. So the anmounts included in ny
testinony is reversing the conpany's adjustnent for that
5. -- 1 believe 4.66 m|lion.

Q Understood. So | want to nake clear, so the
conpany has disclosed to you that the actual credit
amount as of the date of this discovery response was 2.8,
not 5.4, which is what you are using?

A Yes. Again, this was provided after the
conmpany's rebuttal testinony was filed. The conpany
didn't update the rebuttal testinony, so | didn't seek
data requests. |If they had changed it, | would have
asked for nore information. Like, for exanple, the
i nformation provided fromthe external actuarial firm
calculating that difference in change.

But no, | did not update the nunber in ny
surrebuttal.

Q The conpany didn't update, isn't it true,
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because the conpany didn't agree with any of your
adjustnent on this total ?

A | don't know why they did or didn't update
because they do have the amount in the test year and then
they reversed that amount. They didn't update that, no.

Q You had this information but you didn't
updat e your anpunt that you included in your adjustnent.
That's right?

A That's right. This response was provided
Novenber 25th. M testinony was due Decenber 5th. |
woul dn' t have had an opportunity to seek the actuari al
I nformati on that denonstrates what caused that change.

Q But if --

A So | didn't include it because | didn't have
enough information to do so.

Q If the Comm ssion were to approve your
proposal on that point, there would have been an
additional $2 mllion over and above what is actually in
the credit today. Right?

A Wl |, not today because we are in 2019.
What's currently budgeted for the 2020 is this 2.8
mllion.

Q Ri ght.

A And | have no way to, like | said, affirmthe

accuracy of that.
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Q Did you ask a followup to ask whether it was
accurate or not or seek any further information on that
poi nt ?

A | didn't. Part of it was the timng of which
| received the conpany's rebuttal testinony. As quickly
as | could, | got out data requests. The response cane
I n Novenber 25th and ny testinony was due Decenber 5th.

Q It was a five-day business turnaround, so you
had time to ask foll owup questions if you wanted; isn't
that right?

A | could have asked, but I'mnot sure | would
have got a response in tine.

Q Wiy do you think that? Had the conpany
failed to provide any responses in a tinely fashion up to
t hat point?

A No, they didn't.

Q Ckay.

A And |'mnot saying that that is not what the
nunber is going to be. | just have no way of confirmng
it.

Q Ckay. Now | want to go to Exhibit 14 for a
nmonent. This is a response to OCS 11.12. And the
relevant information | want to tal k about there is you
were -- you asked a question relative to the pension.

It says, "In the last rate case, Docket No.
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13-057-05, DEU included and the Conmm ssion approved a
pensi on accrual anmount of 8.18 mllion."

Then you ask, "Please provide the source of
t he docunentation.” You ask to provide a citation to the
Conm ssi on order where it says that. And you ask to
provi de the sections of the conpany's filing that show
t he anmount of that pension.

And in response, the conpany provided to you
that Attachment 1, the settlement nodel fromthe general
rate case for that case, and it showed that the 8.1
mllion discussed by M. Felsenthal is shown in the tab
| abel ed "Forecast” in Cell G11. But then it goes on to
state, "In that case, an adjustnent of negative 3, 805, 815
was made to the pension and O8M expense and settl enent.
This adjustnent is discussed in the partial settlenment
statenent on page 4, Paragraph B."

Then it says, "This stipulation is attached
at OCS 11.12, Attachnent 2, and the orders in the case
can be found at the Public Service Conmm ssion website,"
and they've provided you with a link; isn't that right?

A Yes, they did.

Q So prior to your filing your surrebuttal, you
had this information as well and you didn't include it in
your surrebuttal ?

A | guess | msunderstood this response when
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read it. | didn't realize when | read this response that
that was an attenpt to correct M. Felsenthal's testinony
at that tinme. So | msunderstood the response the
conpany provi ded.
Q Ckay.
MR SABIN. | nove to admt DEU Heari ng
Exhi bits 13 and 14.
COW SSI ONER LEVAR:  Does anybody object to
the notion? Please indicate to ne.
"' m not seeing any objection in the room so
the notion is granted.
(Hearing Exhibits DEU 13 and 14
were marked for identification.)
BY MR SABI N
Q Ckay. Last couple of points | want to cover.
| want to understand, under your proposal, if the
Conmm ssion were to accept your pension proposal, you have
not adjusted it down to the 2. -- what did we say it was?
$2.8 mllion credit nunmber, you kept the 5.4 nunber, so
under your proposal, if the Comm ssion accepted that, 5.4
mllion wuld be included in this rate case to reduce the
revenue requirenment the conpany is seeking in this
matter; do | have that correctly?
A Yes. |If they included the ambunt reconmended

in my testinony that was based off the conpany's filing,
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it would be a $5.4 mllion -- well, it would be [ess than
5.4 mllion in revenue requirenent because you apply the
Uah factor. | believe it is around 5.2 mllion,

roughly.

Q Thank you for the clarification. But | have
the gist, essentially, right, don't 17

A Yes.

Q Ckay. So the conpany's cost -- that revenue
requi rement represents the conpany's total cost of
service. R ght?

A Yes, the total revenue requirenent, the total
amount of revenue it needs to bring in to achieve the
ultimate rate of return found to be appropriate by the
Conmi ssi on.

Q So if we subtract that out of the revenue
requi renent, that |eaves the conpany in a position where
it has a cost of service that is X and an actual recovery
fromcustoners that is X mnus $5.4 mllion. Right?

A I"msorry, could you repeat that? Are you
sayi ng that because -- repeat the question. |'mnot sure
| understood it.

Q Il wll. [If the Comm ssion accepted your
proposal , the conpany's cost of service would not change.
Ri ght ?

A Uh- huh. Correct.
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Q But the revenue requirenent would be reduced
by $5.4 mllion?

A No. | guess we are -- | consider the cost of
service to be a revenue requirenent, and the revenue
requirenent, in ny opinion, is 5.4 mllion |ess than what
t he conpany cont ends.

Q Fair point.

A Because on its books and records, it is going
to record a pension credit in 2020.

Q Let ne clarify then. Using your term nol ogy,
I f we say the conpany's revenue requirenent -- if the
cost of service, if that were X, whatever nunber that
happens to be, your proposal would say that custoners are
actually -- the conpany is actually going to be able to
recover fromcustoners X, that total mnus $5.4 mllion?

A No. |'msaying what X should be is -- the X
anmount shoul d include that adjustnment to renove 5.4
mllion because that is part of the conpany's overal
revenue requirenents.

Q So we do di sagree about the difference of
what the conpany's actual cost of services and revenue
requirenent is then?

A | guess. If you are tal king about cash -- if
we were to sit down and cal cul ate revenue requirenent

based on cash com ng in and cash com ng out of the
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conpany, nost nunbers in this case would change. So |
don't equate cost of service to cash accounti ng.

Q Let nme do it this way. Let's say the conpany
had payroll expense of $20 million. Under your theory,
they woul d have a $20 million expenditure, and that is
what they actually have to pay out to enpl oyees. Right?
But because the conpany, under your scenario, would not
be able to collect that full 20, it is only going to get
to collect 14.4, there is a gap between what the conpany
wi Il incur in costs and what it will recover from
customers of $5.4 mllion. Right?

A | don't agree. That is way too sinplistic of
a conparison. There are a lot of itens included in the
revenue requirenment that aren't based on the cash flow
and where the cash is going. Two prinme exanples are
I ncomes taxes. There are a nunber of years where there
was zero incones taxes being paid to the federal
governnment under bonus depreciation, yet appropriately,

I nconme tax expense was included in rate, so that isn't
tied to cash.

