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1                   P R O C E E D I N G S

2                           -o0o-

3          CHAIRMAN LEVAR:  Okay.  We are on the record.

4 Good morning, everyone.  We're here for the Public

5 Service Commission hearing, the first day of the Phase 1

6 hearing in Docket 22-057-03, the application of Dominion

7 Energy Utah to increase distribution rates and charges

8 and make tariff modifications.

9          Why don't we start with appearances for Dominion

10 Energy Utah.

11          MS. CLARK:  Thank you.  I'm Jenniffer Clark.

12 I'm counsel for Dominion Energy, and I've brought with me

13 Cameron Sabin, my co-counsel.

14          We also have Phase 1 witnesses for the Company,

15 Jennifer Nelson, Kelly Mendenhall, and Jordan Stephenson

16 with us.

17          CHAIRMAN LEVAR:  Thank you.

18          For the Division of Public Utilities.

19          MS. SCHMID:  Good morning.  Patricia E. Schmid

20 with the Utah Attorney General's Office for the Division

21 of Public Utilities.

22          Our Phase 1 witnesses are Mr. Casey Coleman,

23 Mr. Eric Orton, Mr. Jeff Einfeldt, and Mr. Doug

24 Wheelwright.  Thank you.

25          CHAIRMAN LEVAR:  Okay.  Thank you.
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1          Mr. Moore.

2          MR. MOORE:  Robert Moore, assistant attorney

3 general, representing the Office of Consumer Services.

4 Our cost of capital witness is Daniel Lawton.

5          CHAIRMAN LEVAR:  Thank you.

6          For the Utah Association of Energy Users.

7          MR. SABIN:  Good morning.  Phillip Russell on

8 behalf of UAE.  Our Phase 1 revenue requirement witness

9 is Kevin Higgins.

10          CHAIRMAN LEVAR:  Thank you.

11          American Natural Gas counsel.

12          MR. MECHAM:  Good morning, Mr. Chair and

13 Commissioners.  Steve Mecham representing American

14 Natural Gas Council.  We have not sponsored a witness in

15 this phase, so I don't expect to participate much.  I'm

16 just monitoring.  If it's okay, I'll be coming and going.

17          CHAIRMAN LEVAR:  Okay.  Thank you for letting us

18 know that.

19          Federal Executive Agencies.

20          MAJOR BUCHANAN:  Good morning.  Major Holly

21 Buchanan on behalf of the Federal Executive Agencies.

22 And our Phase 1 witness is Mr. Christopher Walters.

23          CHAIRMAN LEVAR:  Okay.  Thank you.

24          I think we have some attorneys who are going to

25 participate by telephone.  Do we have anyone on the phone
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1 from Nucor Steel?

2          MS. BAKER:  Yes, good morning.  This is Laura

3 Baker with the law firm Stone Mattheis Xenopoulos & Brew,

4 appearing on behalf Nucor Steel Utah.  I'd also like to

5 enter an appearance for my partner, Damon Xenopoulos.

6          We don't have any witnesses in this phase of the

7 hearing.  And when it would be a good time, we have a

8 motion for a request before the hearing gets started.

9          CHAIRMAN LEVAR:  Okay.  We'll get to that in

10 just a moment.

11          Is there anyone in the room or on the phone for

12 the Utah Asphalt Pavement Association?

13          Okay.  Why don't we go, Ms. Baker, to your

14 motion next, then.

15              (Court reporter interruption.)

16          CHAIRMAN LEVAR:  Ms. Baker, I'm sorry, the court

17 reporter is having a little trouble hearing you.  If

18 there's a way you could speak a little louder or closer

19 to your phone.

20          MS. BAKER:  Yes, you sound not very loud on my

21 end, either.  Is this better?

22          CHAIRMAN LEVAR:  This is better for us.  We can

23 hear you clearer now.

24          MS. BAKER:  Perfect.  We would move, or

25 respectfully request that we be excused from this phase
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1 of the hearing.  As I said earlier, we don't have any

2 witnesses in this phase, and we don't plan to do any

3 cross-examination.

4          CHAIRMAN LEVAR:  Okay.  Let me just see if

5 anyone objects in the room.  I'm looking around the room

6 and not seeing any objection.

7          So I'm not sure a motion is necessary for that,

8 but we recognize your desire not to participate in this

9 hearing.  So we appreciate you letting us know.

10          MS. BAKER:  Okay.  Wonderful.  And we will be

11 attending for Phase 2 with a witness in that phase, as

12 well.

13          CHAIRMAN LEVAR:  Certainly.  We'll look forward

14 to that.

15          MS. BAKER:  Thank you very much.

16          CHAIRMAN LEVAR:  We had some materials that were

17 left on our desk before the hearing started.  We probably

18 should identify those for the transcript.

19          Were they all left by Dominion?  We have a

20 binder and three documents that were on my desk.

21          Were they all from you, or were some from --

22          MS. CLARK:  No, not all are from me.  And two of

23 them -- well, one of them pertains to a preliminary

24 matter.  We provided courtesy copies in the binder of all

25 of the Dominion Energy witnesses and their exhibits, with
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1 the confidential and highly confidential at the back so

2 they're easily segregated.

3          And then we will offer when it's the appropriate

4 time as a preliminary matter, a statement of uncontested

5 issues.

6          CHAIRMAN LEVAR:  Okay.  And then let's just

7 identify the other two lists -- documents.  Looks like

8 one is from the Office of Consumer Services, and one is

9 from the Division of Public Utilities.

10          So Ms. Schmid, if you would just identify the

11 document that was left on the desk.

12          MS. SCHMID:  Yes.  The document is the

13 Division's exhibit list for Phase 1 of this proceeding.

14          CHAIRMAN LEVAR:  Okay.  Thank you.

15          Mr. Moore?

16          MR. MOORE:  Yes.  And our document is also the

17 Office of Consumer Services exhibit list.

18          CHAIRMAN LEVAR:  Okay.  I'll go back to you,

19 Ms. Nelson.  Do you have a -- you said you had a motion.

20          MS. CLARK:  We have two preliminary matters,

21 Chairman.  The first is pertaining to the order of

22 witnesses.  We have collaborated all of the parties to

23 accommodate out-of-town cost of capital revenue

24 witnesses.  I believe the Office has a second consultant,

25 and we'd like to put some of those folks first in the
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1 lineup so that they can go ahead and get out of town.

2          So we would propose that the order of witnesses

3 begin with Ms. Nelson, our expert witness, and proceed

4 through the consultants on revenue requirement for the

5 other parties, and then thereafter, move on to the

6 revenue requirement witnesses.  So that is, I think, the

7 first preliminary matter.

8          CHAIRMAN LEVAR:  Okay.  Is there any objection

9 to moving forward that way?

10          So we'll go to each party's cost of capital

11 witnesses before we move on to the other revenue

12 requirement issues.

13          Is that common understanding?  Okay.  I'm seeing

14 affirmative gestures from everyone in the room, so we'll

15 plan to move forward that way.

16          MS. CLARK:  Thank you.  The second matter is

17 document you find before you --

18          CHAIRMAN LEVAR:  Mr. Moore, did you have

19 something to add to that?

20          MR. MOORE:  Yes.  I wanted to clarify that our

21 revenue requirement, our second revenue requirement

22 consultant will not be here until tomorrow.

23          CHAIRMAN LEVAR:  Okay.  But your cost of capital

24 witness is here today?

25          MR. MOORE:  Cost of capital witness is here
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1 today.

2          CHAIRMAN LEVAR:  Okay.  Thank you.

3          Go ahead.

4          MS. CLARK:  Thank you.  Pertaining to the

5 document you find before you entitled, "Statement of

6 Uncontested and Contested Issues," the Company and the

7 parties who have revenue requirement issues have agreed

8 upon this list of contested and uncontested issues.  And

9 you can see from the attachment how we've characterized

10 those issues.

11          If you look at Appendix A, you'll see on the

12 left a list of the issues.  The top block are the

13 uncontested issues, and the bottom block are the

14 contested issues.  The shaded boxes in the table are

15 meant to indicate which parties expressed or offered

16 testimony on those matters.

17          If you look at the pleading that precedes it,

18 you will see that the parties have agreed to a revenue

19 requirement adjustment that encompasses a number of

20 uncontested issues shown in that first block.

21          And the Company would move to have this admitted

22 to the record.

23          CHAIRMAN LEVAR:  Okay.  If there's any objection

24 to that motion to admit this Statement of Uncontested and

25 Contested Issues into the record, please indicate your
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1 objection.

2          I'm not seeing any objection from anyone in the

3 room, so that motion is granted.  Thank you.

4          MS. CLARK:  Thank you.  And we have no further

5 preliminary matters.

6          CHAIRMAN LEVAR:  Okay.  Thank you.

7          Anything else preliminarily from anyone?  I'm

8 not seeing anything.

9          So Ms. Clark, why don't you go ahead with your

10 first witness.

11          MS. CLARK:  The company calls Jennifer Nelson.

12          CHAIRMAN LEVAR:  Good morning, Ms. Nelson.

13          THE WITNESS:  Good morning.

14          CHAIRMAN LEVAR:  Do you swear to tell the truth?

15          THE WITNESS:  I do.

16          CHAIRMAN LEVAR:  Thank you.

17          MR. SABIN:  Mr. Chairman, I'll be doing direct

18 examination on Ms. Nelson.

19          CHAIRMAN LEVAR:  Thank you.

20

21                     JENNIFER NELSON,

22 was called as a witness, and having been first duly

23 sworn to tell the truth, the whole truth, and nothing

24 but the truth, testified as follows:

25
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1                    DIRECT EXAMINATION

2 BY MR. SABIN:

3     Q.   Ms. Nelson, would you please state your full

4 name for the record.

5     A.   Sure.  My name is Jennifer E. Nelson.

6     Q.   Where are you employed?

7     A.   I am employed as an assistant vice president at

8 Concentric Energy Advisors.

9     Q.   And can you just provide the Commission with a

10 brief background of your education and professional

11 pursuits.

12     A.   Sure.  Concentric is a management consultancy

13 and advisory firm that focuses on the North American

14 regulated energy and water industries.

15          I have nearly 15 years' experience in the energy

16 industry, with approximately 12 of those in the regulated

17 utility sector.

18          In my role as a consultant, I provide consulting

19 services and expert witness testimony on economic,

20 financial, and regulatory issues, including the cost of

21 capital.

22          Prior to my experience as a consultant, I was a

23 staff economist at the Massachusetts Department of Public

24 Utilities, and a petroleum economist for the State of

25 Alaska.
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1          I have a bachelor's degree in business economics

2 and a master's degree in resource and applied economics.

3 And I am also a certified rate of return analyst, as

4 awarded by the Society of Utility and Regulatory

5 Financial Analysts.

6     Q.   Thank you very much.  I have record of both

7 direct and rebuttal testimony that you submitted in this

8 proceeding.  I have your direct testimony as Dominion

9 Energy Utah Exhibit 2.0, with attached Exhibits 2.01

10 through 2.09.  And then your rebuttal testimony is DEU

11 Exhibit 2.0R with attached Exhibits 2.11R through 2.27R.

12          Is that your understanding?

13     A.   Yes.

14     Q.   Do you have any corrections or changes to your

15 testimony?

16     A.   No, I do not.

17     Q.   The materials that you've provided in your

18 direct and rebuttal testimony, if you were asked to

19 present those materials in this hearing today in full,

20 would they be the same as what you've presented in your

21 direct and rebuttal testimony?

22     A.   Yes, they would.

23     Q.   Thank you.

24          MR. SABIN:  Before we have her do her summary,

25 Mr. Chairman, we have a -- she's created a handout, which
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1 is from her direct and rebuttal testimony, that we think

2 would be helpful.  So if you'd excuse me, I'd just like

3 to give everybody a copy.

4          CHAIRMAN LEVAR:  Sure.  Do any of the parties

5 have one?

6          MR. SABIN:  They received an electronic copy,

7 but this is a hard copy just for today's purposes.

8     Q.   (BY MR. SABIN:)  All right.  Ms. Nelson, you

9 have prepared a summary of your testimony; is that right?

10     A.   I have.

11     Q.   Would you go ahead and share that with the

12 Commission.

13     A.   Good morning, Chair LeVar, Commissioner Clark,

14 Commissioner Allen.  I appreciate the opportunity to give

15 you a summary of my testimony today.

16          My testimony in this proceeding addresses the

17 cost of capital.  My role is to provide the Commission

18 with an estimate of the Company's cost of equity, and to

19 assess the reasonableness of its requested capital

20 structure and cost of debt to be used for ratemaking

21 purposes.

22          As explained in my testimony, I concluded that

23 DEU's cost of equity is 10.3 percent, within a range of

24 9.6 percent to 10.75 percent.  I developed my

25 recommendation using three widely used market-based
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1 financial models.  Those include the discounted cash

2 flow, or DCF model; the capital asset pricing model, or

3 CAPM, or Bond Yield Plus Risk Premium model.  Variations

4 of these models were used by the intervenor ROE witnesses

5 in this proceeding.

6          Importantly, my recommendation considers the

7 current capital market environment of increasing capital

8 costs, inflation, and market risk.  It also considers the

9 environment the Company operates in -- the regulatory

10 environment the Company operates in, and the increase in

11 financial leverage and, therefore, risk associated with

12 its capital structure.

13          In this proceeding, the Company requests a

14 capital structure consisting of 53.21 percent of common

15 equity and 46.79 percent long-term debt, which is more

16 leveraged, or it contains more debt, than its current

17 authorized capital structure of 55 percent common equity

18 and 45 percent long-term debt.  Further, it requests a

19 cost of long-term debt of 4 percent.

20          If approved, customers will receive significant

21 cost savings of DUE's more leveraged requested capital

22 structure and lower cost of debt in this proceeding

23 relative to its current authorized capital structure and

24 cost of debt.

25          The cost savings from its more leveraged capital
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1 structure and lower cost of debt is equivalent to

2 approximately 47 basis points of equity costs.  For

3 example, the Company's current weighted average cost of

4 capital is 7.18 percent -- its current authorized

5 weighted average cost of capital is 7.18 percent.  A ROE

6 of 9.97 percent with 47 basis points above its current

7 authorized ROE of 9.5 percent would produce the same

8 weighted average cost of capital, 7.18 percent.  In other

9 words, if the Commission were to authorize an ROE between

10 the Company's current authorized ROE of 9.5 percent and

11 9.97 percent, it would reflect a lower overall rate of

12 return than the Company's current authorized rate of

13 return.

14          Moreover, the proposed weighted average cost of

15 capital in this proceeding, which includes my

16 recommendation of 10.3 percent ROE is 7.35 percent, only

17 17 basis points higher than its current authorized

18 weighted average cost of capital, which is, as I'll

19 discuss in a moment, is quite modest and reasonable,

20 considering the significant increase in capital costs

21 since the Company's last rate cases.

22          So now I'm going to turn to the handout.  In my

23 direct and rebuttal testimonies, I provided observable

24 and undisputed market evidence that indicates capital

25 costs have significantly increased since the Company's
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1 last rate case.  Specifically, this evidence includes

2 higher treasury and utility bond yields, the highest

3 inflation in the last 40 years, higher beta coefficients,

4 and higher equity market volatility.

5          So turning to the handout, the first figure is

6 from Figure 5 of my rebuttal testimony, which shows the

7 significant increase in treasury bond and utility bond

8 yield since the Company's last rate case.

9          If you look to the dark, black solid line, which

10 is the bottom line, that is the 30-year treasury bond

11 yield between February of 2020 and August of 2022.  As

12 this shows, the 30-year treasury bond yield has increased

13 147 basis points between the time at the Commission's

14 order of DEU's last rate case, issued February 25th of

15 2020 and August 31st.  The 30-year treasury bond has

16 risen from 1.8 percent to 3.27 percent.  And that is as

17 of August 31, 2022.

18          The top two lines are utility bond yields.  The

19 solid gray line is Moody's Baa-rated utility bond index.

20 And the dashed black line is Moody's A-rated utility bond

21 index.

22          The A-rated utility bond index has risen from

23 2.99 percent in February of 2020 to 4.93 percent in

24 August of 2022.  That's a 194-basis point increase.

25 Similarly, Moody's Baa-rated utility bond yields rose
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1 from 3.31 percent to 5.25 percent, also a 194-basis point

2 increase.

3          Additionally, the difference between these two

4 lines, as opposed -- between the top two lines and the

5 bottom line -- reflects the spread between utility bond

6 yields and treasury bond yields.  And the spread between

7 those lines has widened between February of 2020 and

8 August of 2022.

9          Widening credit spreads indicate that investors

10 requiring a higher premiums for utility debt over

11 government bonds to compensate them for additional risk.

12 The significant increase in treasury and utility bond

13 yields is, in part, a result of considerable monetary

14 tightening by the Federal Reserve bank to combat the

15 highest inflation the U.S. has seen in 40 years.

16          The Commission noted in its order in DEU's last

17 rate case that monetary policy tightening was a factor

18 that would support higher cost of capital.  The Federal

19 Reserve has increased the Federal Funds rate by 300 basis

20 points since March of 2022, and is unwinding an

21 unprecedented level of assets on its balance sheet that

22 it purchased to support the economy during the COVID-19

23 pandemic.

24          The second figure of this handout reproduces

25 Figure 6 of my rebuttal testimony and speaks to inflation
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1 rates.  As this figure shows, three primary measures of

2 inflation are all significantly higher than at the time

3 of the Commission's order in DEU's last rate case.

4          As I explained in my direct testimony, higher

5 inflation increases capital costs because inflation

6 erodes the purchasing power of future interest payments

7 an investor expects to receive over the duration of the

8 bond.  As a result, investors require higher yields to

9 compensate for increased risk of inflation, which means

10 utility debt costs increase, which you can see in the

11 first figure that we just discussed.

12          Because equity investors require a premium over

13 the returns they require from debt investments, their

14 return requirements for equity investments also increase.

15          The third figure of this handout reproduces

16 Figure 21 in my direct testimony and shows increase in

17 the proxy group average beta coefficients, reported by

18 Value Line and Bloomberg.  The proxy group average beta

19 coefficients were largely unchanged from my direct

20 testimony to my rebuttal testimony.

21          Beta coefficients measure the relative risk of

22 the subject company and the overall market.  Higher proxy

23 group data coefficients indicate that investors perceive

24 the proxy group's risk relative to the overall market has

25 increased.  And as risk increases, investors require a
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1 higher return to compensate them for taking on higher

2 risk.

3          Lastly, the fourth figure of this handout

4 reproduces Figure 8 of my rebuttal testimony, which

5 illustrates the level broad market volatility as measured

6 by the VIX, V-I-X.  As this figure shows, the average VIX

7 during the Company's last rate case was 15.17, which is

8 below the historical average of the VIX, which is

9 typically in a range of 19 to 20.

10          Since February of 2020, when the Commission

11 issued its order in DEU's last rate case, the VIX has

12 been 67 percent higher.  Higher equity market volatility

13 is an indication of increased market risk for which

14 investors require higher returns.

15          Individually, each of these factors indicate a

16 higher capital cost environment and support a higher

17 authorized ROE.  Combined, that evidence provides even

18 more support.

19          Despite this undisputed evidence of higher

20 capital costs since the Commission's order in DEU's last

21 rate case, the intervenor ROE witnesses in this

22 proceeding disregard this evidence and recommend the

23 Commission reduce the authorized ROE by 10 to 30 basis

24 points.  The intervenor witnesses that performed

25 independent ROE analyses in this proceeding recommend the
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1 Commission authorize ROEs ranging from 9.2 to

2 9.4 percent.

3          The fact that their recommendations are narrow

4 and are similar within a narrow range is due to their

5 reliance on similar inputs that contradict academic

6 literature and financial theory, producing unreasonably

7 low estimates that are inconsistent with this evidence of

8 rising capital costs.

9          As demonstrated in my high rebuttal testimony,

10 modest adjustments to the intervenor witnesses' analyses

11 produce more reasonable ROE estimates in the range of

12 9.8 percent to 10.2 percent, and are more consistent with

13 academic and financial theory and the market-based

14 indicators of higher capital costs.

15          The intervenor ROE witnesses in this proceeding

16 refer to average authorized ROEs for natural gas

17 utilities to support their recommendations.  As the

18 Commission has noted, while authorized ROEs are

19 informative, there are limitations to comparisons to

20 authorized ROEs in other jurisdictions because utility

21 and -- each utility and jurisdiction differs with respect

22 to the factors that affect utility risk.  Reliance on the

23 average authorized ROE over a given period obscures those

24 unique factors and the nuances on each rate case.

25          Notably annual averages are a function of the
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1 number and timing of utility rate case decisions in a

2 given percent.  A jurisdiction may have had more rate

3 case decisions influencing that average, and the number

4 of utility rate case decisions over that time may vary.

5          Lastly and most importantly, whereas the cost of

6 equity is forward looking, authorized ROEs are backward

7 looking and reflect a lag in the market conditions at the

8 time of each rate case.

9          As Mr. Coleman has acknowledged in his

10 surrebuttal testimony, the Hope and Bluefield standards

11 recognize at that a return that may be correct or right

12 at one time may become higher or lower by changes in the

13 economy.  Authorized ROEs and 2020 or 2021 or even the

14 beginning of this year reflect market conditions that are

15 markedly different than what is occurring right now.

16          While I agree authorized ROEs are relevant to

17 investors, it is important that the authorized ROE in

18 this proceeding consider it the context of the prevailing

19 market environment.

20          Turning the DEU's capital structure, I

21 demonstrated that the Company's requested capital

22 structure of 53.21 percent common equity and

23 46.79 percent long-term debt was reasonable and

24 consistent with the long-term capital that finances the

25 natural gas operations within the proxy group.
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1          Of the intervenor witnesses in this proceeding,

2 only Mr. Lawton proposes a specific capital structure

3 recommendation that differs from the Company's proposal.

4 Mr. Lawton recommends a hypothetical capital structure of

5 51 percent common equity and 49 percent long-term debt,

6 and his recommendation is dependent upon his 9.2 percent

7 ROE recommendation.

8          Importantly, Mr. Lawton has not demonstrated

9 that the Company's requested capital structure deviates

10 substantially from sound utility practice.  Barring that

11 demonstration, in my opinion, there is no basis to

12 support an imputed or hypothetical capital structure, as

13 Mr. Lawton proposes.  Less than three years ago, this

14 Commission found a 55 percent equity ratio to be

15 reasonable for the Company.  And there's no evidence to

16 support the conclusion that its proposed lower equity

17 ratio is now unreasonable.

18          As I explain in my rebuttal testimony, utility

19 capital structures vary widely due to each utilities'

20 individual unique circumstances and risk profile.  And

21 Mr. Lawton acknowledges that there is no set definitive

22 relationship in the capital structure for all firms or

23 all industries in terms of leveraging.  And the fact that

24 a utility's capital structure differs from the average

25 does not indicate that it is unreasonable or
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1 inappropriate.

2          Moreover, comparisons to utility-holding company

3 capital structures are not a relevant or appropriate

4 metric to compare DEU's capital structure.  Instead, the

5 proper comparison is to the capital that finances the

6 regulated natural gas operations of the operating

7 companies within the proxy group.  That analysis shows

8 that the Company's requested capital structure is more

9 leveraged but well within the industry standards.  If

10 anything, the increase in the Company's financial

11 leverage supports an increase in the ROE, not a decrease,

12 as Mr. Lawton and FEA witness Mr. Walters recommend.

13 This is because increasing the proportion of debt in the

14 capital structure increases the financial risk of a

15 company, and investors require higher returns to

16 compensate them for more risk.

17          In summary, it is essential that the

18 Commission's decision in this proceeding consider the

19 importance of a supportive regulatory environment and the

20 Company's need to maintain a strong financial profile as

21 it executes its capital expenditure program, particularly

22 during uncertainly market environments, as we are

23 currently facing.

24          Because DEU has an obligation to serve in all

25 market environments, it cannot time its investments or
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1 its need to access capital to occur only during favorable

2 market environments.

3          I showed in my direct testimony, the Company

4 relies more heavily on external capital than its peers

5 do; therefore, it is critical that the Commission's

6 decision in this proceeding maintain its perception of a

7 supportive regulatory environment and enable the Company

8 to access capital in favorable terms at all times.

9          As we've seen in the 2008 Great Recession, the

10 COVID-19 pandemic, and recent severe weather disruptions

11 in the U.S., uncertain and adverse events can occur

12 during stress market environments.  Only utilities with

13 sufficient financial strength will be able to withstand

14 those events and access capital at the most reasonable

15 and cost-effective terms for customers.

16          The authorized ROE and capital structure are two

17 important signals of the supportiveness of the regulatory

18 environment.  The intervenor witnesses' recommendation to

19 reduce the authorized return is at odds with increasing

20 capital market environment and would jeopardize

21 investors' perception of Utah's regulatory climate, and

22 in my opinion, fail to satisfy the Hope and Bluefield

23 standards for a fair rate of return.

24          And this concludes my opening statement.  Thank

25 you.
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1     Q.   Thank you, Ms. Nelson.

2          MR. SABIN:  Mr. Chairman, we move to admit DEU

3 Exhibits 2.0 through 2.09, and then 2.0R through 2.27R.

4          CHAIRMAN LEVAR:  Okay.  Thank you.

5          If anyone objects to that motion, please

6 indicate your objection.

7          I'm not seeing any objection in the room, so

8 motion is granted.

9          MR. SABIN:  Thank you.

10          And Ms. Nelson is now available for

11 cross-examination.

12          CHAIRMAN LEVAR:  Thank you.

13          Ms. Schmid?

14          MS. SCHMID:  May I have just one moment?

15          CHAIRMAN LEVAR:  Certainly.

16          MS. SCHMID:  Thank you.

17

18                     CROSS-EXAMINATION

19 BY MS. SCHMID:

20     Q.   Good morning, Ms. Nelson.

21     A.   Good morning.

22     Q.   A lot of the prefiled testimony dealt with

23 models, inputs, and analysis of those models.  I'm not

24 going to ask you questions about those, because the

25 prefiled testimony examined them in minute detail and
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1 presented comprehensive information for the Commission to

2 analyze.  But I do have a few questions for you.

3     A.   Okay.

4     Q.   Do you have your direct testimony in front of

5 you?

6     A.   I do.

7     Q.   I'd like you to read just a few lines into the

8 record.

9     A.   Okay.

10     Q.   Could you please turn to Line 71 of your direct

11 testimony and read the sentence that starts with, "The

12 Cost of Equity is."

13     A.   Sure.  "The Cost of Equity is an opportunity

14 cost that cannot be precisely quantified.  Therefore, it

15 must be estimated through the use of various financial

16 models."

17     Q.   Then, if you could turn to Line 72 --

18     A.   How far would like me to go?  Maybe I should

19 have asked that.

20     Q.   That's okay.  I was going to ask you to read the

21 next sentence, but you just did it, so we're good.

22          So then could you please read the sentence at

23 Lines 220 to 222 of your direct that starts with, "...

24 although quantitative models are used" through the last

25 word of that sentence, which is "exercise."
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1     A.   "... although quantitative models are used to

2 estimate the ROE, it cannot be precisely quantified

3 through a strict mathematical exercise."

4     Q.   Thank you.  With that as background, I'm going

5 to ask Mr. Coleman to distribute some cross-examination

6 exhibits.  And that will take just a minute to get those

7 out.

8          These -- the set of cross-examination exhibits

9 that is being handed out now is from Mr. Coleman's

10 surrebuttal testimony, and it's been marked as

11 Exhibit 2.07SR.  So just letting you know where it

12 comes -- but we're passing this out just as a

13 convenience.

14          Thank you, Mr. Coleman.

15     Q.   Could you please turn to page 3 of what has been

16 handed out.

17     A.   Okay.  I'm there.

18     Q.   Do you see where the paper shows that the 2020

19 mean is 9.47?

20     A.   Yes.

21     Q.   Do you agree, subject to check, that 9.47 is 83

22 basis points lower than your recommended 10.3 ROE?

23     A.   You said 83 basis points?

24     Q.   Yes.  And again, subject to check.  I did my own

25 math.
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1     A.   Sure.  Subject to check, I would agree with that

2 difference.  As discussed in my summary, it's an entirely

3 different capital market from 2020 to today.

4     Q.   And the Commission can look at your testimony.

5     A.   Sure.

6     Q.   Let's just focus on what I'm asking you, please.

7     A.   Yep.

8     Q.   If you'll turn to page 6, do you see where it

9 shows the 2020 mean is 9.56?

10     A.   2021 mean?  9.56?

11     Q.   Yes, thank you.

12     A.   Yes, I see that.

13     Q.   And do you agree, subject to check, that 9.56 is

14 74 basis points lower than your recommended 10.3 ROE?

15     A.   Yes, I'll accept that, subject to check.

16     Q.   Next, if -- I'll have -- could we please mark

17 that as DPU Cross Exhibit 1, and I will move for the

18 admission of that.

19          CHAIRMAN LEVAR:  If there's any objection to

20 that motion, please indicate your objection.

21          I'm not seeing any in the room, so the motion is

22 granted.

23    (Exhibit DPU Cross 1 was entered into the record.)

24     Q.   (BY MS. SCHMID:)  Mr. Coleman is passing out

25 another cross-examination exhibit, and this one is from
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1 his direct testimony, and it's DPU 2.7.  And this is

2 information published by S&P Global Market Intelligence

3 Rate Case History (Past Rate Cases) for year-to-date

4 2022.

5          Do you see where this shows that the 2022

6 year-to-date mean is 9.42?

7     A.   I see that.

8     Q.   You have to sort of fold the sheets over.  I'm

9 sorry.

10     A.   Yeah.  I -- actually, I'm going to separate

11 those.

12     Q.   That's what I did to my own copy.  I'm sorry.  I

13 should have done it for yours.

14     A.   So I see that reported number, 9.42 percent.  I

15 will say that I did look at S&P's data more recently, and

16 there have been two more cases that have issued an

17 authorized ROE, and those were at 9.6 percent for both.

18 So that would push up the mean slightly for the year.

19     Q.   Okay.  Can you point me to where those are in

20 your testimony, your references to those two additional

21 cases?

22     A.   So they're not in my testimony.

23     Q.   They're not in your testimony.

24     A.   I happened to look at it online.

25     Q.   But it's not in your prefiled testimony?
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1     A.   It's not in my prefiled testimony, correct.

2     Q.   Okay.  We'll just note that.

3          Do you agree that 9.42 is 88 basis points lower

4 than your recommended 10.3 -- again, subject to check?

5     A.   Subject to check, I'll accept the math.

6     Q.   Thank you.  And finally, Mr. Coleman will pass

7 out one more.

8          And if we could mark the second cross exhibit

9 that was handed out as DPU Cross Exhibit 2, I'd like the

10 move for the admission of that.

11          CHAIRMAN LEVAR:  If anyone objects to that

12 motion, please indicate your objection.  I'm not seeing

13 any in the room, so the motion is granted.

14    (Exhibit DPU Cross 2 was entered into the record.)

15     Q.   (BY MS. SCHMID:)  And finally, just to wrap

16 things up, you've been handed what I would ask you to

17 mark as DPU Cross Exhibit 3.

18          Would you agree that when we look at this

19 information, the DPU -- sorry, the DEU requested return

20 on equity is much higher -- and I realize that could be a

21 subjective quantification -- than the other returns of

22 equity shown on this page?

23     A.   So what I'm looking at on this page -- I'll make

24 a couple of observations.

25          First, I do agree that 10.3 percent is higher
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1 than what's shown.  I'll note that the DPU's

2 recommendation is below 10 of the 16 or so --

3     Q.   And I'll stop you right there, because I believe

4 that your counsel can cross Mr. Coleman on this exhibit,

5 as it's part of his testimony.

6     A.   So do you not want my answer?  I'd like to give

7 a full, complete answer for the Commission, if that's

8 possible.

9          CHAIRMAN LEVAR:  I think where the witness is

10 going is within the scope of the question.

11          MS. SCHMID:  Okay.  Thank you.

12          THE WITNESS:  So I would say that, again, the

13 DPU's recommendation is below 10 of the 16 or so cases

14 that have been issued so far.  So I think it shows that

15 his recommendation is somewhat below what has been

16 issued.

17          And again, turning back to my summary, you know,

18 authorized ROEs must be considered in a context of the

19 market environment.  And we think about these rate case,

20 many of them were filed at the beginning of the year or

21 prior to, or even last year prior to the Federal Reserve

22 drastically increasing interest rates, prior to them

23 unwinding the balance sheet, prior to the heightened

24 inflation that we've seen.  And so I think that they are

25 backward looking.  They're interesting information, so I
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1 will say that.  They're information.  They are a data

2 point, and I agree, and I used that information.

3     Q.   (BY MS. SCHMID:)  And I'll just --

4     A.   They are backward looking.  And so when we're

5 looking at the cost of equity, it's forward looking.  So

6 we need to be considering that.  Looking forward, what is

7 the market telling us?

8          And there's a lag.  So it's possible that we

9 might be at a little bit of an inflection point in the

10 authorized ROEs.  And because of that lag between the

11 time of market environment and the data that's presented

12 during rate cases and Commission's decisions, I would

13 expect to see the average come up as interest rates come

14 up.

15     Q.   But nonetheless, this does show 2022 return on

16 equity points?

17     A.   They are data points.

18     Q.   And it is from this year, correct?

19     A.   That's what it says, it's from this year, yeah.

20     Q.   Thank you.

21          MS. SCHMID:  I'd to move for the admission of

22 DPU Cross-Examination Exhibit No. 3.

23          CHAIRMAN LEVAR:  If anyone objects to that,

24 please indicate your objection.  I'm not seeing any, so

25 the motion is granted.  Thank you.
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1    (Exhibit DPU Cross 3 was entered into the record.)

2          MS. SCHMID:  Those are all my questions.  Thank

3 you.

4          CHAIRMAN LEVAR:  Thank you, Ms. Schmid.

5          I'll go to Mr. Moore next.

6

7                     CROSS-EXAMINATION

8 BY MR. MOORE:

9     Q.   Good morning, Ms. Nelson.

10     A.   Good morning.

11     Q.   To recap:  You recommend an ROE of 10.3 percent,

12 and a capital structure of 53.21 percent equity and

13 46.79 percent debt; is that correct?

14     A.   That is my recommendation.

15     Q.   May I direct your attention to pages 4 and 5 of

16 your direct testimony, Lines 63 to 68 and ask you to read

17 those lines to yourself.

18     A.   I'm sorry, can you repeat the lines again.

19     Q.   Yes, 63 to 68.

20     A.   "In addition to the analytical results" --

21     Q.   You can just read those to yourself.  I was

22 going to summarize them, but I wanted you to look at them

23 first.

24     A.   Okay.

25     Q.   Your testimony you just read provides that, in
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1 addition to the analytical models described in your

2 testimony, you considered, one, the Company's capital

3 investment requirements; two, the regulatory environment;

4 three, the increase in financial leverage associated with

5 requested capital structure; four, current economic and

6 capital market conditions; and five, recent ROEs from

7 similar gas utilities in the United States.

8          Does that summarize your testimony?

9     A.   That sounds accurate, yes.

10     Q.   Looking first at the authorized ROEs, on page 12

11 of your rebuttal testimony, in rebutting Mr. Coleman's

12 testimony, you acknowledge that the authorized ROEs for

13 gas utilities from January to June -- June 2022, is

14 9.33 percent; isn't that correct?

15     A.   That was what Mr. Coleman reported in his

16 testimony, correct.

17     Q.   And in your rebuttal testimony, you stated

18 Mr. Coleman should not rely on this number because of the

19 small sample size of the nine gas utility cases, and

20 because three of those cases came from one jurisdiction,

21 New York; isn't that true?

22     A.   Those were reasons, examples of reasons why

23 relying on an average might not be appropriate.

24     Q.   However, you often note that since Mr. Coleman's

25 testimony in June and August of 2022, there have been
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1 seven additional ROE decisions; isn't that correct?

2     A.   As of August 31, 2022, there were seven more.

3     Q.   All right.  Thank you.  Now, may I point you to

4 Mr. Lawton's surrebuttal testimony on page 20, Lines 428

5 to 432.

6     A.   I'm sorry, surrebuttal?

7     Q.   Surrebuttal testimony, page 20.

8     A.   Page 20.  Okay.  Page 20 I'm there.

9     Q.   Lines 228 to 432, where he provides a chart

10 listing ROEs and equity ratios for all 16 cases that

11 you've referenced in the -- that you reference.  And this

12 chart is from January through August 2022.

13          The average industrial authorized ROE is 9.4;

14 and the equity ratio, excluding jurisdictions that

15 include noninvestor funds in their capital structure, is

16 50 percent; is that correct?

17     A.   I see those numbers in the chart.  I would note

18 that Indiana is in a jurisdiction that authorizes

19 ratemaking capital structures with noninvestor-supplied

20 capital.  And there is one rate case from Indiana in this

21 chart.  That would slightly push up the average.

22          But again, I think the Company's request is

23 within this range.  Atmos Energy was authorized an equity

24 ratio of 54.5 percent.  And Atmos Energy is a proxy

25 company that myself and Mr. Lawton rely on.
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1     Q.   Thank you.  The fact that we now have 16 cases

2 resolves your concerns of the small sample size relied on

3 by Mr. Coleman; isn't that true?

4     A.   No, I wouldn't say that's true.  I think it's

5 still a small sample size.  I think -- and it could have

6 been even one of Mr. Coleman's surrebuttal exhibits, but

7 I think RRA/S&P is expecting there to be more than 100

8 outstanding rate cases that are set to be decided in the

9 fourth quarter of this year.  So I think 16 rate cases is

10 probably a small sample size.

11     Q.   As I stated before, on page 12 of Lines 185 to

12 186 of your rebuttal testimony.

13     A.   Page 12?

14     Q.   Can I go back for a second?

15     A.   Sure.

16     Q.   I'm sorry.  Didn't the RRA article state that

17 that was an extraordinary amount of rate cases?

18     A.   Sixteen is an extraordinary amount?

19     Q.   No, the rate cases that are pending.

20     A.   It may -- I honestly don't have that exhibit in

21 front of me.  I don't know if --

22     Q.   I have a copy of that exhibit that I was going

23 to use in cross.  Maybe I should hand it out now.

24          Would you look to page 4 of this exhibit.

25     A.   Okay.
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1     Q.   And read into the record the second paragraph,

2 which I believe is just one sentence.

3     A.   The second paragraph on the page, starting with,

4 "amid ongoing COVID challenges"?

5     Q.   Yes, please.

6     A.   "Amid ongoing COVID challenges, 2021 was a

7 record year in terms of rate-case activity, which neared

8 all-time highs with over 150 decisions issued by state

9 public utility commissions -- the highest level since the

10 early 1980s."

11     Q.   Thank you.  Now, as I stated before, on page 12,

12 Line 185 to 186 of your rebuttal testimony, you also

13 criticize Mr. Coleman's reliance on the 9.33 figure

14 because three of his nine cases are from New York, and

15 you stated, "... a jurisdiction that routinely authorizes

16 ROEs and equity ratios well before the [sic] national

17 average [sic] based on a formula unique to the New York

18 jurisdiction."

19          Did I read your testimony correctly?

20     A.   I think that's an accurate characterization.

21     Q.   Returning to OCS Cross Exhibit 1, the RRA

22 Regulatory Focus article.  Could you please turn to

23 page 6 of that exhibit under the heading, "Major Energy

24 Rate Case Decisions" and read the first paragraph into

25 the record.
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1     A.   "The full-year averages in recent years are at

2 the lowest levels ever witnessed in the industry.  The

3 electric ROE average in 2021 was weighed down by three

4 ROE determinations in Illinois and Vermont that were

5 calculated using [sic] a formulaic approach tied to U.S.

6 Treasury bond yields.  Excluding these three ROE

7 determinations, the average return authorized for

8 electrics in 2021 was 9.47 percent."

9     Q.   Isn't it true that although the RRA Regulatory

10 Focus article noted that the formulaic approach in

11 Illinois and Vermont and provided ROEs with these

12 jurisdictions -- without these jurisdictions, the article

13 makes no mention any support -- formulaic approach in New

14 York?

15     A.   It doesn't discuss New York, I'll agree with

16 that.  I think the unique approach in New York I'm

17 discussing is somewhat different than what they do in

18 Illinois and Vermont for the electric utilities.

19          So in New York -- and this really speaks to why

20 you really need to understand the nuances of each

21 individual observation when you're looking at an average.

22 In New York, the utilities there operate under three-year

23 multiyear rate plans that typically include an annual

24 increase in the revenue requirements for each year.  It

25 may include different capital structure and cost of debt
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1 in each year of those three-year plans.  Sometimes it

2 does; sometimes it doesn't.  So I don't want to make a

3 blanket estimate that it does increase -- they increase

4 or change the capital structure.  But they often update

5 the cost of debt.  And then they also -- the Commission

6 there typically uses a formulaic approach in the weights

7 given to the models.

8          So whereas, in Illinois and Vermont, the

9 electric side, their ROEs are a formula that is tied to

10 the U.S. Treasury bond yields.  So they're somewhat

11 different.

12          But you're right that this article does not

13 speak to the New York jurisdiction.  But it's important

14 to really understand those nuances.  I don't think

15 this -- this report gives a nice summary, but it really

16 doesn't speak to all of the individual differences in

17 each jurisdiction that are considered in each rate case

18 when discussing averages.

19     Q.   But whatever specific approach is applied to New

20 York, the RRA Regulatory Focus did not think that the

21 approach was significantly impactful enough to note in

22 the article or exclude it from the ROE average

23 calculation; isn't that true?