Depreci ati on expense, the conpany, when it
books depreciati on expense isn't paying out a cash
expense of that anmount. Under accrual accounting, there
are many areas where the accrual basis and cash basis

differ and rates and revenue requirenents aren't set on a
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cash basis of accounting. They are set on the accrual
basis of accounting in every jurisdiction I'mfamliar
Wit h.

Q | don't really think that we have a qui bbl e,
but | want to nmake sure we are clear. The conpany has
represented that its cost of service, its revenue
requirenent that it needs to recover in order to pay al
of its costs is X. You foll ow?

A Yes.

Q You' re saying that the conpany's position
ought to be reduced by $5.4 nillion?

A For this one item There are many ot her
adj ust nent s.

Q | understand. All other things being equal,
you are saying that the conpany should not recover $5.4
mllion of what it believes its cost of service is?

A O what it believes its cost of service is,
which differs fromwhat | believe the cost of service is.

Q And if the conpany is right, that that is
what it costs, it costs it to serve these custoners, it
will have a gap of $5.4 nmillion that it needs to come up
with fromsonme place. Right?

A | disagree, again, because we are not
determ ning rates based on the cash basis of accounting.

There are other areas that are not based on cash basis.
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You are not goi ng through every expense itemby itemto
figure out what the cash anmount is. So I think we are
going to have to agree to disagree on this.

Q Al'l other things being equal, it is true you
are asking to reduce by $5.4 mllion?

A | ' m saying that the conpany's revenue
requi renents are overstated by $5.2 mllion.

Q kay. 5.4 is my understandi ng.

A Vell, 5.4 is the total conpany basis. |
guess |'mfocusing on the Uah jurisdictional anmount.

Q Ckay. |If the conpany is right and it needs
that noney to pay its costs, it wll have to get that
nmoney from soneplace else. Right? |If it can't get it
fromcustonmers in rates, it has to recover it from sone
ot her | ocation?

A Yes. And, again, it is ny opinion that the
total revenue requirenents recommended by the Ofice in
this case will allow the conpany the opportunity to neet
its full revenue requirenents.

Q | know that is your position. | understand
and | don't want to qui bble anynore.

So the only other source the conpany woul d
have at that point to recover that noney would be to get
it fromshareholders; isn't that right?

A | don't know what sources. For exanple,
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depreci ati on expenses included in rates, so the conpany
Is collecting revenues based on that depreciation
expense, it can use that anmount to contribute toward new
capital additions, to pay dividends to shareholders, to
pay back debt or to help maintain its operations.

You don't go through and determ ne revenue
requi renents and how t hose revenue requirenents are
funded on an itemby-itemby-item basis.

Q You don't do single itemratenmaking i s what
you are sayi ng?

A VWell, we don't take payroll expense and say,
"That is being paid fromthese funds." | nean, it is
covered by the revenue requirenent.

Q You are picking out one item though, in your
approach and, essentially, wanting it treated exactly the
way you are telling nme that we don't normally do it. You
are picking out an issue of pension and saying,
“Custoners wll be overpaying," or if --

MR. SNARR: |Is there a question or are we
j ust maki ng comments here?

MR SABIN. Yes, there is a question com ng
if | can finish ny comrent.

BY MR SABI N
Q You are picking out one item and you are

saying that that's in a bucket of a bunch of things.
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Right? And that one thing you are picking out and sayi ng
that custoners are going to overpay on, that one item
when, in fact, the conpany has under-recovered since the
| ast rate case.

So ny question is, that is precisely what the
conmpany is saying, isn't it? That you shouldn't be
Isolating this one item and saying that custoners should
get that, subtract it off of the top?

A And, again, |I'mnot subtracting that one
item It's the conpany that renoved that anount that it
Is going to record on its books and records inits
filing. | just added it back in. It is the conpany that
initially picked out that one itemand renoved it from
its revenue requirement, and | disagree that it should be
removed.

COMM SSI ONER LEVAR: | will respond to
M. Snarr's objection. | think we are pretty far into
asked and answered territory at this point.

MR SABIN. | wll nove on. Sure, great.

BY MR SABI N

Q The conpany's proposal is to take all pension
items out of the revenue requirenent. Correct?

A Yes.

Q And in doing that, the conpany has not

proposed to charge custoners anything for a pension
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expense, even if it is taking out the credit. In other
words, the conpany is not -- by not including the credit,

it 1s not turning around to custonmers and saying, "You
need to pay a pension expense." Correct?

A Because there is no positive pension expense
in 2020. So | would agree, the conpany -- the conpany
Isn't increasing revenue requirenment to add pension
expense. It is just taking it to zero.

Q What |'msaying is even by taking out the
credit. They are taking out the credit. Even in taking
out the credit, they are not turning around and at the
sanme time, charging custoners a pension expense.
Correct?

A Correct. They are not -- they are including
zero for pension expense for their revenue requirenent in
this case.

Q And those funds that are in the asset
account, the pension asset itself, including the noney
that the conpany has contributed, will defray custoner
expenses, any pension expense for custoners for the
foreseeable future. Correct?

A Yes, the total ampunt in the pension fund
served to reduce or what woul d ot herw se be the pension
expense.

Q No further questions. Thank you.
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COMM SSI ONER LEVAR:  Any redirect, M. Snarr?
MR. SNARR  Yes, just two or three questions.
REDI RECT EXAM NATI ON
BY MR SNARR

Q Ms. Ramas, do you recall the date of the
filing of Domnion's rebuttal testinony?

A | have it right here, if you give ne a
monent .

Q Al right.

A Novenber 14, 2019.

Q Ckay. In reference to Dom ni on Energy
Hearing Exhibit 13, what is the date of the response that
was provided to the OCS request, in that particul ar data
request ?

A Novenber 25, 2019.

Q And so as of Novenber 25, 2019, if we are
| ooking at Answer B, there is an itemthere that is at
| east contended to result in a change of information of
data; is that right?

A Correct.

Q And al so referring to Exhibit No. 14 that was
presented, what was the date of the response provided by
Dom nion Energy in that situation?

A Novenber 26.

Q And that was the one that was disclosed in
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the answer of this adjustnent that M. Felsenthal nade in
his testinony earlier -- was that today or yesterday? 1In
this hearing. Right?

A Yes. Yes, it discusses that 8.2 mllion
included in the original, and it indicates there's an
adjustnment to that. |t doesn't provide the revised
adj ustmrent that was provided earlier today by
M. Fel senthal.

Q As far as you know, did Dom ni on nake any
corrective, anended or supplenental filings to reflect
t hese changes in their application or their rebuttal
position between the date of filing the rebuttal and the
commencenent of this hearing?

A Not that |'m aware of.

Q Thank you. No further questions.

COW SSI ONER LEVAR:  Any recross?

MR. SABIN:  No.

COM SSI ONER LEVAR:  Ckay. Conm ssi oner
G ark, any questions?

EXAM NATI ON

BY COWM SSI ONER CLARK:
Q | have a question about pension expense.
A Ckay.
Q And | really do, I'msorry.
A

| have been doing this for 28 years and
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pensi on accounting is probably one of the nobst conpl ex
areas of accounting that | deal wth.

Q So setting aside intergenerational equity
concerns, am|l right in thinking about this credit that
it'sreally not -- if we were to allow the conpany to do
what it wants to do, in other words, to bring it to zero
and not recognize in this revenue requirenent
determ nation, to credit the $5.4 million credit, if we
were to do that, would we deprive custoners of the
benefit of the credit or just defer to sone future tine
when there is a positive expense? Wuldn't that credit
be recognized in rates, assumng we're setting pension
rates at regular intervals -- or assum ng the revenue
requi renent at regular interval s?

A No, that woul d never be made up for in the
future because in a future rate case, the actuarial firm
will work wwth the conpany to determ ne the pension
expense in that case, and it wll be how the nunbers fal
out at that tinme based on a |ot of factors.

But there is nothing that woul d defer this
5.4 or 5.2 on a Uah jurisdictional basis that would
defer that credit to get it back to custoners in the
future. It would just be gone.

Q Let's sinplify this further and say that in

2021, there's a $5.2 mllion expense and the
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existing -- I'"'mthinking of it as a surplus in the
account. Mybe that is the wong way to think about it.
But that surplus wouldn't then offset the need for
addi ti onal expense in the next year?

A No. | believe you may be confusing the
anmount of assets in the pension plan and how that inpacts
t he expense.

Q ["msure |'mconfusing --

A So when determ ning the annual anount of net
peri odi ¢ pension costs, one of the factors used in
determ ning that anount is that you apply the conpany's
anticipated return on its pension plan assets. This is a
simplified anal ysis because in the actuari al
cal cul ations, you get into narket value of assets and you
may anortize gains and |osses into that. So you don't
take actually the anobunt in the pension plan and apply
that 8.75, but that is a reasonable way to estimate the
I mpact in this case.

So in the next rate case, you still have
assets in that plan. Some may have been paid out to
retired enpl oyees, but you will have other assets in
there that, hopefully, would have grown if the conpany
has had a good return on that and then sonme, and so by
the next rate case, you then recal cul ate the actual

recal cul ate pension cost. And that will still be a
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conponent, so you will still apply the estimted return
used in the pension calculations to the pension funds,
essentially.

So ratepayers will still continue to get the
benefit of the actual earnings on the cash in that plan
as a reduction or an offset to future pension expense as
part of a conponent of cal culating that expense.

And I"'msorry that is a |long answer, but
pensi on accounting -- we could sit here for a week and
talk about little intricacies about it and different
itens inpact it differently, but | hope that was
responsi ve.

Q Thank you. That concl udes ny questi ons.

Thank you.
EXAM NATI ON
BY COW SSI ONER LEVAR
Q kay. | think | have just one or two brief
guestions. |'mlooking at page 62 of your direct and |et

me just get there.

A ' mthere.

Q Ckay. So toward the end of page 61,
begi nni ng of page 62, | just want to nmake sure |
understand both of the points you are making with respect
to LNG case | egal costs.

| mean, | understand your second point when
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you | ook at just the very top of page 62 -- or starting
at the bottom of page 61. "The cost associated wth

DEU s to tip to gain pre-approval of the LNG facility
shoul d not be passed on to ratepayers and should not be
I ncorporated in annual base rates to be charged to Ut ah
rat epayers.”

And then you go on to explain the second part
it. So the second part of it is clear to me. You are
maki ng the case that those amounts should be renoved from
the 2020 test year.

What do you nean by the first part, when you
say, "should not be passed on to ratepayers"?

A Yes. In ny direct testinony, the
recommendation that these be renoved was twofold.
believe | explained this in nmy direct, that at that
poi nt, the conpany, in the 2018 docket -- and | believe |
m ght have cited or discussed the Conm ssion order where
It was rejected, partly because of not being supportive.
And then the conpany turned around again and filed the
2019 case with additional information.

And at that point, the decision in that 2019
case hadn't cone out. The Ofice was opposed to that
project. So that was one reason for renoval. | didn't
view it as reasonable to past costs associated on with

that, particularly at that point in time when the 2018
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docket had been rejected and prior to the decision of the
2019 case.

Since that tinme, by the tine | wote ny
surrebuttal, the project had -- and | mght be getting
the -- mncing the |anguage a little bit, but
pre-approval fromthe Conm ssion to proceed with that
pr oj ect.

But it's still my opinion as expressed -- |
don't know if | expressed this in ny direct answer
surrebuttal. 1t should be renoved because it is not
reflective of your typical annual |evel of |egal
expenditures that you would incur.

Q kay. And that second part that you said, |
think, is clear in your testinony and in your positions.
|'mtrying to make sure. Are you articulating in an
argunent that any unsuccessful application should create
a presunption that the cost associated wth the
application are -- sonehow should not be passed on to
rat epayers? That is the phrase |'mtrying to understand
of your testinony.

A In general, no, | wouldn't argue that.
have argued in a rate case, in a different jurisdiction,
that when the conpany submtted a filing that wasn't
supported and, basically, shouldn't have been filed, and

t he Conmm ssion agreed that they shouldn't recover the
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cost associated with that case.

And | don't remenber which -- it was a | ong
time ago in a different jurisdiction, and the Conm ssion
had agreed those costs shouldn't be passed on to
cust oners.

But that -- I'mnot saying that in this case.
At the time | wote ny testinony, it had been rejected in
2018, and then the conpany filed the application again.
But no, |I'm not recomending that.

Q Ckay. So at the risk of doing an asked and
answered nyself, the phrase, "The cost of the LNG

facilities," quote, "should not be passed on to
rat epayers,” should | interpret that in your direct only
to be referring to you suggesting to renove it fromthe
test year? Are you saying any nore than that?
A Not in that sense, no.
Q kay. That is the only question | have.
Commi ssi oner Wi te?
COW SSI ONER WHI TE: | have no questi ons,
t hank you
THE W TNESS: You're wel cone.
COM SSI ONER LEVAR:  Thank you for your
testinony this afternoon.

THE W TNESS: You're wel cone.
COW SSI ONER LEVAR:  We're ready for the next
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W t ness.

MR MOORE: The O fice calls Daniel Lawon
and ask that he be sworn in.

DI RECT EXAM NATI ON
DANI EL LAWION,
called as a witness, having been first duly sworn,

was exam ned and testified as foll ows:
BY MR MOORE:

Q Coul d you state your name and occupation for
the record?

A Sure. M nane is Daniel Lawton, and |'m an
econom st who does rate consulting and also I'ma
practicing attorney, and |'m here today as a consultant.

Q On whose behalf are you testifying today?

A Today |'m providing cost of capital testinony
on behalf of the O fice of Consuner Services.

Q Have you viewed the DEU s application in this
case for various filings?

A | didn't hear the question.

Q |"msorry, have you viewed the application in
this case of the parties' various filings?

A | have indeed.

Q Have you prepared or caused to be filed
direct testinony on Cctober 17, 2019, with Exhibits 3.1
to 3.147?
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A Yes.
Q Have you al so supplied surrebuttal on
Decenber 5th wth Exhibit 3.1S to 3.11?
A Yes.
Q And you also filed Exhibit 3.13; is that
correct?
A Coul d you repeat that?
Q There was a supplemental exhibit filed, 3.137?
A | believe so. | believe the Ofice did it to
correct some copying errors.
Q Do you have any changes in your testinony you
woul d I'i ke to nmake today?
A None that |I'm aware of.
Q If | asked you the sane question in your
witten testinony, would your answer be the sane today?
A They woul d i ndeed.
Q You adopt this testinony as your testinony
t oday?
A | do.
MR MOORE: The Ofice would ask to admt the
testi nony and acconpanyi ng exhi bits.
COMM SSI ONER LEVAR:  Does anyone object to
the notion? Please indicate to ne.
"' mnot seeing any objection, so the notion

IS granted.
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MR. MOORE: Thank you.