24     A.   No, it doesn't exclude it from the calculation.

25 And I'm not necessarily suggesting that.  What I'm saying
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1 is when you look to an average, you need to understand

2 all of the individual nuances.  An average obscures those

3 nuances, obscures those differences.  Where, if you're

4 just going to look to the authorized ROE in New York --

5 which, as I did note in my rebuttal testimony, even New

6 York, who is routinely perceived as --

7     Q.   Mrs. Nelson, I'm going to stop you there.  I

8 don't mean to interrupt you.  I'm just going to get to

9 that question in a bit, so you'll have your time to

10 address that issue.

11     A.   Okay.  Well, my response is that, you know, when

12 you're looking to an average, which obscures the

13 individual nuances of each rate case, it's helpful to

14 understand what the data points are underlying that

15 average.

16     Q.   Isn't it true that you also criticized the New

17 York cases simply because these cases came from the same

18 jurisdiction?

19     A.   Well, my point there is that if we're going to

20 talk about the nine cases that are covered in this report

21 between January and June of 2022 -- as I mentioned, there

22 are nine cases from, probably -- let's see.  Let's look

23 at the different jurisdictions that are authorized in

24 Mr. Coleman's exhibit that he handed out here.  So

25 between January and June, looking to Mr. Coleman's DPU
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1 Exhibit 2.07 page 6 of 7, we have --

2     Q.   I'm going to stop you there.  I think that's

3 outside of the scope.  We're discussing New York.

4     A.   Well, I'm trying to answer your question to New

5 York, because this lists the three New York cases that

6 you're asking about.

7          CHAIRMAN LEVAR:  This is a close one, but I

8 think your question about New York warrants letting the

9 expert witness go into the other exhibits that were about

10 New York.

11          I do intend to offer the same kind of latitude

12 to all parties' experts in cross-examination as a general

13 rule, of course, so --

14          THE WITNESS:  So I'll just say, my point is for

15 the nine cases in 2021, which the report, the RRA report

16 that you handed out covers, there are decisions from

17 Kentucky, North Carolina, Nevada, and New York.  That's

18 four jurisdictions.  So we have seven -- or excuse me,

19 nine cases from four jurisdictions.  And you want to rely

20 on the average from that very small sample size from a

21 very small number of jurisdictions and claim that it is

22 comparable to DEU or to the Utah regulation.

23          And my opinion is that it is not comparable,

24 that it's not reasonable to rely on such a small data

25 point from only four jurisdictions.
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1     Q.   (BY MR. MOORE:)  However, you note on page 13

2 of your rebuttal testimony, and it's demonstrated by

3 Mr. Lawton's table, these cases reached different

4 results, indicating the cases were decided and

5 individual (inaudible) --

6              (Court reporter interruption.)

7     Q.   (BY MR. MOORE:)  Indicating that these cases

8 were deciding on individual circumstances and should be

9 considered in the average ROEs; do you dispute this?

10     A.   I'm sorry, I'm not sure I understand your

11 question.  Could you repeat it one more time?

12     Q.   Yes, let me see if I can read it slower.

13          You noted on page 13 of your rebuttal testimony,

14 and it's demonstrated in Mr. Lawton's table, these cases

15 reached different results, indicating that these cases

16 were decided on individual circumstances, and therefore

17 should be considered in the average authorized ROEs; do

18 you dispute this?

19     A.   Well, so my point is that I'm not sure the

20 average is a relevant point of comparison.

21          I do agree that looking to the individual data

22 points, it's interesting information.  It's a data point.

23 Each of them provides a data point, and it's information.

24 It's publicly available information.  Investors do rely

25 on it.  And the range is somewhat wide.  So I think the
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1 highest ROE thus far in 2022 is 9.9 percent.  That's

2 within my recommended range.

3          So my opinion is I think the average is not the

4 relevant metric to be looking at.  It's -- particularly

5 in this market environment.

6     Q.   Mrs. -- Ms. Nelson, may I return to the five

7 factors you relied on in making your ROE determination

8 examine the factor of regulatory climate.

9     A.   Regulatory climate, sure.

10     Q.   On page 44, Lines 754 to 755, I believe of your

11 direct testimony --

12     A.   Page 44, yeah.  Okay, I'm there.

13     Q.   You state, "The regulatory environment is one of

14 the most important factors investors consider when

15 assessing a utility's risk, as it is a significant driver

16 of earnings and cash flow."  Did I read that correctly?

17     A.   Yes.

18     Q.   On that same page, Line 758 to 760, you

19 testified that, "Moody's considers a utility's regulatory

20 environment to be so important that 50 percent of the

21 factors that weigh in its ratings determinations are

22 related to the nature of regulations"; isn't this

23 correct?

24     A.   Yes.

25     Q.   Now, on page 47 of your direct testimony Lines
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1 827 to 829, you testified, "... I conclude that DEU's

2 regulatory risk is comparable to its peers.  Therefore,"

3 the regulatory risk to its -- "relative to its proxy

4 group is not reduced as a result of its rate structure."

5 I'm sorry I fumbled over that.

6     A.   I'm with you.

7     Q.   Now, if I understand your testimony, you state

8 that the impact of this very important factor is neutral

9 on DEU's regulatory risk, and therefore, it is not argued

10 that DEU is less or more risky than the proxy group;

11 isn't that correct?

12     A.   Right.  When we talk about risk, it's on a

13 relative basis.  And if we're looking to the Company's

14 rate structures and its cost-recovery mechanisms, the

15 Company's risk is comparable to its peers.

16     Q.   You reach this conclusion based on the

17 similarity of regulatory mechanisms available to both DEU

18 and the proxy group; isn't that true?

19     A.   That's right.

20     Q.   May I direct your attention to the -- to the --

21 oh.  On page 47 of your direct testimony, you list the

22 regulatory mechanisms shared by DEU and the proxy group;

23 isn't that true?

24     A.   Yes.

25     Q.   May I direct your attention to the third factor
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1 on page 47, full or partial decoupling.

2          DEU meets this factor as well as 88 percent of

3 the proxy group, correct?

4     A.   Correct.

5     Q.   DEU has full decouplings through a CET tariff;

6 isn't that correct?

7     A.   That's my understanding.

8     Q.   Is it your understanding that full decoupling

9 has a greater beneficial effect on the utility's cash

10 flow than partial decoupling?

11     A.   Not necessarily on its own in a vacuum.  So when

12 we look at these rate structures, we have to look at the

13 totality of them and the costs that are recovered and the

14 extent to which the utility has an opportunity to earn

15 its authorized return.

16          So the objective of all of these different types

17 of mechanisms that have been implemented by utilities is

18 to improve the timeliness of cost recovery.  That's the

19 overall objective.  The way they get implemented in each

20 individual utility is going to differ.  The mechanics of

21 them are going to differ.  It's going to depend on each

22 utility's unique circumstances, their needs, and the

23 regulatory lag within each jurisdiction.

24          So I think, overall, the objective is to improve

25 the timeliness of cost recovery.  So I don't think you
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1 could say that the details, per se, make one more or less

2 risky.  You have to look at them combined, and that's

3 what I did.

4          So I looked at all the different rate structures

5 and determined that DEU is comparable to its peers.  It

6 has a similar opportunity to have timely recovery of its

7 costs and the stabilization of its revenues.

8     Q.   Do you know how this CET tariff functions in

9 Utah?

10     A.   I'm not averse -- well-versed on the particulars

11 of -- and the details of how it operates.  I do

12 understand it's a full decoupling mechanism.

13     Q.   Is your testimony that, under some

14 circumstances, partial decoupling will have a more

15 beneficial effect on cash flow than full decoupling?

16     A.   No.  No, that's not my testimony.  No.

17     Q.   Could you look at exhibit -- at your Exhibit

18 2.07 and to your direct testimony?

19     A.   Yes.  Okay.

20     Q.   Isn't it true -- are you there?

21     A.   Yes.  Yes, sorry go ahead.

22     Q.   Isn't it true that only 2 of the 24 of the proxy

23 group operating companies have full decoupling?

24     A.   Yes, only two have full decoupling.  But I will

25 say that eight have formula-based rates or annual rate
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1 review mechanisms, which allow the utility to file an

2 annual rate filing in which the earnings will be

3 adjusted.  Rates are adjusted if earnings are outside of

4 that band, a predetermined band around the authorized

5 ROE.  So rates could be adjusted.

6          So that is another form of stabilizing a

7 utility's revenue, which speaks to my earlier point

8 around, you have to look at the totality of mechanisms

9 that are available.

10     Q.   Turning back to page 47 of your direct

11 testimony.

12     A.   My directed.

13     Q.   I believe so.

14     A.   Okay.  I'm there.

15     Q.   Other factors that DEU employs is the cost

16 recovery for energy efficient programs, and partial/full

17 test years are only shared by proxy companies in a

18 percentage of 63 and 54 percent, respectively; isn't that

19 true?

20     A.   That's the calculation that I made, yes.

21 Sixty-three percent of the operating companies within the

22 proxy group have a cost-recovery mechanism to recover

23 costs associated with energy efficiency or conservation

24 programs similar to DEU, and 54 percent have a partially-

25 or fully-forecast test year.
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1     Q.   Ms. Nelson, may I direct your attention to

2 page 29 to 31 of Mr. Lawton's direct testimony.

3     A.   Twenty-nine.  Okay.

4 In this testimony, he reviews three rating agency

5 opinions on DEU's regulatory risk.  On Line 522 to 524,

6 he testifies that, "In a March 2022 Fitch Ratings, Inc.,

7 Credit Outlook Report for" -- and I'm going to do an

8 ellipsis here, "Fitch describes how DEU (Questar) has a

9 low risk profile and enjoys significant customer growth.

10 On the issue of a 'Supportive Regulatory Environment,'

11 Fitch states: 'Utah implemented numerous rider

12 mechanisms, including weather normalization, revenue

13 decoupling, infrastructure replacement and purchased

14 gas adjustment that serve to reduce regulatory lag and

15 stabilize credit (inaudible)'"  --

16              (Court reporter interruption.)

17     Q.   (BY MR. MOORE:)  How about I start with, "Utah

18 implements numerous rider mechanisms, including weather

19 normalization, revenue decoupling, infrastructure

20 replacement and purchased gas adjustment that serves to

21 reduce regulatory lag and stabilized credit metrics."

22          You did not dispute this contention in your

23 rebuttal testimony, did you?

24     A.   No, that's the same -- that's what my Figure --

25 or my Exhibit 2.07 shows.
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1          And again, when we're talking about risk, it's

2 relative.  So this -- Fitch doesn't talk about relative

3 to the other -- its peers.

4          So I agree with Fitch's characterization of

5 Utah's supportive regulatory environment.  The credit

6 rating agencies expect that to continue, and it's

7 important that that continue.  But this doesn't speak

8 again, to the relative comparison to those mechanisms

9 available to DEU's peers.

10     Q.   No, but it takes, rather, an industry look;

11 isn't that correct?

12     A.   Well, it speaks to Utah's regulatory

13 environment.

14     Q.   As compared to the industry?

15     A.   I don't see where it speaks to its assessment of

16 the comparison to the industry in the piece that you just

17 read.

18     Q.   All right.

19     A.   So maybe it's somewhere else.

20     Q.   On Lines 530 to 532 in Mr. Lawton's direct

21 testimony, he states that, S&P Global Ratings report on

22 Questar Gas Co. risk assessment, and states Questar is a

23 low-risk regulated natural gas distribution business of

24 above-average size and effectively manages regulatory

25 risk.
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1          You do not dispute this contention, do you?

2     A.   I see that quoted in Mr. Lawton's direct

3 testimony.  Again, when we're speaking of risk, it's on a

4 relative basis.  And so when you say low risk, relative

5 to what?  And the credit rating agencies, they assess

6 utilities using their corporate methodology.  So

7 typically when they're talking about low risk, they're

8 talking about relative to other corporate sectors.  This

9 doesn't speak to relative to the proxy group or other

10 industry gas companies.

11     Q.   Moving on, Lines 539 to 540, Mr. Lawton

12 testified that Moody's investor service views the

13 company's credit profile supported by its, again, open

14 quotes, "low-risk gas distribution operations and

15 supportive regulations."

16          You did not dispute this testimony either, did

17 you?

18     A.   No.  And I would repeat my prior comment.

19     Q.   Thank you.  These reports from the three

20 agencies establish that DEU, in relation to the natural

21 gas industry, is a low-utility industry with supportive

22 regulatory environment; isn't that true?

23     A.   It's low risk relative to other corporate

24 sectors, other corporate businesses.  And Utah does have

25 a supportive regulatory requirement.  And the credit
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1 rating agencies' ratings are dependent upon that, and

2 they expect that to continue.

3     Q.   Mrs. Nelson -- I'm sorry, Ms. Nelson, I

4 apologize, returning again to the five factors you

5 considered in making your ROE determination.  It is

6 correct that, given your testimony, that DEU's regulatory

7 risk is comparable to its peers, and the three credit

8 agencies' statements that DEU is the lowest utility that

9 enjoys a supportive regulatory environment, the

10 substantial difference between the ROE of 10.3 percent

11 and the national authorized ROE in 2020 of 9.4 percent,

12 which we got from Mr. Lawton's table, cannot be explained

13 by the regulatory environment in Utah; isn't that

14 correct?

15     A.   No, I agree that the regulatory risk was

16 comparable.  The basis for my recommendation is, first,

17 my model results support a 10.3 percent ROE.  And second,

18 they market current market environment.

19     Q.   Let's turn to another factor of your five

20 factors you list as impacting your decision of the ROE on

21 DEU, the company's capital investment requirements.

22     A.   Okay.

23     Q.   On page 43, Lines 746 and 747 of your direct

24 testimony, you stated that, "The Company is planning

25 approximately 1.53 billion in capital expenditures, which
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1 is approximately 59 percent of its net utility plant."

2          Did I read that correctly?

3     A.   I'm sorry, can you repeat what page you're on?

4     Q.   Yes, that's page 43, Line --

5     A.   Of my direct testimony?

6     Q.   Of your direct testimony, unless I got that

7 wrong.  Lines 746 to 747.

8     A.   No.  I'm not seeing a discussion on that.  Let

9 me -- oh, maybe, you know what?  I'm on my rebuttal

10 testimony.  I'm so sorry.  Going back to my direct.

11 Okay.  So I'm with you now.

12          1.53 billion in capital expenditures, yes.

13     Q.   Moving back to Mr. Lawton's testimony, his

14 direct testimony, on page 35 to 36 -- I'm sorry, 35, yes,

15 35 to 36, he states that major portions of this proposed

16 1.53 billion is initially paid or recovered through the

17 infrastructure tracking mechanism and depreciation

18 recovery.  Do you remember this testimony?

19     A.   I'm there, yes.  I see his testimony.

20     Q.   In fact, 26 percent, or 405 million of the

21 expected system investments will be recovered through the

22 infrastructure tracker and depreciation.  A non-cash

23 expense provides capital recovery of expected system

24 investment of about 35 percent, or about 538.9 million

25 over the five years, 2022 to 2026 investment period.
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1          You did not dispute these numbers in your

2 rebuttal testimony, did you?

3     A.   I didn't.  And as I mentioned, the importance of

4 timely cost recovery is important.  And all utilities

5 have mechanisms, such as DEU's CET to recover capital

6 costs.  So on a comparative basis, DEU's ability to

7 recover its capital costs is similar to its peers.

8     Q.   All right.  Turning back to the five factors you

9 relied on in determining your recommendation, the Company

10 has failed to demonstrate that DEU's capital investment

11 requirements makes DEU more risky than the proxy group;

12 isn't that true?

13     A.   No, that's not really what I was saying in my

14 testimony.  What I'm pointing out is the Company has a

15 substantial capital investment plan, and it's

16 important -- and we discussed, the regulatory environment

17 is very important, and the ability of the Company to

18 recover those costs is important to investors.

19          And so to the extent to which the Company's

20 mechanisms improve that timely cost recovery and provide

21 a greater opportunity to recover its costs than it would

22 without those mechanisms, it's important to the credit

23 rating agencies, it's important to investors, and it's

24 important that the Commission continue those mechanisms.

25          As I mentioned, all of the utilities in the
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1 proxy group have similar mechanisms.  And so if that

2 regulatory support were no longer available to the

3 Company, the Company would certainly be more risky.  But

4 when I'm talking about the capital investment

5 requirement, I'm discussing it in context with the

6 regulatory environment and how important it is that that

7 supportive environment be maintained.

8     Q.   You didn't dispute Mr. Lawton's conclusion on

9 Lines 650 to 654, where he testified, "This leaves

10 about" -- referring to the tracker and the depreciation

11 expense -- "This leaves about $117.1 million per year

12 investment requirements that exceed the tracker in

13 depreciation.  An investment requirement of $117 million

14 per year given an asset base of $2,563,697,020 represents

15 about 4.6 percent per year and is no a larger risky

16 investment requirement."

17          You did not dispute this in your rebuttal

18 testimony, did you?

19     A.   I don't dispute the numbers.  But again, I will

20 say that, compared to the proxy group, the proxy

21 companies have similar mechanisms to recover capital

22 costs outside of base rates.

23     Q.   Therefore, is it fair to say that the factor of

24 DEU's capital investment requirements does not explain

25 the significant difference between your requested ROE of
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1 10.3 percent and the national average ROEs for 2022 of

2 9.4 percent, provided by Mr. Lawton's table; isn't that

3 correct?

4     A.   On its own, it's not a significant risk factor

5 that is within -- for my recommendation.  Again, I take

6 all of those five factors in combination.

7     Q.   Now, let's turn to another factor you relied on

8 in making your recommendation, the increase in financial

9 leverage associated with the requested capital structure.

10 Let's look to DEU's financial condition.  And I'm going

11 to ask you to turn to page 16 of your direct testimony --

12     A.   Okay.

13     Q.   -- Lines 298 to 300.

14     A.   Yes, I'm there.

15     Q.   Where you testify, "The screening criterion" --

16 this is screening criterion for your proxy group --

17 "requiring an investment grade credit rating ensures that

18 the proxy companies, like DEU, are in sound financial

19 condition."

20          Did I read that correctly?

21     A.   You did.

22     Q.   You testified that DEU is in sound financial

23 condition?

24     A.   I did.

25     Q.   Now, may I direct your attention to the chart on
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1 the top of page 15 of your direct testimony.

2     A.   Okay.

3     Q.   This chart provides that DEU's credit rating is

4 as follows:  S&P, BBB plus; Moody's, A3; Fitch, A minus;

5 isn't that correct?

6     A.   It is.

7     Q.   Now I'd like to direct your attention to your

8 rebuttal testimony on page 78, Footnote 107.

9     A.   Seventy-eight, did you say?

10     Q.   I said 78, Footnote 107.

11     A.   Okay.

12     Q.   You cite Mr. Walters regarding his testimony

13 establishing that DEU's standalone credit profile from

14 S&P is an A minus; isn't that correct?

15     A.   Yes, that's from Mr. Walters' testimony.

16     Q.   In Mr. Walters' direct testimony on page 23, he

17 testified that due to S&P's group ratings methodology,

18 S&P ranked DEU the same as DEU's parent company, DEI's,

19 credit rating, but argued that the appropriate credit

20 rating is a standalone credit rating, which again, is an

21 A minus; did he make that argument?

22     A.   What page are you on again?

23     Q.   Twenty-three.

24     A.   So yes, I see Mr. Walters' testimony speaking to

25 that.
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1          And that's fairly common for S&P to rate the

2 affiliates similarly with the parent.  Moody's tends to

3 take a different approach and rates the subsidiaries

4 different than the parent.

5     Q.   You did not dispute Mr. Walters' contention in

6 your rebuttal testimony, did you?

7     A.   I didn't.

8     Q.   Now, may I direct you to your direct testimony

9 on page 15.

10     A.   Okay.

11     Q.   Lines 276 to 280.

12     A.   Okay.

13     Q.   I'm going to paraphrase your testimony.

14          You testified as part of your screening criteria

15 for your proxy group that, "All companies in my proxy

16 group (or their primary regulated natural gas

17 subsidiaries) have investment grade ... senior unsecured

18 bond and/or corporate credit ratings from S&P and

19 Moody's"; i.e., B minus or higher from S&P and Fitch

20 ratings, and Baaa or higher from Moody's Investment

21 Service.

22          Is that a fair characterization of your

23 testimony?

24     A.   Yes.  Triple B minus or higher from S&P and

25 Fitch, or Baaa3 or higher from Moody's.  That's usually
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1 the -- that's the threshold of what's considered

2 investment grade.

3     Q.   Isn't it true that according to the -- I'm

4 sorry.  Isn't it true that some members of the proxy

5 group, while having investment-grade ratings have ratings

6 below DEU's at the lower end of the investment-grade

7 ratings?

8     A.   So I looked at this last night, in my proxy

9 group.  I reviewed my proxy group's screening criteria

10 again last night.  And DEU's rating is in the middle.

11 It's -- at least looking at their Moody's rating.  We'll

12 focus on that, since that speaks to the subsidiary level

13 as opposed to S&P, which gives more weighting to the

14 parent rating.

15          For Moody's, if we look at its A3 rating, it's

16 in the middle.  It's the median.  So there are some

17 companies that are rated higher and some that are rated

18 lower.

19     Q.   Now, may I direct your attention to page 17 of

20 your rebuttal testimony, Lines 271 -- I'm sorry.

21     A.   Okay.  Page 17.  I'm there.

22     Q.   Lines 271 to 272.

23     A.   Okay.

24     Q.   Where you testify that 50 percent of natural gas

25 utility industry credit ratings have fallen to a BB minus
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1 credit rating; isn't that true?

2     A.   No.  No.  Sorry, that's not the right

3 characterization.  Let me step back a little bit.

4          So this piece of my testimony is speaking to

5 Mr. Walters' table CCW3.  And what I am explaining here

6 is that the percentage of A-rated utilities fell from

7 67 percent to 51 percent.  And the percentage of triple

8 B-rated natural gas utilities increased from 33 percent

9 to 50 percent.  So it should not read -- it should not be

10 read as triple B minus rated.  It means utilities rated

11 in a triple B rating category.  Apologies for that

12 confusion there.

13     Q.   Is it true that DEU's credit rating of BB plus

14 or a standalone credit rating of A minus from S&P, A3

15 credit rating for Moody, and A minus credit rating from

16 Fitch, places DEU in the top half of the industry credit

17 rating?

18     A.   Let me just turn to Mr. Walters' CCW3, just so I

19 can refresh my memory of how that was.  So it's on page 8

20 of his direct testimony, Table CCW3.

21          And if you look at -- and this speaks only to

22 S&P ratings, which the company is rated as triple B plus.

23          So in 2022, it was roughly in the 50 percentile.

24 Twenty-five percent of natural gas utilities were rated

25 triple B plus, 25 percent were rated triple B minus, and
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1 the remaining 50 percent or so were rated higher than

2 DEU.

3     Q.   But DEU's standalone credit -- standalone credit

4 rating is A minus, and they have an A3 credit rating from

5 Moody's, and an A minus credit rating from Fitch; isn't

6 that true?

7     A.   They do have an A3 rating from Moody's and an A

8 minus rating from Fitch.  I'm aware of their standalone

9 risk profile -- excuse me, standalone credit profile of A

10 minus from S&P.  But their rating is triple B plus.

11     Q.   Now, Mrs. Nelson -- Ms. Nelson, given your

12 testimony that DEU is on strong financial footing, and

13 the fact that DEU's credit ratings are comparable with

14 the proxy group in the industry as a whole, there's

15 nothing concerning DEU's financial condition that would

16 explain the substantial difference between your

17 recommendation of 10.3 and the national authorized ROE in

18 2022 of 9.4; isn't that correct?

19     A.   Well, again, we look to the market conditions.

20 And again, I testified earlier I'm not sure that an

21 average, based on 16 or 18 outcomes in 2022 is the right

22 metric.  But I agree with you that 10.3 is above that

23 value.

24     Q.   Okay.  Now we're going to turn to capital

25 structure.
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1          CHAIRMAN LEVAR:  Mr. Moore, I think that might

2 be a good point for us to take a hearing break to give

3 everyone a little rest.  So we'll break for 15 minutes.

4 We'll return to you.

5          And just to let everyone know, I think after

6 Mr. Moore concludes, we'll go to Major Buchanan next and

7 then Mr. Russell, if there's no objection to that order.

8 Okay.

9          MS. SCHMID:  Pardon me.

10          CHAIRMAN LEVAR:  Yes.

11          MS. SCHMID:  If I might, it was brought to my

12 attention that I forgot to introduce one

13 cross-examination exhibit that had been provided to the

14 parties earlier.  If I may have the Commission's

15 indulgence to introduce that at the end of Mr. Moore's

16 cross-examination and just ask a very few questions about

17 that before we move to the next party.

18          CHAIRMAN LEVAR:  Okay.  When we get to that

19 point, I'll see if anyone objects to that.

20          MS. SCHMID:  Thank you.  I believe that DEU does

21 not, but, of course, we'll follow your lead.  Thank you.

22          CHAIRMAN LEVAR:  Okay.  Thank you.

23          We'll return at 10:45 by that clock.

24     (A break was taken from 10:30 a.m. to 10:48 a.m.)

25          CHAIRMAN LEVAR:  We'll go back on the record.
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1          I will just inform everyone that the Internet is

2 out in this building, which is affecting this hearing in

3 a way that we can't stream.  When we started, we were

4 able to stream, and it went out while -- at some point

5 during the morning session.  So we will resume the

6 streaming whenever we can.

7          We provide that as a courtesy.  We still have a

8 transcript of the hearing, and we don't have anyone

9 participating remotely, so I don't think that's a reason

10 not to proceed.

11          But if you have people who are relying on the

12 streaming elsewhere, you can let them know that we'll get

13 it up as soon as we're able.

14          It was a good day for the Internet to go down in

15 the building.  I'm told it's more than just this

16 building.  It's with the state network.  So hopefully it

17 won't take too long.

18          Did you have a matter you wanted to address

19 before we --

20          COMMISSIONER CLARK:  I think just for the record

21 clarity, future generations who may be interested in what

22 we're doing today, on this Statement of Contested and

23 Uncontested Issues, Lines 7 through 24, I think -- the

24 footnote says the blue indicates the issues on which the

25 parties took a position.
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1          I think DEU has a position on all those items, 7

2 through 24.

3          MR. SABIN:  I see your point, yeah.  I'm just

4 looking at them quickly.  I think the problem is in the

5 note.

6          The blue indicated that there was actually an

7 adjustment to that issue for a dispute about that issue.

8 We could clarify, though.  Maybe we'll come back after

9 lunch, if that's okay, with a revised version that

10 clarifies that note.  Because I take your point,

11 Commissioner Clark, that's not very clear, so ....

12          COMMISSIONER CLARK:  Either that, or a witness

13 could clear it up or something.  But thank you for doing

14 that.

15          MR. SABIN:  Yeah, thank you for pointing that

16 out.

17          CHAIRMAN LEVAR:  Okay.  Mr. Moore, we'll go to

18 you to continue your cross-examination of Ms. Nelson.

19          You're still under oath.

20     Q.   (BY MR. MOORE:)  Turning to capital structure,

21 may I direct your attention to page 6, Lines 98 to --

22 well, page 6 of your direct testimony.

23     A.   Okay.  I'm there.

24     Q.   Lines 98 to 99.

25     A.   Okay.
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1     Q.   Citing the order from DEU's last rate case, you

2 noted that, "... the Commission recognizes the

3 fundamental 'symbiotic' relationship between the capital

4 structure and the ROE."  That's correct, isn't it?

5     A.   Yes.  That cites to the Commission's order in

6 DEU's last rate case, as well as Docket No. 20-035-04,

7 which was issued December 30th, 2020, and if I recall, is

8 the Rocky Mountain Power order.

9     Q.   Now, may I direct your attention to page 65 of

10 your direct testimony.

11     A.   Okay.

12     Q.   You testified, again, citing to the last rate

13 case order, "As the Commission has recognized, the

14 capital structure affects the subject company's overall

15 level of risk, and the ROE and the capital structure

16 'cannot be considered in isolation from each other.'"

17          Did I read that correctly?

18     A.   That was the Commission's finding in Docket

19 No. 20-035-04, yes.

20     Q.   This symbiotic relationship is evidenced by the

21 fact that if ROE remains the same and the equity

22 percentage is adjusted upward, the weighted cost of

23 equity increases, which has an upward impact on the

24 revenue requirement.  Conversely, if the ROE remains the

25 same, and the equity percentage is adjusted downward, the
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1 weighted cost of equity decreases, which has a downward

2 impact on the revenue requirement; isn't this true?

3     A.   So I agree with the math, that what you're

4 saying.

5          But the other component that you have to

6 remember when you talk about capital structure and risk

7 is that the more leverage you introduce through the

8 capital structure, the more risk, financial risk, which

9 indicates a higher cost of equity.

10          So -- and I believe Mr. Lawton talks about this

11 in his direct testimony as well.

12     Q.   Yes.  I'm just asking about the math.

13     A.   Yes, I understand the math.  You are correct.

14     Q.   I'm going to pose a hypothetical question

15 dealing solely with the weighted cost of equity, the

16 math, excluding all issues dealing with the weighted

17 costs of debt and the ultimate weighted cost of capital,

18 so I'm just asking about the equity percentage and the

19 math in connection with that; do you follow me?

20     A.   Okay.  I think so.  Get to your hypothetical,

21 and then we'll see.

22     Q.   The weighted cost of equity is derived from

23 multiplying the equity percentage by the ROE percentage;

24 isn't that true?

25     A.   That's true.
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1     Q.   Under my hypothetical, I will use an industry

2 acreage authorized equity percentage in 2022 of

3 50 percent, which was taken from Mr. Lawton's chart.  You

4 don't have to agree that that's the correct equity

5 percentage, but that's equity percentage I'm using in my

6 hypothetical.

7     A.   Okay.  I'm with you.

8     Q.   And then I will, from the same chart, I will use

9 the ROE in 2022 of 9.4 -- again, you don't have to agree

10 that that's the correct ROE.  That's just the math I'm

11 using.

12          Multiplying this equity percentage by the ROE

13 percentage leads to a hypothetical weighted cost of

14 equity of 4.7 percent; does that seem correct to you?

15     A.   I'll accept your math, subject to check.

16     Q.   I had -- I had our expert check my math.

17     A.   Okay.  I'll accept his math, subject to check.

18     Q.   Now, under this hypothetical, if we hold the

19 weighted costs of equity at 4.7 percent and divide it by

20 the number of 53.21 percent, which reflects DEU's

21 requested equity percentage, the resulting ROE, as a

22 matter of math, would be below 9.4 percent; isn't that

23 true?

24     A.   I'm sorry you're going to have to repeat that.

25     Q.   Okay.  If we hold the 4.7 weighted cost of
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1 equity and divide this number by the 53.21, which is the

2 equity percentage that DEU is requesting, as a matter of

3 math, the resulting ROE would be below the 9.4 percent;

4 isn't that correct?

5     A.   So let me just see if I understand your

6 question.  So you want to hold the weighted cost of

7 equity constant?

8     Q.   Yes.

9     A.   And you're increasing the equity ratio, which

10 would be the denominator?

11     Q.   Yes.

12     A.   And so your question is:  Does the ROE that's in

13 the calculation of the weighted cost of equity, what

14 direction does that move, and you're saying it moves

15 down?

16     Q.   Yes.

17     A.   Okay.  So I agree with that relationship.  I

18 understand what you're saying.

19     Q.   Sitting here today, can you do the math to

20 determine the hypothetical ROE under these circumstances

21 as a matter of math?

22          I'm going to represent to you that I got 8.83.

23 Does that seem correct to you, subject to check?  Or if

24 you want to do it --

25     A.   I'll accept your math.  Again, you gave me the
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1 option to not accept your premise, but I'll agree to the

2 math.

3     Q.   Under this hypothetical, an ROE of 8.83 is less

4 than the ROE that you're requesting of 10.30, using your

5 hypothetical -- using your requested equity percentage of

6 53.21; isn't that correct?

7     A.   So 8.87, if I have that number right, is lower

8 than 10.3, I agree.  But again, I'm not making a

9 comparison to a change between a 50 percent equity ratio

10 and a 53 percent equity ratio.

11     Q.   Thank you.  Now, Ms. Nelson, you and Mr. Lawton

12 have a disagreement of the appropriate equity percentage

13 you use when analyzing capital structure in this case;

14 specifically, there are two areas of disagreement.

15          First, Mr. Lawton uses the capital structure of

16 the holding companies, and you use the capital structure

17 of the subsidiary gas companies.

18          Second, Mr. Lawton recommends a capital

19 structure of 51 percent, which is consistent with the

20 average authorized capital structure from 2021 of

21 50.92 percent and the last month of January through

22 August 2022 of 50 percent.

23          On the other hand, your direct testimony uses

24 equity data on the average from the years 2018 to 2020;

25 is that correct?
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1     A.   That is correct, yes.  My analysis uses actual

2 capital on the balance sheets that finance the regulated

3 natural gas operations of the proxy group over those

4 three years.  I believe I did update it in my rebuttal

5 testimony to be through 2021, so it would be the three

6 years ending 2021, but there was no material change.

7     Q.   Now, let's examine your disagreement relating to

8 the distinction between the subsidiaries and the holding

9 company's capital structure.

10          You agree with me that by necessity, the data

11 needed for the ROE model are taken from the holding

12 companies because the subsidiary companies are not

13 publicly traded; is that true?

14     A.   That is true.  I agree with that.

15     Q.   Therefore, your opposition to using the

16 subsidiaries for your capital structure analysis and the

17 holding companies for your ROE analysis breaks the

18 symbiotic relationship between capital structure and ROE,

19 violating the PSC's admonition that ROE and capital

20 structure do not be considered in isolation from each

21 other; is that correct?

22     A.   No, I disagree with that characterization.

23          So my opinion is that it's more appropriate to

24 look to the regulated natural gas operations of the proxy

25 group when looking to capital structure.  And that's
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1 because we do have the data for that.

2          If you're looking at the holding company, the

3 holding company finances a variety of business segments,

4 both regulated and unregulated.  And to suggest that the

5 Commission should consider the capital that finances

6 those operations when trying to assess the reasonable

7 capital structure for DEU, which is a regulated natural

8 gas company in this proceeding, I think is just a

9 fundamentally incorrect comparison.  Because we have the

10 data, I think it's reasonable that we should use it.

11          I recognize we don't have the data for stock

12 prices and beta coefficients and that type of market data

13 at the operating company level.  I wish we did; we don't.

14 So we use the data that's available to us.  And I think

15 that to ask the Commission to ignore how regulated

16 natural gas utilities are actually capitalized and how

17 they're actually financing their operations, it's not an

18 appropriate recommendation.

19          So I believe it is more appropriate to use the

20 capital that actually finances the regulated natural gas

21 operations of the proxy group.

22     Q.   Even though that breaks the symbio- -- you would

23 agree with me, though --

24     A.   I don't know that -- I don't think it does break

25 the symptomatic relationship.  Because here we're looking
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1 to set the cost of capital for DEU, we're not setting it

2 for its parent, Dominion Energy.  So again, we'll use the

3 data that's available to us.  And it's a two-part test in

4 my mind.

5          So first, I look to the models, and I agree that

6 we only have market data at the parent company level for

7 that.  And so I look to the models to see what do the

8 models say the appropriate ROE is?

9          And then when we look to the capital structure,

10 as I mentioned in my summary statement and in my rebuttal

11 testimony, there are a very wide range of capital

12 structures that could be considered reasonable.  And

13 capital structure really is utility specific and utility

14 dependent.

15          And so what I attempt to do is, I think it's

16 reasonable to look at the range of the capital structures

17 for the proxy group and assess, do I need to make an

18 adjustment for my ROE recommendation if the capital

19 structure is outside or beyond industry standards?

20          And so in my analysis, I said the Company's

21 requested capital structure, it's within the range, it's

22 consistent with industry standards, and so I did not

23 believe I needed to make an adjustment to my overall

24 recommendation, my ROE recommendation, on account of the

25 capital structure.
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1          Now, the Company's request is more leverage than

2 its current authorized ROE, and it's slightly more

3 leveraged than the proxy group when you look to the

4 capital that finances the regulated natural gas

5 companies.  So it is more leverage, but I did not make an

6 explicit adjustment in my ROE recommendation.

7     Q.   On page -- I think this is what you're speaking

8 of -- on page 65 of your direct testimony, Lines 1116 to

9 1118, you summed up your view of the capital structure,

10 and you stated, "DEU's requested capital structure is

11 comparable to, albeit slightly more leveraged (and

12 therefore slightly more risky [sic]) than the proxy group

13 on average."

14          Did I read that correctly?

15     A.   Yes.  Yes.

16     Q.   Turning to the different time periods used to

17 determine the equity ratios, are you aware that it's

18 described by Mr. Lawton's direct testimony on page 8 and

19 9?

20     A.   Okay.  Page 8 of his testimony.  I'm there.

21     Q.   Lines 135 to 146, the last DEU rate case was

22 preceded by a capital structure settlement in Docket

23 18-057-23 to address the effect of the Tax Cuts and Jobs

24 Act of 2017.  This act reduced corporate tax breaks from

25 35 to 20 percent to 25 percent, which constitutes a
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1 40 percent reduction.

2          You do not disagree with this statement, do you?

3     A.   No.  I'm aware of the Tax Cuts and Jobs Act.

4     Q.   Mr. Lawton goes on to state that the purpose of

5 this settlement was to increase DEU's equity percentage

6 to address the fact that the tax cut lowered the amount

7 of deferred taxes, reducing cash flows to DEU, and a

8 higher equity percentage was thought to be needed to

9 avoid a credit downgrade.

10          You did not disagree with this statement either,

11 did you?

12     A.   I'll say that I'm not familiar with the

13 specifics of that proceeding.  But I'll accept your

14 characterization -- or Mr. Lawton's characterization in

15 his testimony.

16     Q.   Mr. Lawton goes on to state that the impact of

17 the tax cut on cash flow has lessened over time.

18          You did not dispute this fact in your rebuttal

19 testimony, did you?

20     A.   I didn't address it in my rebuttal testimony,

21 but I'm not sure that I've really prepared an analysis

22 of, at this point in time, four years after the passage

23 of that act, what -- how cash flows, whether they

24 continue to be impacted.

25          I do know that even several years after the Tax
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1 Cuts and Jobs Act was passed, many utilities continue to

2 be downgraded for a variety of factors.  And I think

3 that's evident in Mr. Walters' table that we discussed

4 earlier.  But I will say that the Company was still

5 downgraded, despite its -- that 55 percent equity ratio

6 was downgraded in 2019, after the -- that proceeding.

7     Q.   Excuse me for a moment.  I have missed my

8 questions on that.  I'm taking some time, so I'll go on.

9          Given what we've discussed with the financial

10 aspect of DEU and the capital structure and your

11 statement that DEU is only slightly more leveraged than

12 the proxy group, this factor, again, does not explain the

13 significant difference between your ROE of 10.3 percent

14 and the industry average of 9.4 percent; isn't that true?

15     A.   No, I think I considered the increase in

16 financial risk, and I said that.  What I said was, I

17 looked to the models to develop my 10.3 percent

18 recommendation, but I didn't make an explicit upward

19 adjustment to that to reflect its more leveraged capital

20 structure.  But 10.3 percent does reflect the increase in

21 leverage.

22     Q.   The final factor you identify you relied on in

23 making an ROE determination is the current economic and

24 capital market conditions; isn't that true?

25     A.   Correct.
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1     Q.   Isn't it true that the current economic and

2 capital market conditions impact the proxy group, DEU,

3 the industry as a whole?

4     A.   So certainly all natural gas utilities, and I

5 suppose all utilities in general, would -- many of the

6 factors would impact the model results.  So for example,

7 an increase in interest rates would impact the capital as

8 a pricing model and the bond yield plus risk premium

9 model.  So they would show up in the model results.

10     Q.   Given that it is undisputed that DEU is on

11 strong financial footing, has a supportive regulatory

12 environment, has comparative credit ratings, is

13 identified as a low-risk utility, and has a capital

14 investment requirement of about 4.6 percent which has not

15 been challenged as being not large or risky, isn't it

16 unlikely that DEU will be more negatively impacted by

17 adverse market conditions than the industry as a whole?

18     A.   So let me see if I understand your question.

19 Your question is, is DEU not as impacted by the market

20 conditions as other utilities?

21     Q.   Wouldn't the same -- there is nothing that we've

22 identified that makes DEU more risky than the peer group

23 or the market as a whole, I would assert.  And therefore,

24 the final factor you listed, the economic and capital

25 market conditions, would impact DEU -- would not impact
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1 DEU more negatively than they would impact the proxy

2 group or the industry as a whole.  Did you understand

3 that?

4     A.   I think we agreed that they do impact the

5 industry as the whole and the proxy group as a whole.

6 And it's a significant impact.  And so as I talked about

7 in my summary and in my direct testimony, the Commission

8 has often looked to changes in market conditions from the

9 prior rate case.  And so part of my testimony is to

10 demonstrate what those changes are.

11          And I think Mr. Coleman agreed in his direct

12 testimony that, not only changes in risk, but changes in

13 market environment would support a change in the ROE.

14          And so my testimony is, is that the market

15 environment is vastly different than what was experienced

16 in February of 2020.

17     Q.   So your statement is that current market

18 conditions explain why your ROE is 10.3 percent?

19     A.   Absolutely.

20     Q.   What do you mean by "current"?

21     A.   "Current," as in "current market conditions"?

22     Q.   Yes.

23     A.   So in my -- my testimony covers a study period,

24 at least the exhibits that have been filed in my

25 testimony cover a study period through the end of August
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1 of this year.