(Hearing Exhibits OCS 3 and 3S, plus
attachnents, were marked for identification
but not received by court reporter.)

BY MR MOORE:

Q Are you prepared to give a sumary today of
your testinony?

A | am and it will be a brief one as well.
Conmmi ssi oners, you know, the details are certainly in the
direct and the surrebuttal testinony. M testinony here
t oday addresses the issue of cost of capital. That is
the conpany's capital structure, the conpany's cost rates
for debt and equity. And when it conmes down to it, the
only issue that | dispute in this case is the cost of
equity.

The conpany, and you have heard testinony
from conpany w tness Hevert, recomended a range of, |
think, 9.9 to 10.75, ultimately estimated 10.5 percent.

| have proposed in ny testinony, both direct
and updated in ny surrebuttal, a cost of equity capital
of 9.1 percent. Now, this is an inportant issue. You
heard a | ot of nunmbers thrown around, so |'mgoing to try
to just hit the highlights.

But the difference between 9.1 percent return

on equity and a 10.5 percent return on equity is about
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$17.7 mllion of revenue requirement. Subtract off an
amount for income taxes, that's about 14.4 mllion in
profits. So that' the -- what's at stake with regard to
t he nunbers.

But given that nmy only dispute with the
conmpany on the cost of capital in this case is the cost
of equity, I'mgoing to focus on the highlighted
di fferences between the conpany's proposed 10.5 percent
and ny 9.1 percent recomendation. Now our starting
point for this case is 9.85 percent. That is the
aut hori zed equity return fromthis Comm ssion in the 2013
case. | think the decision was made at the end of the
year. Let's start at 2014.

Since that tine, what has happened to the
capital market? Treasury rates at that tine for US
30-year yields, for U S Treasuries, were about 3.4
percent. Today, if you | ooked themup this norning, they
woul d have been at 2.2 percent. Cost of equity
aut hori zed by Conm ssions around the country since you've
made your |ast decision have always cone down, albeit a
|l ot less. The cost of equity seens to cone down a little
nore slowy than sone of the interest rates.

But if you look at my OCS Exhibit 3.10, |
wi Il just give you a quick reference, the authorized

rates of return in 2014 were 9.78 percent, and if 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 18, 2019 Page 489

| ook at themin 2018, to get a full year, apples to

appl es, they are about 9.59 percent. So you have about a
20 basis point swng in the authorized equity return over
the period since the | ast case.

Now | address in my testinony that the
conmpany's 10.5 percent request in this case is 65 basis
poi nts above what you | ast authorized, yet the cost of
capital has been com ng down since you nmade your | ast
deci sion. And another interesting point of reference for
you in analysis of this case is that we have five
parties, including the Division, submt costs of equity
in this case. They have already said the conpany's at
10.5 percent. Al of the other parties -- if you assune
a 55 percent capital structure for equity, all of the
ot her parties are between 9 percent and 9.25 percent.
There is a cluster on one end.

So the other consideration is all the parties
in this case enploy the sane financial nodels. You have
heard about the discounted cash flow, the capital asset
pricing nodel, the bond yield risk premumand | won't go
t hrough the detail of the nodel but everybody used them
Yet you have one group in the 9 to 9.25 percent range and
one outliers at 10.5 percent, which seens to be the
conpany's position.

So to figure out what's happeni ng here,
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because everybody is using market data, to |l ook at the
nodels -- and | have | ooked at and | pointed out in ny
testinony where M. Hevert's nodels differ substantially
from what everybody else is doing in this case. | start
off by looking at -- and it is in nmy directive role, as
nmy surrebuttal testinony addresses nost of these issues.

But in this DCF analysis, M. Hevert
calculated results as high as 28.83 percent cost of
equity. Well, that's just not reasonable. No Comm ssion
I's going to authorize that. Rather than exclude it, what
did he do? He averaged it.

And it's ny position when you have outliers
like that, you try to average themaway. Al you do is
end up with a bad average. And you can go through his
DCFs and find a nunber of things. | highlight the 28.83
percent, and if you |ook at a surrebuttal, that nunber
changed to over 30 percent. That is just not reasonable.

The second problemwith M. Hevert's nodel s
Is wth regard to CAPM and his estimated capital asset
pricing nodel. In both of those and in his direct
testinony, he uses forecast of yields of over 4 percent.
Nobody is forecasting -- those forecasts have cone down
and | think that inflates as a result.

But the key thing in those nodels is part of
that analysis that M. Hevert conducted, he had to do a
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cal culation of what's the market premium And he
estimted the discounted cash flow fromall the 500
conpanies in the S& 500. Sone of those conpanies, he
estimated a DCF that these investnents woul d expect, sone
of those nunbers were as | ow as a negative 16 percent.
Sonme of those nunbers were as high as a 115 percent
return on equity.

What does he do again? M. Hevert puts them
in his average. And | just think you have to sit back,
as an analyst, look at that kind of result and renove it.
When you correct his analysis, it truly cones out to
about 8.8 percent. Wen you correct his DCF analysis, it
cones out around 9.5 percent, and when you correct his
ri sk prem um where he used the forecasted yields, it
cones out about 9 percent. Overall, he would be cl oser
to the group that | tal ked about earlier.

And it's just that an analyst has to use his
judgnment. M. Hevert's judgnent is to enploy averages,
and | just don't think that does it and | think the
results in this case kind of show that.

Now, | would like to nove on to bond ratings
and financial netrics. It is ny position that a 9.1
percent return on equity will provide anple financial
metrics and cash flow It is not only ny position but if

you |l ook at M. Hevert's rebuttal in this case, he agrees
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wth ne.

And in ny surrebuttal, | pointed out what
M. Hevert clains is that M. Lawmon's 9.1 percent
doesn't provide enough cushi on, enough profit cushion,
because if we don't -- if our costs go up or we don't
earn enough, we may fall out of that benchmark area.

Vel |, Conm ssioners, | have to totally
di sagree with that because the profit cushion he is
asking for in this case is the difference between 9.1 and
10.5. That's $14.4 mllion.

| don't know how you tell custoners that we
recovered the cost -- we allowed the Comm ssion to
recover the cost -- the conpany to recover their cost but
we had to give thema little extra cushion on profit. |
have never heard of such a thing, but that's in his
testinmony and | address that in ny surrebuttal.

Lastly, we have DEU s busi ness and fi nanci al
risk. This conpany, and it is shown in a nunber of
exhibits in this case, has an infrastructure tracker, it
has a weather normalization, as well as decoupling and
t hese kinds of factors certainly protect cash flows. And
|l et me give you one exanple, and | pointed it out in ny
testi nony.

The infrastructure tracker alone, the

projections are that fromthe end of this rate case over
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the next few years, they will have $240 million of

I nvestnment, roughly, under the tracker and -- | guess
four years. And over that tinme, this conmpany will be

all owed, on an interimbasis, to increase its rates over
$30 million, no matter what you do in this case. As |ong
as that infrastructure exists, the tracker, and they have
this investnent, custoners rates are going to go up over
$30 mllion over the next three, four years.

Lastly, capital structure. | agreed with the
conpany's 55 percent capital structure in this case, and
| also pointed out that capital structure was a little
high. 1t is an anonynmous result. Since the Tax Reform
Act at the end of 2017, conpanies across the country have
been boosting equity ratio because of the cash flow
I mpact. And nore recently in 2018, a settlenent was
reached and order passed by this Comm ssion allow ng the
conmpany to increase their equity ratios beyond what was
agreed to in the nerger/acquisition agreenent in those
ring fencing provisions.

So | felt that if | adjusted the capital
structure -- | nean, what was the point of the
settlenment -- and | know parties were not bound by that
settlenment, but | just felt that you just nade that
order, let's leave it at 55 percent, allowthemto

I nprove those cash flows but let's set the rate of return
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at the level it should be, at the market cost.

Last point before ny conclusions, we've heard
a | ot about the recent authorized equity returns are
about 9.7 percent. Actually, that exhibit, the AGA
Anerica Gas Association for 2019, it is 9.68. Wll,
that's wwth a 52.52 percent capital -- equity capital
structure on average.

If you want to conmpare to a conpany with a 55
percent capital structure, that 9.68 percent has to be
adj usted downward by about 35 basis points, so it is
truly about 9.33. If you adjust for capital structure
because that reduces financial risk of the conpany.

So we have a cluster, just to conclude, of
all the parties and the 9 to 9.25 range, the recent
aut hori zed returns for 2019, the evidence in the record
I ndi cate about 9.33 percent when you assune a 55 percent
equity ratio, and then you have the conpany at 10.5,
whi ch can't be explained other than the points | brought
up earlier. And that concludes ny summary.

Thank you.

MR MOORE: M. Lawton is now avail able for
cross and questions fromthe Comm ssion.

COM SSI ONER LEVAR:  Ckay. | think it's a
good tinme for a ten-mnute break right now, and then we

wi || come back and do any cross-exam nati on questions.
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(Wher eupon, a break was taken.)

COM SSI ONER LEVAR: (Okay. Looks like we are
ready to start.

And we are ready for cross-exam nation of
M. Lawmon; is that right, M. Moore?

MR MOORE: That's correct.

COW SSI ONER LEVAR: | will start with Mjor
Kirk, I think. Do you have any questions for this
W t ness.
MAJOR KIRK: Yes, sir, | do have a couple
guesti ons.
CROSS- EXAM NATI ON
BY MAJOR Kl RK:

Q Good afternoon, sir.

A Good afternoon, sir.

Q | have a coupl e questions for you on your
capital structure in this case.

A. Yes, sir.

Q You indicated in your sunmary that you didn't
make any changes to the conpany's 55 percent capital
structure; is that correct?

A That is correct. | retained the 55 equity
rati o, 45 debt.

Q And that 55 percent equity ratio, that was
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based off of a settlenent in the acquisition case that
t ook place approximately three years ago; is that
correct?

A No, not quite. The conpany, DEU, requested
an anendnent to the acquisition requirenments and -- to go
above 55 percent, and | think that was decided in 2018.
| forget which nonth. And it was recently decided, so |
wasn't going to change it. | nmean, what was the point of
t hat exercise and the Comm ssion's efforts?

Q You woul d agree that we now have test year
for 2020 nunmbers. Right?

A | do.

Q And so you coul d have perforned anal ysis
based of f the 2020 test year nunbers to determ ne what
would be a fair equity ratio?

A | did not, other than to say -- | nean,
typically, the equity ratios that you see comng in are
for gas utilities are around 52, 52.5 percent. | pointed
out in ny testinony that this equity ratio is sonmewhat of
an anomal y because of the tax inpacts. And | expect it
to go the other way, and that is why | just chose 55
percent.

Q By "tax inpact," you nmean the Tax Cuts and
Job Act inpact?

A. Yes. Yes, sir.
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Q And other utilities are inpacted by that sane
act. Correct?

A That is true. And sone of them have higher
equity ratios. Most of them have | ower.

Q And the current average, you agree, was
around 51 or 52 percent?

A 52 to 52.5, sonewhere in that range. Yes,

Q But in this case, you still support your
opi ni on of 55 percent capital structure?

A Yes. As | stated in ny testinony, as well as
nmy summary, that the recent decision by the Comm ssion,
the settlenent of all the parties, albeit nobody is bound
in a rate case, that decision was just nmade for the
pur pose of inproving cash flows. So | said, "Wy change
It now?"

Q Thank you.

A You're wel conme, sir.

COM SSI ONER LEVAR: M. Mecham any
questi ons?
MR MECHAM | have none, thank you
COW SSI ONER LEVAR: M. Russel | ?
MR. RUSSELL: No, thank you.
COW SSI ONER LEVAR: M. Jetter?
MR JETTER: | have no questions, thank you.
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COW SSI ONER LEVAR:  Ms. G ark or M. Sabin?
MR. SABIN. Yes, thank you.
CROSS- EXAM NATI ON
BY MR SABI N
Q | appreciate you being here today.
A Ch, thank you. Good to neet you.
Q Good to neet you. Wuld you open up
your -- there is a binder there behind you that has the
testinony for the parties in this proceeding -- or for
the Ofice -- or excuse ne, | apologize.
A Thi s one?
Q You have our own -- do you have your direct
testi nony sonepl ace there?
A | do.
Q Just refer to that. That will be easier
A When you say "that," that is --
Q Your direct testinony, good clarification.

When you get your direct testinony, would you open it up

to page 347

A | amthere.

Q kay. | wll start at the very top of the
page, line 801. Your question is: "Have you revi ewed

credit research reports for the conpany regarding credit
qual ity and corporate financial netrics?"

And the answer you provided is: "Yes, the
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conpany's credit quality is not threaten or under
pressure of downgrade. | have discussed these issues
earlier with regard to a recent Mody's and S&P credit
reports.”

That is what your testinony states there.
Ri ght ?

A Yes, that is what it states.

Q Yes. You're aware of having been in these
proceedi ngs to sone extent, that there was, in fact, a
credit downgrade?

A There was indeed by, | believe, A2 to
Al -- or A3. Excuse ne, A3. | was going the other way.
| was off.

Q That ' s okay.

A But it was A2 to A3. There was a slight

downgrade, but that was to be expected, given, as |

recall, you were on negative watch throughout that tine.
Q Yes.
A That is the ultimate result soneti nes.

Q Understood. Now if you grab that binder, in
that binder, there are three that -- actually, | wll do
two exhibits. If you grab that, | will point you
directly to what | want to tal k about.

A Ckay. Gve ne a tab nunber then.

Q So it should be DEU Exhibit 1.05, which is
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attached to M. Mendenhall's direct testinony.

A And what was the nunber again, sir?

Q Exhibit DEU 1.05. You may actually have it
right there. |Is that --

A This is the Mody's. | just went to Tab 5
and it looks like there is an R after it, so that would
be the rebuttal. |Is that right?

Q It's probably Tab 5 after the first -- it
m ght be that one you are |ooking at right there,

A Ckay.

Q I's that dated January?

A No. August 19, 20109.

Q You are going to have to -- | apol ogi ze, you
are in the rebuttal testinmony. |If you nove a little bit
forward to M. Mendenhall's direct testinony, it will be

Tab 5 to that.

A | apol ogi ze.

Q No, that is okay. It is a little confusing.
A " mthere now

Q OCkay. Perfect. This is a January 2019

Moody's report?

A. Yes, sir.

Q And | want to just turn -- if you could turn
to page 2, | want to focus on the factors that could | ead
to a downgrade. One of those -- the top factor was cash
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flow to debt netrics bel ow 20 percent on a sustainable
basis. Right?

A | see that.

Q And it was after this that there was a
downgrade; that is right, isn't it?

A Yes.

Q And one of the factors cited by Mody's for
t he downgrade was this factor was not satisfied, there
wasn't cash avail able, the cash flow to debt netrics was

bel ow 20 percent during that period of time?