2          But we continue to look at -- those conditions

3 have continued to increase in terms of interest rates

4 have continued to increase.  The 30-year Treasury yield

5 yesterday hit 4 percent.  And we haven't seen that level

6 of 30-year Treasury bond yield since 2014.  And even

7 before then, was 2011 was the last time we saw 30-year

8 Treasury bond yields at 4 percent.

9          So I would say to you that I think it's a very

10 different market environment than in 2020, when the

11 Commission's order came out probably two to three weeks

12 before the U.S. shut down, and we saw enormous market

13 support from the Federal Reserve that brought interest

14 rates down to near 0 percent or below 1 percent for the

15 30-year Treasury yield.

16          And so it's a very different environment.  And

17 that is why I believe all of the market indicators that I

18 discussed this morning show that capital costs have

19 increased, and those costs are a cost to the utility.

20 And so I believe that it's appropriate to increase the

21 authorized ROE in this proceeding for those reasons.

22     Q.   Those factors, however, affect the industry as a

23 whole and the proxy group as well?

24     A.   They do.  And they show up in the model results.

25 And that's why I use a proxy group to estimate the ROE.
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1     Q.   You calculated your ROE at 10.3 percent in May

2 of 2022, correct?

3     A.   My recommendation that was in my direct

4 testimony was filed in May, and it relied on data

5 through, I believe, the end of February.

6     Q.   Ms. Nelson, I'd like to turn to your models.

7 Let's start with your DCF model.

8     A.   Okay.

9     Q.   Are you aware or are you not that on page 50- --

10 65 of Mr. Lawton's direct testimony --

11     A.   I'm sorry 55 or 65?

12     Q.   Sixty-five.

13     A.   Okay.

14     Q.   Lines 1190 to 1195.  He criticized your failure

15 to exclude outliers in the results in the ROE as high as

16 14.19 percent, with additional outliers in your results

17 between 13.43 percent and 13.97 percent; isn't that true?

18     A.   I see his testimony there.  I don't know that I

19 would say that I -- I reviewed the growth rates for

20 outliers, and I discussed that in my direct testimony,

21 and I did not exclude any for outliers.  But I see

22 Mr. Lawton's testimony there.

23     Q.   Do you have any reason to doubt his numbers?

24     A.   Well, what I understand him to be saying is that

25 the high DCF results, in his opinion, are beyond some
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1 threshold that he considers to be appropriate.  And so

2 the way that I understand Mr. Lawton's analysis, I

3 understand that he reviews his results for outliers, his

4 ROE estimates from his models.

5          I reviewed the growth rates, and I presented --

6 for outliers, and I did not find that any of the growth

7 rates were considered to be outliers in the DCF model.

8     Q.   Did you --

9     A.   So then what I did was, how I present my DCF

10 analysis is I calculate a range of results.  The low end

11 of the range uses the lowest growth rate for each

12 individual company.  The high end of the range uses the

13 highest DCF growth rate.  So it provides a spectrum of

14 results for the Commission to consider.

15          My overall 10.3 recommendation, though, does not

16 give weight -- or does not rely exclusively on the high

17 end of that range.  So it's somewhere in between.  10.3

18 would fall within the range of the mean and high.

19     Q.   Isn't it true that there hasn't been an ROE in

20 the range of 13 to 14 percent since 1992, over 30 years?

21     A.   That's probably true.  I'll accept your

22 characterization there.  I don't know off the top of my

23 head.

24     Q.   Now Mrs. Nelson -- well, I'll skip that.

25          Now, let's turn to your CAPM and ECAPM models.
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1 On page 16 of Mr. Lawton's surrebuttal testimony --

2     A.   Page 16, you said?

3     Q.   Yes.

4     A.   Okay.

5     Q.   He states -- oh, on Lines 319 to 321.  He

6 states, the basic issue that Ms. Nelson attempts to

7 calculate an expected market return by applying a

8 constant growth DCF to all companies, dividend paying

9 companies and nondividend companies in the S&P 500; is

10 this correct?

11     A.   I see the testimony that you're reading from.

12     Q.   Part your response to this argument is your

13 claim on page 99 of your rebuttal testimony.

14     A.   Okay.

15     Q.   You testify, quote, "DEU Exhibit 2.4 (both for

16 the Bloomberg analysis and the Value Line analysis) show

17 that for every company in the S&P 500, the growth rate in

18 Column 5 is less than the DCF result in Column 6"; did I

19 read that correctly?

20     A.   I see the text that you're saying there, yes.

21     Q.   Is that a mistake?

22     A.   Well, I wouldn't say that it's a mistake.  What

23 I'll say is if we look to Mr. Lawton's direct testimony

24 that I'm responding to here in this section, I think it's

25 page 67 -- and maybe I'll just provide a little more
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1 clarification on this comment, on this text.

2          But page 67, he says at Line 1230 -- the end of

3 1231 to 1232.  He says, "The discount rate, i.e., the

4 ROE, should be greater than the growth rate."

5          So what I did is I checked for every company

6 whether the discount rate was greater than the growth

7 rate.  In all cases, that was true.

8          Now, what Mr. Lawton -- and I understand that's

9 somewhat different than in every case, that the growth

10 rate was -- well, I'll say this:  The growth rate was not

11 greater than the discount rate, so that's what I'm

12 saying.  The growth rate is not greater.

13          In some cases, for all of the nondividend paying

14 companies, they were the same.  But the growth rate was

15 not greater.

16     Q.   That's not your testimony, is it?

17     A.   So I'm just adding that clarification.  So I see

18 the confusion with that and how it was interpreted and

19 how it was explained.

20          But what I'll say is, I understand Mr. Lawton's

21 position on applying the constant growth DCF to all 500

22 companies.

23          MR. MOORE:  I'm going the object as

24 nonresponsive or outside of the question.  I'm just

25 asking about a mistake in her testimony.
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1          CHAIRMAN LEVAR:  I'm going to allow the witness

2 to continue a little further.

3          THE WITNESS:  So I wouldn't characterize it as a

4 mistake, probably a misinterpretation of what was being

5 discussed there and how I looked at the relative growth

6 rates to each -- to the ROE for each company.

7          But really, what I think about is, what is the

8 purpose of the analysis?  The purpose of the analysis is

9 to develop a market return for the market as a whole.

10 When we think about it, all models are subject to

11 constraints and various assumptions.  And Mr. Lawton has

12 discussed certain constraints within the DCF model that

13 may not hold for every single company in the S&P 500.

14          But what I think is the bigger problem is, if

15 you start now assessing each individual growth rate for

16 each of the 500 companies for some threshold growth rate,

17 or you start removing companies because they do not pay

18 dividends, then you start developing an estimate or a

19 subset of the market.  And that's really not what the

20 objective of the analysis is.  The objective is to come

21 up with an estimate for the market as a whole.

22          And so I agree that when you look at it on an

23 individual company basis, some of the results may appear

24 to be not in keeping with what the constant growth DCF

25 is.  But you look at it on balance.  There are some very
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1 high growth rates, I agree; and there are some very low

2 growth rates, and those offset each other.  And over

3 time, the S&P 500 is meant to reflect -- and I think most

4 of the financial community would agree that the S&P 500

5 reflects a broad, overall group of the market.  So I

6 understand Mr. Lawton's concerns, but I think the bigger

7 problem becomes when you start pulling companies out.

8          I mentioned in my rebuttal testimony that the

9 nondividend paying companies reflect 30 percent of the

10 market capitalization for the S&P 500.

11          And so my question is, is it now reflective of

12 the overall market to exclude 30 percent of the market

13 when you're coming up with that estimate?  And I disagree

14 with that.  I don't think that that is an appropriate

15 approach.  And so I recognize his concerns, but I think

16 once you start removing companies, you get into bigger

17 problems.

18     Q.   (BY MR. MOORE:)  I'm going to read that

19 sentence again, and you tell me what mistake I'm making.

20          DEU exhibit -- I'm going to, or I'm causing OCS

21 Cross Exhibit 2 to be handed out.  This is a copy of your

22 Exhibit 2.04.  Now, I'm going to read Line 1652 to Line

23 1655, and tell me if I typed this wrong, which I might

24 have.

25     A.   Okay.
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1     Q.   DEU, Exhibit 2.04, which is what we've just

2 handed out, "(both for the Bloomberg analysis and the

3 Value Line analysis) shows that for every company in the

4 S&P 500, growth rates in Column 5 is less than the DCF

5 results in Column 6."

6          Is that what you testified to?

7     A.   That is my testimony.  And the only cases where

8 they're equal is in nondividend paying companies.  But in

9 every other company, they're less.

10     Q.   Well, we'll go on.  Finally, Ms. Nelson, may I

11 direct your attention to page 19 of your rebuttal

12 testimony.

13     A.   Okay.  I'm there.

14     Q.   Starting on page 308, you note that Mr. Walters'

15 assertion that robust valuations are evidence that

16 utilities can access capital markets at relatively low

17 costs, and therefore robust evaluations argues in favor

18 of low ROEs.

19          Did I state Mr. Walters' position correctly?

20     A.   That's my understanding of his position, yes.

21     Q.   In response, on page 21 of your rebuttal

22 testimony, Line 333, you state that there is an inverse

23 relation between gas utility valuations and interest

24 rates, and historically utility valuations have often

25 declined as interest rates rise; isn't that correct?
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1     A.   That's correct.

2     Q.   Therefore, your testimony argues that as

3 interest rates rise, utility values decline and ROEs

4 should be higher; isn't that correct?

5     A.   I'm sorry.  I agree with what you're saying,

6 that historically -- now, again, if you look at chart --

7 Figure 7 on page 20 of my testimony, which I'm trying to

8 demonstrate that relationship over time.  If you look at

9 the general trend between the two lines, they move in

10 opposite directions.  So that would support the inverse

11 relationship that I'm discussing.  And I think, you know,

12 we see more recently that that is held true.

13          Now, in every data point, is that true?  Do they

14 move in opposite directions?  No.  But the general trend

15 is they move in opposite directions.

16          But if we look more recently, as interest rates

17 have continued to increase, we have seen utility

18 valuations come down over the last month or two.  So I

19 think that relationship continues to hold.

20     Q.   Resulting in higher ROEs -- or resulting, for

21 argument, for a higher ROE, as utilities valuations go

22 down and interest rates raise?

23     A.   Well, one way that utility valuations are

24 affected in ROE models is through the DCF model.  So

25 declining utility valuations would mean declining stock
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1 prices, which would mean increasing dividend deals.  So

2 that would show up in the models.

3          At the same time, rising interest rates would

4 show up in the CAPM model as higher ROEs, all else equal.

5     Q.   On page -- on that same page, 21, Line 330 to

6 332, you testify that low interest rates are often

7 associated with high market volatility, which suggest an

8 increase in the cost of equity, not a decrease?

9     A.   Right.  So what I'm explaining there is the low

10 interest rate environment that we saw at the beginning of

11 COVID.  So we had enormous market support by the Federal

12 Reserve that deliberately pushed down interest rates and

13 intervened into the Treasury market.  And what happened

14 was we saw a flight to safety.  And when that happens,

15 investors are evaluating the relative risk in returns

16 between Treasury bonds and utility yields.

17          And so what I'm saying is, you can't often look

18 to just the movement, but the reason behind the movement.

19 And so as interest rates decline, investors are moving

20 into safer government bonds, which means equities are now

21 more risky, requiring a higher return.

22          So as I mentioned, it's not always the case that

23 that's a reason.  But when we look to the interest rate

24 environment immediately after COVID happened -- and this

25 happened in the 2008 Great Recession as well -- you have
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1 a crisis-induced market environment, and Treasury yields

2 were abnormally low and deliberately pushed that way from

3 the Federal Reserve.  So to me, that suggests that

4 equities now require an even higher return to compensate

5 for that additional risk in market volatility.

6     Q.   In fact, on that same page -- in fact, that same

7 paragraph, you showed both, that low interest rates

8 result in higher ROEs, and high interest rates result in

9 higher ROEs; isn't that correct?

10     A.   I think both can be true, yes.  It depends on

11 the market environment.

12     Q.   You'll be glad to know that I am finished.

13 Thank you very much.

14     A.   Thank you for your questions.

15          CHAIRMAN LEVAR:  Thank you, Mr. Moore.

16          Major Buchanan.

17

18                     CROSS-EXAMINATION

19 BY MAJOR BUCHANAN:

20     Q.   Good morning, Ms. Nelson.  I just have a few

21 brief questions for you.

22          You commented earlier in your discussion with

23 OCS counsel regarding the Fitch report reference by

24 Mr. Lawton that you believe Utah is a supportive

25 regulatory jurisdiction; is that correct?
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1     A.   Yes.

2     Q.   And do you have in front of you Mr. Lawton's

3 Exhibit OCS 3.13?

4     A.   No, I don't have that that exhibit, unless --

5 what is the name of the exhibit?  Maybe I have it, but I

6 don't have it marked as that.  Is it one of the credit

7 rating reports?

8     Q.   It contains the Fitch report.

9     A.   I do have the Fitch report.

10     Q.   I was specifically going to ask you about

11 page 66 of Lawton Exhibit OCS 3.13.

12     A.   Let me see if I have the Fitch report.

13          So what I have is the Fitch report dated

14 March 30th of 2022, "Fitch Affirms IDRs of Dominion

15 Energy, Select Subs."  Is that what you're referring to?

16     Q.   I apologize.  If I could just have a moment.

17     A.   Sure.  Sorry.  If you do have a copy, I would

18 take your copy.

19     Q.   I apologize.  I do not have a copy.  I thought

20 during your cross you may have had a copy of his

21 exhibits.

22     A.   I have all of his other exhibits.  I apologize.

23 I don't have that one.

24          MS. SCHMID:  Pardon me, if you could repeat the

25 exhibit number, I can check to see if I have a copy.
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1          MAJOR BUCHANAN:  Okay.  3.13.

2          MS. SCHMID:  Thank you.  I do not.

3          MAJOR BUCHANAN:  Okay.  If I could just have one

4 moment, please.  I'll just move on.

5     Q.   (BY MAJOR BUCHANAN:)  Would you agree that the

6 low end of your recommended range of 9.6 is higher than

7 the current reported average ROE for gas utilities in

8 2022?

9     A.   Yes, I believe we've established the average for

10 2022.

11     Q.   Would you agree that Mr. Walters' recommendation

12 of 9.4 percent ROE is largely consistent with the

13 year-to-date average ROE?

14     A.   I agree it's roughly similar to the average

15 year-to-date.  Again, I don't think it's appropriate to

16 place weight on an average of, for, say, 16 or 18

17 outcomes thus far, but I agree that it's roughly

18 consistent with that.

19     Q.   Thank you.  That's all I have.

20          CHAIRMAN LEVAR:  Okay.  Thank you.

21          Before we go to Mr. Russell, I think Ms. Schmid

22 had a motion for an exhibit to enter that we need to

23 circle back to.

24          MS. SCHMID:  Yes, if I may, I'd like to

25 introduce and discuss what I'd like to identify as DPU

Page 92

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1 Cross Exhibit 4.  And while I am providing some

2 introductory information, Mr. Coleman will pass this out.

3          CHAIRMAN LEVAR:  Is there any objection to

4 allowing Ms. Schmid to continued her cross-examination at

5 this point?

6          MR. SABIN:  We do not object.

7          CHAIRMAN LEVAR:  Okay.  Thank you.

8          MS. SCHMID:  Thank you.

9

10                CROSS-EXAMINATION (RESUMED)

11 BY MS. SCHMID:

12     Q.   Ms. Nelson, if you would please read back the

13 portions of your summary where you addressed the weighted

14 average cost of capital and changes in basis points.

15     A.   Sure.

16          MR. SABIN:  Trisha, can I ask a question?  Is

17 this the same as you sent us yesterday -- on Monday?

18          MS. SCHMID:  On Monday, yes, it is.

19          MR. SABIN:  Okay.  Thank you.  No, it's not.

20 The one we got on Monday does not have a green line on

21 it.  This is new.  The one on Monday just had two lines,

22 a yellow and a black line.  So this is not what we were

23 delivered before.

24          MS. SCHMID:  I believed that it was.  In that

25 case, could we, perhaps, delay my examination concerning
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1 this exhibit while I check to see what I sent?

2          CHAIRMAN LEVAR:  Sure.  Why don't we go to

3 Mr. Russell at this point, then.

4          MS. SCHMID:  Thank you.

5          MR. RUSSELL:  I don't have any questions for the

6 witness.  I will note, for whoever's benefit, the one I

7 have has a green line on it.  So I don't know if you

8 maybe sent two of them?

9          MR. SABIN:  Trish, you can just go ahead.  I

10 think it's okay.  I'm not sure what exactly -- I just

11 wanted to make sure we have the right one, that everybody

12 has the right one.

13          MS. SCHMID:  Thank you.  I did send two.  The

14 first one didn't have the source of the information.

15          MR. SABIN:  Yeah, I was looking, I think, at

16 your earlier email, and I think you sent a follow-up

17 email, is my understanding.  So that's okay.  Go ahead.

18          MS. SCHMID:  Thank you.

19     Q.   (BY MS. CLARK:)  So could you read back the

20 provisions of your summary dealing with the weighted

21 average cost of capital and changes in the basis points.

22     A.   So I'll read the whole section here.

23          "In this proceeding, the Company requests a

24 capital structure consisting of 53.21 percent common

25 equity, and 46.79 percent long-term debt, which is more
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1 leveraged, contains more debt, than its current

2 authorized capital structure of 55 percent common equity

3 and 45 percent long-term debt.  Further, it requests a

4 costs of long-term debt of 4 percent.  If approved,

5 customers will receive significant cost savings of DEU's

6 more leverage requested capital structure and lower cost

7 of debt in this proceeding relative to its current

8 authorized capital structure.  The cost savings from its

9 more leveraged capital structure and lower costs of debt

10 is equivalent to approximately 47 basis points of equity

11 costs."

12          Am I covering the right --

13     Q.   Yes.  And so your statement only addressed DEU's

14 information points; is that correct?

15     A.   That's correct, yep.

16     Q.   If we can now look at what has been passed out,

17 and I'd like to characterize as DPU Cross Exhibit 4, I'll

18 provide just a little bit of background.

19          The information was gathered from, as

20 represented, on the cross exhibit DPU Exhibit 2.07SR.

21          2.7SR gives capital structures and reported

22 equities -- return on equities for the various companies

23 depicted in the chart.  The chart assumes -- the chart

24 assumes a weighted average cost of capital of 4 percent,

25 4.25 percent, and 4.5 percent for illustrative purposes.
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1          So just looking at the chart, do you agree that

2 the top line represents DEU's weighted average cost of

3 capital?

4     A.   So I guess I need a little more context to

5 understand the data.  So when you say weighted average

6 cost of capital at 4 percent, 4.25 percent, 4.5 percent,

7 is that --

8     Q.   I'm sorry.  I misspoke.  Cost of debt.  That was

9 a big error on my part.  I apologize.

10     A.   Okay.  That's one question.

11          And so did you say that each of these use the

12 authorized capital structures for each of these

13 decisions, or does it use some other capital structure?

14     Q.   If you can turn to what has been previously

15 admitted as one of DPU's cross exhibits, the one that is

16 the year-to-date 2022, and if we look on the second page

17 of that exhibit -- it's the one that we sort of have to

18 fold over.

19     A.   Okay.

20     Q.   You'll see a column that is "Common Equity to

21 Total Capital"?

22     A.   I see that, okay.

23     Q.   And the chart uses that and the "Return on

24 Equity" in the next column to the right for each of the

25 listed companies.
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1     A.   And then, I guess, calculates using these

2 various costs of debt?

3     Q.   Yes, that is correct.

4     A.   Okay.  And so -- so from the -- and this data in

5 2.7SR is present S&P Global?

6     Q.   S&P Global Market Intelligence, yes.

7     A.   And so the common equity ratio that's presented

8 in the column on page 2, that says, "Common Equity to

9 Total Capital," right?  So we're going to have various

10 jurisdictions that include more sources of capital in

11 their ratemaking capital structure than is the case in

12 this proceeding, which only includes long-term debt and

13 common equity.  So several of these jurisdictions will

14 include short-term debt.

15     Q.   Could you please identify which ones those would

16 be for me?

17     A.   So I believe North Carolina includes short-term

18 debt.  Kentucky includes short-term debt.  Minnesota --

19 oh, I'm sorry.

20          The other point was these determinations don't

21 list what jurisdiction these outcomes are in.  But I did

22 look them up.  And so maybe I'll just go by company here.

23          So Public Service Company of North Carolina

24 includes short-term debt.  Southwest Gas Corp., both of

25 those are for Nevada.  The capital structure there
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1 includes 50 percent total debt, so includes short-term

2 debt.  Atmos Energy Corporation, Kentucky, includes

3 short-term debt.  Northern Indiana Public Service Company

4 includes short-term debt and noninvestor supplied capital

5 at zero cost.  And CenterPoint Energy Resources includes

6 short-term debt.

7     Q.   Even if we take that into account, there are

8 several companies listed that do not include short-term

9 debt; is that right?

10     A.   There are some, but again, this gets to the

11 point of trying to understand what are the nuances for

12 each corporation -- for each utility and each

13 jurisdiction.  And so to say that the weighted average

14 cost of capital for DEU, which includes only long-term

15 debt and common equity, is comparable to a jurisdiction

16 that includes other sources of capital, I don't think is

17 really this right comparison that we should be doing.

18     Q.   So if we were to revise this chart and take out

19 the ones where you say there is short-term debt, there

20 would still be several companies that had the same, sort

21 of, input as DEU has; is that correct?

22     A.   It would be a more consistent comparison.  I

23 would agree with that.  But again, you know, there still

24 are 11 of these observations that are above the DPU's

25 recommended weighted average cost of capital.  More of

Page 98

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1 them are above the OCS' weighted average cost of capital.

2 And so again, I agree that the recommendation in this

3 case is 7.35 percent.  That includes my 10.3

4 recommendation.  So I presume that's the yellow line.

5          But that is very -- a very reasonable increase,

6 given all of the market condition changes that I

7 discussed earlier.

8     Q.   Going back to your comments on short-term debt,

9 could you explain how short-term debt impacts the

10 weighted average cost of capital?

11     A.   It would produce a lower weighted average cost

12 of capital.  So if you were to remove that from -- if you

13 were to remove short-term debt from the capital

14 structure, and you were to present the common equity

15 percentages that are in this 2.7SR, the common equity

16 percentages would go up.

17     Q.   Okay.  Returning to our chart, could you tell me

18 how many of the companies listed have a weighted average

19 cost of capital above DEU's?

20     A.   Well, that raises another good point, that these

21 aren't the actual authorized weighted average costs of

22 capital because they presume different --

23     Q.   Cost of debt?

24     A.   -- somebody else's cost of debt.  So we don't

25 know that these were the costs of debt.  So I can't
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1 really say.

2          But again, we're still talking about market

3 conditions and changes in market conditions.  So I agree,

4 the yellow line is above the weighted average costs of

5 capital that are presented in this chart.  But I'm not

6 sure what type of point -- what the point is.  It's just

7 a lot of different comparisons there.

8     Q.   It provides additional data for the Commission

9 to consider.

10          MS. SCHMID:  With that, the Division would like

11 to move for the admission of DPU Cross Exhibit 4.

12          CHAIRMAN LEVAR:  If anyone objects to that --

13          MS. SCHMID:  Oh.

14          CHAIRMAN LEVAR:  Sorry, was there something

15 else, Ms. Schmid?

16          MS. SCHMID:  Sorry, there apparently is.

17          With that, the Division would like to move for

18 the admission of Cross Exhibit 4.

19          CHAIRMAN LEVAR:  Okay.  If anyone objects to

20 that motion, please indicate your objection.

21          I'm not seeing any in the room, so the motion is

22 granted.

23          MS. SCHMID:  Thank you.

24    (Exhibit DPU Cross 4 was entered into the record.)

25          MS. SCHMID:  That's all I have.  Thank you for
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1 the indulgence.

2          CHAIRMAN LEVAR:  Okay.  Thank you.

3          Any redirect?

4          MR. SABIN:  Yes, we do.  I'll start, and you

5 tell me, just let me know if you want me to stop at any

6 point.  I don't think it will be lengthy, but I do think

7 it will be more than ten minutes.

8          CHAIRMAN LEVAR:  Yeah, you know, we started back

9 a little late after the break.  So I think -- if there's

10 no objection to going a half an hour or so before we

11 break, that was my plan.

12          MR. SABIN:  I'll be efficient, but I just didn't

13 want to upset anybody if they had specific time plans for

14 that.

15

16                   REDIRECT EXAMINATION

17 BY MR. SABIN:

18     Q.   Ms. Nelson, I wanted to cover a couple of quick

19 things.  You have in front of you an exhibit that was

20 marked as OCS Cross Exhibit 1.  It's a "Major energy rate

21 case decisions in the US" document.  Let me know when you

22 have that one.

23     A.   I have it.

24     Q.   I'd like you just to -- you made a point during

25 your answers to the OCS' counsel on the number of rate
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1 case decisions, and I don't remember exactly how you said

2 it, but you said something like, that 16 rate case

3 decisions was not very many in comparison to the number

4 that one would expect.

5          And I'd just like you to turn, if you could, to

6 page -- let me find it here.  Sorry.  Page 10 at the

7 bottom.  The number 10 at the bottom, not the one in the

8 top left-hand corner.  And you'll see a chart there on

9 the bottom of that exhibit.

10          Can you tell me what you understand that chart

11 to represent?

12     A.   Sure.  So this chart is showing both the number

13 of rate cases decided, which I believe are the bar graphs

14 corresponding to the right vertical axis.  And then the

15 authorized ROE, I presume is the annual -- calendar year

16 annual average authorized ROEs and medians for the

17 electric and gas utilities, beginning in 1990 through the

18 first half of 2022.

19     Q.   And on the right-hand side, what do you

20 understand the numbers along the right-hand side of that

21 chart to represent?

22     A.   So this would represent the number of outcomes,

23 the number of rate case determinations in a particular

24 period.

25     Q.   Okay.  So we've said, I think there were 16 that
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1 were in the RRA report that you were shown earlier; is

2 that right?

3     A.   For natural gas companies, yes.  So I think this

4 would be electric and gas companies.

5     Q.   Right.  So the total number of rate cases on an

6 annual basis, would you say -- and at least, if you look

7 at the last ten years, for example, from 2012 through

8 2022, about how many rate cases would you say, or more,

9 do you see there?

10     A.   Most years approaching 100 rate cases or more.

11     Q.   Okay.  So 16 decisions relative to 100, how

12 would -- how would you characterize the number we've

13 received so far this year versus the number we would

14 expect by the end of the year?

15     A.   So I think it's certainly been a much slower

16 year for rate cases filed relative to normal.

17     Q.   Okay.  Let's -- and just one other thing while

18 you're there.  Mr. Moore was pointing out on page -- I

19 think it was page 10 -- no, excuse me, 6, page 6.  You

20 might remember he read you that top paragraph and was

21 commenting about New York, versus Illinois and Vermont.

22          The 9.47 there at the bottom, what does that

23 relate to?

24     A.   So this is on first paragraph?

25     Q.   Yes, uh-huh.

Page 103

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1     A.   So the 9.47 percent relates to electric utility

2 ROEs, the average.

3     Q.   Not gas utility?

4     A.   Not gas.

5     Q.   Okay.  Thank you.  You can put that one away.

6          I want to talk quickly about Mr. Moore asked you

7 some questions about the weighted average cost of capital

8 and how the -- or the weighted equity, I should say, and

9 how that moves relative to the ROE and relative to the

10 capital structure.

11          Do you remember that line of questions?

12     A.   I do.  Yep.

13     Q.   Can you just explain, how is it that that

14 figure, that -- if we held -- he had you hold constant

15 the weighted equity at, I think he said 5.225 percent for

16 both 2020 and 2022; do you recall that?

17     A.   Yes.

18     Q.   If I were to take -- and maybe you want to put

19 this on a piece of paper and help me understand this.  If

20 you take 9.5 percent, which is the authorized ROE from

21 the 2020 decision, and you multiply that by 55 percent,

22 that's how we got to the 5.225 percent Mr. Moore gave

23 you.  Do you follow my math?

24     A.   I do, yep.

25     Q.   So if I'm going to solve now for the ROE in
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1 2022, and I have 5.225 percent on the one side of the

2 equation, and I know the Company is now requesting a

3 53.21 percent equity percentage, would you solve for and

4 tell us what the ROE would have to be to equal the 5.225

5 that Mr. Moore was holding constant?

6     A.   I should have brought my calculator.

7     Q.   You can borrow my phone, if you'd like.

8     A.   I do have a calculator in my bag, which I could

9 do.  Whatever --

10          MR. MOORE:  I'm going to object.  Just to

11 clarify, Mr. Sabin, I believe what I held constant was a

12 4.7 weighted cost of equity.

13          MR. SABIN:  Okay.  Well, that's fine.

14     Q.   (BY MR. SABIN:)  But I've calculated the

15 weighted equity as of the last rate case to be 5.225,

16 which is 9.5 times 55 percent.

17     A.   Right.  I understand that, yes.

18     Q.   Just to achieve that same weighted equity here

19 and using a 53.21 percent equity percentage, let me just

20 say I calculated that it would be a 9.819 percent ROE.

21     A.   That makes sense to me, and I would accept that

22 math.

23     Q.   When you say "that makes sense to me," why would

24 that make sense to you?

25     A.   Because you're now dividing the weighted cost of
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1 equity by a lower number.  So the denominator is lower,

2 pushing the overall number higher.

3     Q.   Okay.  So we would expect -- and so you made a

4 comment -- Mr. Moore had you reread it.  I don't need you

5 to read it again.

6          But you made a comment in your opening statement

7 about how to achieve just the same weighted average cost

8 of capital in this case as we have -- as resulted from

9 the last case.  You'd have to have an ROE, and I don't

10 remember what the number was --

11     A.   I calculated 9.97 percent, and that also

12 includes the lower cost of debt.

13     Q.   And why is it that the ROE -- could you explain

14 the relationship between why you would expect the ROE to

15 go up in the environment here to accommodate for the same

16 weighted average cost of capital?

17     A.   Well, so my illustration in my summary this

18 morning was just to show mathematically that relationship

19 between the cost of equity and the cost of debt and that

20 the Company has proposed a lower equity ratio and a lower

21 cost of debt, which will produce capital cost savings for

22 customers.

23          Now, if we were to hold its weighted -- current

24 authorized weighted average cost of capital constant,

25 that would mean a 9.97 percent ROE would keep that
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1 constant.

2          My testimony is that, given the market

3 environment, and given the fact that capital costs are

4 increasing both debt and equity, that a weighted average

5 cost of capital should increase.  And the proposed

6 weighted average cost of capital in this proceeding is

7 7.35 percent, which is only 17 basis points above its

8 current authorized rate of return.

9     Q.   And what is your understanding of what the

10 Company's proposed relative to the equity percentage in

11 this proceeding versus the last proceeding, and the cost

12 of debt in this proceeding versus the last proceeding?

13     A.   So it requests a lower equity percentage in this

14 proceeding and a lower cost of debt.

15     Q.   And what does that mean for customers if there's

16 a lower cost of debt?

17     A.   Well, customers pay that cost, and so it's a

18 cost savings to customers.

19     Q.   Okay.  I'd like to have you turn, if you could,

20 to page 65 of your direct testimony.  Just put your

21 finger there.  I have one question before I have you read

22 that.

23          Mr. Moore talked to you about the industry as a

24 whole.  And I want to just focus on the utility industry

25 as a whole.
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1          Relative to how utilities were doing in 2020,

2 how is the utility industry doing at present in 2022?

3 And by "at present," I mean the last several months.

4     A.   So if we look to how the utility industry has

5 performed over the last, say, two-and-a-half years from

6 the Commission's order in the last rate case, as I

7 mentioned, shortly after, we saw the market dislocation

8 as a result of COVID.  Both utilities and the S&P 500

9 lost similar value, I would say about 30 percent.  They

10 both lost 30 percent of value within the month of March

11 of 2020.

12          If you use that as your starting point,

13 utilities have not recovered; whereas the S&P 500 has

14 recovered since that time.

15          I know that since the beginning of this year,

16 perhaps even beginning the end of last year, but if you

17 take a time period, starting mid-2021 through the

18 beginning and first half of this year, utilities

19 outperformed the overall market.  But they didn't catch

20 up to the S&P 500.

21          And if you look at how the utilities have

22 performed in the last, say, month, they have

23 underperformed, so they've lost value relative to the S&P

24 500.

25     Q.   And what does that tell you relative to what
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1 investor expectations would be for utility returns?

2     A.   So what it tells me is that investors, at least

3 if we look to the most recent activity, the investors are

4 moving away from utilities, so they're finding other

5 investments to be more attractive.  And in order to

6 compensate them to entice them to invest in utilities,

7 the return needs to be higher.

8     Q.   Okay.  Thank you.  Now, on page 65 of your

9 testimony, Mr. Moore read a sentence, but he didn't read

10 the second sentence after the one he read.  There at the

11 top partial paragraph, there's a last sentence that

12 starts with "Consequently."

13     A.   Yes, I see that.

14     Q.   Can you read that sentence, and then I have a

15 question about it.

16     A.   "Consequently, the Commission should consider

17 the effects of the Company's higher financial leverage in

18 its requested capital structure in determining the

19 authorized ROE."

20     Q.   Okay.  Why is that true, in your opinion?

21     A.   So we've discussed that relationship, the

22 symbiotic relationship between the authorized ROE and the

23 capital structure.  And "higher financial leverage" means

24 higher risk for which investors must be compensated.  And

25 so, you know, as we talk about the hypothetical that Mr.
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1 Moore presented, I disagreed -- although I agree with the

2 math and how it works.  The authorized -- the cost of

3 equity that investors require is a function of the

4 capital structure and leverage.  So the two are not

5 independent of each other.  So as you increase debt and

6 increase leverage, as I mentioned, it increases financial

7 risk.  And more risk means higher costs of debt and

8 equity.  So the authorized ROE -- or the return investors

9 require from equity also goes up.

10     Q.   Thank you.  Just one other area I want to follow

11 up on.

12          Do you remember Mr. Moore asking you about your

13 five considerations, or five factors you considered in

14 making a recommendation in this case?

15     A.   Yes.

16     Q.   Would you turn to those five recommendations, or

17 those five factors.  And I just have a couple of

18 questions about them.

19          And could you just remind the Commission, what

20 are the five factors you're talking about?

21     A.   So he was referring me to my direct testimony at

22 page 4 and 5, where I listed the factors that I

23 considered in making my recommendation.

24          So my recommendation considers the Company's

25 significant capital investment requirements, the
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1 regulatory environment in which it operates, and the

2 increase in financial leverage associated with its

3 requested capital structure.  I also consider the current

4 economic and capital market conditions and recent

5 authorized ROEs for similar natural gas utilities in the

6 United States.

7     Q.   So if we take those and we look at 2020,

8 February -- put yourself, your head on in February 2022,

9 and then we're going to compare that to what your

10 recommendations is here and why you're recommending what

11 you're recommending, can you walk through those with me?

12          Mr. Moore spent a long time talking about

13 regulatory risk.  As between 2020 and 2022, do you see

14 much of a difference between the state of the regulatory

15 risk in 2020 for the Company versus the state of the

16 regulatory risk for the Company in 2022?

17     A.   No, I think it's remained the same.

18     Q.   Okay.  And as it relates to capital structure,

19 how has that -- how would you compare 2020 to 2022 and

20 what that would -- whether that favors a change in --

21 from what was done in 2020 or not?

22     A.   So as we discussed, more leverage in the capital

23 structure would increase the cost of equity.

24     Q.   So that factor --

25     A.   So that's a change.
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1     Q.   So that factor has a tendency, in your opinion,

2 to push ROE up?

3     A.   Correct.

4     Q.   Now, let's go to the next point, which was, I

5 think, capital expenditures?

6     A.   Correct.

7     Q.   How do you see that 2020 to 2022?

8     A.   So I haven't compared the level of investment by

9 the Company.  But what I looked at was the ability for

10 utilities to recover capital investment.  And I see that

11 it's comparable across the proxy group.  So I would say

12 there's no risk reduction or increase in risk, so no

13 change.

14     Q.   So like the regulatory risk factor, you see that

15 as a neutral --

16     A.   A neutral, correct.

17     Q.   Okay.  And the last two we have are the models

18 in the market change, and the changes in the existing

19 market.

20          So how do you see the market changes moving from

21 2020 to the present for purposes of a recommended ROE?

22     A.   So for the four figures that I presented this

23 morning and discussed in my direct and rebuttal

24 testimony, all four factors point to higher capital costs

25 would support a higher authorized ROE.
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1     Q.   Okay.  Then finally, the modeling, would you

2 just comment on what you think the models are showing

3 relative to what the environment was like or what you

4 reviewed from 2020?

5     A.   Sure.  So I would say the models are a

6 reflection of the capital markets.  You know, we

7 discussed earlier that a reduction in utility valuations

8 would show up in the DCF model as higher dividend yields

9 and a higher DCF model result.  And higher interest rates

10 would show up in the CAPM and Bond Yield Risk Premium

11 model as higher ROE results.

12     Q.   Okay.  Thank you very much.  Give me a second.

13          All right.  That's all I have.  Thank you.

14          CHAIRMAN LEVAR:  Thank you.  I think we will go

15 ahead and take a break now.  Why don't we go ahead and

16 break until 1:30.  And then we'll come back and continue

17 with any recross.

18     (A break was taken from 12:08 p.m. to 1:29 p.m.)

19          CHAIRMAN LEVAR:  Okay.  We will go ahead and

20 begin.  Just for your information, it looks like the

21 Internet issues have improved a little bit.  We think

22 we'll be able to start streaming.  Our conference line,

23 though, is still down, and we're unsure of why that's

24 connected to the Internet issue because it should be two

25 different things.  The only people who were using it were
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1 the representatives of Nucor, who were continuing to

2 listen, even though they had said they weren't

3 participating. So I hope we're not prejudicing Nucor in

4 any way by continuing.  I'm not sure what else we can do

5 other than continue, so we'll just go ahead that way.

6          Ms. Nelson, you're still under oath.  And I

7 think we'll go to Ms. Schmid for any recross.

8          MS. SCHMID:  No recross.  Thank you.

9          CHAIRMAN LEVAR:  Thank you.

10          M. Moore?

11          MR. MOORE:  Just very briefly.

12

13                    RECROSS-EXAMINATION

14 BY MR. MOORE:

15     Q.   Ms. Nelson, I wanted to talk to you about the

16 graph on page 5 of OCS Cross Exhibit 1.

17     A.   This is the RRA report?

18     Q.   Yes.

19     A.   Page 5.

20     Q.   Page 5.  I believe this is the graph that you

21 testified to that it looked like, by your reading of the

22 graph, there were 100 gas cases in 2021.

23          Do I remember your testimony correctly?

24     A.   No, there's 100 or more total cases, electric

25 and gas.
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1     Q.   More total cases.

2          Can you tell from this graph how many gas cases

3 there were?

4     A.   I can't tell the exact number, but I'll say

5 looking at 2021, for example, it looks, to me, to be

6 about half, so ....

7     Q.   How about 42?

8     A.   Forty-two.  I'll accept that number.

9     Q.   Thank you.  I have no further questions.

10          CHAIRMAN LEVAR:  Okay.  Sorry.  Our switches

11 have been mislabeled for decades, but I still don't get

12 used to it.

13          Major Buchanan, do you have any recross?

14          MAJOR BUCHANAN:  No recross.

15          CHAIRMAN LEVAR:  Mr. Russell?

16          MR. RUSSELL:  No.

17          CHAIRMAN LEVAR:  Commissioner Clark, do you have

18 any questions for Ms. Nelson?

19          COMMISSIONER CLARK:  I have no questions.  Thank

20 you.

21          CHAIRMAN LEVAR:  Commissioner Allen?

22          COMMISSIONER ALLEN:  I have one question, and

23 I'll see if I can articulate this because I may have

24 forgotten part of it during lunch.

25
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1                     CROSS-EXAMINATION

2 BY COMMISSIONER ALLEN:

3     Q.   When you were summarizing some of the testimony

4 you had in answering questions, you indicated that you

5 could have upward pressure, I believe -- I don't want to

6 put words in your mouth -- you could have upward pressure

7 on the rate of return in an increasing interest rate

8 environment or even a decreasing interest rate

9 environment.

10          Is that because there's so many variables, it's

11 not just a one-to-one relationship?

12     A.   I agree that's part of it.  And you just have to

13 think about what is the reason for the change in interest

14 rates.  So when I was talking about the low interest rate

15 environment that we saw in 2020, that was a result of a

16 couple of factors, one, the Federal Reserve deliberately

17 pushing down rates.

18          We also had high market volatility, and when

19 that happens, there's a flight to safety.  So you get

20 investors moving from equities into treasuries.  As they

21 move to treasuries, they bid up the price of Treasury

22 bonds, and the yields decline.

23          But because there's that flight to safety,

24 there's that inherent assumption that investors are

25 viewing equity as more risky, so they need more return to
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1 stay in equities than they would.  So that would be my

2 explanation of that.

3     Q.   That's what I thought you said, and I just

4 wanted to make sure I understood.  Thank you.

5     A.   You're welcome.

6          CHAIRMAN LEVAR:  Thank you.  I just have one

7 question.

8

9                     CROSS-EXAMINATION

10 BY CHAIRMAN LEVAR:

11     Q.   I think it was during your cross-examination

12 from Ms. Schmid.  If I remember correctly, you referred

13 to the high level to looking to your models as a

14 forward-looking evaluation, and to looking at other

15 jurisdiction ROE determinations as a historical, or

16 backwards looking.

17          Again, without analyzing each one of those and

18 the reasoning for each of the other cases, should we

19 presume, though, that, to some extent, at least, those

20 other jurisdictions are basing their evaluations and

21 basing their decisions on forward-looking models?

22     A.   I think that is a good question.  I think that

23 is generally the objective.  You know, as we all

24 participate in these proceedings across the country,

25 we're under that same impression that the cost of equity
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1 should be set using forward-looking information.  And

2 it's a forward-looking exercise.

3          Now, of course, we have historical data that is

4 being used as the inputs.  And so my comment was for any

5 given rate case, the evidence in the record is going to

6 be backwards looking and lagged between the time of the

7 proceeding and then the ultimate ROE decision by the

8 Commission.

9          And it's my experience that I think most

10 Commissions do consider both forward-looking and

11 backward-looking data, but recognizing that the ultimate

12 objective should be forward-looking.  I hope that answers

13 your question.

14     Q.   Yeah, no, thank you.  I appreciate that answer.

15 Thank you for your testimony today.

16     A.   Okay.  Thank you very much, Mr. Chair.

17          MR. SABIN:  Can I raise just one matter,

18 Mr. Chairman?

19          CHAIRMAN LEVAR:  Certainly.

20          MR. SABIN:  So we, during the lunch hour,

21 prepared, in response to Commissioners Clark's earlier

22 comment about the contested and uncontested summary.  We

23 prepared a Revised Exhibit A to replace the one that was

24 attached to the other.  And if I could just bring --

25 everybody else has a copy.  If I could bring you a copy.
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1          CHAIRMAN LEVAR:  You've decided not to concede

2 all those issues on there?

3          MR. SABIN:  Tempting.  So tempting.

4          So here three copies here one.  Here's one

5 for the -- so that will just -- you'll keep the first

6 page.  That will just be the Exhibit A for that document.

7 We'd ask that, as corrected, be submitted into the

8 record.

9          CHAIRMAN LEVAR:  Okay.  If there's any objection

10 to that motion, please indicate your objection.  I'm not

11 seeing one from anyone so that motion is granted.

12   (Exhibit DEU Revised A was entered into the record.)

13          CHAIRMAN LEVAR:  So for the cost of capital

14 portion of the hearing, since we're kind of splitting

15 this up, is there anything further from Dominion?

16          MR. SABIN:  So among the parties, because there

17 are some experts from out of town, to accommodate their

18 flight schedules, the preference was -- they've asked us

19 to wait to have Mr. Mendenhall go on, even though he has

20 some cost of capital testimony; in lieu of that, to let

21 the FEA call their witness now, because he has a flight,

22 I think, at 5:00 p.m. tonight.  And then the Office's

23 witness has a flight, I think tomorrow, but we want to

24 make sure he gets home.

25          So that was what the parties had discussed, and
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1 unless you -- and that's, of course, subject to whatever

2 you want to do.

3          CHAIRMAN LEVAR:  Sure.  That makes sense.

4          Just one mechanical question:  Are we intending

5 to split up Mr. Higgins' testimony, then, since we're

6 doing cost of capital separate, and then going back to

7 other revenue requirement issues?  Are we planning to put

8 him on the stand twice or ...?

9          MR. RUSSELL:  No.  Mr. Higgins' testimony does

10 include a placeholder for cost of capital.  He's not

11 offering a particular opinion about it.  It's mostly just

12 an effort to -- he's going to include something for his

13 revenue requirement model.  And so he just used some

14 numbers that were out there.  He's not offering an

15 affirmative opinion in the same way that these other

16 witnesses have.  So we don't intend to put him on for

17 cost of capital specifically.

18          CHAIRMAN LEVAR:  Okay.  Thank you.  That

19 clarifies that.

20          Okay.  But you don't have anything else at this

21 point?

22          MR. SABIN:  So at this point, we wait until

23 Mr. Mendenhall to finish up on all of our cost of

24 capital, and we go to the FHA's witness.

25          CHAIRMAN LEVAR:  Major Buchanan.
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1          MR. RUSSELL:  Yes.  Federal Executive Agencies

2 calls Mr. Walters.

3          CHAIRMAN LEVAR:  Good afternoon, Mr. Walters.

4          THE WITNESS:  Good afternoon.

5          CHAIRMAN LEVAR:  Do you swear to tell the truth?

6          THE WITNESS:  I do.

7          CHAIRMAN LEVAR:  Thank you.

8

9                  CHRISTOPHER C. WALTERS,

10 was called as a witness, and having been first duly

11 sworn to tell the truth, the whole truth, and nothing

12 but the truth, testified as follows:

13

14                    DIRECT EXAMINATION

15 BY MAJOR BUCHANAN:

16     Q.   Good afternoon, Mr. Walters.  Can you please

17 state your full name for the record.

18     A.   Christopher C. Walters.

19     Q.   Where are you employed and in what capacity?

20     A.   I'm employed as an associate at the firm of

21 Brubaker & Associates in Chesterfield, Missouri.

22     Q.   Did you provide direct and surrebuttal testimony

23 in this case?

24     A.   Yes.

25          CHAIRMAN LEVAR:  I think we can all in the room
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1 hear you very well, but I'm not sure you're on the

2 microphone for streaming purposes.  If the green light is

3 on, you're good.

4          THE WITNESS:  Does not look to be on.  Is that

5 better?

6          CHAIRMAN LEVAR:  Yes, thank you.

7          THE WITNESS:  Apologies.

8     Q.   (BY MAJOR BUCHANAN:)  Mr. Walters, do you have

9 in front of you FEA Exhibits 1 through 1.16?

10     A.   Yes.

11     Q.   Just to clarify, that would be your direct

12 testimony as well as the attached exhibits?

13     A.   Yes.

14     Q.   And do you also have what has been marked as FEA

15 Exhibit 3.0 and the attached FEA Exhibit 3.1?

16     A.   Yes.

17     Q.   And is that your surrebuttal testimony and the

18 attachment to your surrebuttal testimony?

19     A.   It is.

20     Q.   Do you have any -- do you have any corrections

21 or additions you would like to make to that testimony?

22     A.   I have one correction that I would like to make.

23 On my FEA Exhibit 1.03, Line 8 Column 7, there was a cell

24 reference error.  This should read "5.81 percent," so the

25 median growth rate under Column 7 should be 5.81 percent,
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1 I believe it read previous to this, "FEA Exhibit 1.0."

2     Q.   Thank you, Mr. Walters.

3          Now, if I were to ask you all the questions in

4 your testimony while you're under oath today, would your

5 answers be the same?

6     A.   Yes.

7          MAJOR BUCHANAN:  Mr. Chairman, I move to admit

8 FEA Exhibits 1.0 through 1.16 and FEA Exhibits 3.0 and

9 3.01?

10          CHAIRMAN LEVAR:  Thank you.

11          Please indicate if anyone has an objection to

12 that motion.

13          I'm not seeing any, so the motion is granted.

14          COMMISSIONER CLARK:  Mr. Chair, can I ask

15 question of a witness.

16          CHAIRMAN LEVAR:  Yes.

17          COMMISSIONER CLARK:  I just want to make sure I

18 replaced the right number on your chart.  Could you just

19 state what number previously existed there.

20          THE WITNESS:  The version I was looking at did

21 not have a number.  It said "FEA Exhibit 1," I believe,

22 and it should be 5.81.

23          COMMISSIONER CLARK:  So it's immediately above

24 that "FEA Exhibit 1"?

25          THE WITNESS:  Yeah.  So strike that line.  So
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1 Line 8 under Column 7, so the median of average of growth

2 rates would be 5.81 percent.

3          COMMISSIONER CLARK:  Thank you.  I've got it.

4 Sorry for the digression.

5          THE WITNESS:  No, you're fine.

6          MAJOR BUCHANAN:  At this point, Mr. Walters is

7 available for cross-examination.

8          CHAIRMAN LEVAR:  Thank you.  I'll go to

9 Mr. Russell first.  Do you have any questions for

10 Mr. Walters?

11          MR. RUSSELL:  I do not.  Thank you.

12          CHAIRMAN LEVAR:  Ms. Schmid?

13          MS. SCHMID:  No questions.  Thank you.

14          CHAIRMAN LEVAR:  Mr. Moore?

15          MR. MOORE:  No questions.  Thank you.

16          CHAIRMAN LEVAR:  Ms. Clark or Mr. Sabin.

17

18                     CROSS-EXAMINATION

19 BY MR. SABIN:

20     Q.   I have one brief question for you, or series of

21 questions.

22          Good afternoon, Mr. Walters.  Thank you for

23 being here, and we'll hopefully get you out of here

24 quickly so you can catch your flight.

25     A.   Sure.  Thank you.
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1     Q.   In your testimony, Mr. Walters, if you could

2 just refer to your direct testimony.  It's on page 20 of

3 your direct testimony.  I just want to ask you a couple

4 of questions about that.

5          You'll see on that page, there's a question that

6 starts with, "In light of higher levels."  Do you see

7 that question?

8     A.   I do.

9     Q.   So if you wouldn't mind just reading the

10 question, and then we're going to read the answer into

11 the record.  And then I'll ask you about that.

12     A.   You want me to read Lines 12 through 20 right

13 now?

14     Q.   Lines 12 through 20, and then we'll go over

15 to -- you have Figure CCW-4 on the next page.  So we'll

16 stop there, if that's okay.

17     A.   Sure.

18          Question:  "In light of higher levels of

19 inflation, expectations of higher interest rates, and the

20 war on Ukraine, how has the market perceived utilities as

21 investment options?"

22          Answer:  "Since the end of the second quarter

23 2021, utilities in general, as measured by the S&P 500

24 Utilities index, have significantly outperformed the

25 market as measured by the S&P 500, as well as the NASDAQ
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1 Composite.  This is presented below in Figure CCW-4.

2 This is indicative that utility valuations remain robust,

3 even during a period of elevated inflation, rising

4 interest rates, and uncertainty as a result of

5 geopolitical events around the world."

6     Q.   Okay.  Thank you very much.  And then on the

7 next page, Figure CCW-4, you have a chart there, which is

8 representative of what you just spoke about in that

9 answer, right?

10     A.   Correct.

11     Q.   This data goes from June 30, 2021, it looks like

12 through June 28, 2022; is that correct?

13     A.   No.  If you look at the top of the figure, it

14 indicates that it goes through July 8th, 2022.

15     Q.   I saw the difference.  I didn't see on the

16 bottom where it had July.  I was wondering.

17     A.   It's just the way the axis labels are -- because

18 there's so many observations there.

19     Q.   No problem.

20          It's true, isn't it, Mr. Walters, that that has

21 not been the case from June through the present, right?

22 That utility -- the utility stocks have substantially

23 underperformed the rest of the market since then?

24     A.   They have underperformed.  They certainly have

25 not made up for the -- they have not closed the gap, if
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1 you will, that's depicted in this figure or in the figure

2 that's at the back of this testimony.

3     Q.   We'll talk about that.

4          I've handed you a cross-examination exhibit from

5 S&P Capital IQ.  You would agree with me, would you not,

6 that all of the parties' experts in this case have relied

7 on numerous position places on the S&P Capital IQ data?

8     A.   Yes.  Sorry, yes.

9     Q.   And this is a -- let me just represent, this is

10 a printout from S&P Capital IQ dated October 5th.  So it

11 was still a few days ago, but it's closer in time to the

12 hearing than what we were looking at in your data, right?

13     A.   Correct.

14     Q.   And here I'd just like to read --

15     A.   Can I clarify something real quick?

16     Q.   Sure.

17     A.   So this data is only a subset of the

18 continuation of an exhibit.  So like it's -- this is

19 only -- I think this only represents the third quarter of

20 2022, whereas the other chart that we were referencing

21 covers a year prior to that as well.

22     Q.   We'll come to that.  I'm going to cover all of

23 that information.

24          So just at the very top of this, the title of

25 this is, "Gas utility stocks slumped in Q3," which is
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1 what you're pointing out, 2022, "as pricey sector entered

2 correction."

3          And then we go down to the first sentence.  And

4 it says, "Gas utility stocks ended a streak of

5 outperformance as central bank policy and other market

6 forces weighed on the utility sector."

7          And the second paragraph says, "A group of

8 nine ... utility operators selected by S&P Global

9 Commodity Insights plunged 13.3 percent in the third

10 quarter, sharply accelerating losses sustained in the

11 prior quarter."

12          So wouldn't you agree they're noting that there

13 were losses in the second quarter as well?

14     A.   That's the way that would read, yes.

15     Q.   Okay.  And then it says, "Meanwhile, the S&P 500

16 fell 5.3 percent and the S&P 500 Utilities sector

17 decreased 6.7 percent in the third quarter."

18          Did I read that correctly?

19     A.   Yes, you did.

20     Q.   And there in the chart below that, that shows a

21 number of gas utilities, not utilities generally but gas

22 utility stocks in the third quarter and their

23 performance, right?

24     A.   Yes, plus the S&P 500.

25     Q.   Right.  And you can see that the gas utility
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1 stocks are performing well below the S&P 500, correct?

2     A.   Correct.

3     Q.   Okay.  Now, you pointed out that there were --

4 that there was a correction, or that there has been

5 performance earlier that was outperforming the S&P, 500

6 correct?  Is that what you were saying?

7     A.   What I'm saying, if you were to continue my

8 chart on Figure CCW-4 to even accommodate this data in

9 this chart, the gas index would still be outperforming

10 the market since June 30 of 2021.  So if you were to

11 continue the data presented in Figure CCW-4, and

12 similarly, the figure at the back of my testimony, Figure

13 CCW-7 -- and I can go over the differences between the

14 two, if you would like -- but the fact would remain the

15 same, that both charts in my testimony, if you carried it

16 through the data as of this chart -- or this cross

17 exhibit you gave me, they would still be outperforming

18 the market.

19     Q.   Do you have a chart showing that in your

20 testimony in the record?  I should just say:  Do you have

21 anything in the record that demonstrates that?

22     A.   I mean, we can just take a look at the --

23     Q.   I'm just asking if you -- in your testimony or

24 in the record there's someplace we can go to find that?

25     A.   Yeah, you could take the performance of this
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1 chart right here, shown here, and line it up with the

2 chart on here, and it would show that that's still not

3 going to be enough.

4     Q.   I think you're just misunderstanding my

5 question, or maybe I'm not being clear.

6          In the record, you have this chart that we've

7 looked at in your direct testimony.  You don't provide a

8 further chart that updates that to the present, do you?

9     A.   No, I've not provided that in testimony.

10     Q.   Right.  And I just want to go a little further

11 here into this document, if you could flip to page 2.

12          Do you see that chart on the second page there?

13     A.   The one of the, "Gas utility stocks

14 underperform"?

15     Q.   Yeah.

16     A.   Yep, I'm there.

17     Q.   To me, that demonstrates, Mr. Walters, that of

18 the three indices, the gas utility index that they're

19 talking about here underperformed both of the others by a

20 substantial margin; wouldn't you agree?

21     A.   So they underperformed.  They fell 13.3 percent

22 relative to 5.3 percent for the S&P, or 6.7 percent for

23 the utilities -- S&P 500 utilities sector in general.

24     Q.   So they performed more than -- they were worse

25 by more than double, right?
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1     A.   Well, they were worse by 8 percentage points,

2 relative to being --

3     Q.   One was -- the S&P was at 5, right?  Where are

4 you looking?  I'm sorry.

5     A.   What I'm trying to say, to answer a previous

6 question you asked, if we look at the July 8th figure

7 here on my testimony, where it shows that the index is up

8 10.33 percent and the S&P 500 is down 9.26, so if you

9 just take the minus 13.3 from there, and it would just

10 show that the gap is not closed and the utilities are

11 still outperforming.

12     Q.   I guess we're referencing two different numbers.

13 On the first page, the S&P fell 5.3 percent in the

14 third quarter, and the S&P 500 utilities fell 6.7.

15     A.   That's correct.

16     Q.   The utilities fell 13.3, so more than double in

17 the third quarter.  It fell more than double over the

18 other two?

19     A.   Yes.  And that's what I said, they fell 8

20 percentage points more.

21     Q.   Okay.  Now, if we look at the second page again,

22 I want to read one more thing, and it's the paragraph

23 that is underneath that chart.

24          It says, and I'll quote, "Utilities provided a

25 safe haven earlier in 2022, but their outperformance has
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1 faded, even as investors remain defensive."  And this is

2 the part I want to focus on.  "Critically, the 10-year

3 U.S. Treasury yield surpassed the dividend yield for the

4 utility sector, which serves as a bond proxy, Ghaussy,"

5 this guy, "said.  Utility stocks were also richly valued

6 and outperforming fellow defensive sectors healthcare

7 consumer staples before the sell-off."

8          So it is a -- it is a significant development,

9 is it not, that the ten-year U.S. Treasury yield has now

10 surpassed the yield for the utility sector.  That

11 demonstrates that bonds -- a ten-year bond would be a

12 better investor choice than to go to a gas utility stock

13 right now?

14     A.   I also believe that the ten-year Treasury yield

15 is at or higher than that 30-year Treasury yield, which

16 is another significant thing.

17     Q.   I understand.  Just answer my question.

18          That's true, isn't it, that if you're a rational

19 investor wanting your best return and the ten-year has

20 now exceeded the utility index, you'd rather go -- the

21 utility yields, you'd rather go to the ten-year Treasury

22 note?

23     A.   If all you're investing in is yield, yes.

24     Q.   Okay.  That's all I have.  Thank you.

25          CHAIRMAN LEVAR:  Thank you.
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1          Major Buchanan, any redirect?

2          MR. SABIN:  I'm sorry.  I forgot to move to

3 admit DEU Cross Exhibit 1 into the record.

4          CHAIRMAN LEVAR:  Thank you.  If anyone objects

5 to that motion please indicate your objection.

6          I'm not seeing any, so the motion is granted.

7    (Exhibit DEU Cross 1 was entered into the record.)

8          CHAIRMAN LEVAR:  Major Buchanan?

9          MAJOR BUCHANAN:  I do not have any redirect.

10          CHAIRMAN LEVAR:  Thank you.

11          Commissioner Allen, do you have any questions?

12          COMMISSIONER ALLEN:  No questions.  Thank you.

13          CHAIRMAN LEVAR:  Commissioner Clark?

14          COMMISSIONER CLARK:  Just a couple of questions

15 to understand the charts a little better.

16

17                     CROSS-EXAMINATION

18 BY COMMISSIONER CLARK:

19     Q.   Looking at your Figure CCW-4, which addresses

20 capital appreciation returns over a given period, is that

21 measuring something different than the dividend yield?

22     A.   So the capital appreciation return would not

23 account for dividend yield or dividend return at all.

24 The dividend yield or dividend return component of it

25 would be captured in the total return, which I have
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1 provided in that Figure CCW-7 at the back of my direct.

2          So -- and that's why you will also see a wider

3 disparity or a wider outperformance of the utilities

4 index relative to the market because the utilities index

5 pays a higher dividend yield than the market.

6     Q.   So these appreciation returns are a measuring

7 change in stock price?

8     A.   Exactly.

9     Q.   That's my only line of questioning.  Thank you.

10     A.   Thank you for your time.

11

12                     CROSS-EXAMINATION

13 BY COMMISSIONER LEVAR:

14     Q.   I think you answered my questions, too.  As I'm

15 looking at -- comparing the exhibit that was passed out,

16 the chart on page 2 with your CCW-4, obviously they're

17 measuring two different things.  But since this chart

18 starts all at zero, so it's only comparing performance in

19 one quarter, right?

20          The exhibit that was handed out is looking at

21 performance in one quarter, starting at a baseline of

22 zero at the beginning of that quarter, right?

23     A.   Yeah.  It's -- I want to say it's exactly the

24 same as my Figure CCW-4 minus the previous year.  So mine

25 starts at June 30, 2021.  This chart that was handed to
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1 us today starts at June 30, 2022, with zero being the

2 baseline or the starting point.

3     Q.   So if I were to -- if I were to just on the --

4 through napkin calculations try to compare these two --

5 tell me if I'm doing this wrong.  If I took the red line

6 on your CCW-4 that is up 10.33 and then subtracted 13.3

7 from that, would that get the results of where things are

8 and then do similar changes to the blue and green line?

9     A.   Yeah, so that should be a pretty close

10 approximation.

11     Q.   Okay.  Thank you.  That answers my question.

12          CHAIRMAN LEVAR:  Thank you for your testimony

13 this afternoon.

14          THE WITNESS:  Thank you, everyone.  Have a good

15 day.

16          CHAIRMAN LEVAR:  Major Buchanan, anything else

17 from you?

18          MAJOR BUCHANAN:  Nothing further.

19          CHAIRMAN LEVAR:  Are we going to the Office of

20 Consumer Services next?  Is that everyone's

21 understanding?

22          Okay.  Mr. Moore?

23          MR. MOORE:  The Office of Consumer Services

24 calls Daniel Lawton to the stand and ask that he be

25 sworn.
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1          CHAIRMAN LEVAR:  Good afternoon, Mr. Lawton.

2          THE WITNESS:  Good afternoon.

3          CHAIRMAN LEVAR:  Do you swear to tell the truth?

4          THE WITNESS:  I do.

5          CHAIRMAN LEVAR:  Thank you.

6          THE WITNESS:  Thank you.

7

8                     DANIEL J. LAWTON,

9 was called as a witness, and having been first duly

10 sworn to tell the truth, the whole truth, and nothing

11 but the truth, testified as follows:

12

13                    DIRECT EXAMINATION

14 BY MR. MOORE:

15     Q.   Mr. Lawton, could you please state and spell

16 your full name for the record and give your business

17 address.

18     A.   My full name is Daniel J. Lawton.  And my name

19 is spelled Daniel, D-A-N-I-E-L, Lawton, L-A-W-T-O-N.

20     Q.   Could you give your business address, please.

21     A.   Oh, I'm sorry.  I didn't hear that part.

22          My business address is 12600 Hill Country

23 Boulevard, Suite 275, Austin, Texas 78738.

24     Q.   On whose behalf are you testifying today?

25     A.   The OCS.
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1     Q.   What is the purpose of your testimony?

2     A.   To provide expert testimony on the current cost

3 of capital.

4     Q.   Did you prepare direct testimony, together with

5 OCS Exhibits 3.1D through 3.113D, and cause this

6 testimony and accompanying exhibits to be filed with the

7 Commission on August 26, 2022?

8     A.   I did, yes.  August -- that is my direct

9 testimony, filed August 26.

10     Q.   Did you also prepare surrebuttal testimony,

11 together with OCS Exhibits S1S through -- I mean 3.1S

12 through 3.2S, and cause this testimony and accompanying

13 exhibits to be filed with the Commission on October 13,

14 2022?

15     A.   I did.  That would be my surrebuttal.

16     Q.   Do you have any changes to this testimony you'd

17 like to make at this time?

18     A.   None that I'm aware of.

19     Q.   If I asked you the same questions that are

20 contained in your written testimony, would your answers

21 be the same?

22     A.   They would indeed.

23          MR. MOORE:  The Office would move to admit the

24 testimony and accompanying exhibits of Mr. Lawton.

25          CHAIRMAN LEVAR:  Thank you.  Please indicate if
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1 anyone has an objection to the motion.

2          Not seeing any, the motion is granted.

3     Q.   (BY MR. MOORE:)  Have you prepared a summary of

4 your position you'd like to give at this time?

5     A.   Yes, I have.

6     Q.   Please proceed.

7     A.   Thank you.  Commissioners, thanks for having me

8 this afternoon.  It's been a couple of years, and we're

9 still talking cost of capital.  So I'll try to keep it

10 brief.

11          In this case, I address two, what I think are

12 fundamental issues that you need to decide to determine

13 revenue requirements in this case.  The first issue is

14 the cost of equity.  What profit level should we allow

15 DEU to earn and embody in the rates?  The second issue is

16 cost is the capital structure, and should that be

17 adjusted in this case before setting rates?  So those are

18 the two main prongs, or issues, that I bring forward

19 today.

20          Now, as to the first issue, I recommend a

21 9.20 percent cost of equity.  That cost of equity is

22 based on fundamental, tried-and-true models for the

23 determining equity returns.  They're used, not only at

24 this commission, but commissions around the country.

25          Combined with those models are current market
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1 data.  I think my surrebuttal shows the current market

2 data goes through, I think it was October 10th.

3          Now, why current market data is important is

4 you've heard a lot, and you will continue to hear a lot,

5 about inflation and rising interest rates.  Well, if

6 you're using current market data, you're incorporating

7 those changes in your models.  And I think every witness

8 in this case has employed current models and current

9 data.

10          Now the DEU, the Company in this case, has

11 requested a 10.3 percent return on equity.  I think

12 that's somewhat high, and I don't think it can be

13 supported.  And what I did is, in my direct testimony at

14 around page 64, I laid out all the factors that I believe

15 are problems in Ms. Nelson's analysis.  For example, if

16 you look at her constant growth DCF and quarterly

17 compounded DCF models, they support an ROE closer to 9.4

18 to 9.6, or on average about 9.5.  I explain that in my

19 testimony.  Certainly, they do not go as far as

20 10.3 percent.

21          The other issue was with regard to her --

22 Ms. Nelson's capital asset pricing model, where I believe

23 there are fundamental errors.  And if you just look at

24 the range that Ms. Nelson points out as a reasonable

25 range of 10.6 -- excuse me, 9.6 to 10.75, and she picks a
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1 10.3 final analysis, many of her capital asset pricing

2 model results are well above that range.  So her own

3 analysis excludes her capital asset pricing model.  I

4 point that out in my testimony.

5          Finally, with regard to her risk premium

6 analysis, there is something fundamentally wrong.  I

7 address it.  When interest rates are going up, cost of

8 capital is going up; when interest rates are going down,

9 cost of capital is going down.  It does not make

10 intuitive sense.

11          If you look at it generally, when interest rates

12 are rising, loans cost more.  Cost of capital is rising.

13 When cost of capital increases, the cost of equity

14 increases.  I know Ms. Nelson tried to explain it, I

15 think, in a question to the -- to the Bench here.  And

16 it's just fundamentally wrong to conclude that, as

17 interest rates go up, the cost of capital goes up.  I

18 agree.  But when interest rates go down, cost of capital

19 also goes up, that's just fundamentally wrong.  So that,

20 I point out in my testimony with regard to Ms. Nelson's

21 risk premium analysis.

22          To be brief, I'm going to go to cost of -- I

23 mean the capital structure.  In the last case, I sat in

24 this very chair and supported the 55 percent equity ratio

25 that was part of a settlement for the Company.  And the
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1 reason is, we had a Tax Cuts and Jobs Act change, which

2 caused deferred taxes to decline rapidly.  And the

3 Company relies upon deferred taxes as cash flow for their

4 financial metrics.  Well, that was going to go away.  So

5 what this Commission did, what the parties did, was

6 everybody got together and agreed on a higher equity

7 ratio to solve that problem.

8          Well, since then, a lot of things have happened.

9 One, they don't have the cash flow problem they had.

10 Because when the tax act changed, that meant rate base,

11 this Company's investment capital for which it earns a

12 return on, will grow more rapidly.  I point that out in

13 my testimony.  And so their earnings base that you're

14 going to apply the return to in this case is much higher

15 today than it would have been but for the Tax Act

16 changes.

17          So it's my opinion that the extra equity in the

18 capital structure that this Commission provided in

19 response to a problem created by the tax act is no longer

20 necessary.

21          And the cost to consumers of maintaining that is

22 roughly $6.3 million a year in higher rates and millions

23 in profits for shareholders.  It's just not necessary.

24          So that is the conclusion of my introduction.

25 And I thank you for taking the time to listen to me.
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1 Thank you.

2          MR. MOORE:  Mr. Lawton is now available for

3 cross and questions from the Commission.

4          CHAIRMAN LEVAR:  Thank you, Mr. Moore.

5          Ms. Schmid, do you have any questions for

6 Mr. Lawton?

7          MS. SCHMID:  No questions.  Thank you.

8          CHAIRMAN LEVAR:  Thank you.

9          Major Buchanan?

10          MAJOR BUCHANAN:  No questions.

11          CHAIRMAN LEVAR:  Thank you.

12          Mr. Russell?

13          MR. RUSSELL:  No questions.  Thank you.

14          CHAIRMAN LEVAR:  Thank you.

15          Mr. Sabin?

16          MR. SABIN:  Yes, I do have some questions.

17

18                     CROSS-EXAMINATION

19 BY MR. SABIN:

20     Q.   Hello, Mr. Lawton.  Good to see you again.

21     A.   Good to see you, sir.  How are you?

22     Q.   Great.  I want to start with -- there's been a

23 lot said about these RRA results that we get across the

24 nation.

25          Do you agree, first of all, with Ms. Nelson,

Page 142

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1 that the RRA data, to some extent, is outdated?

2     A.   No, it's actually up to date.  I mean,

3 Ms. Nelson put forth an exhibit that brought forth the

4 latest data that RRA has.  I believe it was through

5 August 31th.

6     Q.   That was a poor question.  What I meant by that

7 is that it's taking into account historical data that is

8 usually several months old from where we are today.

9     A.   Yeah, that's the way it works when you have

10 historical data.  I mean, they can't forecast the future.

11 We wouldn't trust it.

12     Q.   Right.  Right.  And you would also agree,

13 wouldn't you, that there are times in our economy, in

14 particular the last three years have been a good example,

15 where we've had very sharp changes in economic outlook

16 because of world events?

17     A.   I think it's more than because of world events.

18     Q.   World events, and what would you add to that?

19     A.   Well, the pandemic.

20     Q.   Okay.  I was thinking that was a world event.

21     A.   Okay.  I was thinking about it localized to the

22 United States.  I was being selfish.

23     Q.   Well, I think other people around the world

24 would consider it a world event, as well.

25     A.   Yes, sir, you are correct.
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1     Q.   In any event -- and I want to emphasize

2 something.  As we talked today, you said something in

3 your opening that I totally agree with.  And that is

4 that --

5     A.   Thank you.

6     Q.   -- what we care about the most right now in this

7 proceeding is talking about what the current market data

8 shows.  And that was a quote from you that you said

9 current market data is what we should be focused on.

10          Do you agree with that?

11     A.   I don't agree with those exact words.  I said

12 current market data is what we all have employed.  I

13 don't know if I said, We should all be focused on it.  I

14 think it's important, absolutely.

15     Q.   Do you agree that we should be focused on

16 current market data?

17     A.   Absolutely.  We don't ignore it.

18     Q.   All right.  Great.  So I want to just run

19 through a couple of exhibits, and Mr. Mendenhall has

20 kindly agreed to walk these around for me.

21          And the first thing I want to talk about,

22 Mr. Lawton, is in your -- if you could open your direct

23 up to Lines 491 to 494.

24     A.   Do you have a page number?

25     Q.   I can get you one.  Give me one second.
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1     A.   Oh, I got it.  I think it's page 28.

2     Q.   So in your direct, page 28, if you'd go there.

3     A.   I'm there.

4     Q.   Are you there?  Okay, great.  I just want to

5 focus in.

6          When you are talking about the RRA report in

7 your direct, you have a note there on Line 491.  You say,

8 "As noted above, regulatory authority cost of equity

9 decisions for gas utility rate cases for calendar years

10 2020 - 2021 averaged about 9.47% - 9.56%."  And then you

11 say, "During the first six-months of 2022, the average

12 authorized gas utility equity return declined to 9.33%."

13          Did I read that right?

14     A.   You did.

15     Q.   And then you're citing to an RRA report there in

16 the footnote; is that correct?

17     A.   I am.

18     Q.   I've just handed you a -- this is an updated

19 version that goes -- of the same data from RRA.  Let me

20 represent to you that this goes through the end of

21 September of 2022.  And I'd just ask you to look down at

22 the bottom, and tell me that the year-to-date there

23 shows.

24     A.   The year-to-date there, there's two numbers.

25 What would you like?
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1     Q.   Just the year-to-date -- sorry, year-to-date

2 September average, and then we'll talk about the other

3 one in a minute.

4     A.   Okay.  The year-to-date September average says

5 9.42 -- 9.42 percent.

6     Q.   Okay.  And you would agree with me, would you

7 not, that that average is higher than 9.33 percent?

8     A.   By nine basis points.

9     Q.   We're moving along great here.

10          And then the next number below that, which you

11 highlighted, would you read -- that's the average

12 post-June 30th number.  What does that say?

13     A.   It says 9.52 percent.

14     Q.   Okay.  Also an increase from 9.33.  We can agree

15 on that, right?

16     A.   Well, I think they are two different numbers.

17     Q.   They are.  They are.  I'm saying those averages

18 are higher.  If you take the six months since June at

19 9.52, that's higher than the prior six months at 9.33.

20     A.   It is, indeed.

21     Q.   Okay.  Now, if you'd flip to your surrebuttal

22 testimony, and we're going to go to Lines 491 -- that

23 same one, hang on.  It's 33 and 34, which is on page 2 of

24 your surrebuttal testimony.

25     A.   Did you say 33?
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1     Q.   Lines 33 and 34.

2     A.   Got it.

3     Q.   Are you there?

4     A.   Yep.

5     Q.   Okay.  That shows that the -- again, you say

6 that, to point out Ms. Nelson's differential, you cite,

7 again, to the same 9.33 average.

8          And the Footnote 1 goes to the January to June

9 numbers, right?

10     A.   It does indeed.  Do you want me to say thing the

11 same thing with these new numbers?

12     Q.   No.  No.  I think we've got those numbers.

13 Because the point is, they're the same, aren't they?

14     A.   Yes.

15     Q.   And this -- your surrebuttal came, even after we

16 had more current data through September, right?

17     A.   That is correct.

18     Q.   But you didn't update that number in your

19 report?

20     A.   I didn't move it up nine basis points, you are

21 correct.

22     Q.   Okay.  And then I'm going to do the same -- we

23 pulled the more current, the most current we could find

24 by the deadline, for cross exhibits.  And I'm going to

25 give you that one as well.
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1          MR. SABIN:  While we're passing that around,

2 Mr. Chair, I move for admission of DEU Cross

3 Exhibit 2.

4          MS. SCHMID:  I do have one question.  It's a

5 clarifying question.  And if I may ask that.

6          CHAIRMAN GILL:  Go ahead.

7          MS. SCHMID:  If I heard Mr. Sabin correctly, he

8 said the average post-June 30th to now was six months.

9          Did I hear that correctly?

10          MR. SABIN:  No, I just said -- I intended to say

11 the average from June 30th to the present.  If I didn't

12 say that, I meant that.

13          MS. SCHMID:  And so that's about three months;

14 is that right?

15          MR. SABIN:  I assume that's right.

16          MS. SCHMID:  Okay.  That was just my question.

17          I have no objection.

18          CHAIRMAN LEVAR:  Thank you.  If anyone else has

19 an objection, please indicate it.

20          I'm not seeing any, so the motion is granted.

21    (Exhibit DEU Cross 2 was entered into the record.)

22     Q.   (BY MR. SABIN:)  I've handed you DEU Cross

23 Exhibit 3, which is the -- it's the rate case history

24 from the same source through October -- I believe this

25 is through October 14th.  They don't show the date on
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1 here, but I think it was through October 14th.  You'll

2 see there's a couple of rate case decisions that came

3 out on October 10th and October 12th that are at the

4 bottom that have been added to this from the

5 September 1.  I'll just point that out for you.

6          Do you see there's one --

7     A.   Are you referring to two settled cases for your

8 numbers?

9     Q.   I'm referring to the date.  If you look at the

10 date, you'll see --

11     A.   I see the dates, but you're going to refer to

12 the settled cases to --

13     Q.   No, I was just telling you that there's been two

14 additions added to this.  The other one had settled

15 cases, too.  The ones you were using, they have litigated

16 and settled cases.

17     A.   I understand.  But the two recent cases you're

18 referring to were settled.  I'm trying to clarify that.

19 It's your document, I'm trying to clarify.  That's all.

20     Q.   That's right.

21     A.   Okay.  All right.

22     Q.   October 10th, 2022, and October 12th, 2022.  Do

23 you see those?

24     A.   I see it.

25     Q.   Okay.  All I'm wanting to point out for you and
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1 have you confirm is that the 2022 average now, as of the

2 date of this document, has gone up to 9.44 percent.  And

3 then the July to October has gone up to 9.53 percent; do

4 you see that?

5     A.   I see your numbers, but your methodology seems

6 to have changed a bit.

7     Q.   This isn't my methodology.  I just printed

8 this -- we just got this from RRA.  This is their

9 methodology.

10     A.   And I don't recall RRA posting a number of

11 average post-June versus average post-July.  Your prior

12 exhibit had average post-June, now you have average

13 post-July.  And if you're trying to make them comparable,

14 you've got apples and elephants.

15     Q.   I'm not trying to make them comparable, sir.

16     A.   Okay.  I'm just clarifying.  The numbers say

17 what they say.

18     Q.   Let me just ask this:  Do you have any reason to

19 dispute any of this data?

20     A.   Well, I haven't studied it all.  And so your

21 recent ones with the settled cases I wanted to look at a

22 little more closely, that -- this recent settlement.

23 That's all.

24     Q.   Okay.  Any --

25     A.   No other disputes.
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1     Q.   Okay.  So what I want to ask you is:  It's true,

2 is it not, that because of -- to some extent, because of

3 the world in which we live and the market we have, these

4 numbers have started to shift back up; isn't that right?

5     A.   Temporarily we've seen a change.  For example,

6 in your last exhibit, you see a two basis point change.

7 In your prior exhibit to that, you saw a nine-basis-point

8 change from the 9.33, which was based on six months of

9 data.

10     Q.   Right --

11     A.   And if we look at -- if we look at what happened

12 in 2021, the numbers are still lower because I think

13 '21 -- 2021 for the year was 9.47?

14     Q.   It was 9.47 to 9.56.  That's what you have.

15     A.   Yeah.  And these numbers are lower than what we

16 had in the previous year.  So you're trying to take a

17 couple of incremental months of little changes back and

18 forth and make a case, and I don't see it.

19     Q.   I think we just established you had agreed with

20 me that we would -- the more current the data, the better

21 for our purposes, right?

22     A.   True.  But if you're going to take one data

23 point, or as you did in your last exhibit, two data

24 points on settled cases to make your case, I don't think

25 it does it.
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1     Q.   I don't think I've even referenced the settled

2 cases.  I'm just pointing out this is RRA data.  That's

3 all, sir.

4     A.   Yep.

5     Q.   Okay.  So back to my original question.  You

6 would agree with me, would you not, that the -- since

7 June of this year, the trend has gone back up.  It's on

8 an upward slope?

9     A.   It's moved from -- well, what's your starting

10 point?

11     Q.   Well, I just said from June to the present.  At

12 least, from these documents -- it was at a 9.33,

13 according to your testimony, which we just looked at in

14 two places, and now it's moved up from 9.33 to -- the

15 yearly average is at 9.44?

16     A.   9.44.

17     Q.   And the last three months, it's at 9.53?

18     A.   Yes.

19     Q.   And you agree with me that that's an upward

20 trend?

21     A.   Upward trend from the June of 2022 number, a

22 downward trend from 2021.

23     Q.   But an upward trend from when you submitted your

24 direct?

25     A.   That is true.
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1     Q.   Okay.  Now, why didn't you, in your surrebuttal

2 testimony, update your RRA information to use the most

3 current data, even though you reference it?

4     A.   I had the document that I put in my testimony.

5 I didn't have the next RRA.

6     Q.   Okay.

7     A.   And I'll try to get that for you.

8     Q.   All right.

9          MR. SABIN:  Mr. Chair, I'd like to move for the

10 admission of DEU Cross Exhibit No. 3.

11          CHAIRMAN LEVAR:  Please indicate if anyone

12 objects to that motion.

13          I'm not seeing any objection, so the motion is

14 granted.

15    (Exhibit DEU Cross 3 was entered into the record.)

16     Q.   (BY MR. SABIN:)  All right.  Would you agree

17 with me, Mr. Lawton, that that trend has turned at the

18 same time we've seen other economic indicators turn more

19 negative in the market?

20     A.   Which indicators are you speaking of?

21     Q.   For example, inflation.  Treasury yields are

22 going up.  Federal interest rates are going up.  Quite

23 markedly, inflation is going up.

24     A.   The premise to your question is incorrect.

25          If the trend -- if we look at inflation; for
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1 example, if you look at the July numbers for inflation,

2 they were, what, 8.4, 8.3.  I think the more recent one

3 was 8.2 annualized basis.  So if you say inflation is

4 going up, the answer was technically, it didn't.  It

5 actually ticked downward.

6          So if you have another metric you want me to

7 look at, I'll look at it.

8     Q.   I think I was asking for all -- taking all of

9 those into consideration.

10     A.   Taking them all into consideration, inflation

11 went down.  Some other financial indicators or metrics

12 might have become more negative.  And you've shown that

13 nine basis point change in two months.

14     Q.   Okay.  Let's go -- I'm going to show you another

15 cross exhibit that Mr. Mendenhall will bring around.

16          I'm showing you a volatility index.  It was

17 updated through October 13th, 2022.  This comes from the

18 Federal Reserve.

19     A.   I see it.

20     Q.   You see it?

21     A.   Yes.

22     Q.   And I just want you to -- there is this similar

23 report in Ms. Nelson's testimony, but this one goes out

24 further than hers does.  This is the most current we

25 could get before the deadline for cross exhibits.
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1          If I look at February 2020, sir -- you were here

2 when that was going on -- and I look at the volatility

3 index on that on approximately that date, it's -- I think

4 she represented it was at 14 or 15.  Do you see that on

5 the left-hand side there?

6     A.   Yeah.  I would see it at the bottom of that

7 largest peak on that page.

8     Q.   I agree.  Yeah.  Same spot, right around there.

9          About 14 or 15, right?

10     A.   I don't know the answer to that.  My eyes aren't

11 that good.  I've even tried using these glasses, and

12 they're not working, either.