A | don't recall. Do you want nme to | ook at
the --

Q W will go there in a second.

A Ckay.

Q Suffice it to say here, Mody's wants to
see -- to maintain this credit status, Mody's wants to

see sustained cash flow that is above 20 percent?

A 20 percent or above.

Q O above. Thank you.

A You are wel cone.

Q 20 percent or above. Right?

A Yes.

Q And now if you would turn with ne to -- now

go to the rebuttal testinony there, and there, it's

Exhibit 1.01R also to M. Mendenhall's testinony. |It's
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the rebuttal testinony there.

A | think that is the one | had a nonent ago.
Q Yup, | believe that is right.

A The August 19t h opi ni on?

Q Correct. That is the one.

A Got it.

Q Turn to the second page. | want to highlight

the "Factors that could lead to a certain downgrade."
Can you see that?

A Yes.

Q One of themis cash flowto debt netrics
bel ow 16 percent on a sustained basis?

A Yes, because we are one notch bel ow | ower.

Q Right. So do you agree with nme that Mody's
expectation appears to be that if you want to be up in
the A2 category where you were, you need to have cash to
debt ratio of 20 percent or higher, and if you want to
mai ntain the A3, you better be at 16 percent or higher?

A Based on the analysis or the statenents from
the prior Mody's and this Mody's, the answer is yes.

Q Ckay.

A But you are in a fine place as it is at AS3.

Q Understood. Let's go now to your testinony.
Your direct testinony, you had an Exhibit 3.11.

A. |'"'mthere.

Advanced Reporting Solutions
801-746-5080



© 00 N oo 0o b~ W DN P

N N NN NN P P PR R R R R R P
g »h W N P O © © N O O » W N P O

Phase | Hearing
December 18, 2019 Page 503

Q (kay. This is a chart you prepared as part
of your analysis; is that correct?

A It is.

Q | want to go down to the bottom half of the
page. There is a chart there that has an A, B, and C
Columms. Do you see that?

A Yes.

Q My understanding is the A Colum is intended
to represent the conpany's requested capital structure

and a 10. 35 percent ROE?

A No.
Q No?
A It is actually 10.5. | think the 10.35 is

sonmewhat incorrect, and the 9.2 next to it, it should be

9. 1.

Q Ckay.
A So | did have corrections.
Q Ckay. | was going to ask you both of those

things, so | appreciate you clarifying.
So Colum B is what you proposed; isn't that
right?
That's correct.
So nowif |I go down to line 11 --

Yes, |'mthere.

o » O »

-- that is intended to be the cash to debt
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rati o nunber. Right?
A Yes.
Q Soif we followed your proposal -- or let ne

just say apparently, sone of the other proposals m ght be
the same, but your proposal would result in a cash to

debt ratio of 15.61 percent?

A That's cash flow from-- |ess dividends over
debt .

Q But you, essentially, |eave the conpany -- at
the end of the day, your operating cash would be -- to

debt ratio is 15.61?

A Ri ght .

Q Right. Wich is below what we just read in
Moody's woul d be required to maintain A3 status.
Correct?

A I"'mnot clear which one -- sir, if you don't
mnd, let's stay wwth ny Exhibit OCS 3.11, and on |ines
10 and 11, we have two cash flow to debt cal cul ati ons.
One excludes dividends, that is the one on |ine 11, and
the one on line 10 doesn't. | don't know which cash fl ow
to debt ratio that we are referring to when we read that
part of the Mdody's report, so naybe you can hel p ne.

Q Vell, let me back up for a second. Do you
understand or can you accept, subject to check, that the

conpany has not issued any divi dends?
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A | think I can accept that.
Q kay. So if you want to flip now back to the
Moody's report --

A ['mthere. Which one?

Q " mtal king about the one in August wth the
downgr ade.

A Yes.

Q And we are on page 2.

A Yes.

Q It just says, "Cash flow to debt netrics
bel ow 16 percent on a sustained basis." So we are not
dealing with dividends at all. Wat we are tal king about

Is the operating cash to debt ratio; isn't that right?

A Right. And | took dividends out. On line
11, | presuned a dividend paynent with a payout ratio, as
| recall, of 60 percent in that cal cul ation.

Q kay. And why did you nake that assunption?

A Because nost utilities do, in fact, pay
di vidends, and this conmpany w |l push dividends up to its
parent at different intervals as cash is available. And
so | just used an average payout ratio. | enployed 60
percent, and that is what | took out on both line 11
Col uims D and |

Q And so --

A So if we want to get to a realistic
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conpar abl e nunber, then we should only be | ooking at |ine
10 and -- because you said the conpany is not paying out
di vidends, and so we are at 24 percent and 22 percent,
meeting all the requirenments for even an A2.

Q Now, even if we were to dividend up, as has
been suggested by sone of the other parties, to bring the
equity ratio down fromits actual ratio at 60 percent,
down to sonething closer to 50 or 52 percent, which is
what sonme of the other expert wi tnesses have testified
about, that would enploy your line 11, wouldn't it? At
t hat point --

A Not necessarily. It just depends on how
you're going to do it over tinme and what kind of payout
rati o you are going to enploy and --

Q What did you assune? Wiat did you assume on
l'ine 117

A | assuned 60 percent. | also assuned 55
percent equity ratio in this case so you wouldn't have to
go to this. | nean, |'mon your side on that issue.

Q And you'll notice, I'mnot quibbling with you
on that issue.

My point is, if you are going to payout sone
di vi dends and take that cash out of the operating
busi ness to pay dividends, you are going to drop -- the

ratio of cash to debt will go down?

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 18, 2019 Page 507
A It should, vyes.
Q And it could -- if we were to do what ot her

parties are suggesting, you could, in fact, be belowthe

16 percent, which is what would be required to sustain A3

status?

A Yes. Lots of things could happen. You are
asking, did | speculate? | don't know what is going to
happen. | nean --

Q Right. Oay. And | think you agree with ne
on this. So you agree that the tax act has had a
significant inmpact on the avail able cash that -- the
conpany's availability of cash to do what it maybe woul d
have done in the past?

A That's a tricky question. You used the word
"significant” which is a very anbiguous term The tax
act had an inpact on cash flows, but whether it's
significant or not depends on the utilities.

Q Do you have an opinion here about the
reduction, how nmuch it affected the conpany's
per f or mance?

A In -- 1 think it's not as bad as sone
utilities were hit by it, but it was inpacted by the tax
act. And what we have to renenber is the tax act is
turning around. 1In other words, DEU is going to have a

bi gger rate base in the future because of the tax act,

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 18, 2019 Page 508

because there is |l ess deferred taxes -- that's when you
are going to start seeing that cash cone back to DEU
after a few years.
Q Right. Perhaps in the next rate case.
Ri ght ?
A | am | ooki ng.
Q kay. Al right. | don't have any ot her
questions. Thank you.
COW SSI ONER LEVAR:  Any redirect?
MR MOORE: No redirect.
COW SSI ONER LEVAR:  Conmi ssi oner Wiite, do
you have any questions?
COW SSI ONER WHI TE: | have no questi ons,
t hank you.
THE W TNESS: Thank you, Commi ssioner.
COW SSI ONER LEVAR:  Conmi ssi oner O ark?
COMM SSI ONER CLARK:  No questions. Thanks
for bringing us up to date on your equity ratio, given
what you've sat through the last two days. Thank you.
THE W TNESS: Thank you, sir.
COW SSI ONER LEVAR: | don't have anything
el se. Thank for your testinony this afternoon.
THE WTNESS: Thank you, M. Chairnman. My |
be excused?