13     Q.   All right.  We can agree, can we not, that

14 today, September 2022, the VIX index is reporting more

15 than double the volatility from that February of 2020

16 period?

17     A.   Yeah.

18     Q.   Okay.  So --

19     A.   But not necessarily for utilities.  They're

20 reporting it -- this is based on the S&P 500.

21     Q.   I didn't say it was just for utilities.

22     A.   Okay.  I just wanted to --

23     Q.   I'm pointing out to you that the VIX index is

24 double the volatility, overall, what it was in 2020.

25     A.   Absolutely.
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1     Q.   Okay.  So you were asking me a minute ago what

2 things have changed.  That has changed, has it not,

3 between 2020 and now?

4     A.   It has changed.  What you haven't shown or what

5 I can tell you, it's not relevant to the utilities.  You

6 show me a utility whose volatility has doubled.  I don't

7 think you can, sir.

8     Q.   I don't think anybody's representing the

9 volatility has caused utilities to -- volatility to

10 double.  I think we're trying to --

11     A.   Well, we're here on a utility case to set the

12 rate of return for your client.  And why we're talking

13 about the volatility of some private corporation out

14 there, that's fine, but it's not relevant to what we're

15 doing.

16     Q.   Okay.  That's your position.  I understand it.

17          We're going to show you another exhibit.

18          MR. SABIN:  I should move -- make sure I move --

19          Mr. Chair, I move the admission of DEU Cross

20 Exhibit No. 4 into evidence.

21          CHAIRMAN LEVAR:  Please indicate if you object

22 to that motion.

23          I don't see any objections, so the motion is

24 granted.

25    (Exhibit DEU Cross 4 was entered into the record.)
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1     Q.   (BY MR. SABIN:)  All right.  Mr. Lawton?

2     A.   Yes, sir.

3     Q.   I'm just going to point out a few things.

4          You would agree with me that the U.S. bond

5 market is relevant to what we're doing here; isn't that

6 true?

7     A.   It is.

8     Q.   And the volatility in that sector, according to

9 this document from S&P Capital IQ, is at its highest

10 point in volatility since the pandemic in March of 2020,

11 right?

12     A.   Based on the ending date on this chart of -- I

13 don't know what the ending date is.

14     Q.   I think it's -- this report is as of

15 September 30th, 2022, so a few days ago.

16     A.   Okay.  Then as of the date of this report,

17 because it looks like the numbers go beyond the last date

18 I have on the chart.

19     Q.   Right.  This appears to show that on

20 September 28th, this is what the -- the date of this

21 volatility index was reporting.

22          Do you see that in the second paragraph?

23     A.   I do.

24     Q.   Okay.  So that is relevant to us, is it not,

25 that the bond market volatility is significantly higher
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1 than it has been since the pandemic?

2     A.   That is.  But on a new day, what you're worried

3 about is the market in which you approach and what the

4 yield spreads are going to be and when you need to --

5     Q.   Well, speaking of that, let's turn the page on

6 that document.

7     A.   Okay.

8     Q.   You'll see there's a chart there on page 2 that

9 talks about Treasury yields.  And you incorporated

10 Treasury yields into your analysis, did you not?

11     A.   I did.

12     Q.   Right.  And Treasury yields over, from 2022 to

13 the present, to September of -- it's -- the bottom of the

14 chart says, "through September 28, 2022."  They have

15 quote, "soared in 2022."  Do you agree with that?

16     A.   Where is the quote, sir?

17     Q.   Up at the very top of the page, at --

18     A.   "Treasure yields have soared 22 (basis points)."

19 Yes.

20     Q.   And what they're reporting there on the first

21 paragraph under the chart is that, "U.S. government bond

22 yields have soared this year as the Fed has hiked rates

23 by 300 basis points and plans to continue hiking into

24 2023 in its ongoing battle to curb the highest inflation

25 in 40 years."
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1          So first -- you weren't looking at that, so I

2 was going to ask you if I read that correctly, but --

3     A.   I agree with it because I'm familiar with the

4 numbers.  And by the way, it's in my direct testimony in

5 one of my exhibits I talked about.

6     Q.   Well, you don't use the -- we'll come to that in

7 a minute.  You don't use the current increases in the

8 Federal bond yields.  You use an older version?

9     A.   I'm sorry.

10     Q.   We'll come to that.

11     A.   No, I need to answer that question.

12          I believe I used that as of October 10th in my

13 risk premium analysis in my surrebuttal testimony.

14     Q.   We'll look at it.  And you can correct me if

15 I've misread your testimony, but I don't believe I have.

16          Wouldn't you agree with me that a

17 300-basis-point increase in government bond yields is a

18 significant change in the economy?

19     A.   Well, compared to where they were, absolutely.

20     Q.   Right.  And that means, as you said a moment

21 ago, that when yields are going up in the government bond

22 market, that tends to drive up these equity returns, as

23 well, right?

24     A.   Not equity returns, but the cost of equity.

25     Q.   The cost of equity.
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1     A.   Equity return is dependent upon what the utility

2 does with its expenses and gets a return.

3     Q.   Fair point.  Do you agree that we're in the

4 middle of the Fed dealing with the highest inflation in

5 40 years?

6     A.   Well, that's a fact.

7     Q.   Okay.  I'm going to read that second paragraph

8 under the chart with you, if you can look at that.  It

9 says, "As yields have risen, inflation appears to have

10 peaked, even though it remains well above the Fed's 2%

11 target.  The consumer price index, the market's preferred

12 inflation metric, jumped 8.3% from August 2021 to

13 August 2022."

14          You would agree with me that that is a

15 significant negative change in the market, to have

16 inflation increase that much in that period of time?

17     A.   Yes, it's a concern, inflation.  But we've also

18 seen, as I pointed out earlier in this cross-examination,

19 that it has not kept increasing at those levels.

20 Actually, it's ticked downward.

21     Q.   But that is a relevant factor, that inflation

22 increase, which you've taken into account and so has

23 Ms. Nelson and so have others.  That's a significant

24 market change that tends to drive costs up for the

25 utility?
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1     A.   Right.  And as I said in my introduction of the

2 testimony, we all looked at current market data.  We all

3 employed current market data.  I came out at 9.2 percent,

4 using that data and those models.  Your witness has

5 different ideas.

6     Q.   Okay.  Let's go down to -- last thing I want to

7 cover on this document is just on liquidity.

8          Under the -- you'll see there's a statement

9 there about liquidity issues?

10     A.   I see it.

11     Q.   It says, "With volatility high and the dollar

12 strengthening to record heights, liquidity in the $23.7

13 trillion Treasury market is under severe pressure."

14          That means, sir, does it not, that the Fed is

15 essentially not -- it's getting out of keeping interest

16 rates low by buying up government bonds?

17     A.   It's getting out of that.

18     Q.   Right.

19     A.   The "quantitative" means --

20     Q.   That's what I mean.

21     A.   -- that it's quantitative tightening, yes.

22     Q.   Yes.

23     A.   And so that limits the liquidity in that market.

24     Q.   Right.  And liquidity impacts us here, because

25 with the drop in liquidity, that funnels through the
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1 entire market, does it not, and affects everybody?

2     A.   It does in the Treasury market.  If you're

3 implying that suddenly your client, DEU, has less

4 liquidity, I think you're wrong.  I mean you're --

5     Q.   No --

6     A.   Okay.

7     Q.   -- I'm talking --

8     A.   You're talking about --

9     Q.   -- the bond market.

10     A.   I'm sorry.  I didn't mean to talk over you, sir.

11     Q.   That's okay.

12          MR. SABIN:  Mr. Chair, I move to admit Cross

13 Exhibit No. 5.

14          CHAIRMAN LEVAR:  Please indicate if you object

15 to that motion.  I don't see any, so the motion is

16 granted.

17    (Exhibit DEU Cross 5 was entered into the record.)

18     Q.   (BY MR. SABIN:)  All right.  Just a couple more.

19 All right.

20          Mr. Lawton, I'm showing you what is a news

21 release from the Bureau of Labor Statistics.

22     A.   I see it.

23     Q.   We've marked this DEU Cross Exhibit 6.

24          Do you recognize this report?  Is this something

25 you have reviewed?
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1     A.   It is.

2     Q.   Would you agree with me that it's one of the

3 authoritative sources we look to when we talk about

4 inflation?

5     A.   No.

6     Q.   No?

7     A.   No.  It's an authoritative source when you're

8 talking about the Consumer Price Index.  There are other

9 measures of inflation, where you would have to go to

10 other agencies.

11     Q.   Fair enough.  The Consumer Price Index?

12     A.   Yes, sir.

13     Q.   I'm just going to point out one thing -- two

14 things.

15          Under the -- at the end of the first paragraph,

16 you'll see that last sentence.  It says, "Over the last

17 12 months, the all items index increased 8.2 before

18 seasonal adjustment."

19     A.   Yes.  That's the one I mentioned earlier when I

20 said it had ticked downward.

21     Q.   And I think you're referring to that.  So we're

22 clear, down in that fourth paragraph, is this what you

23 were referring to, where it says, "The all items index

24 increased 8.2 percent for the 12 months ending September,

25 a slightly smaller figure than the 8.3 increase for the
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1 period prior to August"?

2     A.   Not only referring to that, but the July number

3 as well.

4     Q.   Well, the point is, between August and

5 September, you had 8.2 percent, 8.3 percent to 8.2

6 percent, still above an 8 percent increase in the

7 Consumer Price Index?

8     A.   That is correct, and it ticked down from July as

9 well, as I pointed out earlier.

10     Q.   All right.

11          MR. SABIN:  Mr. Chair, I move to admit DEU Cross

12 Exhibit 6.

13          CHAIRMAN LEVAR:  Please indicate if you object

14 to the motion.  I don't see any, so the motion is

15 granted.

16    (Exhibit DEU Cross 6 was entered into the record.)

17     Q.   (BY MR. SABIN:)  Okay.  One last chart about the

18 economy I want to talk with you about.  And then I'll

19 refer you to your testimony.  But let me have -- we'll

20 pass this out first.

21          We're going to mark this as DEU Cross Exhibit

22 No. 7.  I'll just ask you, Mr. Lawton, if you -- let me

23 represent to you, this is a printout from the Fed dated

24 October 14, 2022, so just a couple of days ago.

25     A.   Yes.
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1     Q.   Would you agree with me that this is their

2 formal printout of the interest rates as of that date?

3     A.   This is the daily printout of the H.15 database.

4     Q.   Correct.  So that shows the interest rates for

5 that day on various Federal funds, Treasury, maturities,

6 and, you know, other items?

7     A.   Yes, as well as inflation index funds, which you

8 find on the bottom.

9     Q.   Correct.  Okay.  If you could now open your

10 surrebuttal to Lines 69 to 71, which should be on page 4.

11          Lines 69 to 71.  Could you just read that first

12 sentence for us?

13     A.   Into the record, sir?

14     Q.   Please.

15     A.   Okay.  "Yes."

16     Q.   Go ahead, the next sentence.

17     A.   "Since the August 26, 2022 filing of my direct

18 testimony interest rate yields for 30-year U.S. Treasury

19 bonds have increased from about 3.20% (August 26, 2022)

20 to about 3.67% (October 4, 2022)."

21     Q.   Okay.  So first thing I want to point out is

22 it's true, is it not, that as of October 14th, that

23 number has increased up to -- for the 30-year Treasury

24 rate, has increased up to 3.97 percent, and I think we

25 heard this morning from Ms. Nelson that it's now above
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1 4 percent?

2     A.   This data is probably from -- what did you say?

3 This is the --

4     Q.   This is October 14th on this exhibit.

5     A.   I thought I saw a number of 4 percent, but it

6 may be.

7     Q.   And you would agree with me that the

8 3.97 percent and 4 percent are both above the numbers you

9 just read in your surrebuttal testimony?

10     A.   They're both above 3.67 percent.

11     Q.   Right.  As much as -- more than .30 percent,

12 right?

13     A.   No.

14     Q.   3.67 to 4 percent?

15     A.   Yeah.  And that would be 3.33 percent, right, to

16 4?

17     Q.   I'm sorry.  I'm just trying to point out the

18 difference between 3.67 and 4 percent.

19     A.   Didn't I just say it, .33?

20     Q.   I see what you're saying.  Yes, .33, thank you.

21 Yes.  I'm following you.

22          So the number you used in your direct, you note

23 that there has been an increase, in your surrebuttal.

24 But I note that you didn't include any of the October

25 data that you noted -- it had gone up even further in
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1 your 30-year government bond yields analysis, in you

2 surrebuttal.

3     A.   I'm not understanding that question.

4     Q.   Go to Table 3, which is on next page, if you

5 will.

6     A.   Yes.

7     Q.   Do you see there that you use July, August, and

8 September data, and you don't use the October data that

9 says gone up .33 percent more?

10     A.   Yes.  There's a reason.

11     Q.   I understand there's a reason.  I'll come to

12 that in a second.

13          What I'm wondering is, when I look at these,

14 would you agree with me that since the time you filed

15 your direct, that government -- government bond yields or

16 Treasury yields have gone up, they're on an upward trend?

17     A.   The trend, there's certainly an upward trend

18 from where they were currently at that point in time.

19 But you referred me to my Table 3, which is monthly data.

20 I did not have the month of October, because the month of

21 October was not finished yet.  It still isn't finish.  So

22 I could not put in a comparable full month of interest

23 rate data.  The last month available was September.

24     Q.   I understand.  That wasn't what I was asking.

25 So let's go back to my question.
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1          Let's do this.  Go to your direct and go to

2 Table 12, which is on page 50, please.

3     A.   I'm there.

4     Q.   Okay.  You see in Table 12 your May 30-year U.S.

5 government bond yield number is 3.07.

6     A.   Hold on a second.  I was on the wrong table.

7     Q.   That's okay.  No trouble.  Table 12.

8     A.   Table 12?

9     Q.   Yeah.

10     A.   I'm there.  Go ahead.

11     Q.   The May number you used for May of '22 is

12 3.07 percent --

13     A.   Right.

14     Q.   -- for the very same 30-year U.S. government

15 bond yield, right?

16     A.   Yes.

17     Q.   Now, if we look at your surrebuttal, it's gone

18 up from there in this full month of September to 3.56,

19 which is .49 percent higher, correct?

20     A.   I don't know what you're talking about.  Hold

21 on.

22     Q.   Sorry.

23     A.   I'm now -- I've got Table 12 open from page 50

24 on my direct.  I've got Table 3 open from surrebuttal.

25          Now you asked me to look at the May number of
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1 3.07.

2     Q.   You see that, and we agree that that's the

3 number you used, right?

4     A.   Yes.

5     Q.   Now, if you go to your Table 3 on your

6 surrebuttal testimony for September of 2022, it's gone up

7 to 3.56; do you agree with me?

8     A.   I agree.  Those are the numbers.

9     Q.   Okay.  So that's a .49 percent increase there.

10     A.   Yeah.  I mean, you're skipping over a couple of

11 months.  I mean first of all, these are monthly

12 sequential numbers.  And what I use is a three-month

13 average.  You seem to be taking it out of context and

14 want to grab a month from one period and compare it to

15 three more periods away.  It makes no sense to me.

16     Q.   If I were to draw a line from May on a chart --

17 if I charted all these numbers and I drew a line from May

18 to September, you would agree with me, would you not,

19 that the line would be an upward trend?

20     A.   It would be an upward trend with a downward part

21 in July.

22     Q.   Okay.  And if we added October through today, or

23 through the current numbers in October for the 30-year

24 Treasury, that would even be -- the line would even go up

25 higher than that, up to 3.9 percent?
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1     A.   What is your October number, sir?

2     Q.   I said if we're using through the current daily

3 rate, from 3.07 percent in May, that trend would go up

4 even higher, I said; that's correct, isn't it?

5     A.   No, because you're, again, comparing apples and

6 elephants.  One, this is a monthly number.  And now you

7 want me to look and compare monthly numbers to daily

8 changes in your Exhibit 7?

9     Q.   So if I -- sir, I'm -- I understand why you're

10 fighting me on this.

11     A.   I'm not fighting.  I'm trying to --

12     Q.   If I just take the Treasury and I plot it from

13 May of 2022 to October 14th or 15th or 16th of 2022, that

14 line is going to go way up?

15     A.   It's going to go up, and it's going to go down

16 in parts and go up in parts.

17     Q.   But from the beginning where it started to where

18 it ended, where it ended is going to be much higher than

19 where it started?

20     A.   Right.  It's, like, the rate of return that's

21 been authorized in our first exhibit, the RRA numbers,

22 they continue to decline downward.  We talked about that,

23 the 3.46 percent down to the 9.33 percent.  But even your

24 updated numbers are lower than last year, so we have a

25 declining trend there.
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1     Q.   So let me just represent and see if you will

2 agree with me, that from May of 2022 to the present,

3 there's been a .9 percent increase in the 30-year

4 Treasury yield; that's true, is it not?

5     A.   I'm not following that question.  Say it again.

6     Q.   From May, when you submitted your direct

7 testimony, to the present, there has been an increase in

8 the 30-year Treasury yield of, essentially, .9 percent?

9     A.   Yes.

10     Q.   Okay.

11     A.   From 3.97 down to 3.07, is what you were talking

12 about -- or 3.07 up to 3.97, using the date of

13 October 13th.

14          MR. SABIN:  All right.  Mr. Chair, I move to

15 admit that exhibit as DEU Cross Exhibit 7.

16          CHAIRMAN LEVAR:  Please indicate if anyone

17 objects to the motion.

18          I'm not seeing any, so the motion is granted.

19    (Exhibit DEU Cross 7 was entered into the record.)

20     Q.   (BY MR. SABIN:)  Now, you criticize Ms. Nelson

21 because you say that her numbers are unrealistic or too

22 high, the ones she uses for the 30-year Treasury yield.

23          Isn't it true that the numbers we're looking at

24 at present are higher than the numbers she uses in her

25 report to calculate her -- that she uses for her
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1 risk-free rate?

2     A.   I think you've asked three questions that I

3 figured out there.  And could you break it down to one at

4 a time, sir.

5     Q.   I think I asked one question.

6     A.   I think it was three, but go ahead.

7     Q.   Okay.  You criticize Ms. Nelson --

8     A.   Yes.

9     Q.   -- for saying that her risk-free rate is too

10 high?

11     A.   Yes.

12     Q.   Isn't it true that the risk-free rate using

13 these figures is higher than the number she uses in her

14 direct and rebuttal testimonies?

15     A.   It is true.  But can you point to me where I

16 criticized her for her risk-free rate was too high?  I'm

17 trying to recall.

18     Q.   She was using a forward-looking figure, and you

19 said she shouldn't be using an estimated figure, that

20 that estimated figure was not correct?

21     A.   That is true.

22     Q.   That was right, correct?

23     A.   I did not criticize her for using a too high a

24 number.  I criticized her for using a forecasted number

25 with no relevant background to support that forecast.
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1     Q.   Okay.  And thank you for that clarification.

2 And I'll just follow it up by saying:  She was not only

3 right in her estimate, she was even less than what the

4 market's actually done; that's true, right?

5     A.   That's true.  And she came up with 3 point -- I

6 mean, 9 point -- 10.3 percent back in February before any

7 of this happened.

8     Q.   All right.  So I just -- I just want to talk

9 with you a little bit about, if I took your risk-free

10 rate, and we factored in the current number -- and I get

11 you didn't do that.  And I get you disagree that we

12 should do that.  You use a three-month average,

13 Ms. Nelson disagrees with your using of a three-month

14 average.  I don't want to get into that debate.

15          What I want to know is just, if I use the

16 risk-free rate that is in place today, it's true, is it

17 not, that that would move your numbers significantly

18 upward?

19     A.   Well, "significant" is a relevant term.  Why

20 don't we look at the numbers?

21     Q.   It would move you from your direct, from 3.14,

22 up to 4 percent?

23     A.   Up to 4 percent, if you use the daily spot, yes.

24     Q.   Right.  And if --

25     A.   And I did that, and we have the number.  I did
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1 that on my exhibit -- it would be in my surrebuttal

2 testimony.  I did the calculation, at least close to your

3 3.9 or 4 percent.  If you look at OCS -- this is

4 surrebuttal, 3.2 and --

5     Q.   Let me follow you.  Let me get there.  Exhibit

6 3.2?

7     A.   Yes, sir.

8     Q.   Okay.  I'm there.  Go ahead.

9     A.   Okay.  And if you look at the bottom in Column

10 D, it says, "Spot."  I use a 3.8 percent --

11     Q.   Hang on.  I need to find out where you're at.

12 I'm looking at that exhibit.  Where in that exhibit are

13 you referring to?

14     A.   At the bottom of the page, you'll see a "G," a

15 "D," and a "D."

16     Q.   Hang on.  I'm looking at OCS 3.2?

17     A.   Yes, in the surrebuttal, sir.

18     Q.   Oh.  I must have the direct.  Give me one

19 second.  I apologize.  I'm trying to follow you.

20          Okay.  There it is.  So 3.02?

21     A.   If you look at the middle column at the bottom,

22 you'll see that it says, "Spot."  That's a 3.8 percent

23 Treasury yield.  And I also use a three-month Treasury

24 yield that was updated at 3.3 percent.  Ends up at

25 10.08 percent at the bottom, and 9.97 percent range.
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1          So yeah, it does have an impact.  And when you

2 factor it into the other models; overall, what the

3 surrebuttal shows, it doesn't change much.

4     Q.   In fact, from your direct, your surrebuttal,

5 despite these market conditions we've just reviewed, you

6 didn't change your recommendation at all?

7     A.   Nobody in this case did.  I didn't, because the

8 models don't support changing it.  I would have to, you

9 know, assume all the work I had done was for not and make

10 up a number.  I wouldn't do that.

11     Q.   Let me go back to my question and make sure we

12 have it clear on the record.

13          Between your direct and your surrebuttal, and

14 despite all of these conditions we've just reviewed in

15 all of these cross exhibits getting worse and worse over

16 these months, between your direct and your surrebuttal,

17 you didn't change your recommendation one iota?

18     A.   That is correct, because all the models -- and

19 if you look at the summary -- and I updated it and

20 provided it to you, sir -- it doesn't support changing

21 it.  And if you look at page 3 of the surrebuttal ....

22     Q.   All right.  We're going to move on.

23          All right.  Could you refer, please, with me to

24 your direct testimony.

25     A.   Okay.
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1     Q.   And I just accidentally closed it, so let me

2 open it back up.

3          And we're going to go in your direct testimony

4 to Line 399, which is on page --

5     A.   Page 23.

6     Q.   -- page 23.

7          I want to make sure I understand the position

8 you take in this and your surrebuttal testimony.  I think

9 you were explaining it in your opening with the

10 Commissioners, but I want to make sure I understand.

11          I take it from your Table 8 there that what

12 you're trying to represent is that when the U.S. Treasury

13 bond -- U.S. Treasury -- the 30-year U.S. Treasury bond

14 yield is moving, it does impact the ROE, but it impacts

15 returns lesser -- to a lesser extent than the actual

16 movement of the bond yield; is that correct?

17     A.   Yes.  That's based on 40 years of history.

18     Q.   Right.  And if I'm looking at your chart, it

19 looks like, where you've got the bond yield moving, your

20 representation is that, I think, that the returns move

21 about half or less than half of the movement you see in

22 the bond yields?

23     A.   Correct.  We see since 1981 interest rates

24 falling many times precipitously.  Equity returns, as

25 authorized by commissions around the country, have gone
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1 down, but at a much lower rate.  They've been sticky, and

2 they don't move in tandem.  And so debt cost goes down

3 about 58 basis points.  I think equity costs went down

4 over the same time period about 28 basis points.

5     Q.   Okay.  So I think you make your point here at

6 the bottom, which I want to make sure we all see.

7          At the bottom of page 23, you explain that.  And

8 there's two sentences at the bottom there, which I'll

9 read to you and then would like to ask you about a couple

10 sentences.

11          You say, "For the period 1981 through 2021 the

12 average of the absolute value change in 30-year U.S.

13 Treasury bond yields is about 58 basis points."

14     A.   Correct.

15     Q.   "For authorized gas utility equity returns over

16 the same period, the average absolute value rate of

17 change is about 26 basis points or" just slightly less

18 than half.

19     A.   Yes.

20     Q.   Right?  That's your point there?

21          And then you make this comment, "Thus, while it

22 may be correct to conclude that [sic] debt costs will

23 increase over the short-term - equity cost increases

24 should be of a smaller magnitude."

25     A.   If history is to hold.  If we're to learn from
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1 40 years of recent history.

2     Q.   I'm just reading what you're saying.  That's

3 your position, right?

4     A.   Yeah.

5     Q.   That if bond yields are moving, equity returns

6 are moving about half or just less than half than that,

7 right?

8     A.   Well, over a 40-year time span.  I haven't

9 analyzed the amount of movement in any given year to

10 coordinate or calculate what if we see interest rates

11 change today, what would be the expectation in the next

12 period?

13     Q.   Well, you're --

14     A.   Let me --

15          MR. MOORE:  Excuse me --

16          THE WITNESS:  -- finish my answer --

17              (Court reporter interruption.)

18          MR. SABIN:  You finish your answer, and then

19 I'll ask mine.

20          CHAIRMAN LEVAR:  Let me hear Mr. Moore's

21 objection before Mr. Lawton continues.

22          MR. MOORE:  Mr. Sabin is not allowing my witness

23 to finish his testimony.  And I was under the impression

24 from earlier today that you would give all witnesses some

25 latitude in addressing the questions.
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1          CHAIRMAN LEVAR:  Yes.  I do intend to give

2 latitude to the expert witnesses.

3          So Mr. Lawton, please continue.

4          THE WITNESS:  All right.  And I'll be careful

5 not to talk over, Ms. Reporter.

6          As I was saying, over a 40-year history, those

7 numbers we just discussed, 58 basis points for debt on

8 average, and 26 basis points for equity.

9          Now, I have not -- I have not analyzed the

10 direct impacts I would expect in today's market.  I'm

11 just telling you a global trend over 40 years of history.

12 And that completes my answer.

13     Q.   (BY MR. SABIN:)  Thank you for putting that in

14 so that I don't talk over you.

15          On your chart, you do, do an -- it's an annual

16 number you're representing there from 1981 to 2021,

17 right?  Annually, you're showing the trend lines on both

18 of those?

19     A.   Yes.  And if I might -- and this might help even

20 more.  If you look at OCS 3.11, 3.11.

21     Q.   Hang on one second.  Is that, sir -- 3.11 is

22 your -- that's your direct?  Give me one second.

23     A.   Let me know when you're there.

24     Q.   I'm getting there.  It's opening.  Okay.

25     A.   All right.  And you'll see the numbers -- the
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1 years in the first column.  The interest rate, or

2 Treasury yield, from '81 downward is in the next column.

3 And then the authorized ROE --

4     Q.   Sorry.  Hang on one second.  I'm getting there.

5 You have it in tab form.  Go ahead.

6     A.   You see the years, starting in '81 through 2021.

7 The next column would be the Treasury yield all the way

8 for those corresponding years.  And then the next column

9 in Column B is the authorized equity return.

10     Q.   That's very helpful, actually.

11     A.   So what I did is took the absolute value of the

12 equity return and the absolute value of the change in

13 bond return to calculate those numbers.  These numbers

14 are the basis of the graph you were looking at.

15     Q.   Okay.  That's helpful.

16          So the point is, you've taken the data for every

17 year over that 40-year period, and you're seeing the same

18 correlation over that period of time?

19     A.   No.  It's not the same correlation.  It's the

20 average over 40 years.  We might have different numbers

21 for different segments of this 40-year history, depending

22 upon what happened in those periods.

23          I was making the point, if you look at the

24 history of the data over 40 years, on average, these are

25 the results.
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1     Q.   Yes.  And I think we agree that that's what I

2 was talking about, too.  I wasn't talking about anything

3 else but that.

4     A.   Okay.  I'm glad we're clear.

5     Q.   All right.  So now your surrebuttal, if you'd go

6 there, sir, to Lines 119 to 127.  119, you'll see it's on

7 page 6.

8     A.   I'm there.

9     Q.   Oops.  Let me make sure I've got that right.

10     A.   Seven.  Page 7, isn't it?

11     Q.   Hang on.  I'm sorry.  I opened the wrong

12 document.  Okay.  119, Line 119, it's on page --

13     A.   Seven.

14     Q.   -- 7.  Yep.

15          And you're making, are you not, the same point

16 here when you, in that second full sentence -- or first

17 full sentence that starts, "The annual decline."  You

18 say, "The annual decline in equity costs is much slower,

19 while debt costs have declined by larger margins

20 annually.  For the period 1981 through 2021 the average

21 cost of the absolute value change in the 30-year U.S.

22 Treasury bond yields is about 58" points, and then you go

23 through and talk about the 26.

24          That's the same point you're making here, right?

25     A.   Yes.
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1     Q.   And then you make this different.  You add one

2 sentence here that's not in your direct.  On Line 126,

3 you say, "The result of this comparative analysis is that

4 while debt cost may be increasing in the short-term any

5 expected equity cost ... is less than half of the level

6 of the debt rate changes," right?

7     A.   Yes, that's what it says.  And I disagree with

8 your question of that I didn't mention that in my direct.

9 I think I did mention that it was about half in my

10 direct.

11     Q.   No.  I just mean that sentence, the way you say

12 that is different.  You added that sentence to the other.

13     A.   Yeah.  I didn't copy my direct.  I wrote this

14 fresh.

15     Q.   I didn't suggest that you were.  All right.

16          So here's the point I want to make with that.

17 We've kind of gone through both your direct and your

18 surrebuttal on that point.

19     A.   Yes, sir.

20     Q.   If we took your logic and applied it to what's

21 happened over the last year -- or actually, since 2020.

22 We take February of 2020 to the present, and we've had

23 this substantial increase in U.S. Treasury bond yields,

24 and I think we have established in just this year, it's

25 been a 200-basis-point increase.
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1     A.   That's incorrect.  I think it's 300.

2     Q.   In the 30 -- I'm sorry.  In the 30-year, it's

3 been, I believe -- I could be wrong.  I thought it was a

4 200-basis-point increase, but --

5     A.   Okay.

6     Q.   -- if you want to say 300, I'll take 300.

7     A.   I'll take yours.  You're the expert.

8     Q.   So if we have that, that would be

9 150-basis-point increase, right?

10     A.   Yes.

11     Q.   And so even if I take 40 percent of that number,

12 it's still more than a full percent increase, right?

13     A.   It is.

14     Q.   Okay.  So if I -- if I take that increase and I

15 apply it on top of what was the prior risk-free rate,

16 that puts us right near -- that puts us -- if I take the

17 number just -- I'm asking this poor, but let me try this

18 again.

19     A.   Yeah.

20     Q.   If I just take the period from when you did your

21 direct to now --

22     A.   Yes, sir.

23     Q.   -- and I do 80 percent of that, that we -- we'd

24 said earlier it's a .9 percent?

25     A.   Umm-hmm.
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1     Q.   I take 40 percent of that, your number moves up

2 significantly from where you are; isn't that true?

3     A.   No.  It would be -- I think if you took

4 40 percent of that, that would be -- what would that be,

5 of 80 or the 90?  Which one are you -- number?  You've

6 mentioned many.

7     Q.   Let me try that again, because I want to make

8 sure we're clear.  So I have -- and maybe I've -- excuse

9 me.  Give me one second.

10     A.   Sure.

11     Q.   I'm trying to -- oh, excuse me.  I remember

12 where they got the number from.  From the last rate case

13 to this rate case, there's been a 200-basis-point

14 increase in the U.S. Treasury yields for the 30-year?

15     A.   I don't recall the number in the last rate case.

16 And when in the last rate case are you speaking of?

17     Q.   Well, the numbers that we -- at the date of the

18 Commission's order, that's what the number was.  We're

19 200 basis points higher than that.

20     A.   That, I'm not sure of.  It was in February 2020,

21 the Commission came out with an order.  Do any of your

22 numbers show that Treasury -- oh, we can go to my direct

23 testimony.  I had appointed the number -- my direct

24 testimony 2020 shows about 1.53.  I wish I knew what it

25 was in February 2020.
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1     Q.   You're showing 1.53 percent?

2     A.   It's an annual number, yeah.

3     Q.   Okay.  So between then and now, we're more than

4 a 200-point-basis increase, then?

5     A.   Yes.  If you compare the annual number from 2020

6 at that point to a spot yield today.

7     Q.   So I'm just going to use -- let's just use a

8 round number at 200 basis points.

9     A.   Got it.

10     Q.   If I take 80 percent of that -- or sorry,

11 40 percent of that, that's an 80-basis-point increase.

12 Do you agree with me?

13     A.   Forty percent would be 80 basis points.

14     Q.   So from a 9.5 percent, that speaks that we would

15 be up above 10 in just that increase alone.

16     A.   Well, you know, doing your approach -- I think I

17 started at the beginning of this as you've been going

18 down this trail, that I said, You've got to look at the

19 data for intervening periods.  The basis point analysis

20 that I did is over a 40-year history.  If you want to

21 look closer and use that kind of historical data and

22 determine what kind of adjustments should be made, we can

23 do that.

24     Q.   I don't think you're answering my question.

25     A.   I think I did.
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1     Q.   Don't you agree that, if we tack on an

2 80-basis-point increase from where we were in 2020, that

3 puts you above 10 percent?

4     A.   If I -- no.  I don't think so.

5     Q.   From --

6     A.   Let's go through it.

7     Q.   I thought we just did that.

8     A.   No.

9     Q.   9.5 percent was the rate in 2020, February of

10 2020?

11     A.   Yes, it was.  It was the ROE.

12     Q.   And I'm suggesting, and I think you're agreeing,

13 that we're over a 200-basis-point increase --

14     A.   Correct.

15     Q.   -- in that 30-year Treasury yield?

16     A.   Correct.

17     Q.   If, by my math, we took 40 percent of that,

18 that's 80 basis points?

19     A.   Yes.

20     Q.   I'd add 80 basis points to 9.5?

21     A.   You'd be at 10.3.

22     Q.   10.3?

23     A.   Yes, sir, that's where you'd be at.  But we

24 don't set return on equity by taking the Commission's

25 last decision and start adding things to it.  We start
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1 over, as every witness has done in this case.

2     Q.   I understand.

3     A.   I mean, your approach is nonsensical.  Nobody

4 would do it.

5     Q.   Let's do another one, which is your opening rate

6 in your direct testimony was, I think we just

7 established, was 3.07 in May?

8     A.   Yes, sir.

9     Q.   That's the number, right?

10     A.   The month of May.

11     Q.   The month of May, right?

12     A.   Yes.

13     Q.   From that to now, we agreed was a 90 percent

14 increase, a .9 percent increase?

15     A.   .9 percent increase.

16     Q.   Right.  So if we take and do 40 percent, even

17 half of 40 percent of that, your number should move up --

18     A.   Thirty-six basis points.

19     Q.   Right.  And --

20     A.   If that's what you want to use as the metric.

21     Q.   And I'm just saying, if I take your 9.4 and I

22 tack onto that the .36 basis points, you're up almost to

23 9.8 percent?

24     A.   No, sir, you start me off at 9.4.  Now you're

25 adding numbers to my own testimony.  I started off at
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1 9.2.  You've got me up to 9.4.  Where did that come from?

2     Q.   Excuse me.  You're right, 9.2.  I apologize.

3 You're absolutely right.

4          But if you have that, you're above 9.5 percent

5 at that point?

6     A.   If you want to add 36 basis points to my 9.2

7 percent recommendation, that's the end result.  It would

8 be wrong, but that's okay.

9     Q.   But that's what the market is telling us in

10 yields; is it not --

11     A.   The market isn't telling us to do that, the

12 historical average analysis shows that result.  There's

13 no market telling you to do that.  There's no market

14 model telling you to do that.  And there's no model in

15 finance that tells you to do that.

16     Q.   What I'm meaning -- and I appreciate it.  This

17 will be the last -- we'll move on.

18          What I mean is, you've just shown us, as we

19 looked in your direct and your surrebuttal testimony,

20 that they move about -- that the yield and ROEs move

21 together, but the ROE moves just about half or just less

22 than half.

23     A.   Historically, that was it.  Yes, sir.

24     Q.   And that's your position?

25     A.   That's my report of historical data.
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1     Q.   Right.  And if we just apply what's happened

2 this year, according to that data you're reporting, that

3 would mean the ROE should be much higher than what you're

4 recommending?

5     A.   "Much higher" is a relative term.  You

6 established a moment ago, using that analysis, it would

7 be at 9.5.  Combined with the other models in this

8 analysis, we'd still be back at 9.2.  It's not getting

9 you there.

10     Q.   You agree with me, though, that it would change

11 your numbers in your surrebuttal testimony up from where

12 they are?

13     A.   I think I might have to say no to that.  Just

14 give me a moment.

15          I would say no, it would lower them.

16     Q.   It would --

17     A.   It would lower the numbers, yeah.  Because if

18 you look at OCS Exhibit No. 2 from my surrebuttal, it

19 shows a risk premium result.  And I think you wanted to

20 substitute your 9.56 with the numbers here, and these

21 numbers indicate an ROE of 9.79 to 10.08.  If I

22 substitute 9.56 instead of this model, my ROE comes down.

23     Q.   That's not what I meant.  What I meant is if you

24 substituted in the increase through the present in your

25 modeling -- which you did not include all of them, you
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1 included only a three-month average -- your number would

2 go up higher than it is for ROE; isn't that right?

3     A.   Your question is wrong, sir.  If you look at

4 this exhibit we just looked at, you said I only used the

5 three-month average?  We went over this earlier.  I used

6 a spot yield of 3.8 and a three-month average of 3.3.  I

7 used both.  I did not limit it to a three-month average.

8          I used the spot yield as of October 4th, 2022,

9 while I was writing this testimony and submitting it to

10 my client.

11     Q.   And all I'm -- and my only response to that,

12 sir, is that in your direct and surrebuttal testimony,

13 you don't mention 9.8 at all.  You only mention -- sorry,

14 not -- 3.8.  You only mention the three-month average.

15 You don't mention that you account for the other

16 anywhere.

17     A.   Let's go.  Number one, if you look at that

18 exhibit that I just pointed you to, which is Exhibit 2,

19 it says, "Spot yield, 3.8."  The note at the bottom of

20 the payment tells you the spot yield is from the Federal

21 Reserve on October 10th, 2022.  If you look at the table

22 on page 5 -- 10, Table 5, it shows the 9.79 to 10.06 risk

23 premium results from that analysis.  I believe, if you

24 look at -- let's see.  We're going to talk about that in

25 a second.
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1     Q.   Sir, I'm going to take you just to your

2 testimony where I was referring to.  We just went over

3 this in both your direct and surrebuttal testimonies,

4 Table 3 in your surrebuttal testimony, and I think it was

5 Table -- let me find the other table -- it was Table 12

6 of your direct testimony.  In both of those cases, you

7 use a three-month average.  You don't mention anything

8 about using any other numbers in calculating your

9 risk-free rate.

10     A.   Which did you refer to in my direct testimony?

11     Q.   Table 12 --

12     A.   Okay.

13     Q.   -- in your direct testimony, and Table 3 in your

14 surrebuttal testimony.  That's where you represent how

15 you calculated the -- in fact, the question above in your

16 direct on Line 911 is, "What risk-free value did you

17 employ in your CAPM estimate?"

18          And you say, "I used the three-month average of

19 the 30-year Treasury bond rates."  And you have the chart

20 below it.  You have nothing in here or in your

21 surrebuttal that say you used any other rate.

22     A.   Okay.  Can I respond now?  Are you done?

23     Q.   Yes, please.

24     A.   Please go to OCS 3.11.  Let me know when you're

25 there.
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1     Q.   I am at 3.11.

2     A.   If you see in Column D at the bottom, it says,

3 "Spot, 3.2."  The three-month average is to the right of

4 it at 3.14.  And the note tells you that the spot was

5 compiled from the Federal Reserve data as of August --

6 August 19th, if my eye's catching it.  So yes, it's in my

7 direct, both the spot and the three-month average.

8          If you go back to my surrebuttal, Exhibit No. 2,

9 3.12R, I guess it's called, you'll see the spot yield of

10 3.8 percent and the three-month average of 3.3 percent,

11 both producing different results.  They're in the

12 testimony.  They're addressed.  So the premise of your

13 question is somewhat incorrect.

14     Q.   Can you tell me in your direct --

15          CHAIRMAN LEVAR:  Let's take a quick break right

16 now.  We're a little overdue.  Why don't we come back at

17 3:20.  Thank you.

18     (A break was taken from 3:06 p.m. to 3:20 p.m.)

19          CHAIRMAN LEVAR:  Okay.  We're ready to go back

20 on the record.

21          Mr. Sabin.

22     Q.   (BY MR. SABIN:)  All right.  I just want to wrap

23 up this topic.

24          So we have had lots of disagreements, and it

25 wasn't my intention.  But I just want to sum up.  I want
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1 to make sure, as I understand your direct and surrebuttal

2 testimonies, you're saying that history has demonstrated

3 that the 30-year Treasury yield, when it moves, ROEs move

4 about half or less than half of that figure, historically

5 speaking?

6     A.   Yes.

7     Q.   And so whatever the increase in the basis has

8 been over this period of time from your direct to the

9 present or from 2020 to the present, that you would

10 expect that the ROEs in this case would be consistent

11 with that 40-year-old principle?

12     A.   Yes.

13     Q.   Okay.  And so if we were to go back and look at

14 February of 2020, and we looked at the analyses that were

15 done, and we looked at what the ROE that came out was

16 relative to the Treasury yields in 2020, and I

17 fast-forwarded to now, I should see that same correlation

18 coming forward, if the ROE in this case was -- if we set

19 the ROE appropriately in this case, we should see that

20 same correlation?