COW SSI ONER LEVAR:  Yes.
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Does the O fice have any w tnesses?
MR MOORE: The Ofice has no nore w tnesses,
t hank you.
COW SSI ONER LEVAR: M. Russel | ?
MR RUSSELL: The UAE calls M. Kevin
Hi ggi ns.
DI RECT EXAM NATI ON
KEVI N H GE NS
called as a witness, having been first duly sworn,
was exam ned and testified as foll ows:
BY MR RUSSELL:

Q Good afternoon, M. H ggins. Wuld you tel
us your name and on whose behalf you are testifying?

A My name is Kevin C. Higgins. |'mhere on
behal f of U ah Association of Energy Users intervention
group.

Q And did you prepare and cause to be filed
direct and surrebuttal testinony in this docket?

A Yes, | did.

Q And just to be nore specific, direct
testinony, along with UAE Exhibit 1.1 through 1.8, and
surrebuttal testinony, along with UAE Exhibit 1.1S; is
that right?

A That is correct.

Q And do you adopt that pre-filed testinony as
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your testinony in this proceedi ng?

A Yes, | do.

Q Do you have any proposed -- do you have any
changes to propose to that testinony?

A | do not.

Q Ckay.

MR. RUSSELL: At this point, | will nove for
the adm ssion of M. H ggins pre-filed direct and
surrebuttal testinony, along with the associ ated
exhi bits.

COW SSI ONER LEVAR:  Ckay. Please indicate
to me if anyone objects to the notion.

| am not seeing any objections, so the notion
I s granted.

(Hearing Exhibits UAE 1 and 1S, plus
attachments, were marked for identification
but not received by court reporter.)

BY MR RUSSELL:

Q M. Higgins, before | have you provide us
wth a sutmmary of testinony, there is one |line of
questions that I have for you. You have, | gather,
|istened to the testinony, either on the audio feed or
live here in the hearing room is that right?

A That is correct.

Q And have you listened to the testinony of
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M. Felsenthal and also Ms. Ramas today regarding the
anmount of pension expense that has been included in rates

since the 2013 general rate case?

A Yes, | have.
Q | would like to turn your attention to your
direct testinony, page 12 of your direct testinony, line

219. Do you have that?

A Yes, | do.

Q Ckay. We wll give everybody el se a nonent
to catch up

In that line, you indicate that Dom nion's
current Utah rates include $7.9 mllion per year in
pensi on expense based on projected FASB's pension costs
at the tinme rates were |last set in 2014. Do you have a
correction to make to that nunber?

A | do not.

Q kay. And now we have heard M. Fel sent ha
correct his testinony regarding the nunber that was
included in his pre-filed testinony, and that was not the
sane as the nunber that you have here.

Do you want to explain why you think this
nunber is correct?

A Yes. | do believe that M. Felsenthal's
ori ginal nunber was incorrect, so | do believe correcting

It was appropriate. However, | don't -- | do not believe
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he corrected it to the right nunber. The $7.9 mllion
referenced in ny direct testinony cites to a Phase |
techni cal conference handout that the conpany had
provi ded.

However, | also corroborated that nunmber with
my own records fromthat case, in which | was a w tness.
And, in fact, | participated in the settlenent agreenent
in that case. And based on ny experience in that case
and nmy know edge of that case, the correct nunber, as |
understand it, in terns of what is the anmount of pension
expense in a rates currently, is approximtely $7.9
mllion.

And if folks want to check the math on that,
| suggest they | ook at the conmpany's response to DPU
19. 03, Attachnment 3 that was provided in that case. And
In that case, that attachnent will show that the
conpany's original filed Utah revenue requirenent for
pensi on expense was approximately $10.8 mllion.

And the conpany updated that nunber wth nore

current information during that case, and the update was

approximately $7 .9 million. And in that case, | made an
adjustnment. | recomended an adjustnent to sinply nove
to the updated nunber. It was not a conplicated
adjustnent. It was sinply the difference between the

original filing and the updated filing.
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And that adjustnent was the adjustnent that
was accepted in the settlenent agreenent that was
approved by the Conm ssion. The adjustnment was $2.9
mllion approxi mately.

So as | understand the record of that case

and ny participation in that case, nmy belief is that the
correct nunber that represents what is in rates today,
t hat custoners pay for pension expense, is $7.9 mllion.
| believe the nunber that M. Felsenthal originally used
that was incorrect was sinply the Questar Gas portion of
pensi on expense, which was $8.18 nillion.

However, pension expense al so includes an
al l ocation of Questar Gas Corporate pension costs, and
that is why the total nunber that was in the revenue
requi renent was, in fact, about 10.8 mllion, and the
updat ed nunber was 7.9 mllion, and the adjustnment sinply
corrected to nove to the updated nunber.

Q Thank you for that. Have you prepared a
summary of your pre-filed testinony?

A Yes, | have.

Q Go ahead with that, please.

A Good afternoon, M. Chairman and
Comm ssioners, |'mrecomendi ng several adjustnents to
DEU s requested revenue requirenent.

First, | recommend adjusting Dom nion's

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 18, 2019 Page 514

nonl abor O&M expense to renove the inflation conponent.
In my opinion, utilities should not be rewarded for their
choice to use a future test period by being allowed to
build indexed inflation projections into their O%M
expense.

The primary justification for using a future
test periodis to allowa utility with expanding rate
base the ability to avoid regulatory lag. This is a
significant benefit to the utilities. This benefit
shoul d not be further enhanced through a cost cushion
that allows Domnion to imuol ate its baseline cost by
appl ying an index inflation factor through the end of
2020.

I nst ead, ratemaking should signal to Dom nion
that it should strive to try to control its O&M cost
t hrough increased operating efficiencies. |ndeed, over
t he past several years, in between rate cases, Dom nion
has done just that. Now that we are in a rate case, it
IS not reasonable to sinply gross up the conpany's base
period cost by an inflation factor and pass these higher
projected costs onto custoners. M adjustnent reduces
the Uah revenue requirenent by approximtely $1.9
mllion.

No. 2, | recommend a revenue requirenent

adj ust nent of approximately $5.3 mllion to account for
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t he negative pension expense that Dom nion is expected to
experience in 2020. Sound ratenaking requires that ny
adj ustnent be nade. Dom ni on proposes that pension
expense be set at zero in this case, rather than
recogni zi ng the negative pension expense in rates.

In Uah, and in nost jurisdictions in ny
experience, pension expense for ratemaking is based on
net periodic pension costs, calculated in accordance with
General Accepted Accounting Principles, or GAAP, with
some adjustments for capitalized | abor. Domnion's
proposal would be a significant ad hoc departure from
this standard practi ce.

The conpany seens to -- appears to be seeking
a long-term arrangenent in which custoners would pay for
pensi on expense in rates when GAAP pension costs are
positive but would go without a credit in rates when GAAP
pensi on costs are negative. Such an asynmetrica
| ong-term arrangenent i s not reasonabl e.

Over the Iife of a pension plan, the
cumul ative sum of GAAP pension cost, including negative
pensi on cost, is expected to equal the cunul ative sum of
the conpany's funding contributions. This neans that
setting custonmer pension cost responsibility in rate
equal to GAAP pension costs as is currently done ensures

that, by and | arge, custoner rates will fully fund the
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pensi on plan costs over the life of the plan.