21     A.   Yes.  And we established that, if we used that

22 correlation and applied it with my models, that the

23 number would come down from what I presented in the

24 updated surrebuttal.

25     Q.   No, I don't think we do agree with that, but
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1 that's because you and I have a disagreement about which

2 numbers are being used where.  But that's okay. I don't

3 want to get into that.  I understand your position.

4          CHAIRMAN LEVAR:  Let me just ask, Mr. Lawton,

5 for purposes of the streaming to try to stay close to

6 your microphone.  I think the streaming is not picking it

7 up.  We can all hear you fine, but I want those who are

8 listening remotely to make sure they can hear you, too.

9          THE WITNESS:  I got it, sir.  Thank you.

10     Q.   (BY MR. SABIN:)  So I know we have a

11 disagreement about what numbers go where, and whether

12 you've included them or not in your analysis, and I

13 understand your position, sir.  I think we've got the

14 principle on the record.

15          And as just a final point, if this Commission

16 applied your theory and they were wanting to figure out

17 how to do that, they could do just what I said.  They

18 could look at what were we at?  What was the Treasury

19 yield in 2020?

20          MR. MOORE:  I'm going to object.  This has been

21 asked and answered several times.

22          CHAIRMAN LEVAR:  Mr. Sabin, do you want to

23 respond to the objection?

24          MR. SABIN:  This is my last question.  I was

25 trying to sum up, but if you think it's been asked and
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1 answered, I don't want to offend anybody.

2          CHAIRMAN LEVAR:  I think there's a good argument

3 that it has, but we've been -- considering the leeway I'm

4 trying to give to witnesses, I think I want to give a

5 little leeway on asking the question one more time.

6          So if you want to phrase it a little

7 differently.

8          MR. SABIN:  I'm happy to.

9     Q.   (BY MR. SABIN:)  I guess what I want to do is

10 make it practical for the Commission that has a decision

11 to make in this case.

12     A.   Yes, sir.

13     Q.   If they were to go back and look at what equity

14 premiums were when they made a decision in 2020, and they

15 would compare that to the equity premiums that are in

16 place now, or whenever they make their decision, they

17 could apply your principle and do that calculation

18 themselves.  And, according to your testimony, they

19 should be able to come up with a number that would be

20 consistent with that principle, right?

21     A.   That is correct.  And we established it.  You

22 may not agree with the result.  But using your own

23 numbers, it was 9.36 percent.

24     Q.   We don't agree on that.  I think we were using a

25 different time frame.  But that's okay.
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1          Last thing I want to talk about is, you have a

2 chart in both your direct and surrebuttal testimonies

3 where you report your model results.

4     A.   I have a couple charts that do that, I think.

5 But go ahead.

6     Q.   You have one in your direct and one in your

7 rebuttal.  And if you want to -- I'd like to take you

8 there, if you can.  Just want to point out a couple of

9 things.

10          So in your surrebuttal testimony, sir, the chart

11 that I'm referring to is on page 3, and it's Table 1.

12     A.   Yes.  That's the chart from the direct

13 testimony, which is before the updates.

14     Q.   Correct.  And then you have an updated one

15 further down in the testimony, if you look, that is Table

16 5; do you see that?

17     A.   Not yet.  Now I do.  Yes, on page 10.

18     Q.   What I want to point out is, as I understand

19 your surrebuttal testimony, you did not redo your DCF

20 model at all as part of your surrebuttal; is that

21 correct?  You didn't redo calculations at that point?

22     A.   Right.  They were up-to-date with the Value Line

23 data.  There would be no real changes to DCF or the

24 internal rate -- or the two-stage DCF.  So I did not

25 update those.
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1     Q.   Right.  So those first two wouldn't have

2 changed, those first two boxes, right?

3     A.   Yes, sir.

4     Q.   And then the CAPM, the ECAPM, and the equity

5 bond risk premium, you did update those models, and those

6 models all showed increased numbers, correct?

7     A.   Yes.  Very small for CAPM and ECAPM, a little

8 larger for the risk premium because I used the October

9 yield, spot yield.

10     Q.   Right.  And so despite the fact that all three

11 of those went up, including the equity bond risk premium

12 going up a decent amount, that didn't change your

13 recommendation here.  You stayed at the same ROE

14 recommendation you did in your direct, correct?

15     A.   Yes.  Just like Ms. Nelson stated her same

16 recommendation.

17     Q.   Thank you.  That's all I have.

18     A.   Thank you, sir.

19          CHAIRMAN LEVAR:  Thank you, Mr. Sabin.

20          Mr. Moore, any redirect?

21          MR. MOORE:  Just a couple of questions.

22

23                   REDIRECT EXAMINATION

24 BY MR. MOORE:

25     Q.   Mr. Lawton, would you turn to page 9 of your
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1 surrebuttal.

2     A.   Just give me a moment.  I'm there, sir.

3     Q.   Now, there's been some discussion about whether

4 you use a spot yield in your testimony.

5          Could you please read the last sentence of the

6 first paragraph?

7     A.   Yes, sir.  "The resulting risk premium is

8 combined with the updated 30-year U.S. Treasury yields

9 through September 30th, 2022," the ten year -- "the

10 30-year U.S. Treasury ... recent 3-month average yield

11 and the October 10, 2022, spot yield of 3.80% percent to

12 determine the range of risk premium estimates of equity

13 costs."

14     Q.   Thank you.  Now, there's been a lot of talk

15 about recent events affecting your analysis.

16          Does your analysis take into account these

17 recent events?  And if so, how?

18     A.   It does, indeed.  As I said at the start in my

19 presenting to the Commissioners when I started, everybody

20 updated the data to current data.  As I point out on that

21 page you just asked me to read, it's through

22 October 10th.  It's taken into account updated inflation

23 and impacts on Treasury yields.

24          So I think all witnesses in this case did that.

25 I did that.  There should be no dispute.  It's what the

Page 198

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1 facts are.

2     Q.   Thank you.  I have no further questions.

3          CHAIRMAN LEVAR:  Thank you.

4          Ms. Schmid, any recross?

5          MS. SCHMID:  None.  Thank you.

6          CHAIRMAN LEVAR:  Major Buchanan?

7          MAJOR BUCHANAN:  No, thank you.

8          CHAIRMAN LEVAR:  Mr. Russell?

9          MR. RUSSELL:  No questions.  Thank you.

10          CHAIRMAN LEVAR:  Thank you.

11          Mr. Sabin?

12          MR. SABIN:  No questions.

13          CHAIRMAN LEVAR:  Okay.

14          Commissioner Allen?

15          COMMISSIONER ALLEN:  No questions, thank you.

16          CHAIRMAN LEVAR:  Thank you.

17          Commissioner Clark?

18

19                     CROSS-EXAMINATION

20 BY COMMISSIONER CLARK:

21     Q.   Mr. Lawton, you testified in the last case as

22 well; am I correct?

23     A.   Yes, sir.  Yes, Commissioner.

24     Q.   Mr. Sabin's questions about our order in that

25 case and how it might relate to current facts and your
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1 modeling led me to wonder what your recommendation was to

2 us in last case.  I can't remember what it was.  Do you

3 happen to recall?

4     A.   It was probably approximately 9 to 9.1 percent,

5 if my recollection is correct.  I think it was there,

6 and -- because part of that case also was -- included the

7 settlement of the parties on capital structure to move

8 that equity ratio up.  And that has an impact.  Every

9 witness in this case will tell you that equity ratio, if

10 it's increased, reduces risk; and therefore, a lower

11 return should be authorized.  And I think you

12 Commissioners stated that in your last order in the rate

13 case.

14     Q.   That's my only question.  Thank you.

15     A.   Thank you, Commissioner.

16          CHAIRMAN LEVAR:  Thank you.

17

18                     CROSS-EXAMINATION

19 BY CHAIRMAN LEVAR:

20     Q.   We seem to have some history of rate cases from

21 Dominion Energy Utah about every three years.

22     A.   Yes, sir.

23     Q.   You've been involved in, I think, more than one.

24 The last one, and I think the one before, too.

25     A.   Yes, sir.
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1     Q.   When we look at the risk-free rate for the

2 portion of this, would the three-year Treasury yield be

3 more appropriate than the 30-year, or is there a logical

4 hole in that?

5     A.   I don't know that it's a logical hole.  But most

6 analysts would look at the longer-term Treasury yield as

7 a better estimate of the risk-free rate.  It used to be,

8 historically, a lot of times people looked at the 20-year

9 Treasury bill and a Treasury yield.  And most have now

10 gone to pretty much the 30-year Treasury yield as the

11 good estimate for the risk-free rate.

12     Q.   Okay.  Changing topics, just to follow up on

13 Commissioner Clark's question a little bit.

14     A.   Yes, sir.

15     Q.   The authorized return equity we adjudicated in

16 February 2020, there's maybe a maximum of three people in

17 this room who think that was the right decision, but

18 putting that --

19     A.   I hope you're not including me there.

20     Q.   Putting that aside, if you were to say a total

21 of the economic -- all the economic indicators that you

22 think reflect on an ROE, where would you say they are

23 today compared to February 2020?

24     A.   Well, we're talking early February 2020?

25     Q.   Sure.
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1     A.   And the economic indicators, obviously, today

2 are worse, because we -- right after February 2020, as

3 you know, we had to shut down.  We had a grand

4 recession -- a Great Recession that really hit the

5 economy hard because of the shutdown and then all the

6 spending to get back.  And now we're like most countries

7 around Europe, we have high inflation.  And it's

8 impacting interest rates.  You see that every day.  So

9 that's where we are.

10          The question for you, Commissioners, in your

11 decision-making process, is:  Where are we going to end

12 up?  And it's likely -- I think most analysts -- for when

13 these rates are in effect, because that's what you're

14 looking at.  And I think we're going to be in a

15 recessionary time period for a bit.  All the estimates

16 seem to lead us there.  And that's when indicators turn

17 around for the better, after you take a hit.  And that

18 seems to be what's happening, not only in the real estate

19 market, but with the push -- through the push in interest

20 rates, and a lot of business earnings you're seeing start

21 to slow down and come down.  Those are the things that

22 are going to slow the economy down.

23          And so that's the period these rates will be in

24 effect.  That is what's likely to happen.

25          CHAIRMAN LEVAR:  Okay.  Thank you.  And thank
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1 you for your testimony this afternoon.

2          THE WITNESS:  Thank you, Commissioners.  Have a

3 great day, and thank you for welcoming me back.

4          CHAIRMAN LEVAR:  So in terms of how we've agreed

5 to go forward on witnesses, is there an agreement for

6 where we go next?  Should we go to Mr. Coleman before we

7 start going to witnesses on other issues, or was there

8 some other understanding?

9          MR. SABIN:  I think it was to Coleman next.

10          MS. SCHMID:  If you'd rather we go to

11 Mr. Mendenhall, that is fine with us, too.  But

12 Mr. Coleman is here.

13          CHAIRMAN LEVAR:  No, unless there's other time

14 considerations.  Obviously, Mr. Mendenhall has some ROE

15 testimony, too.  But I think considering where we've been

16 today, it's probably best to go to Mr. Coleman next, if

17 there's no objection from anyone.

18          MS. SCHMID:  Sounds good.

19          CHAIRMAN LEVAR:  Are we through the travel

20 restrictions, by the way?  Do we have anyone else that

21 needs to get their testimony done before a flight?

22          MS. SCHMID:  Okay.

23          CHAIRMAN LEVAR:  Okay.  If that's -- if anyone

24 finds out that's not the case, just let us know before we

25 wrap up today so we'll know to deal with that tomorrow.
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1          MS. SCHMID:  Thank you.

2          CHAIRMAN LEVAR:  Good afternoon, Mr. Coleman.

3          THE WITNESS:  Hello.

4          CHAIRMAN LEVAR:  Do you swear to tell the truth?

5          THE WITNESS:  Yes.

6          CHAIRMAN LEVAR:  Thank you.

7

8                     CASEY J. COLEMAN,

9 was called as a witness, and having been first duly

10 sworn to tell the truth, the whole truth, and nothing

11 but the truth, testified as follows:

12

13                    DIRECT EXAMINATION

14 BY MS. SCHMID:

15     Q.   Good afternoon, Mr. Coleman.

16     A.   Good afternoon.

17     Q.   Could you please state and spell your full name

18 for the record.

19     A.   My name is Casey J. Coleman, C-A-S-E-Y, J, and

20 then C-O-L-E-M-A-N.

21     Q.   By whom are you employed, and what is your

22 title?

23     A.   I'm employed by the Division of Public

24 Utilities, and my title is "utility technical

25 consultant."
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1     Q.   For the record, what is your business address?

2     A.   Business -- my business address is 160 East 300

3 South, Salt Lake City, Utah 84114 -- subject to check.

4     Q.   Indeed.

5          In conjunction with your employment by the

6 Division, have you participated on behalf of the Division

7 in this docket?

8     A.   Yes.

9     Q.   Did that participation include participating in

10 the preparation and filing of what has been premarked and

11 filed as DPU Exhibit 2.0 Direct with Exhibits 2.01

12 through 2.07 Direct, and Exhibit 2.0SR, with its

13 accompanying exhibits, 2.01SR through 2.08SR?

14     A.   Yes.

15     Q.   Do you have any changes or corrections to those

16 prefiled exhibits?

17     A.   Yes.  If you look at DPU 2.05, which was our

18 CAPM analysis in the direct testimony, there's two tables

19 that are there.  One was using the equity risk premium

20 from Kroll, and then the table below it is using the

21 equity risk premium from Dr. Damodaran.  And in there, I

22 believe it shows 2.87 for the risk-free rate, and that

23 should change to 3.5 percent, which is the normalized

24 risk-free rate that we had used for Kroll.  So that would

25 be -- I'm not sure of the table, but it's No. 1, I
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1 believe.

2          And that will impact the final ROE calculations.

3 And I can read those off, if the Commissioners and others

4 would like me to read that.  This was provided to all

5 parties as a reply to a data request.  Dominion Energy

6 did ask this in a data request, and we updated it.  But I

7 don't believe the Commissioners would have that.  So I

8 can give you those updated numbers, if you would like.

9          CHAIRMAN LEVAR:  Seems like it would be good for

10 the record to have those stated.

11          THE WITNESS:  So in Column 4, when you're

12 looking at average beta for all analysts, the updated

13 number -- so Column 1 will all be 3.5 percent in there,

14 just to make sure that makes sense.  The beta

15 coefficients and the equity risk premium doesn't change.

16          But then the ROE calculations will go to

17 6.51 percent for the average for all betas.  The average

18 Value Line beta will go to 7.92.  The average Zacks beta

19 will go to 5.97.  And the average Yahoo Finance would be

20 5.82 percent.  And the mean of all of those would be

21 6.51 percent.

22     Q.   (BY MS. SCHMID:)  With those corrections, if I

23 were to ask you the same questions that are present in

24 your prefiled testimony, would your answers today be the

25 same as those contained in your prefiled testimony?
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1     A.   Yes.

2          MS. SCHMID:  With that, the Division would like

3 to move for the admission of DPU Exhibit 2.0 Direct with

4 its Exhibits 2.01 through 2.07 Direct, and Exhibit 2.0SR,

5 for surrebuttal, with accompanying Exhibits 2.01SR and

6 2.08SR.

7          CHAIRMAN LEVAR:  Please indicate if anyone

8 objects to that motion.

9          I'm not seeing any objection, so the motion is

10 granted.

11          MS. SCHMID:  Thank you.

12     Q.   (BY MS. SCHMID:)  Mr. Coleman, have you prepared

13 a summary to present today?

14     A.   I have.

15     Q.   Please proceed.

16     A.   Thank you, Chair LeVar, Commission Clark, and

17 Commission Allen for the opportunity to discuss my

18 position and analysis regarding the cost of capital for

19 Dominion Energy Utah.

20          As noted in the testimony in this docket, we

21 find ourselves in a changing economy with varied

22 expectations for capital markets moving forward.  My work

23 in this case is focused on balancing long-term financial

24 models with other market data and judgment to ascertain a

25 reasonable cost of capital that leads to just and
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1 reasonable rates.  In my testimony, I completed and

2 included the calculations for the various models and

3 recommended and appropriate cost of equity for Dominion

4 Energy Utah.

5          The Division of Public Utilities' recommendation

6 is based on an evaluation using the discounted cash flow

7 model, the capital asset pricing model, and risk premium

8 models, along with experienced judgment on other factors

9 that must be considered in Dominion Energy Utah's cost of

10 capital recommendation.

11          Based on my analysis, the appropriate cost of

12 equity for Dominion Energy Utah is 9.3 percent, with an

13 overall weighted average cost of capital of 6.82 percent.

14 My recommended return on equity and its cost of capital

15 estimate is within the Division of Public Utilities'

16 calculated range of 8.93 percent to 9.73.

17          My testimony evaluated risks, such as interest

18 rate risk, business risk, regulatory risk, financial

19 risk, and liquidity risk.  I find Dominion Energy Utah is

20 less risky than the broader market, and similarly or less

21 risky than regulated natural gas utilities.

22          The average allowed return on equity for 2022 is

23 9.42 percent.  My recommendation of 9.3 percent return

24 equity fits the Hope and Bluefield standards of capital

25 attraction, comparable earnings, and financial integrity.
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1          Company critiques of my data and models are

2 incorrect.  The Company has argued, because of a number

3 of economic factors and increased risks to Dominion

4 Energy Utah, to adequately compensate investors for

5 return on equity on 10.3 percent is just and reasonable.

6 The Company used many of the same financial models that

7 the Division of Public Utilities used to analyze the

8 financial markets to support its recommendation of 10.3.

9 The Commission should put little weight on the financial

10 calculations of the Company because of its flawed

11 analysis, using the discounted cash flow model, the

12 capital asset pricing model, and risk premium models.

13          The record before the Commission does not

14 support a 10.3 percent cost of equity, and the Commission

15 should set the appropriate cost of equity for Dominion

16 Energy Utah at 9.3 percent, with an overall weighted

17 average cost of capital at 6.82 percent.

18     Q.   Thank you.

19          MS. SCHMID:  Mr. Coleman is now available for

20 cross-examination questions and questions from the

21 Commission.

22          CHAIRMAN LEVAR:  Thank you.

23          Mr. Moore, do you ever any questions for

24 Mr. Coleman?

25          MR. MOORE:  No questions.  Thank you.
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1          CHAIRMAN LEVAR:  Thank you.

2          Major Buchanan?

3          MAJOR BUCHANAN:  No questions.  Thank you.

4          CHAIRMAN LEVAR:  Thank you.

5          Mr. Russell?

6          MR. RUSSELL:  No questions.  Thank you.

7          CHAIRMAN LEVAR:  Mr. Sabin?

8          MR. SABIN:  Yes, thank you.

9

10                     CROSS-EXAMINATION

11 BY MR. SABIN:

12     Q.   Good afternoon, Mr. Coleman.

13     A.   Good afternoon.

14     Q.   I want to just start with a couple of, what I

15 think are fairly basic things we hopefully can agree

16 upon.

17          When we are attempting to establish an ROE for

18 the Company, the law and cases that have developed over

19 the years, tell us that what we're looking at, I think,

20 if you agree with me, is we're trying to quantify the

21 risk that an investor would be taking, if kind of put in

22 this situation of investing; do you agree with that?

23     A.   I don't know the legal analysis, but my

24 testimony did talk about the risks and the opportunity

25 costs of an investor that would be -- that they would
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1 look at to determine the appropriate investment for them.

2     Q.   Yeah.  This might help.  I think it's in your

3 surrebuttal testimony at 13.  If you want to go there

4 with me, I can just point to you what I'm looking at.

5          MS. SCHMID:  Page 13?

6          MR. SABIN:  Give me one second.  I'm sorry.

7 I'll get there.

8     Q.   (BY MR. SABIN:)  So I have -- okay, yes.  At

9 page 13.  And I'll just point you to your statement that

10 I'm asking.  It starts on Line 312, Mr. Coleman.

11          And you say there, "When determining the cost of

12 capital and the appropriate return on equity" --

13     A.   Sorry, I'm not there yet.

14     Q.   I apologize.  Page 13, Line 312?

15     A.   Okay.

16     Q.   Would you just go ahead and read into the record

17 Lines 312 and 313.

18     A.   "When determining the cost of capital and the

19 appropriate return on equity for a utility, parties and

20 the Commission are attempting to quantify the risk

21 investors are taking."

22     Q.   So if I understand what you're saying, when

23 you're doing your assessment, you're trying to look at

24 all these factors to determine what the appropriate

25 return would be for an investor, were the investor
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1 brought in and asked to invest here, what would that

2 investor pay for -- what would they expect for a return;

3 is that a fair statement?

4     A.   I think what it talks about is the risks of

5 different investors, and there's a variety of different

6 risks that would be analyzed by an investor to determine

7 if it's appropriate for them to invest their capital with

8 the Company or not.

9     Q.   Exactly, right?  They're looking at -- if we

10 take all the factors today, and we took a representative

11 investor, knowing all the things you and I know and

12 looking at all the other options in the market, we're

13 trying to set a rate -- an ROE at a point where that

14 investor would be willing to invest here?

15     A.   Yes, but you need to clarify which risks you're

16 talking about.  Because I said "risks," but there are

17 different risks that are going to be appropriate there.

18 So I would need to know what risks you're talking about.

19     Q.   I'm just saying all the risks that an investor

20 would take into account.

21     A.   I believe there's five risks that an investor

22 will take into account, which I talk about in my

23 testimony.

24     Q.   You do.  So with those being defined that way,

25 do you agree with that statement?
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1     A.   If you're saying the risks that I'm talking

2 about there, those five that I included in my testimony,

3 then I would say those are probably the risks that most

4 rational investors would look at.

5     Q.   Okay.  Thank you.  And you agree with me, given

6 those risks, that the return we're talking about is the

7 return that that investor would expect for taking those

8 five risks?

9     A.   Comparable to companies with the same level of

10 risk.  So it's not just risk, you have to look at

11 comparable companies and what we're getting as far as

12 their return, because an investor is trying to look at

13 what risk is going to compensate them fairly for the risk

14 that they're taking within that company.

15          So for example, if I'm investigating in Tesla, I

16 may expect a different rate of return than I am in a

17 utility because the risk of that investment is going to

18 be different.

19     Q.   Right.  And when we're trying to set an ROE,

20 we're trying to establish a return that would be

21 sufficient to cause the investor to want to invest in

22 this specific utility, right?

23     A.   Considering the risk profile, yes.

24     Q.   Yeah.  And if you look -- just go to the next

25 page.  On page 14 of your testimony, you cite Dr. Morin
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1 in New Regulatory Finance, and you include a quote.  And

2 that's what you're saying there, isn't it?  That's what

3 we're doing?

4     A.   According to investors and what Mr. Morin says

5 there, is there's going to be five different elements of

6 risk that you would analyze to determine the appropriate

7 equity risk premium or what needs to be compensated for

8 an investor for their opportunity costs of investing

9 somewhere else.

10     Q.   Okay.  So I think we're in agreement there.

11          Now, I'd like you to go to page 4 of your

12 surrebuttal testimony.  And there, you -- you're citing

13 to -- you're responding to Ms. Nelson, and you're talking

14 about the Commission's order in the last rate case.  And

15 we're going to start on page 4.  It's the bottom half of

16 that page.  And what I'd like to do is just read a couple

17 of paragraphs, then ask you a couple questions about

18 that.  So tell me, sir, when you get there.

19     A.   Do you have a line number?

20     Q.   Yeah.  We're going to start on Line 95.

21     A.   Okay.

22     Q.   Okay.  And what you say there is -- and I should

23 say, you're responding to a point here where you're

24 addressing Ms. Nelson and explaining in response what the

25 Commission did in the last rate case.  At least that's
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1 how I understand your surrebuttal testimony.

2          Is that what you're attempting to do here?

3     A.   Yeah, so I was trying to explain past Commission

4 practices and what had been done historically.

5     Q.   Right.  So what you say here, is you say, "DEU

6 filed a rate case in 2019 requesting an increase in rates

7 and revenues.  Many factors were considered by the

8 Commission and ultimately a rate decrease of 30 basis

9 points was ordered for DEU.  This reduced the cost of

10 equity to its current level of 9.5 percent."

11          And then you go on to say, "In its Order, the

12 Commission discussed its 'starting point for this

13 evaluation is our most recently approved ROE for DEU.'"

14          Would you agree that that's Commission practice

15 in the state of Utah, that they begin by looking at what

16 the past approved ROE is for the particular utility?

17     A.   I think the Commissioners can decide what the

18 past appropriate is.  I just quoted what they had said in

19 their last order.  So I'm not going to tell them what

20 they've done or what they haven't done.

21     Q.   Is that your understanding of their practice?

22     A.   For that last order.  I'm not going to say what

23 the history has been forever, but saying from that last

24 order, that's what they did say.

25     Q.   Okay.  And then you go on to say, "the
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1 Commission continued its evaluation by 'considering the

2 extent to which financial conditions have changed since

3 that decision, and the impacts those changed conditions

4 should have on DEU's authorized ROE.'"

5          Again, you're describing what the Commission

6 said in its order.  Do you agree that that's what the

7 Commission did in the last rate case?

8     A.   Yeah.  That's what they quoted in there, yes.

9     Q.   Okay.  So now I want to just go to the next page

10 here.  You say, "In that order the Commission recognized

11 that some factors and conditions would positively impact

12 the authorized ROE, and some would negatively impact the

13 ROE.  This point is illustrated by the following comment

14 made by the Commission."

15          Then you include a quote, where you say -- and

16 you're quoting the Commission here, "Issues that can be

17 viewed as 'credit negative' for DEU, potentially leading

18 to an increase in its authorized ROE, include federal tax

19 reform enacted in late 2017 and the Federal Reserve's

20 cessation of injecting capital into the market.

21 Conversely, declining U.S. Treasury rates since

22 February 2014 could indicated a need to reduce DEU's

23 authorized ROE."

24          Then you quote them.  They talk about a couple

25 of the recovery mechanisms that they take into account in
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1 their order.

2          So what I want to know is, do you agree that the

3 Commission, in setting ROEs, should consider the market

4 conditions and the -- let's just start there.  Should

5 consider the market conditions as they have changed from

6 the prior rate case to the present one?

7     A.   When you look at the five elements that

8 Dr. Morin talked about as far as what should be evaluated

9 by investors in the financial aspect of it, none of those

10 five talk about market risk.

11     Q.   So are you suggesting the Commission got it

12 wrong when they looked at market conditions in the last

13 rate case?

14     A.   I'm not suggesting the Commission did anything.

15 My testimony talks about the five things that investors

16 are going to look at, which are those five elements.  And

17 none of those five talk about market risk.

18          Now, having said that, part of the reason why I

19 would suggest that you don't look at market risk or why

20 it's not as important, is market risk is going to apply

21 to every single stock within the investing community.  So

22 inflation is going to impact in different ways a company

23 differently.  How it impacts Dominion Energy Utah, which

24 is what I talked about, and it's in my direct testimony,

25 could also be different than how it's going to impact a
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1 grocer, say like Kroger or Walmart or something like

2 that, as well.

3          And so the market risk is something that would

4 be factored, but generally from investors, that's already

5 going to be captured in the models and in what they're

6 assessing, because those are known.  And what they're

7 trying to do is to say, How is this specific company

8 going to be different than all the others when I'm

9 creating my portfolio to minimize that risk for me?

10          And so am I saying the Commission got it wrong?

11 They can do what they want to.  But I'm saying, with the

12 financial information and what's out there, primarily

13 we're looking at five of those risks, one of which is not

14 the market risk, because that's applicable to all the

15 stocks within the market.

16     Q.   I appreciate your clarification.  So let me ask

17 it this way.

18          Do you believe that -- in what you have done,

19 have you taken into account the market changes that have

20 occurred in the last, say, 12 months in coming up with

21 your recommended ROE?

22     A.   Yes.

23     Q.   Okay.  And you would say you've included them in

24 your modeling, then?

25     A.   Yes.
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1     Q.   And they have not been factored in, in any other

2 way?

3     A.   Other than -- I'm not sure what you're trying to

4 get at with that question.  "Factored in, in any other

5 way," it's way too broad.

6     Q.   Well, I think you were just saying that that's

7 where it's incorporated for you is in a modeling only; is

8 that right?

9     A.   No.  I'm saying that investors are looking at

10 five different risks, but you're asking me if those

11 considerations, as far as the market, was part of what

12 was in my financial models.  The answer to that is

13 because I'm looking at an equity risk premium from Kroll

14 that looks into a variety of different things.  That's

15 part of what's included in their equity risk premium.

16     Q.   And all I'm asking is, in your other factors,

17 your five factors, if you take out the modeling, you're

18 not including any market risk anywhere else in what

19 you're doing; do I understand you correctly?

20     A.   Are you saying in my return on equity, the

21 estimates that I'm making to the Commission, are you

22 saying that I'm not taking any of the marketing -- I

23 don't understand -- I'm not trying to be difficult, but I

24 don't understand what I'm doing.  There's a lot of ways

25 that we've discussed things here.  What I'm doing is very
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1 general, and I don't know how to answer that specifically

2 enough to provide value to the Commission or to the

3 parties in this docket.

4     Q.   That's fine.  We'll move on.

5          Going back to your surrebuttal testimony, Line

6 115 to 119, you say, "From these statements, it is

7 obvious that the Commission weighed current market

8 conditions, analyzed whether these conditions would be

9 either negative or positive for DEU's ROE, and ultimately

10 decided to lower DEU's ROE.  The Commission simply

11 stated, '[a]s we consider the totality of these

12 high-level issues, we find that a reduction in DEU's ...

13 ROE is appropriate.'"

14          And then to conclude, you say on Line 121, "the

15 Commission has shown that as market conditions warrant,

16 it will decrease or" -- I think you mean "increase a

17 utility's ROE."

18          So I just want to make sure I'm clear on what --

19 I think I understand what you're doing.

20          Do you have any qualm with the way the

21 Commission comes up with its ROE?  Are you saying that it

22 would be inappropriate for them to consider the changes

23 in the market conditions to move the ROE up and down, as

24 those conditions may warrant?

25     A.   So I think if you look back at Line 118, the
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1 important element there, and word that they talk about

2 there -- and again, we're quoting the Commission, so I'm

3 a little uncomfortable quoting the Commission with them

4 sitting here.

5          But it does talk about the totality of these

6 high-level issues.  It's not talking specifically just

7 about the market risk.  "Totality" means that they're

8 looking at a variety of different elements.  And I don't

9 believe the Commission has directly said, We weighed

10 market factors 5.25 percent, and then we weighed the

11 other factors by 5.25 percent.

12          When they make their determination, which is

13 also what we did with the Division, is we look at

14 totality of the situation.  What's the market situation?

15 Because that's going to impact our ROE determination.  To

16 say that it doesn't have any impact would be naive,

17 right?

18          But having said that, you look at everything

19 that's coming together to come up with a recommendation

20 that's going to adequately compensate Dominion Energy for

21 the risk -- sorry, let me say that differently.  It's

22 going to adequately compensate investors in Dominion

23 Energy for the risk that they -- their risk profile

24 that's going to be comparable to all of the other

25 utilities or all of the other investments that are
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1 available in the market for investors so that they can

2 attract that capital and be able to get what they

3 perceive to be fair value for their money and their

4 investment.

5     Q.   I understand.

6          Do you agree that it would be appropriate for

7 the Commission, as market conditions warrant, to decrease

8 or increase the ROE, based upon whatever market

9 conditions they believe should move the ROE up or down?

10 Do you believe that's appropriate?

11     A.   Again, I believe the Commission can do what they

12 want to.  And I am not going to say what the Commission

13 should or shouldn't do.

14     Q.   I'm not asking what they should do.  I'm asking

15 if you agree that that's appropriate.

16     A.   Okay.  Sorry.  For this slight deviation.

17 Outside of my working as a Division of Public Utilities

18 employee, I am an umpire in softball.  And when I umpire,

19 there's one opinion that matters:  Mine.  The coach can

20 tell me something, or someone else can tell me something.

21 But ultimately, my opinion is the only one that matters

22 as an umpire.

23          What I feel the Commission should or shouldn't

24 do, their opinion is what matters.

25     Q.   I agree with that, Mr. Coleman.  I appreciate
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1 that.  I'm trying to understand whether you think it's

2 appropriate to consider changing market conditions or not

3 in establishing an ROE.  That's all.  I just want to know

4 what you think.

5     A.   I already told you in my testimony that there

6 are five elements that we look at with that as well.  And

7 that's what I said would be the factors that you would

8 look at for the risk element of that.  I don't know how

9 else you want me to say that.  I've answered that.  And

10 that's what I believe are the elements, as well.

11          If the Commission looks at something different,

12 that's their prerogative.  That's what they have the

13 ability to do.

14     Q.   Okay.  I'll let that stand, however people want

15 to take that.

16          I'd like to talk about some of those market

17 factors because, at least as I understand your quoting of

18 the Commission's decision, these factors do appear to

19 matter.  So I want to cover just a couple of these

20 factors again.  And I don't want to read through

21 everything I did with Mr. Lawton, but we can do it that

22 way, if you want.  I'm just going to show you a few

23 things and ask you a few questions to see if you agree

24 that these circumstances have, in fact, changed.

25          So first off, I'm going to ask Mr. Mendenhall to
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1 take around one cross exhibit.  This will be marked as

2 DEU Cross Exhibit No. 8.

3    (Exhibit DEU Cross 8 was entered into the record.)

4     Q.   (BY MR. SABIN:)  Okay.  So do you see that

5 document?  This is a Bloomberg article, Mr. Coleman, and

6 I'll just reference that.  And it's dated -- I think

7 it's -- I don't see the date all of a sudden.  Oh, there

8 it is.

9          October 14, 2022; do you see that?

10     A.   Yes.

11     Q.   This article is talking about the Federal

12 Reserve's decision to cease injecting capital into the

13 market, bringing about a -- reducing the liquidity that

14 exists in the market.

15          And so if you look, for example, on the first

16 page down at the second full paragraph, the second

17 sentence says, "Liquidity is quickly evaporating.

18 Volatility is soaring.  Once unthinkable, even demand at

19 the government's debt auctions is becoming a concern.

20 Conditions are so worrisome that Treasury Secretary Janet

21 Yellen took the unusual step Wednesday of expressing

22 concern about a potential breakdown in trading, saying

23 after a speech in Washington that her department is

24 'worried about a loss of adequate liquidity' in the $23.7

25 trillion market for US ... securities.  Make no mistake,
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1 if the Treasury market seizes up, the global economy and

2 financial system will have much bigger problems than

3 elevated inflation."

4          So Mr. Coleman, do you have any reason to

5 disagree that, in the current economy, liquidity is

6 evaporating, as this article is saying?  It's becoming

7 very tight, there's not a lot of liquidity in the current

8 market?

9     A.   So if you look at this, looking at the very top,

10 it shows that it's an opinion from one person, Robert

11 Burgess.  I don't know who Robert Burgess is.  So this is

12 coming from Bloomberg, it's just his opinion.  So he's

13 talking about the way that he sees the liquidity in the

14 market and how it's going to impact that as well, right?

15     Q.   I'm asking you:  Do you have any reason to

16 disagree with Mr. Burgess' view that liquidity is quickly

17 evaporating in the market?

18     A.   Liquidity in the Treasuries?

19     Q.   Yes.

20     A.   That's what he says.  I'm not going to -- that's

21 what his opinion is.

22     Q.   I understand that's his opinion.  I'm asking

23 you, Mr. Coleman:  Do you disagree with that view?

24     A.   I don't know in my testimony where I talked

25 about Treasuries in my rebuttal or surrebuttal testimony.
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1     Q.   I didn't say you did.  I'm asking you whether

2 you disagree with this view.

3          MS. SCHMID:  In that case, I would object on the

4 basis that it is beyond the scope of his prefiled

5 testimony.

6          CHAIRMAN LEVAR:  Unless you can identify where

7 it's in his testimony.

8          MR. SABIN:  He's quoting you, "you," the royal

9 "you," to say that Federal Reserve cessation of injecting

10 capital into the market is a reason why you might

11 increase ROE.  That's what this is about.  It's getting

12 him to acknowledge that that is what's going on in the

13 market.  So I think it's directly relevant to what he's

14 relying on you for.

15          CHAIRMAN LEVAR:  Okay.  So --

16          MS. SCHMID:  I would.

17          CHAIRMAN LEVAR:  Can I ask Mr. Sabin one more?

18          MS. SCHMID:  Yes.

19          CHAIRMAN LEVAR:  To better under Ms. Schmid's

20 objection, when you were reading from this article, I

21 didn't find the paragraph you were reading from.

22          MR. SABIN:  I apologize.  It's the second full

23 paragraph at the bottom.

24          CHAIRMAN LEVAR:  The first page?

25          MR. SABIN:  Of the first page, starting with the
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1 word "liquidity."  It's right -- the first line.

2          CHAIRMAN LEVAR:  Oh, there we go.

3          MR. SABIN:  It's that through the end of the

4 paragraph, Mr. Chair.

5          CHAIRMAN LEVAR:  Okay.  Ms. Schmid, did you want

6 to add something to your objections?

7          MS. SCHMID:  I would add that there are many

8 things also mentioned in the quoted paragraph that

9 Mr. Sabin's is not addressing.

10          CHAIRMAN LEVAR:  So --

11          MR. SABIN:  I believe -- oh, go ahead.

12          CHAIRMAN LEVAR:  Well, if you want to add

13 anything, I'm just about prepared to rule on the

14 objection.

15          MR. SABIN:  Go ahead.

16          CHAIRMAN LEVAR:  I'm not convinced that

17 Mr. Coleman's quotation of a paragraph from our order,

18 that the paragraph includes "capital injection in the

19 market by the Federal Reserve," he doesn't, then, in his

20 own words go into that issue any further.

21          So I think I'm not going to conclude that he

22 opened the door in his testimony to questions about

23 market liquidity.  So I'm going to sustain the objection.

24          MR. SABIN:  All right.  I will move to admit the

25 Cross Exhibit 8 into the record.
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1          CHAIRMAN LEVAR:  Okay.  Is there any objection

2 to that motion?

3          MS. SCHMID:  Yes.  I would object as to its

4 relevance, given your ruling on the paragraph quoted and

5 the question related to that.

6          MR. SABIN:  Mr. Chairman, I'm sorry, but it's

7 obvious to me he is a talking about market conditions

8 throughout much of his surrebuttal, at least, if not his

9 direct.

10          These are market conditions that are relevant to

11 the question that is before you, as evidenced by your

12 prior order.  So I don't know how we can say these are

13 not relevant.  And he has in here a summary of what

14 market conditions this Commission considered.  This is

15 one of those market conditions contained in the quote

16 he's talking about.  I don't know how this can't be

17 either relevant -- relevant and directly on point to what

18 we're looking at here.

19          CHAIRMAN LEVAR:  I'm going to think out loud for

20 a moment.

21          Considering, also, that this is an opinion piece

22 and not an economic analysis, I think I'm agreeing with

23 the objection.  As an opinion piece, it also implicates a

24 little bit whether the author should be subjected to

25 questions on it rather than more of an objective
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1 financial analysis, like we've been seeing from the S&P

2 article.  So I'm going to sustain the objection.

3     Q.   (BY MR. SABIN:)  All right.  You do talk about

4 volatility in your testimony, do you not, Mr. Coleman?

5     A.   I do talk about the VIX, yes.

6     Q.   And you would agree with me, would you not, that

7 since 2020, the VIX has gone up to its highest point

8 since COVID-19; isn't that right?

9     A.   Yes.  And also in my testimony, I talk about --

10 and Mr. Lawton brought this up -- I'm not sure how that

11 translates to utilities and the value of just the fact

12 that the overall market is more volatile.

13     Q.   I understand your position.  My question was

14 just simply:  It has gone up to its highest point since

15 COVID, correct?

16     A.   I don't know if it's the highest point since

17 COVID.

18     Q.   Let's look at Cross Exhibit 5.  It's in front of

19 you in the pile of exhibits, hopefully.

20     A.   I might have moved them.  Sorry.

21          MS. SCHMID:  May I approach the witness with

22 that exhibit?

23          MR. SABIN:  Sure, thank you.  Oops, sorry.  I

24 thought --

25          CHAIRMAN LEVAR:  That's all --
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1          MR. SABIN:  I didn't mean to take that -- I

2 thought she was going to give him the copy.  That's fine.

3 I don't object.

4          CHAIRMAN LEVAR:  Neither do I.

5     Q.   (BY MR. SABIN:)  Mr. Coleman, do you not have

6 any of the cross exhibits that were left there?

7     A.   I moved them.

8     Q.   It would probably be good to get the whole

9 stack, actually.

10     A.   Okay.

11     Q.   Okay.  You have Cross Exhibit 5 in front of you?

12     A.   Yes.

13     Q.   Do you see on the first page that "US government

14 bond market volatility at early pandemic levels," that's

15 the title that's above the chart?

16     A.   Okay.

17     Q.   And do you see the chart?  If you look at

18 March of 2020 and you look at the volatility today,

19 they're roughly equal?

20     A.   Remind me what your question was.

21     Q.   Do you disagree that the volatility in the

22 market is at the same level, roughly the same level as it

23 was during the pandemic?

24     A.   I agree with that.  I think you asked me if it

25 was higher before, and that's not -- the way you
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1 characterize now is correct.  But I think you asked me if

2 it was higher than before the pandemic.

3     Q.   If I asked it that way, I didn't mean to.

4          Would you also agree that if we look for

5 February of 2020, that the VIX is much higher than during

6 the last rate case?

7     A.   Again, yes.  But I want to clarify again what

8 the VIX talks about.  This is actually talking about the

9 S&P 500, but it's also options on the S&P 500 for a

10 short-term time period.  So there is volatility, and

11 that's what this is showing.  But it's options on the S&P

12 500 that's being traded.  And most of us in the financial

13 market know that if you're talking about an option, it's

14 going to be way more volatile than the actual stock

15 itself because of the way that leverage happens and the

16 way that those options work.

17          And so I know that Ms. Nelson uses this, and

18 it's put out there.  But again, in my testimony, I talk

19 about this.  I don't know how this is valuable to a

20 regulated utility, because it's dealing with the options

21 of the S&P 500.

22          And so yes, I'll agree with what you're saying,

23 but I don't understand the relevance or the value of this

24 information to a regulated utility.

25     Q.   Is it Dominion, Incorporated, in the S&P 500?
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1     A.   We're not dealing with Dominion, Incorporated.

2 We're dealing with Dominion Energy Utah.

3     Q.   I understand.  But they're a -- the utility

4 stocks are in -- there are utility stocks in the S&P 500?

5     A.   The Commission is setting rates for Dominion

6 Energy Utah, which is going to be specific for the

7 ratepayers of Utah and for what that company is there,

8 not for Dominion Energy, Incorporated.

9     Q.   Okay.  If you'll turn the page.

10     A.   And again, that gets back to what I was saying.

11 You're talking about the stock.  This is talking about

12 options and the options in the market, which is vastly

13 different than the stock itself.  And the volatility of

14 an option is going to be greater than the stock itself.

15     Q.   Are you aware of whether there are utility

16 options at issue in this?

17     A.   Sure.  That's not what we're talking about.

18 You're asking about the volatility and the value of the

19 volatility.  And I'm saying, when you look at an option,

20 that's vastly different than looking at a regular stock.

21 And so I don't understand the value of this index.

22     Q.   Let's go to page 2.  On page 2, you'll see the

23 same chart I showed to Mr. Lawton.

24          Do you have any reason to disagree that Treasury

25 yields have, quote, soared in 2022 up -- for some of them
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1 up as high as 300 basis points?

2     A.   Again, I don't know where I talked about

3 Treasury yields in my --

4     Q.   In setting your risk-free rate, you rely on the

5 Treasury yields?

6     A.   No, I rely on the normalized rate from Kroll.

7     Q.   Right.  But that comes from the Treasury yields.

8     A.   I relied on the normalized rate for Kroll.

9          CHAIRMAN LEVAR:  I think I agree that the

10 Treasury yields are relevant to that, so I think it's a

11 fair question.

12          THE WITNESS:  Okay.  Do you want to repeat your

13 question?

14     Q.   (BY MR. SABIN:)  Yes, do you agree, or have any

15 reason to disagree that in 2022, Treasury yields are

16 substantially higher than they were at the beginning --

17 now than they were at the beginning of 2022?

18     A.   Will you clarify what you mean by "substantially

19 higher"?

20     Q.   Three hundred basis points is what this article

21 talks about.  For some of them, it's --

22     A.   I could agree to 300 basis points.  That's what

23 the article shows.

24     Q.   Okay.  Thank you.

25          The article also talks about that we're going
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1 through a period of the highest inflation in 40 years.

2          Do you have any reason to disagree that that's

3 going on?

4     A.   That's what the article says.  And we've talk

5 about inflation in this, and also in my direct testimony.

6 So I would say that that's accurate, that that statement

7 characterizes what's going on in the market.

8     Q.   Okay.  Thank you.  Now, you mentioned your Kroll

9 data.

10     A.   Correct.

11     Q.   Can you just briefly explain how you came up

12 with your risk-free rate using the Kroll data?  Would you

13 just walk us through what you did.

14     A.   Kroll puts out their recommendation of what they

15 believe the risk-free rate would be.  It's going to be

16 dependent on what's happening in the market.  So they

17 suggest that the normalized risk-free rate would be

18 3.50 percent, which is what I used in my models.

19          If the spot rate is higher than 3.5 percent,

20 then their recommendation is to use the spot rate,

21 according to when you're doing the analysis.  So I

22 used -- because at the time that I did the analysis, the

23 3.5 percent normalized risk-free rate from Kroll.

24     Q.   Great.  Thank you very much.

25          So in your stack, would you find DEU Cross
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1 Exhibit No. 7.

2     A.   You'll probably have to give me a little more

3 direction than that, because I don't know that -- they're

4 not --

5     Q.   It will be the selected interest rates, the

6 H.15.  Yes, that document.

7     A.   Well, it was right on top.  How fortunate is

8 that?

9     Q.   We're all happy that that's easy to find.

10     A.   Well, let me fumble for a second.  I've got it.

11     Q.   My understanding is that, if we look down this

12 document, down about halfway, you'll see the Treasury

13 maturities, and then it will go from one month all the

14 way to 30 year; do you see that?

15     A.   Yes.

16     Q.   And the one you use, I think is the 20 year,

17 correct?

18     A.   That's the one that Kroll suggests to use.

19     Q.   Yeah.  And you've used that for your risk-free

20 calculation, correct?

21     A.   I've used Kroll's recommended risk-free rate.

22     Q.   But it's pegged on the 20 year, right?

23     A.   I would have to look at the information, but

24 subject to check, I believe that's accurate.

25     Q.   Well, let's go there.  I think it's in your DPU
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1 Exhibit 2.04S.  Would you pull out DPU Exhibit 2.04S.

2     A.   2.04S?

3     Q.   That's what I show, yes.  The top it, it says

4 "Kroll" in letters on the right?

5     A.   Give me a second to get there.

6     Q.   SR, I guess it is.  SR, not S.

7     A.   2.04?

8     Q.   SR?

9     A.   Yes.  So I'm looking at basically Kroll's

10 risk-free rates over -- what they recommended over a

11 period of time.

12     Q.   Yeah and you see in the middle -- you see in the

13 middle of your document, it says the "20-year U.S.

14 Treasury yield"?

15     A.   Yeah.

16     Q.   So if we look on Exhibit 7, the 20-year Treasury

17 yield is 4.25 percent as of October 14th, 2022, right?

18 If you look on the right-hand column?

19     A.   Yes.

20     Q.   Okay.  So, and you used -- I think you just

21 referenced you used 3.5 percent because that's what Kroll

22 has there in the column, R -- the top of the column is R

23 with a little F below it, right?

24     A.   Yeah, that's how they're indicating what the

25 risk-free rate should be, yes.
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1     Q.   And you used -- I take it you used that top line

2 that is in red; is that right?

3     A.   Yes, because at the time, when we were doing the

4 analysis, the risk-free rate was below 3.5 percent.  And

5 so we had used the normalized rate, risk-free rate of

6 3.50 percent, as recommended by Kroll.

7     Q.   Right.  Now, that's true for both your

8 surrebuttal and your direct.  You didn't change that?

9 You used the 3.5 for both; isn't that right?

10     A.   In the surrebuttal, we basically had indicated

11 that there could be some minor adjustments.  But we

12 didn't make any major adjustments in rebuttal or the

13 surrebuttal, as far as our financial calculations.  So if

14 that was what you were asking, the answer is yes.

15     Q.   More specifically, all I mean is you were using

16 the same 3.5 in your direct and your surrebuttal, right?

17 You didn't change that number?

18     A.   Where in my surrebuttal would you want me to

19 change that number?

20     Q.   I'm saying that you didn't, in your surrebuttal,

21 update to use a different number than 3.5?

22     A.   Correct.  Because in my surrebuttal, we didn't

23 redo any of the analysis because we felt that that

24 information was still going to give us a reasonable,

25 allowed rate of return, which is what our recommendation
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1 was of 9.3.

2     Q.   Right.  Now, at the bottom of that exhibit that

3 we're looking at, DPU 2.04SR, do you see the red language

4 there at the bottom of the page?

5     A.   Yes.

6     Q.   Would you please read that quote.

7     A.   "We recommend using the spot 20-year U.S.

8 Treasury yield as the proxy for the risk-free rate, if

9 the prevailing yield as of the valuation date is higher

10 than our recommended U.S. normalized risk-free rate of

11 3.5 percent.  This guidance is effective when developing

12 USD-denominated discount rates as of June 16th, 2022 and

13 thereafter."

14     Q.   Now, it's true, is it not, that after your

15 direct testimony, the yield went above 3.5 percent on the

16 20-year Treasury?

17     A.   Possibly, yes.  I didn't look at every

18 individual spot rate with that, but that is a possible

19 characterization.

20     Q.   And you would agree today, or within the last

21 several -- on that document we're looking at, it shows

22 October 7th, 10th, 11th, 12th, and 13th, that in all of

23 those instances, the spot was always above 4 percent?

24     A.   Yeah.  And an important element of that, as

25 well, is if you look at our CAPM model, which is where
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1 this is primarily used in a couple of different ones, our

2 analysis of the CAPM model is returning.  We talked about

3 the average, just with what I updated at 6.51 percent.

4 And so our recommendation of 9.3 percent is still

5 different than that recommendation.  So even if I went

6 and updated it to, say, 4 percent or something different,

7 it's not going to vastly change our analysis with

8 the CAPM.  Sorry.  It will change our analysis with the

9 CAPM, but it's not looking at the totality of all of the

10 different elements going to change what our

11 recommendation was to the Commission.

12          So yes, they have changed.  Yes, our CAPM

13 analysis and some of the other ones using the risk-free

14 rate would most likely come up some.  But at the end of

15 the day, if you look at our recommendations and our

16 analysis, it wouldn't change it to where we're going to

17 be extremely different than what we had calculated, and

18 it's not going change our recommendation of the 9.3

19 percent.

20     Q.   You haven't run that calculation, it sounds

21 like; is that right?

22     A.   I could do it right now, if you wanted me to.

23     Q.   I'm just asking.

24     A.   I haven't, no, but I could.  If that's something

25 valuable for the Commission, I'd be happy to do the
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1 analysis and calculation right now.

2     Q.   We may get there.  Let me get through some

3 questions first.

4          What I'm trying to understand is Kroll told you

5 to use the higher number, and you were relying on Kroll

6 data for your calculation of the risk-free rate.  Despite

7 that comment, you did not use the spot market number, as

8 of the date you filed your surrebuttal, right?

9     A.   I would have to see what the spot market numbers

10 are, because obviously, we're trying to pick a point in

11 time when we have to turn this information in.  And so

12 the risk-free rate was -- I'd have to know the specific

13 point as far as what it was on the date when we turned in

14 the information to say if it was higher or lower.

15          Today, is it higher?  Yes, I'm not arguing that

16 at all.  But I'm also saying to the Commission, if we did

17 put those numbers in -- and I'm happy to do it.  I have

18 my computer right here.  I can put the numbers in and do

19 that with today's numbers, if that is something that is

20 going to be valuable to the Commission to help them have

21 a more accurate record.

22          What I am saying, though, is if I -- sorry.

23 I'll slow down.  I apologize.

24          What I am saying, though, is if we do that

25 analysis, it will increase our CAPM numbers somewhat, but
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1 it's not going to change significantly the overall

2 analysis that we would recommend something different than

3 9.3.

4          So on that day, it might have been different.

5 It could have been .36 or something a little bit

6 different.  But it's not going to be a material enough

7 calculation or change that would undermine our

8 recommendation of the 9.3 percent.

9     Q.   And I'll just -- I appreciate that answer.  I'll

10 just point out that your surrebuttal testimony was

11 submitted -- what date did you submit that?  You

12 submitted it on --

13     A.   Let's see.  The 13th, is that when surrebuttal

14 was due?

15     Q.   October 13th.  And so if I look at this sheet

16 we're looking at right here, on October 13th, it was

17 4.25 percent.

18     A.   Okay.  Having said October 13th -- and I think

19 the Commission can respect this, and Dominion Energy Utah

20 can also respect this.  We have a review process that the

21 Division has to go through.  And so just because we

22 submitted something on October 13th, I have to have a

23 cutoff date before that, so that other people,

24 supervisors and others who are going to be looking at

25 that, are going to be able to review it and to say, yes,
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1 this looks fine.

2          So we try to provide the most accurate and

3 up-to-date information that we can.  But was it, as of

4 October 13th?  No, because that's when we had to file it,

5 and I had to have a review with our internal staff and

6 other people to make sure that that information was

7 correct.

8          So do you have what it was, say, like at the end

9 of September?

10     Q.   I don't right in front of me.

11     A.   So I don't, either.  So I don't know how to

12 answer that question.

13     Q.   I understand your position.  I'm just --

14     A.   Okay.

15     Q.   -- pointing out, we have more current numbers

16 than the 3.5, which was back in June.  And Kroll is

17 telling you to use the spot number?

18     A.   Correct.  And I've offered.  Right now, if you

19 would like to, I can do the calculation for you with

20 today's number, if you would like.

21     Q.   The problem I have is I don't have any way of

22 looking at what you're doing and how you're running it

23 through.  I don't have anything in paper to review and

24 ask you about.

25          MS. SCHMID:  And if I may, I think that this
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1 question has been asked and answered and almost beaten to

2 death.  So perhaps the Commission may choose to ask DEU

3 to move on.

4     Q.   (BY MR. SABIN:)  I would be happy to review

5 what you can do.  And if I had the opportunity to ask

6 you about it, I would be happy to do that.  I just

7 don't -- can't do it here when I don't know what you're

8 reviewing.

9     A.   It's a pretty straightforward mathematical

10 calculation with CAPM, and all I would have to change is

11 the risk-free rate in the table that I provided.

12     Q.   Yeah.  And perhaps we can talk after and see if

13 there's a way to get that submitted where we can review

14 it and ask you about it.

15     A.   Okay.

16     Q.   Would you go to your direct testimony, please.

17 And this is on page 16 of your direct testimony.

18     A.   Do you have a line number?

19     Q.   I do.  We're going to start on Line 380.

20     A.   Starts with "Actions"?

21     Q.   Umm-hmm.  Would you read that down to Line 385,

22 please, into the record.

23     A.   Okay.  "Actions from the Federal Reserve over

24 the last few months have led to a tightening of monetary

25 policy and an increase in the various treasury rates."
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1     Q.   So just stop there.  I appreciate you stopping

2 there.

3          You did speak about a tightening of monetary

4 policy there, didn't you?

5     A.   I was basically quoting Ms. Nelson and how she

6 was talking about the tightening of the monetary policy.

7     Q.   By it's referencing -- my point is it's

8 referenced in your direct testimony.  You're talking

9 about it, right?

10     A.   In reply to what Ms. Nelson said.

11     Q.   Go on and read the next sentences.

12     A.   "As indicated in Ms. Nelson's testimony, the

13 projected trend is for those rates to continue to

14 increase from a 30-day average of 2.20 percent as of

15 February 28, 2022, to 3.40 percent on average over the

16 five year period from 2023 to 2027."

17     Q.   Okay.  So first of all, I think you agree, do

18 you not, that the trend right now is that Treasury rates

19 are on an increasing -- they're on -- they're increasing?

20     A.   Short-term, there has been an increase in

21 Treasury rates, yes.

22     Q.   Okay.  Do you have any basis to believe that

23 that will not continue through the test period?

24     A.   Generally, we don't try to project where

25 interest rates are going to go -- and I talk about that

Page 244

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1 in my testimony -- because projected interest rates have

2 been very difficult.  And I believe I bring out Chairman

3 Powell, where he was just saying two to three years ago

4 there is no way we're going to raising interest rates --

5 I'm paraphrasing.  Obviously, I can go to my direct

6 testimony, if you'd like the exact lines.  But he was

7 saying, We're not going to increase rates.  There's no

8 way that we're going to even consider increasing rates.

9 But yet two years later, we are in this situation.

10          So we don't try to project the rates because who

11 knows where they're going to go?  And it's petty

12 difficult to know for sure which way they're going to

13 head.  So I haven't projected the rates and haven't done

14 that in any of my analyses.

15     Q.   My question is a different one, Mr. Coleman.

16     A.   Okay.  Sorry about that.  I apologize.

17     Q.   That's okay.  My question was:  Do you have any

18 reason or -- any evidence or any reason to believe that

19 interest rates are not projected to continue to increase

20 by people not in this room?

21     A.   Projections have always been wrong and have

22 overstated where they're going.  So I don't have any

23 reason to believe that people would project they're going

24 up.  I just don't know the validity or value of those

25 projections when they -- there are numerous articles out
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1 there, which we bring out again in our direct testimony,

2 talking about the value of projections.

3     Q.   So --

4     A.   And --

5     Q.   Go ahead and finish, if you need to finish.

6     A.   That's okay.

7     Q.   I'm going to have Mr. Mendenhall hand across

8 Cross Exhibit No. 9.

9          Mr. Coleman, I'm handing you what's been marked

10 as DEU Cross Exhibit No. 9.  This is a Thursday,

11 September 22, 2022, S&P Capital IQ article on the Fed.

12 It's talking about interest rates and where they're

13 expected to be.

14          Do you agree with me that the test period here

15 is a forecasted test period through the end of 2023?

16     A.   Yes.

17     Q.   Okay.  So let's go down to the bottom of page 1.

18 And it says there, "Since March, the Fed has boosted

19 rates by 300 basis points, including three straight

20 75-basis-point hikes, after leaving them near 0% for

21 roughly two years in response to the pandemic."

22     A.   Sorry, where were you at?

23     Q.   Bottom of the first page, and then we're going

24 over to the second page.

25     A.   So the "Feds median 2022 forecast," or is that
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1 page 2?

2     Q.   No, I was on page 1.

3     A.   Okay.  Sorry.  Now I got you.

4     Q.   That's okay.  I read the very bottom paragraph,

5 now I'm at the top of page 2.

6          Top of page 2 says, "Powell gave no indication

7 during his press conference that central bank officials

8 had any plans to slow down this push for higher rates and

9 said with this latest 75-point-basis-point hike, the Fed

10 may now be at just the 'very lowest level' of what may be

11 now be considered restrictive monetary policy."

12          And then there's a chart there.  Do you see

13 where it says the, "Fed now forecasts ending 2022 at

14 4.4% percent, 2023 at 4.6%"?

15     A.   I see that at top, yes.

16     Q.   And that's coming from the Federal Reserve,

17 right?

18     A.   This is an S&P Capital IQ.  And I suspect that

19 they're quoting the Federal Reserve accurately.

20     Q.   Okay.

21     A.   I mean, I -- this report isn't coming from the

22 Federal Reserve, but I won't protest too loudly.

23     Q.   Okay.  So that's -- that's compiled -- that data

24 was compiled as of September 21, 2022, right?  And it

25 represents the forecast you see under the chart.  The,
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1 "Forecast represents the median views of participants in

2 the Federal Open Market Committee."  Do you see that?

3     A.   Page 3?

4     Q.   No that was right under the chart we just looked

5 at.

6     A.   Okay.

7     Q.   Just wanting -- you just said you weren't sure,

8 you thought it may come there.  I'm just pointing out --

9     A.   "Federal Reserve's Summary of Economic

10 Projections," yes.

11     Q.   So back to my original question.

12          That's what the Fed is estimating right now, is

13 that interest rates will continue to rise until we get to

14 4.6 percent by end of 2023?

15     A.   And you're saying this is valuable because of

16 the test period of 2023?

17     Q.   I'm just pointing out that it aligns with the

18 test period of 2023, that we have an increasing interest

19 rate environment, right?

20     A.   Okay.  Can I talk about test periods for a

21 second?

22     Q.   Go ahead.

23     A.   So I know that there's been a lot of discussion,

24 and this was even in a cross exhibit that was provided.

25 I don't know exactly which one.  But looking at --

Page 248

Advanced / CitiCourt - Veritext Companies
calendar-utah@veritext.com 801-746-5080



1          Actually, to give you context on this,

2 Ms. Nelson talked about the historical numbers from the

3 Regulatory Research Associates and how that's looking

4 backwards.  And I think Commissioner -- sorry, Chair

5 LeVar, you'd asked this a little bit, as far as aren't

6 there forward test projections that's going to be

7 happening with that?

8          I think if you look at the data on many of those

9 cases, those Commissioners are setting rates for forward

10 test years.  Now, there are some that are going to be --

11 are going to be set for past, some for current, and some

12 for forward.  And so the characterization that it's just

13 going to be historical information, I believe, is not

14 accurate because they are going to be setting it.  And

15 there are some of them that look for 2023 and forward.

16          And so Mr. Sabin is asking me questions about

17 the importance of test year.  Well, when looking at that

18 information and trying to determine the importance of an

19 average and how valuable it is, you have to also look

20 at -- which is what we've been saying the whole time, is

21 you have to look at the each individual company and the

22 risk profile of a specific company to be able to

23 determine what the appropriate rate of return is for

24 investors.

25          And so there is many of these companies there
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1 that had a projected test year and had rates that were

2 higher than what the Commission had done at the time.

3          So sorry for a little bit of a deviation there.

4 But you were talking about the test year and how it's

5 important.  And I think that that is an element that

6 hadn't necessarily been brought out that the Commission

7 would want to consider when looking at that average for

8 the rates of return.

9          She talks about how it's historical, but I don't

10 know that I necessarily agree with that characterization,

11 because many of those are going to have historical test

12 years, just like we do.  And they're trying to set it for

13 2023.

14     Q.   Thank you.  All right.  So back to your Kroll

15 data.  Now that we've talked about that and where the Fed

16 thinks interest rates are going, you arrived using your

17 risk-free rate and your -- the two portions.  I'm

18 blanking all of a sudden on the other portion.

19     A.   Equity risk premium.

20     Q.   Equity risk premium.

21     A.   If you're talking CAPM model.

22     Q.   Yeah.  In your CAPM model, you came to a

23 9 percent number; isn't that right?  And how you got

24 there was your premium 5.5 percent and your market --

25 your --
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1     A.   No, the CAPM would never be at 9 percent.

2     Q.   I'm sorry, did say that?  I meant --

3     A.   It would be below 9 percent.

4     Q.   Help me understand.  When you use the Kroll data

5 of 3.5 percent, you put that -- you added that to a

6 5.5 percent premium, right?

7     A.   Yes.  Okay.  Sorry, I thought you were talking

8 two different things.

9          In the CAPM model, when we did our analysis,

10 it's not going to get at 9 percent.  And the reason why

11 is you're multiplying it by a beta.  But if you're

12 looking at the total market return, your return of the

13 entire market, then the Kroll data is at 9 percent.  And

14 if that's what you're asking --

15     Q.   That's what I was asking.

16     A.   -- I will agree that it's at 9 percent.

17     Q.   And if you factored in -- if you factored in the

18 correct or the current, the spot market for the 20-year

19 number we looked at, the 4.25 percent, that would move

20 that figure from 9 percent up to 9.75 percent; that's

21 right, isn't it?

22     A.   Subject to check, yes.

23     Q.   Okay.  Now, would you go back to your direct

24 testimony at 17.  We're going to go down from where we

25 were reading, and we're just going to go to one more
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1 section.

2     A.   Can I -- and I know I'm probably belaboring this

3 point, but that's a total market amount for the CAPM.

4 That's not for -- specific for a regulated utility.

5 That's what the market premium would be for the entire

6 market.  And I think that's an important distinction that

7 needs to be brought out there, as well, is that -- that

8 we're talking about the entire market.

9          And I think all of us here would agree that

10 utilities are less risky than the entire market.  So it

11 would be 9.75 for entire market, but what would apply to

12 utilities, and specifically Dominion Energy Utah, would

13 probably be less than that number because they are less

14 risky.

15     Q.   We'll come back to that position.

16     A.   I hope so.

17     Q.   We will.

18          Go to the bottom of page 17, if you will, in

19 your direct testimony.  Would you mind doing that?

20     A.   Direct.  Okay.

21     Q.   Yep.  Line 407 is where I am.

22     A.   Okay.

23     Q.   You say here, "The increase of interest rates as

24 a result of the tightening" -- I think it was supposed to

25 say, "of monetary policy can have an impact on utilities.
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1 The impact to the financial analysis done for these

2 utilities will be minimal until the 20-year U.S. Treasury

3 yield is above 3.5 percent.  As shown in the information

4 discussed by Ms. Nelson, the projected rates for 2023 to

5 2027 are not estimated to be above 3.5 percent.  So the

6 financial impact to DEU will be minimal and the need for

7 a higher cost of capital as a result of the tightening

8 monetary policy is not supported."

9          Now, couple questions.  You agree with me that

10 when you say when the impact doesn't result in the

11 Treasury yield going above 3.5 percent, the impact of --

12 any increases will be minimal; right, is what you're

13 saying?

14     A.   That's what the testimony said.

15     Q.   Right.  The implication being that when it goes

16 above 3.5 percent, it will be material; isn't that true?

17     A.   There will be an impact.  I don't know as far as

18 material.

19          Again, an important point to look at this, as

20 well, and it's been brought out numerous times -- I don't

21 know this, and so I'm going to go off of the reference.

22 But I think the risk-free rate, when we were looking at

23 Dominion Energy Utah's case before, was extremely low.

24 And it was at 1 percent or something lower than that, as

25 well.  And I don't remember Dominion Energy Utah arguing
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1 that that should be the risk-free rate that we use, and

2 that we should set the elements off of that, as well.

3 And so we're in an interesting economic period, which we

4 have -- our testimony has talked about that, as well.

5          So the spot rate is at 4.75 percent.  But is

6 that going to continue in 2023?  There's some information

7 that says that, as well.  And if the Commission is

8 comfortable with that, then they can look at that.

9          But what we have not seen is that when the

10 interest rates are extremely low, there hasn't been a

11 reduction in the ROE that goes along with that reduction

12 consistently with what the risk-free rate has been.

13          It seems the utility commissions throughout the

14 country has been much slower in bringing down that

15 allowed rate of return than what has been happening in

16 the market, and then moving it up much slower as well,

17 which is partly what I think Mr. Lawton was trying to get

18 to in his testimony as well.

19          And so yes, there's going to be an impact, but

20 with the overall looking at every element that goes into

21 an allowed rate of return, what is the impact of that

22 going to be?  And that's what the Commission and all of

23 us here are trying to determine, is how to deal with that

24 element of it.

25     Q.   Thank you.  At least we can say that what you're
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1 saying here is that it will only -- the impact will only

2 be minimal when it's below the 3.5.  When it goes above,

3 we don't know exactly, but it's not going to be minimal.

4     A.   The impact would be whatever the spot rate is

5 when you decide to do that.

6     Q.   Exactly.

7     A.   And having said that, there's two elements of

8 that.  When you look at Kroll's cost of capital, you use

9 the spot rate and then whatever their equity risk premium

10 is at the time.  So there's a possibility that that

11 equity risk premium -- and as I showed in my exhibit that

12 we talked about before, that equity risk premium will

13 also adjust to try to show what the total market return

14 is and what's going to be fair for investors with that,

15 as well.

16          So what happens a lot of times is that equity

17 risk premium will come down as the bond and risk-free

18 rate goes up.  And so you get to the point to where

19 there's an element of it.

20          So will there be an impact?  Sure.  But how will

21 that affect equity risk premium and the other elements of

22 it?  You have to look at both of those elements of it.

23 And we don't know what the impact of the equity risk

24 premium is going to be.

25          We do have a spot point today.  I'm not arguing
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1 that at all.  But there are so many other elements that

2 go into the cost of capital and aspects of that, as well,

3 that the Commission needs to consider.

4     Q.   And then just a couple other points on this

5 quote.

6          You agree that you -- at the time you did your

7 direct, you said rates were not projected for 2023 to

8 2027 to be above 3.5 percent.  And here we are just a

9 couple months later, and we're way above that, right?

10     A.   Which I think supports the reason why I'm not

11 comfortable with projected rates, because it's hard to

12 know for sure what's going to happen.  So we have not, as

13 a division, usually been comfortable with projected rates

14 because I could project them completely the other way and

15 project them to be 3.6, and we can go back to the

16 1.4 percent, or whatever.

17          So we have consistently been uncomfortable with

18 projected rates because it's hard to accurately get that

19 number right.

20     Q.   And it's true, is it not, the reason you were

21 making that argument was you were -- you were criticizing

22 Ms. Nelson for her projected rates, right?  That's why

23 you had this quote in there -- or this comment in there?

24     A.   So if I understand correctly, Ms. Nelson's rate

25 was projected from BlueChip Financial?
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1     Q.   I don't know where it came --

2     A.   3.6 percent?

3     Q.   -- I don't know where it came out.

4          No, her rates are -- the 30-year, which she

5 projected at 2.2 percent.  And 30-year, she projected at

6 3.13.

7     A.   Okay.

8     Q.   So my point is, we're way beyond where she was

9 projecting.  We're way beyond where you were estimating

10 at this point in the market, right?

11     A.   Sure.

12     Q.   Okay.  Just a couple more questions, and I think

13 I'm done.

14          As it relates to the -- I want to come back to

15 the five --

16     A.   Can you point to me where the 3.21 was at as far

17 as her projections and where she did those calculations?

18     Q.   Yeah.  It's -- it comes from -- hers is at 28 --

19 excuse me, her direct at 28.

20     A.   And is she using BlueChip financial numbers?

21     Q.   Off the top of my head, I just don't know.

22     A.   Okay.

23     Q.   That would be something we would have to ask

24 her.  I don't know.

25          So I want to just go back to your five risk
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1 points.  And I just want to ask a couple of questions on

2 this.

3          I asked Ms. Nelson earlier whether she, looking

4 at 2020 and looking at 2022, whether she saw any evidence

5 of significant regulatory risk changes between February

6 of 2020 and now.  And I just -- I've read your testimony,

7 both your direct and surrebuttal, and all of the elements

8 that the Commission -- certainly the Commission looked at

9 it in 2020 -- are the same today.  There is these

10 recovery -- there's these recovery mechanisms that are

11 all same.  They all --

12          Would you agree with that, that we have the same

13 recovery mechanisms today that we did in 2020?

14     A.   I'll agree with that.  But are you saying that's

15 what makes up the regulatory risk?

16     Q.   I'm saying that's a component.  Don't you agree

17 that's a component?

18     A.   Sure.  That's part of the regulatory risk, yes.

19     Q.   So you would agree with me -- I think that that

20 hasn't really changed, right, from 2020 to 2022?

21     A.   They haven't changed what their -- the way that

22 they're dealing with Dominion Energy Utah as far as the

23 coupling and the infrastructure, tracking those elements.

24 So that is accurate, yes.

25     Q.   Okay.  And as I read your testimony, if I
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1 understand you correctly, you're saying that the

2 regulatory risk has not gotten worse between 2020 and

3 2022; is that accurate?

4     A.   I think what my testimony says is that, for you

5 to accept the 10.3 percent recommendation of Dominion

6 Energy Utah, is that you have to be able to agree that

7 the risks to Dominion Energy Utah is greater now than

8 what would be compared to similar utilities or similar

9 investments in the market today.

10          And our position is that Dominion Energy Utah is

11 less risky or the same risk as those utilities today.

12     Q.   So let me ask my question now and see if you can

13 answer that one.

14          From 2020 to now, do you believe there has been

15 a change in the risk profile of DEU relative to those two

16 time frames?

17     A.   Which risk profile?

18     Q.   The regulatory risk.  Are they more or less

19 risky today than they were then?  Do you have an opinion

20 on that view?

21     A.   I believe that their regulatory risk is the

22 same.  It's not riskier.  I believe it's either the same,

23 or I would argue even less risky than a comparable set of

24 companies.

25     Q.   Okay.  That's all I need to know.
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1          MR. SABIN:  Mr. Chair, I failed to move into --

2 move to admit Cross Exhibit 9, DEU Cross Exhibit 9 into

3 evidence.  I would move for that now.

4          CHAIRMAN LEVAR:  That's the S&P Capital IQ "Rate

5 hike pain"?

6          MR. SABIN:  Correct, yes.

7          CHAIRMAN LEVAR:  If anyone objects to that

8 motion, please indicate your objection.

9          Not seeing any.  The motion is granted.

10    (Exhibit DEU Cross 9 was entered into the record.)

11          MR. SABIN:  That's all I have for now.  Thank

12 you.

13          CHAIRMAN LEVAR:  Okay.  Thank you.

14          Ms. Schmid, if you have more than two or three

15 questions on recross, it might be good to end for the day

16 and -- I'm sorry, redirect, not recross.  If you have

17 just one or two, we can do them now.  But if you have

18 more, it might be good to start first thing in the

19 morning.

20          MS. SCHMID:  I have just one.

21          CHAIRMAN LEVAR:  Okay.  Well, go ahead.

22

23                   REDIRECT EXAMINATION

24 BY MS. SCHMID:

25     Q.   Mr. Coleman, isn't it often said that the thing
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1 that is most true about a forecast is that it will be

2 wrong?

3     A.   Yes.

4     Q.   Thank you.  That was my only question.

5          CHAIRMAN LEVAR:  Thank you.

6          Any recross from that question?

7          MR. SABIN:  Thankfully, no.  We're good.

8          CHAIRMAN LEVAR:  Okay.  I think we will recess

9 for the day.  We'll see everyone at 9:00 a.m. tomorrow.

10          You know what?  It's been a long day.  Recess is

11 over.

12          Commissioner Allen, do you have any questions

13 for Mr. Coleman?

14

15                     CROSS-EXAMINATION

16 BY COMMISSIONER ALLEN:

17     Q.   I do have one simple question, just to make sure

18 that I understand the Cross Exhibits No. 1 and 2, to make

19 sure that we have -- we have the first one, which is --

20 it's the S&P Global Report on past rate cases, and it

21 goes back to 2020.  And then the second one is much

22 shorter, it's just 2022.  The first one also includes

23 2022.

24          And it's just maybe something you need to check,

25 or maybe you remember what is going on here.
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1          But for 2022, the larger report has nine cases.

2 And for the 2022 in the short form, it includes 17.  And

3 it looks like it might be a date issue.  And the only

4 reason I'm asking is it's at the very bottom of the

5 spreadsheet, so there's a possibility that some cases got

6 truncated.  Or do you remember if they were two separate

7 reports?

8     A.   They're two separate reports, giving you much of

9 the same information.  But let me explain why I did that.

10          So the first report, we were talking about

11 settled versus litigated cases.  And Mr. Mendenhall

12 talked about the value of a settled case.  And then

13 Ms. Nelson provided a scatter graph that showed you a

14 bunch of different rates that had been -- she was trying

15 to show basically a trend analysis in there.

16          So in the first example, it has the variety of

17 pages.  I just took the information that Ms. Nelson had

18 provided, but gave to the Commission what she didn't

19 show, which were settled and which were litigated.  So

20 all I did was take her information and just add that

21 other column so that you would be able to see.

22          And then on my direct testimony -- or sorry,

23 surrebuttal testimony, I talk about 126 of the 184 of

24 those cases that these graphed were settled.  And so

25 that's the reason why there's no calculations or anything
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1 on there.  It was just trying to add to the record what

2 she had done.

3     Q.   That helps.  Thank you.

4     A.   Okay.  And the other one is just the calculation

5 of what -- we were trying to update what the most

6 accurate and complete information as of the allowed rate

7 of return was.

8     Q.   Great.  Thank you.

9          CHAIRMAN LEVAR:  Thank you, Commissioner Allen.

10 I apologize for my brain freeze.

11          Commissioner Clark, do you have any questions

12 for Mr. Coleman?

13          COMMISSIONER CLARK:  No questions.  Thank you.

14          CHAIRMAN LEVAR:  I don't, either.  Thank you for

15 your testimony this afternoon.

16          We'll see everyone at 9:00 a.m. tomorrow.

17            (The matter concluded at 4:49 p.m.)

18
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200:21 210:19
234:1 245:3,9
246:21 249:10

[withstand - years]
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250:12
yellen 224:21
yellow 93:22

99:4 100:4
yep 31:7 95:15

104:12,24
130:16 147:4
152:4 181:14
252:21

yesterday 80:5
93:17

yield 17:3 19:8
19:11,12 78:8
80:4,6,15 113:10
132:3,3,9,10,14
132:15,23
133:21,23,24
134:5 158:4
168:5,15 171:4,8
171:22 174:23
174:24 176:14
176:16,19 180:2
180:7 185:6
186:15 188:20
190:6,8,19,20
192:9 193:3
194:19 197:9,9
198:4,10,11
201:2,6,9,10
236:14,17 238:8
238:9,15 253:3
253:11

yields 19:2,18,25
20:6,6,13 21:8
41:6 42:10 80:8
89:16 90:1
113:8 116:22
132:21 153:21

158:9,10,12,18
158:22 159:8,17
159:21 160:9
165:18 167:1,15
167:16 176:22
177:13 178:5
181:22 182:23
184:14 188:10
193:16 198:8,23
232:25 233:3,5,7
233:10,15

york 37:21 40:14
40:17 41:14,15
41:16,19,22
42:13,20 43:4,6
43:17 44:3,5,5,8
44:10,17 103:21

z

zacks 206:18
zero 98:5 134:18

134:22 135:1

[years - zero]
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Utah Rules of Civil Procedure

Part V. Depositions and Discovery  

Rule 30

(E) Submission to Witness; Changes; Signing. 

Within 28 days after being notified by the officer 

that the transcript or recording is available, a 

witness may sign a statement of changes to the form 

or substance of the transcript or recording and the 

reasons for the changes. The officer shall append 

any changes timely made by the witness.

DISCLAIMER:  THE FOREGOING CIVIL PROCEDURE RULES 

ARE PROVIDED FOR INFORMATIONAL PURPOSES ONLY.  

THE ABOVE RULES ARE CURRENT AS OF APRIL 1, 

2019.  PLEASE REFER TO THE APPLICABLE STATE RULES 

OF CIVIL PROCEDURE FOR UP-TO-DATE INFORMATION. 



VERITEXT LEGAL SOLUTIONS 

COMPANY CERTIFICATE AND DISCLOSURE STATEMENT 

 

Veritext Legal Solutions represents that the 

foregoing transcript is a true, correct and complete 

transcript of the colloquies, questions and answers 

as submitted by the court reporter. Veritext Legal 

Solutions further represents that the attached 

exhibits, if any, are true, correct and complete 

documents as submitted by the court reporter and/or  

attorneys in relation to this deposition and that 

the documents were processed in accordance with 

our litigation support and production standards. 

 

Veritext Legal Solutions is committed to maintaining 

the confidentiality of client and witness information, 

in accordance with the regulations promulgated under 

the Health Insurance Portability and Accountability 

Act (HIPAA), as amended with respect to protected 

health information and the Gramm-Leach-Bliley Act, as 

amended, with respect to Personally Identifiable 

Information (PII). Physical transcripts and exhibits 

are managed under strict facility and personnel access 

controls. Electronic files of documents are stored 

in encrypted form and are transmitted in an encrypted 

fashion to authenticated parties who are permitted to 

access the material. Our data is hosted in a Tier 4 

SSAE 16 certified facility. 

 

Veritext Legal Solutions complies with all federal and  

State regulations with respect to the provision of 

court reporting services, and maintains its neutrality 

and independence regardless of relationship or the 

financial outcome of any litigation. Veritext requires 

adherence to the foregoing professional and ethical 

standards from all of its subcontractors in their 

independent contractor agreements. 

 

Inquiries about Veritext Legal Solutions' 

confidentiality and security policies and practices 

should be directed to Veritext's Client Services  

Associates indicated on the cover of this document or 

at www.veritext.com. 
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DATA DISPATCH 


Gas utility stocks slumped in Q322 as pricey sector entered 
correction 


Wednesday, October 5, 2022 2:33 PM ET 


By Tom DiChristopher 
Market Intelligence 


Gas utility stocks ended a streak of outperformance as central bank policy and other market forces weighed on the 
utilities sector. 


A group of nine gas utility operators selected by S&P Global Commodity Insights plunged 13.3% in the third quarter, 
sharply accelerating losses sustained in the prior quarter. Meanwhile, the S&P 500 fell 5.3% and the S&P 500 Utilities 
sector decreased 6.7% in the third quarter. 


Stock performance of select gas utilities in 03'22 


-19.0 


-19.3 


-16.3 


-16.2 


-13.3 


-13.1 


-10.9 


-9.1 


As of Oct. 4, 2022 
Change calculated from Juno 20, 2022, to Sept- 30, 2022. 
Source: S&P Global Commodity Insights. 


Southwest Gas Holdings Inc. (SWX) 


Northwest Natu rat Holding Co. (NWN) 


UGI Corp. (UGI) 


Spire Inc. (SR) 


One Gas Inc. (00$) 


New Jersey Resources Corp. (NJR) 


Chesapeake Utilities Corp. (CPK) 


Atmos Energy Corp. (ATO) 


S&P Boo ('SVX) 


South Jersey Industries Inc. (SJi) 


The quarterly declines plunged both the select gas utilities index and S&P 500 Utilities sector into correction territory, or 
a decline of 10%-20% from recent highs. Still, both indexes were outperforming the S&P 500 year-to-date through 
September. 


The U.S. Federal Reserve's commitment to taming inflation through rate hikes dashed hopes for a change in policy and 
contributed to another "roller coaster quarter" for utilities, Nasdaq IR Intelligence senior analyst Massud Ghaussy told 
S&P Global Commodity Insights. That pushed the dollar and debt yields higher and put downward pressure on stock 
and bond prices alike. 


"The bond vigilantes have finally returned, forcing global central banks to tighten the monetary screws in order to 
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contain inflation, which is proving to be stubborn and spreading like wildfire,' Ohaussy said in an email. "As a result, we 
are witnessing one of the fastest tightening cycles in modern history, the third great bond bear market of the century, 
and a market of twin losses [for stocks and bonds] since the beginning of the year where there are very few places to 
hide safely." 