Now, | use the qualifier "by and | arge,"
sinply to call out or recognize what we all know, which
Is that rates are not reset every year, so that the
pensi on expenses that is set inrates is -- doesn't
change until the next rate case. So that it's not going
to -- because of that and because of that al one, setting
pensi on expense equal -- pension expense in rates equal
to the GAAP pension cost will not exactly match the
contributions by custonmers over the Ilife of the plan.

But if you did reset rates every year, it would.

So conceptually, the practice of setting
pensi on expense in rates equal to the GAAP pensi on cost
wi || achieve the desired outconme of having custoners fund
t he pension plan, over the life of the pension plan.

Sel ectively, zeroing out pension expense rate when GAAP
pensi on cost is negative, as proposed by the conpany,

wi || cause custoners to overpay for pension cost over the
life of the pension plan. Enbarking on such a practice
of system c adverse selection is not reasonabl e.

Now in the alternative, if Dom nion were
proposing to elimnate negative and positive pension
expense fromratenmaki ng on a permanent basis, then
bel i eve the conpany's proposed treatnent would be worth

consi deration. However, the conpany indicates that it is
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not supportive of such a permanent change. Therefore, in
t he absence of such a commtnent by the conpany, ny
recommended adj ust nent shoul d be adopt ed.

No. 3, the Comm ssion shoul d approve ny
recomendations related to excess deferred incone tax, or
E-D-I-T or EDIT, nost of which, Dom nion accepted in its
rebuttal testinony, including any reconmendation to
credit custonmers with the anortization of plant-rel ated
EDI T occurring between January 2019 and February 2020,

t hrough an extension of Tax Reform Surcredit 3, which I
refer to as Tax Reform Surcredit 4 in ny testinony.

One of ny objectives of addressing EDIT in
this case was to ensure the benefit to custonmers from
anortizing plant-related EDI T, between January 2019 and
February 2020, did not slip through the cracks. This
goal was acconplished through the extension of the
surcredit.

A second objective was to change the
goi ng-forward anortization of non-plant EDIT from 30
years, as initially proposed by the conpany in this case,
to ten years, to ensure nore tinmely recognition of these
benefits to custonmers. But as | |ooked into these two
i ssues, | realize there were a couple of housekeeping
itens relating to EDIT that al so needed to be addressed.

Narmely, A., updating the 2020 plant-related anortization
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to DEU s |latest estimate; and B., restating rate base to
reflect EDIT anortization starting January 1, 2018.

Dom ni on responded to ny EDI T recommendati ons
in a very forthright and hel pful manner, which is ny way
of saying they accepted nost of ny proposal. The only
remai ni ng difference between Dom nion and UAE on this
Issue is the anortization period for non-plant EDIT. DEU
I's recommending 12 years, while | continue to recomend
that non-plant EDI T be anortized over a period not to
exceed ten years.

My reconmended base revenue requirenment EDIT
adj ustnment increases the Utah distribution non-gas
revenue requirenent by about $478,000. But it is
packaged with a 12-nmonth extension of a tax reform
surcredit, beginning June 1, 2020, that woul d provide
customers with a credit of approxinmately $3.6 mllion
over that period.

No. 4, | recommend that outside contractor
expenses be renoved fromthe revenue requirenent, as
identified in ny testinony, and it is identified as a
confidential amount. The project that these expenses
pertain to are not related to distribution. No non-gas
service as far as | can tell. For that reason, it should
be renmoved fromthe distribution non-gas service revenue

requi renent.
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In addition to ny revenue requirenent
adjustnent, | recommend the infrastructure tracker pil ot
programremain at $7.2 mllion level for 2020 and that
annual expenditures continue to be capped at that |evel,
wi t hout future adjustnents for inflation, in order to
provi de reasonabl e cost contai nnent for the tracker
mechani sm

This cap does not preclude Dom nion from
maki ng prudent investnents and repl aci ng hi gh pressure
feeder lines if the investnment costs are in excess of the
cap. It nmerely restricts the anobunt of expenditures that
are eligible for tracker recovery.

And inflation adjustnment is not needed
because this program consists of a series of unique
feeder replacenent projects. The Comm ssion should deny
the request to add automatic increases to the annual
expenditure anmount that is eligible for single-issue
ratemaking treatnent. As | believe, such nechani sm
should be sparingly, if at all, and that concludes ny
sumary.

Q Thank you.

MR. RUSSELL: M. Higgins is available for
cross-exam nati on and Conmi ssi on questi oni ng.

COW SSI ONER LEVAR: M. Mecham do you have

any questions for M. Hi ggins?
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MR. MECHAM | do not, thank you
COMM SSI ONER LEVAR:  Thank you. Major Kirk?
MAJOR KIRK: Yes, sir, just briefly.
CROSS- EXAM NATI ON
BY MAJOR Kl RK
Q Good afternoon, M. Hi ggins.
A Good afternoon.
Q In your testinony, you had recommended an RCE
of 9.7; is that correct?
A That is not correct.
Q That is not correct?
A No. In ny testinony, | presented what | call
a pl aceholder RCE or 9.7 percent and indicated that it
was not intended to supplant traditional cost of capital
anal ysi s.
| did include it, however, as a pl acehol der
because not having sone representation of potenti al
adjustnent to return an equity distorts the revenue
requi renment recomendation. And so for that reason,
felt it was useful to put a placeholder, in which was
simply a nmedi an ROE that had been approved in the prior
12 nonths for distribution of gas utilities.
Q So you didn't performany analysis in com ng
to that rate?

A As | said, it was based on sinply the medi an
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of the approved returns on equity for distribution gas
utilities over the preceding 12 nonths. So there is a

m ni mal anount of analysis in determ ning what the nedi an
was, but | did not present it as a specific
recomendation, nor did | present it as being, you know,

i ntended to supplant the traditional cost of capital

anal ysi s.

Q Thank you for that. The other parties that
do a cost of capital study analysis, have you revi ened
their testinony?

A Only generally.

Q kay. You have no reason to disagree with
their conclusions in this case?

A | have not offered an opinion on the quality
or conclusions of those other -- of those other
W t nesses.

Q Thank you.

COW SSI ONER LEVAR: M. Moore or M. Snarr,
any questions?
MR MOORE: No questions, thank you.
COW SSI ONER LEVAR: M. Jetter?
MR. JETTER | have no questions, thank you.
COM SSI ONER LEVAR: Ckay. M. dark or
M. Sabin?
MR. SABIN. W don't have any question, so
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| et the cel ebration begin.

COW SSI ONER LEVAR:  Conmi ssi oner O ark?

COW SSI ONER CLARK:  No questi ons.

COW SSI ONER LEVAR:  Conmi ssi oner Wi te?

COW SSIONER WHI TE: | have no questi ons,

t hank you

COW SSI ONER LEVAR: | don't think I have
anything else for you. Thank you for your testinony here
this afternoon.

THE W TNESS: Thank you.

COW SSI ONER LEVAR:  Anyt hing further from
anyone? Gkay. We wll then take the Phase | issues
under advi senment.

| hope no one is anticipating a Phase | order
before the Phase Il hearing. |If you are, please get your
reasons in witing to us ASAP because that is not what we
are antici pating.

But we will see all of you next nonth at the
begi nni ng of the Phase |l hearing.

Thank you. W are adj ourned.

(The hearing was adjourned at 3:40 P.M)

Advanced Reporting Solutions
801-746-5080



© 0o N oo g b~ wWw N P

=
o

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Phase | Hearing
December 18, 2019 Page 523

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
29t h day of Decenber, 2019.

e, o)

Kellie Peterson, RPR
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