Gas utility stocks uriderperforn'i the broader market in Q3'22 


—S&P 600 ("SPX) —S&P 500 utilities (Sector) rsP500-55) —Select gas utility Index 


-15 
06/30/22 07/14/22 07/28/22 08/11/22 08125/22 09/08/22 09/22/22 


As of Oct. 4, 202Z 
Select gas utility index includes Atmos Energy Corp., Chesapeake Utilities Corp., New Jersey Resources Corp., Northwest 
Natural llotdingCo., One Gas Inc., South Jersey Industries Inc., Southwest Gas Holdings Inc., Spire Inc.,UGI Corp. 
change calculated from June 30, 2022, to Sept. 30, 2022. 
Source: S&P GlobaL Commodity Insights. 


Utilities provided a safe haven earlier in 2022, but their outperformance has faded, even as investors remain defensive. 
Critically, the 10-year U.S. Treasury yield surpassed the dividend yield for the utility sector, which serves as a bond 
proxy, Ghaussy said. Utility stocks were also richly valued and outperforming fellow defensive sectors healthcare and 
consumer staples before the sell-off, Ohaussy said. 


Gas utility stocks in particular were richly valued, having outperformed the broader market over the three prior quarters. 


The select index's top performers in the prior quarter - Southwest Gas Holdings Inc., Northwest Natural Holding Co., 
UGI Corp., and Spire Inc. - posted the third quarter's largest declines. 


Learn 
\ (More 


* Access more details on energy and utility news. 


* Dig into news and analysis from Regulatory Research Associates. 


* Explore Data Dispatches for more data-driven market insights. 


Southwest Gas shares tanked nearly 20% during the quarter, turning sharply lower after the company announced it 
would not sell its core gas utility business. Southwest Gas shares had traded higher after the company announced a 
strategic review in April. 


One Gas Inc., New Jersey Resources Corp., Chesapeake Utilities Corp., Atnios Energy Corp. and South Jersey 
Industries Inc. all posted larger losses in the third quarter than during the previous quarter. 
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Only South Jersey Industries, bolstered throughout 2022 by its $8.1 billion buyout, outperformed the S&P 500 and 
remained in positive territory through the first three quarters. 


S&P Global Commodity Insights produces content for distribution on S&P Capital 10 Pro. 


This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately 
managed division of S&P Global. 
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Categories> Money, tanking, & Finance> Financial Indicators > Volatility Indexes 


C? CBOE Volatility Index: VIX(vlxcLs) 


observation 


2022 10-13 31.94 (a' more) 


Updated: a:35 AM COT 


Z01901 01 2072-10-13 


units: rreqsertesv 


Index, Daily, 


Not Seasonally Adjusted Close 
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Shaded areas indicate U.S. recessions. Source: Chicago Board Options Exchange 
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Share Links e5 Accoutt Tools £ 


NOTES - 


Source: Chicago Board Options Exchange Release: CEDE Market Statistics Z 


Units: Index, Not 5eaaona11y Adjusted - 


Frequency: Daily, Close 


VIX measures market expectation of near term volatility conveyed by stock index option price]- Copyright, 2016, Chicago Board Options Exchange, Inc. Reprinted with permlteion. 


Suggested Citation: 


Chicago Board Options Exchange, COOt Volatility Index: VIlE IVIXCISI, retrieved from FRED, Federal Raaaria Bank of St. Louis; httpn://fred.stloaisfed.org/series/ViXCLS, October 14, 2022, 
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US bond market volatility hits fresh highs as liquidity drops 


Friday, September 30, 2022 8:50 AM El 


By Brian Scheid 
Market Intelligence 


Turmoil in U.K. financial markets and global expectations for persistently high inflation have ignited the U.S. government 
bond market, throttling volatility to highs not seen since the early days of the pandemic. 


On Sept. 28, the ICE BofAML MOVE Index, which tracks the price movements of options on a basket of Treasurys to 
measure volatility in the government bond market, settled at its highest point since March 2020. Back then, turmoil in the 
government bond market pushed the Federal Reserve to drop rates to 0% and launch a massive bond-buying program. 


US government bond market volatility at early pandemic Levels 
ICE BofAML MOVE index value 
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Data from Oct. 1, 2007, through Sept. 20. 2022. 
Source: S&P Global Market Intelligence 


This time, volatility was spiked by the Bank of England's plan to buy £65 billion of bonds to calm a growing pensions 
sector crisis triggered by the new government plan to cut taxes and boost spending. 


"I think the market was caught offsides that a [central bank] would ease with [quantitative easing] while tightening at the 
same time, especially with inflation so high," said John Luke Tyner, a fixed-income analyst at Aptus Capital Advisors. 
"The question is, who is next? Japan? Uncertainty is certainly key." 


EXHIBIT 
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Treasury yields have soared in 2022 (basis points) 
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Data from Dcc. 31, 2021 thr0c13h Sept. 25. 2022. 
Source S&P Global, Market Intelligence 


U.S. government bond yields have soared this year as the Fed has hiked rates by 300 basis points and plans to 
continue hiking into 2023 in its ongoing battle to curb the highest inflation in 40 years. Yields on shorter-term bonds 
have seen the most substantial increases - the six-month yield, for example, has jumped 368 basis points from the 


start of the year to its Sept. 28 settlement. 


As yields have risen, inflation appears to have peaked, even though it remains well above the Fed's 2% target. The 
consumer price index, the market's preferred inflation metric, jumped 8.3% from August 2021 to August 2022, U.S. 


Bureau of Labor Statistics reported Sept. 13. 


"There is a lot of uncertainty around forward inflation, and the distance between Treasury yields and inflation," said Lyn 
Alden, who runs an investment research service. "In other words, the right and left tails around the 'bell curve' for where 
Treasuries should be priced at are fatter than usual, due to economic issues that are more uncertain than usual." 


Liquidity issues 


With volatility high and the dollar strengthening to record heights, liquidity in the $23.7 trillion Treasury market is under 


severe pressure. 


"Liquidity and volatility are two sides of the same coin in my view: low liquidity means greater volatility .. and greater 
volatility leads to lower liquidity," said Antoine Bouvet, a senior rates strategist with ING. 
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$&P US Treasury Bond Index down 12% in 2022 (%) 
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Data from Dec. 3], 202]. through &pt. 29, 2022. 
Source: 5&P Globat Market nteUience 


As volatility increases, market participants are less likely to enter the market or become motivated to reduce their 
exposure. Fewer market participants means that each trade has the potential to move the market much more, Bouvet 
said. 


The strength of the dollar has caused foreign reserve managers to, in some cases, pull back their exposure to U.S. 
government bonds in order to stabilize their own currencies worsening liquidity, Alden said. 


In addition, foreign exchange hedging costs are high, limiting purchases of U.S. Treasurys from foreign private pools of 
capital. And commercial banks are limiting their government bond purchases, partly due to supplementary leverage ratio 
regulations, Alden said. 


"I think there will be periods of Treasury volatility and yields leveling off, but I view the Treasury market as likely to 
remain disorderly overall," Alden said. 


The Fed has projected rate increases through at least 2023. Bond market volatility should ease and liquidity will improve 
once the Fed begins moving away from its aggressive monetary policy tightening. 


This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately 
managed division of S&P Global. 
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CONSUMER PRICE INDEX - SEPTEMBER 2022 


QATTES 010 


USDL-22-1990 


The Consumer Price Index for All Urban Consumers (CPI-U) rose 0.4 percent in September on a 
seasonally adjusted basis after rising 0.1 percent in August, the U.S. Bureau of Labor Statistics reported 
today. Over the last 12 months, the all items index increased 8.2 percent before seasonal adjustment. 


Increases in the shelter, food, and medical care indexes were the largest of many contributors to the 
monthly seasonally adjusted all items increase. These increases were partly offset by a 4.9-percent 
decline in the gasoline index. The food index continued to rise, increasing 0.8 percent over the month as 
the food at home index rose 0.7 percent. The energy index fell 2.1 percent over the month as the 
gasoline index declined, but the natural gas and electricity indexes increased. 


The index for all items less food and energy rose 0.6 percent in September, as it did in August. The 
indexes for shelter, medical care, motor vehicle insurance, new vehicles, household furnishings and 
operations, and education were among those that increased over the month. There were some indexes 
that declined in September, including those for used cars and trucks, apparel, and communication. 


The all items index increased 8.2 percent for the 12 months ending September, a slightly smaller figure 
than the 8.3-percent increase for the period ending August. The all items less food and energy index rose 
6.6 percent over the last 12 months. The energy index increased 19.8 percent for the 12 months ending 
September, a smaller increase than the 23.8-percent increase for the period ending August. The food 
index increased 11.2 percent over the last year. 


Chart 1. One-month percent change in CPI for All Urban Consumers (CPMJ), seasonally adjusted, Sep. 2021 - Sep. 2022 
Percent change 
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Chart 2.12-month percent change in CPI for All Urban Consumers (CPI-U), not seasonally adjusted, Sep. 2021 -Sep. 2022 
Percent change 


10 


Sep21 Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep'22 


x x )( MI items -° Al items less food and energy 


Table A. Percent changes in CPI for All Urban Consumers (CPI-U): U.S. city average 
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Food 


The food index increased 0.8 percent in September, the same increase as August. The food at home 
index rose 0.7 percent in September as all six major grocery store food group indexes increased. The 
index for fruits and vegetables rose 1.6 percent, while the index for cereals and bakery products rose 0.9 
percent over the month. The index for other food at home increased 0.5 percent in September, after 
rising 1.1 percent in August. The index for meats, poultry, fish, and eggs rose 0.4 percent over the month 
while the index for nonalcoholic beverages increased 0.6 percent in September. The dairy and related 
products index rose 0.3 percent in September, the same increase as the previous month. 


The food away from home index rose 0.9 percent in September, as it did in August. The index for full 
service meals increased 0.4 percent and the index for limited service meals increased 0.6 percent over 
the month. The food at employee sites and schools index rose 44.9 percent in September, reflecting the 
expiration of some free school lunch programs. 


The food at home index rose 13.0 percent over the last 12 months. The index for cereals and bakery 
products increased 16.2 percent over the year and the index for dairy and related products rose 15.9 
percent. The remaining major grocery store food groups posted increases ranging from 9.0 percent 
(meats, poultry, fish, and eggs) to 15.7 percent (other food at home). 


The index for food away from home rose 8.5 percent over the last year. The index for full service meals 
rose 8.8 percent over the last 12 months, and the index for limited service meals rose 7.1 percent over 
the same period. 


Energy 


The energy index declined 2.1 percent in September after falling 5.0 percent in August. The gasoline 
index fell 4.9 percent over the month following a 10.6-percent decrease in August. (Before seasonal 
adjustment, gasoline prices fell 5.6 percent in September.) However, the index for natural gas increased 
in September, rising 2.9 percent after increasing 3.5 percent in August. The electricity index also 
increased over the month, rising 0.4 percent. 


The energy index rose 19.8 percent over the past 12 months. The gasoline index increased 18.2 percent 


over the span and the fuel oil index rose 58.1 percent. The index for electricity rose 15.5 percent over the 
last 12 months, and the index for natural gas increased 33.1 percent over the same period. 


All items less food and energy 


The index for all items less food and energy rose 0.6 percent in September, following an identical 
increase in August. The shelter index continued to increase, rising 0.7 percent in September, also the 
same as in August. The rent index rose 0.8 percent in September. The owners' equivalent rent index also 
increased 0.8 percent over the month, the largest monthly increase in that index since June 1990. The 
index for lodging away from home fell 1.0 percent over the month. 


The medical care index rose 0.8 percent in September after rising 0.7 percent in August. The index for 
physicians' services increased 0.5 percent over the month, while the index for hospital services 
increased 0.1 percent. The index for prescription drugs fell 0.1 percent in September. 







The index for motor vehicle insurance continued to rise, increasing 1.6 percent in September after rising 
1.3 percent in August. The new vehicles index increased 0.7 percent over the month, and the household 
furnishings and operations index rose 0.5 percent in September. Other indexes that increased in 
September include personal care (+0.4 percent), education (+0.4 percent), airline fares (+0.8 percent), 


and recreation (+0.1 percent). 


A few indexes declined over the month, including the index for used cars and trucks, which fell 1.1 
percent in September after decreasing 0.1 percent in August. The apparel index fell 0.3 percent over the 
month, and the communication index decreased 0.1 percent in September. 


The index for all items less food and energy rose 6.6 percent over the past 12 months, the largest 12-
month increase in that index since August 1982. The shelter index also rose 6.6 percent over the last 
year, accounting for over 40 percent of the total increase in all items less food and energy. Other indexes 
with notable increases over the last year include medical care (+6.0 percent), household furnishings and 
operations (+9.3 percent), new vehicles (+9.4 percent), and used cars and trucks (+7.2 percent). 


Not seasonally adjusted CPI measures 


The Consumer Price Index for All Urban Consumers (CPI-U) increased 8.2 percent over the last 12 
months to an index level of 296.808 (1982-84=100). For the month, the index increased 0.2 percent prior 
to seasonal adjustment. 


The Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W) increased 8.5 
percent over the last 12 months to an index level of 291.854 (1982-84=100). For the month, the index 
increased 0.1 percent prior to seasonal adjustment. 


The Chained Consumer Price Index for All Urban Consumers (C-CPI-U) increased 8.0 percent over the 
last 12 months. For the month, the index increased 0.3 percent on a not seasonally adjusted basis. Please 
note that the indexes for the past 10 to 12 months are subject to revision. 


The Consumer Price Index for October 2022 is scheduled to be released on Thursday, November 
10, 2022, at 8:30 a.m. (ET). 


January 2023 Consumer Price Index Weight Update 


Starting with January 2023 data, BLS plans to update weights annually for the Consumer Price 
Index based on a single calendar year of data, using consumer expenditure data from 2021. This 
reflects a change from prior practice of updating weights biennially using two years of expenditure 
data. 







Technical Note 


Brief Explanation of the CPI 


The Consumer Price Index (CPI) measures the change in prices paid by consumers for goods and 
services. The CPI reflects spending patterns for each of two population groups: all urban consumers and 
urban wage earners and clerical workers. The all urban consumer group represents about 93 percent of 
the total U.S. population. It is based on the expenditures of almost all residents of urban or metropolitan 
areas, including professionals, the self-employed, the poor, the unemployed, and retired people, as well 
as urban wage earners and clerical workers. Not included in the CPI are the spending patterns of people 
living in rural nonmetropolitan areas, farming families, people in the Armed Forces, and those in 
institutions, such as prisons and mental hospitals. Consumer inflation for all urban consumers is 
measured by two indexes, namely, the Consumer Price Index for All Urban Consumers (CPI-U) and the 
Chained Consumer Price Index for All Urban Consumers (C-CPI-U). 


The Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W) is based on the 
expenditures of households included in the CPI-U definition that meet two requirements: more than one-
half of the household's income must come from clerical or wage occupations, and at least one of the 
household's earners must have been employed for at least 37 weeks during the previous 12 months. The 
CPI-W population represents about 29 percent of the total U.S. population and is a subset of the CPI-U 
population. 


The CPIs are based on prices of food, clothing, shelter, fuels, transportation, doctors' and dentists' 
services, drugs, and other goods and services that people buy for day-to-day living. Prices are collected 
each month in 75 urban areas across the country from about 6,000 housing units and approximately 
22,000 retail establishments (department stores, supermarkets, hospitals, filling stations, and other types 
of stores and service establishments). All taxes directly associated with the purchase and use of items are 
included in the index. Prices of fuels and a few other items are obtained every month in all 75 locations. 
Prices of most other commodities and services are collected every month in the three largest geographic 
areas and every other month in other areas. Prices of most goods and services are obtained by personal 
visit, telephone call, or web collection by the Bureau's trained representatives. 


In calculating the index, price changes for the various items in each location are aggregated using 
weights, which represent their importance in the spending of the appropriate population group. Local 
data are then combined to obtain a U.S. city average. For the CPI-U and CPI-W, separate indexes are 
also published by size of city, by region of the country, for cross-classifications of regions and 
population-size classes, and for 23 selected local areas. Area indexes do not measure differences in the 
level of prices among cities; they only measure the average change in prices for each area since the base 
period. For the C-CPI-U, data are issued only at the national level. The CPI-U and CPI-W are 
considered final when released, but the C-CPI-U is issued in preliminary form and subject to three 
subsequent quarterly revisions. 


The index measures price change from a designed reference date. For most of the CPI-U and the CPI-W, 
the reference base is 1982-84 equals 100. The reference base for the C-CPI-U is December 1999 equals 
100. An increase of 7 percent from the reference base, for example, is shown as 107.000. Alternatively, 
that relationship can also be expressed as the price of a base period market basket of goods and services 
rising from $100 to $107. 


Sampling Error in the CPI 


The CPI is a statistical estimate that is subject to sampling error because it is based upon a sample of 
retail prices and not the complete universe of all prices. BLS calculates and publishes estimates of the 1-







month, 2-month, 6-month, and 12-month percent change standard errors annually for the CPI-U. These 
standard error estimates can be used to construct confidence intervals for hypothesis testing. For 
example, the estimated standard error of the 1-month percent change is 0.03 percent for the U.S. all 
items CPI. This means that if we repeatedly sample from the universe of all retail prices using the same 
methodology, and estimate a percentage change for each sample, then 95 percent of these estimates will 
be within 0.06 percent of the 1-month percentage change based on all retail prices. For example, for a I-
month change of 0.2 percent in the all items CPI-U, we are 95 percent confident that the actual percent 
change based on all retail prices would fall between 0.14 and 0.26 percent. For the latest data, including 
information on how to use the estimates of standard error, see www.bls.gov/cpi/tables/variance-
estimates/home.htm. 


Calculating Index Changes 


Movements of the indexes from I month to another are usually expressed as percent changes rather than 
changes in index points, because index point changes are affected by the level of the index in relation to 
its base period, while percent changes are not. The following table shows an example of using index 
values to calculate percent changes: 


Year  


Year II 


Change in index 
points 


Percent change 


Item A 


112.500 


121.500! 


9.00u, 


Item B Item C 


225.0001 110.000 


243.000 128.000 


18.000 18.000 


ioHiboJ ido = 8.& 18.0/225.000x 100 = 8.0 18.0/li0.000x fo6= 16.41 


Use of Seasonally Adjusted and Unadjusted Data 


The Consumer Price Index (CPI) produces both unadjusted and seasonally adjusted data. Seasonally 
adjusted data are computed using seasonal factors derived by the X-I3ARIMA-SEATS seasonal 
adjustment method. These factors are updated each February, and the new factors are used to revise the 
previous 5 years of seasonally adjusted data. The factors are available at 
www.bls.gov/cpiltables/seasonal-adjustment/seasonal-factors-2022.xlsx. For more information on data 
revision scheduling, please see the Factsheet on Seasonal Adjustment at www.bls.gov/cpi/seasonal-
adjustment!questions-and-answers.htm and the Timeline of Seasonal Adjustment Methodological 
Changes at www.bls.gov/cpilseasonal-adjustment!timeline-seasonal-adjustment-methodology-
changes.htm. 


For analyzing short-term price trends in the economy, seasonally adjusted changes are usually preferred 
since they eliminate the effect of changes that normally occur at the same time and in about the same 
magnitude every year—such as price movements resulting from weather events, production cycles, 
model changeovers, holidays, and sales. This allows data users to focus on changes that are not typical 
for the time of year. The unadjusted data are of primary interest to consumers concerned about the prices 
they actually pay. Unadjusted data are also used extensively for escalation purposes. Many collective 
bargaining contract agreements and pension plans, for example, tie compensation changes to the 
Consumer Price Index before adjustment for seasonal variation. BLS advises against the use of 
seasonally adjusted data in escalation agreements because seasonally adjusted series are revised 
annually. 







Intervention Analysis 


The Bureau of Labor Statistics uses intervention analysis seasonal adjustment (IASA) for some CPI 
series. Sometimes extreme values or sharp movements can distort the underlying seasonal pattern of 
price change. Intervention analysis seasonal adjustment is a process by which the distortions caused by 
such unusual events are estimated and removed from the data prior to calculation of seasonal factors. 
The resulting seasonal factors, which more accurately represent the seasonal pattern, are then applied to 
the unadjusted data. 


For example, this procedure was used for the motor fuel series to offset the effects of the 2009 return to 
normal pricing after the worldwide economic downturn in 2008. Retaining this outlier data during 
seasonal factor calculation would distort the computation of the seasonal portion of the time series data 
for motor fuel, so it was estimated and removed from the data prior to seasonal adjustment. Following 
that, seasonal factors were calculated based on this "prior adjusted" data. These seasonal factors 
represent a clearer picture of the seasonal pattern in the data. The last step is for motor fuel seasonal 
factors to be applied to the unadjusted data. 


For the seasonal factors introduced for January 2022, BLS adjusted 72 series using intervention analysis 
seasonal adjustment, including selected food and beverage items, motor fuels, electricity, and vehicles. 


Revision of Seasonally Adjusted Indexes 


Seasonally adjusted data, including the U.S. city average all items index levels, are subject to revision 
for up to 5 years after their original release. Every year, economists in the CPI calculate new seasonal 
factors for seasonally adjusted series and apply them to the last  years of data. Seasonally adjusted 
indexes beyond the last 5 years of data are considered to be final and not subject to revision. For January 
2022, revised seasonal factors and seasonally adjusted indexes for 2017 to 2021 were calculated and 
published. For series which are directly adjusted using the Census X-l3ARIMA-SEATS seasonal 
adjustment software, the seasonal factors for 2021 will be applied to data for 2022 to produce the 
seasonally adjusted 2022 indexes. Series which are indirectly seasonally adjusted by summing 
seasonally adjusted component series have seasonal factors which are derived and are therefore not 
available in advance. 


Determining Seasonal Status 


Each year the seasonal status of every series is reevaluated based upon certain statistical criteria. Using 
these criteria, BLS economists determine whether a series should change its status from "not seasonally 


adjusted" to "seasonally adjusted", or vice versa. If any of the 81 components of the U.S. city average all 
items index change their seasonal adjustment status from seasonally adjusted to not seasonally adjusted, 
not seasonally adjusted data will be used in the aggregation of the dependent series for the last 5 years, 
but the seasonally adjusted indexes before that period will not be changed. For 2022, 22 of the 81 
components of the U.S. city average all items index are seasonally adjusted. 


Contact Information 


For additional information about the CPI visit www.bls.gov!cpi or contact the CPI Information and 
Analysis Section at 202-691-7000 or cpiinfobls.gov. 


For additional information on seasonal adjustment in the CPI visit www.bls.gov/cpi/scasonal-
adjustment/home.htm or contact the CPI seasonal adjustment section at 202-691-6968 or 
cpiscasbls.gov. 


If you are deaf, hard of hearing, or have a speech disability, please dial 7-1-I to access 
telecommunications relay services. 







Table 1. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022 
j1982-84=100, unless otherwise noted]  


Expenditure category 


Relative 
impor-
tance 
Aug. 
2022 


Unadjusted indexes 
Unadjusted percent 


change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent 
change 


Jun. 
2022-
Jul. 
2022 


Sep. 
2021 


Aug. 
2022 


Sep. 
2022 


Aug. 
2022-
Sep. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


All items  


Food  


Food at home  


Cereals and bakery products  


Meats, poultry, fish, and eggs  


Dairy and related products  


Fruits and vegetables  


Nonalcoholic beverages and beverage 
materials  


Other food at home  


Food away from home'  


Energy  


Energy commodities  


Fuel oil'  


Motor fuel  


Gasoline (all types)  


Energy services  


Electricity  


Utility (piped) gas service  


All items less food and energy  


Commodities less food and energy 
commodities  


Apparel  


New vehicles  


Used oars and trucks  


Medical care commodities'  


Alcoholic beverages  


Tobacco and smoking products'  


Services less energy services  


Shelter  


Rent of primary residence  


Owners' equivalent rent of 
reside noes2  


Medical care services  


Physicians' services'  


Hospital services2  


Transportation services  


Motor vehicle maintenance and 
repair'  


Motor vehicle insurance  


Airline fares  


100.000 


13.635 


8.475 


1.098 


1.905 


0.804 


1.413 


0.973 


2.283 


5.160 


8.244 


4.585 


0.156 


4.336 


4.238 


3.679 


2.688 


0.992 


274.310 


281.506 


262.695 


292.069 


293.217 


231 .973 


315.428 


184.490 


225.141 


310.996 


248.228 


283.095 


287.325 


279.367 


278.338 


225.160 


229.831 


207.290 


296.171 


310.875 


295.007 


336.399 


318.867 


267.461 


343.221 


206.693 


259.976 


334,212 


305.372 


358.038 


466.755 


351.315 


348.593 


267.664 


265.191 


268.866 


296.808 


313.142 


296.771 


339.336 


319.486 


268.793 


348.173 


208.332 


260.580 


337.369 


297.343 


338.768 


464.177 


331.772 


328.918 


269.667 


265.487 


275.894 


8.2 


11.2 


13.0 


16.2 


9.0 


15.9 


10.4 


12.9 


15.7 


8.5 


19.8 


19.7 


58.1 


18.8 


18.2 


19.8 


15.5 


33.1 


0.2 


0.7 


0.6 


0.9 


0.2 


0.5 


1.4 


0.8 


0.2 


0.9 


-2.6 


.5.4 


-2.7 


-5.6 


-5.6 


0.8 


0.1 


2.6 


0.0 


1.1 


1.3 


1.8 


0.5 


1.7 


0.5 


2.3 


1.8 


0.7 


-4.6 


-7.6 


-11.0 


-7.6 


-7.7 


0.1 


1.6 


-3.6 


0.1 


0.8 


0.7 


1.2 


0.5 


0.3 


0.5 


0.5 


1.1 


0.9 


-5.0 


-10.1 


-5.9 


-10.5 


-10.6 


2.1 


1.5 


3.5 


0.4 


0.8 


0.7 


0.9 


0.4 


0.3 


1.6 


0.6 


0.5 


0.9 


2l 


-4.7 


-2.7 


-4.8 


-4.9 


I-i 


0.4 


2.9 


78.121 279.884 297.178 298.442 6.6 0.4 0.3 0.6 0.6 


21.288 158.720 167.637 167.104 6.6 -0.3 


2.433 123.406 127.328 130.143 5.5 2.2 


4.049 160.244 174.598 175.312 9.4 0.4 


4.008 190.207 212.895 203.867 7.2 -4.2 


1.478 376.842 391.032 390.677 3.7 


0.869 264.980 275.627 275.810 4.1 0.1 


0.517 1,263.542 1,364.765 1,367.458 8.2 0.2 


56.833 355.982 376.980 379.634 6.7 0.7 


32.470 337.451 357.264 359.704 6.6 0.7 


7.304 351.255 373.283 376.569 7.2 0.9 


23.837 


6.864 


1.807 


2.146 


5.860 


1.052 


2.431 


0.615 


345.824 


572.559 


407.266 


366.394 


321.673 


320.446 


566.211 


198.975 


365.993 


605.883 


412.828 


380.339 


362.511 


349.539 


615.559 


283.911 


368,932 


609.852 


414.767 


380.465 


368.643 


356.076 


624.558 


284.313 


6.7 


6.5 


1.8 


3.8 


14.6 


11.1 


10.3 


42.9 


0.8 


0.7 


0.5 


0.0 


1.7 


1.9 


1.5 


0.1 


0.2 


-0.1 


0.6 


-0.4 


0.6 


0.5 


0.3 


0.4 


0.5 


0.7 


0.6 


0.4 


0.3 


0.5 


-0.5 


1.1 


1.3 


-7.8 


0.5 


0.2 


0.8 


-0.1 


0.2 


0.4 


1.1 


0.6 


0.7 


0.7 


0.7 


0.8 


0.2 


0.7 


0.5 


1.7 


1.3 


-4.6 


0.0 


-0.3 


0.7 


-1.1 


-0.1 


0.0 


0.2 


0.8 


0.7 


0.8 


0.8 


1.0 


0.5 


0.1 


1.9 


1.9 


1.6 


0.8 


1 Not seasonally adjusted. 


Indexes on a December 1982=100 base. 


Indexes on a December 1996=100 base. 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 


category, September 2022 
[1982-84=100, unless otherwise noted] 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep. 
2022 


Jun. 
2022-
Jul. 
2022 


Jul-
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


All items  


Food  


Food at home  


Cereals and bakery products  


Cereals and cereal products  


Flour and prepared flour mixes  


Breakfast cereal'  


Rice, paste, cornmeal  
Rice' ' 2.3 


Bakery products'  


Bread1'2  


White bread1'   


Bread other than white',   


Fresh biscuits, rolls, muffins2  


Cakes, cupcakes, and cookies'  


Cookies1'   


Fresh cakes and cupcakes1'   


Other bakery products  


Fresh sweetrolls, coffeecakes, doughnuts', 3 


Crackers, bread, and cracker products3  


Frozen and refrigerated bakery products, pies, 
tarts, turnovers"'  


Meats, poultry, fish, and eggs  


Meets, poultry, and fish  


Meats  


Beef and veal  


Uncooked ground beef'  
Uncooked beef roasts" 2  


Uncooked beef steaks2  


Uncooked other beef and veal" 2  


Pork  


Bacon, breakfast sausage, and related 
products2  


Bacon and related products3  


Breakfast sausage and related products2' 3, 


Ham  


Ham, excluding canned   


Pork chops'  


Other pork including roasts, steaks, and ribs2.,, 


Other meats  


Frankfurters3  


Lunchrneats" 2,3 


Poultry'  


Chicken' ' 2  


Fresh whole chicken"   


Fresh and frozen chicken parts1' 3  


Other uncooked poultry including turkey2  


Fish and seafood  


Fresh fish and seafood', 2  


Processed fish and seafood   


Shelf stable fish and seafood3  


Frozen fish and seafood3  


Eggs'  


100.000 


13.635 


8.475 


1.098 


0.355 


0.059 


0.149 


0.147 


0.743 


0.209 


0.112 


0.182 


0.240 


1.905 


1.769 


1.112 


0.510 


0.190 


0.076 


0,194 


0.050 


0.360 


0.151 


0.066 


0.051 


0.082 


0.242 


0.370 


0,301 


0.069 


0.287 


0.146 


0.141 


0.136 


8.2 


11.2 


13.0 


16.2 


17.7 


24.2 


16.6 


15.9 


13.6 


15.5 


14.7 


14.1 


15.3 


12.9 


16.0 


15.7 


15.0 


17.2 


16.0 


16.4 


20.4 


9.0 


7.7 


4.7 


-1.1 


3,9 


-2.8 


-4.8 


-0.3 


6.7 


7.9 


3.7 


14.7 


8.1 


7.5 


5.5 


4'6 


15.5 


16.5 


17.0 


17.2 


17.2 


14.9 


18.4 


17.0 


8.0 


6.4 


9,7 


8.0 


11'o 


30.5 


0.2 


0.7 


0.6 


0.9 


0.3 


1.3 


-0.2 


0.4 


1.0 


1.2 


0.5 


0.5 


0.5 


0.8 


1.8 


1'5 


2.5 


1'5 


1.4 


0.9 


2.6 


0.2 


0.5 


0.4 


-0.3 


-2.0 


-0.1 


1.2 


0.0 


1.1 


0.8 


0.8 


1.2 


2.0 


1.9 


-1.2 


2.5 


0.9 


1.0 


0.7 


0.6 


0.5 


0'1 


0.6 


1.3 


0.5 


0.3 


0.8 


0'0 


1.4 


-3.5 


0'0 


1.1 


1.3 


1'8 


1.9 


3.2 


2.0 


0.9 


1.4 


2.0 


2.8 


2.0 


3,5 


1'6 


1.7 


1.7 


1.2 


IS 


0.5 


3.3 


0.7 


0.5 


0.2 


0.0 


0.0 


0.8 


-1.3 


-1_1 


1.8 


-0.2 


1.0 


0.2 


2.6 


-1.0 


-1.6 


2.3 


-0.5 


0.3 


-6.1 


1'1 


1.2 


1.4 


1.9 


1.1 


1.2 


-0.1 


0'1 


-1.2 


-3,3 


-0.6 


4.3 


0.1 


0.8 


0.7 


1,2 


0.8 


2.2 


0.0 


0.7 


0.6 


1.3 


2.2 


2,6 


1.7 


1.2 


0.4 


0.0 


-0.1 


1.3 


2.0 


0'1 


1.4 


0.5 


0.3 


0.3 


0'8 


0.5 


1.3 


0'0 


0.2 


0.3 


0.1 


-0.5 


0.7 


1.3 


1.6 


0'4 


-1.9 


-0.6 


4,9 


-0.3 


0.8 


0.5 


0.0 


0.8 


2.2 


-0.2 


-0.6 


0.0 


2.4 


-0.6 


2.9 


0.4 


0.8 


0.7 


0.9 


1.2 


2.0 


-0.2 


1.6 


1'0 


1.2 


0.5 


0.5 


0.5 


-0.2 


1.8 


1.5 


2.5 


1.8 


1.4 


1.3 


2.6 


0.4 


0.7 


0.7 


-0.1 


-2.0 


-0.1 


1.4 


0.0 


1.8 


0.6 


0.1 


1.3 


1'1 


1.1 


-1.2 


4.1 


1,0 


15 


0.7 


0.6 


0.5 


0.1 


0.6 


1.4 


0.5 


0'3 


0.9 


-0.4 


1.6 


-3.5 


See footnotes at end of table, 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 


category, September 2022 - Continued 
[1982-84=100, unless otherwise noted) 


Expenditure category 


Relative 
Importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep. 
2022 


Jun. 
2022-
Jul. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


Dairy and related products 


Milk2  


Fresh whole milk3  
Fresh milk other than whole2 3  


Cheese and related products'  


Ice cream and related products  


Other dairy and related products' 2 


Fruits and vegetables  


Fresh fruits and vegetables  


Fresh fruits  


Apples  


Bananas'  


Citrus fruits2  


Oranges, including tangerines3  


Other fresh fruits2  


Fresh vegetables  


Potatoes  


Lettuce'  


Tomatoes  


Other fresh vegetables  


Processed fruits and vegetables2  


Canned fruits and vegetables2  


Canned fruits2   


Canned vegetables2   


Frozen fruits and vegetables2  


Frozen vegetables3  


Other processed fruits and vegetables including 
dried2  


Dried beans, peas, and lentils' 2.3  


Nonalcoholic beverages and beverage materials  


Juices and nonalcoholic drinks2  


Carbonated drinks  


Frozen noncarbonated juices and drinks' 2  


Nonfrozen noncarbonated juices and drinks2  


Beverage materials including coffee and tea2  


Coffee  


Roasted coffee3  


Instant coffee' 2  


Other beverage materials including tea" 2  


Other food at home  


Sugar and sweets'  


Sugar and sugar substitutes  


Candy and chewing gum', 2  


Other sweets2  


Fats and oils  


Butter and margarine2  


Butter3  


Margarine"   


Salad dressing2  


Other fats and oils including peanut butter   
Peanut butter" 2, 3  


Other foods  


Soups  


Frozen and freeze dried prepared foods  


0.804 15.9 0.5 1.7 0.3 0.3 


0.206 15.2 -1.0 0.1 0.2 -1.3 


14.4 -0.6 -1.4 0.7 '10 


15.6 -1.4 0.6 0.2 -1.5 


0.262 13.4 0.7 2.0 0.8 0.7 


0.118 13.6 1.0 0.7 1.2 -0.6 


0.218 20.8 1.4 3.7 0.0 1.4 


1.413 10.4 1.4 0.5 0.5 1.6 


1.071 8.7 1.4 0.1 0.1 1.5 


0.571 8.2 1.2 0.2 -0.7 0.7 


0.077 6.0 2.0 -1,0 -2.3 5.0 


0.079 7.3 -0.6 0.9 -0.2 -0.6 


0.165 10.2 0.9 -3.2 -1.6 1.0 


14.9 0.6 -2.1 1.5 1.5 


0.250 7.8 1.7 2.4 0.3 -1.4 


0.500 9.2 1.7 0.1 1.2 2.4 


0.086 17.5 1.8 3.3 2.5 3.5 


0.058 15.7 6.8 -1.0 0.8 6.8 


0.077 -1.0 07 25 2.3 -0.9 


0.278 8.4 1.2 1.2 -0.3 1.8 


0.343 16.0 1.6 1.6 1.7 1.9 


0.177 19.0 1.7 1.6 1.8 1.8 


18.6 1.3 1.2 3.4 1.4 


18.8 1.9 1.5 1.3 2.3 


0.100 14.1 2.0 0.9 1.4 2.7 


16.6 2.6 1.0 1.7 3.8 


0.065 11.4 0.7 2.7 0.8 0.1 


9.6 -0.1 1.7 0.2 -0.1 


0.973 12.9 0.8 2.3 0.5 0.6 


0.684 12.7 1.2 2.0 1.1 1.2 


0.287 12.4 1.3 2.7 1.0 2.0 


0.007 5.8 1.7 -1.1 -3.1 1.7 


0.390 13.0 1.1 1.5 1.1 0.3 
0.288 13.5 -0.2 3.1 -0.8 0.3 


0.187 15.7 -0.5 3.5 -1.0 0.1 


16.7 -0.6 3.2 -0.7 0.1 


11.7 0.4 2.3 -0.6 0.4 


0.101 9.5 0.4 2.4 0.2 0.4 


2.283 15.7 0.2 1.8 1.1 0.5 


0.285 14.4 1.8 2.0 1.5 1.8 


0.043 17.1 1.5 21 2.4 0.7 


0.180 13.1 2.0 2.0 1.9 2.0 


0.063 16.1 1.3 2.0 0.5 0.8 


0.258 21.6 1.7 2.2 1.9 1.2 


0.083 32.2 1.5 0.2 2.7 1.5 


26.6 -0.4 0.2 1.9 0.7 


44.0 4.2 -0.8 7.3 4.2 


0.057 15.2 3.6 1.6 -0.4 2.4 


0.118 18.1 0.8 3.6 2.6 0.5 


11.2 -0.6 3.5 -1.0 -0.6 


1.740 15.2 -0.2 1.7 0.9 0.1 


0.106 20.5 1.3 3.0 0.7 2.6 


0.283 16.2 -0.9 1.5 1.5 -1.0 


See footnotes at and of table. 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 
category, September 2022 - Continued 
[1982-84=100, unless otherwise noted] 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep. 
2022 


Jun. 
2022-
Jul. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


Snacks'  


Spices, seasonings, condiments, sauces  


Salt and other seasonings and spices2'   


Olives, pickles, relishes'- 2,2 


Sauces and gravies2' 2  


Other condiments3  
Baby food 1' 2  


Other miscellaneous foods2  


Prepared salads3'   


Food away from home'  


Full service meals and snacks' ' 2  


Limited service meals and snacks'- 2  


Food at employee sites and schools' ' 2  


Food at elementary and secondary schools'-


Food from vending machines and mobile vendors'- 2 
Other food away from home1' 2  


Energy  


Energy commodities  


Fuel oil and other fuels  


Fuel oil'  


Propane, kerosene, and firewood8  


Motor fuel  


Gasoline (all types)  


Gasoline, unleaded regular'  


Gasoline, unleaded midgrade°'   


Gasoline, unleaded premiums  


Other motor fuels1' 2  


Energy services  


Electricity  


Utility (piped) gas service  


All items less food and energy  


Commodities less food and energy commodities  


Household furnishings and supplies0  


Window and floor coverings and other linens" 2  


Floor coverings'  2  


Window coverings1' 2  


Other linens' ' 2 


Furniture and bedding'  


Bedroom furniture'  


Living room, kitchen, and dining room furniture" 2,,  


Other furniture2  


Appliances2  


Major appliances2  


Laundry equipment1'   


Other appliances' ' 2  


Other household equipment and furnishings2  


Clocks, lamps, and decorator items'  


Indoor plants and flowers'  
Dishes and flatware' ' 2  


Nonelectric cookware and tableware' ' 2  


Tools, hardware, outdoor equipment and supplies2  


Tools, hardware and supplies'- 2  


Outdoor equipment and supplies2  


0.375 14.7 -0.4 1.8 0.8 -0.4 
0.334 13.8 -0.4 2.4 0.8 '0,2 


10.7 -1.7 2.0 0.8 -1.8 


17.4 -0,6 3.0 4.0 -0.6 


16.3 0.1 3.4 0.9 -0.2 


10.6 '0.4 0.5 1.7 -0,2 


0.043 11,8 1,5 2.1 -2.0 1.5 


0.598 15.1 -0.2 1.6 1.7 -0.1 


12.2 -0.9 0.2 1.6 -1.2 


5.160 8.5 0.9 0.7 0.9 0.9 


2.404 8.5 0.4 0.6 0.8 0.4 


2.497 7.1 0.6 0.8 0.7 0.6 


0.051 91.4 44.9 0.9 19.3 44.9 


0.037 7.2 0.1 0.1 0.1 0.1 


0.171 5.4 0.3 0.8 0.1 0.3 


8.244 19.8 -2.6 -4.6 -5.0 -2.1 


4.565 19.7 -5.4 -7.6 -10.1 -4.7 


0.229 39.9 -2.0 -8.1 -2.4 -2,8 


0156 58.1 -2.7 -11.0 -5.9 -2.7 


0.073 12.8 -0.4 -1.0 -0.9 -0.8 


4.336 18.8 -5.6 -7.6 -10.5 -4.8 


4.238 18.2 -5.6 -7.7 -10.6 -4.9 


18.0 -5.9 -8.0 -10.8 -5.2 


18.3 '5.4 -6.4 -10.0 -4.9 


19.4 -4.1 -5.4 -8.8 -3.5 


0.098 49.0 -2.1 -2.4 -8.4 -2.1 


3.679 19.8 0.8 0.1 2.1 1.1 


2.688 15.5 0.1 1.6 1.5 0.4 


0.992 33.1 2.6 -3.6 as 2.9 


78.121 6.6 0.4 0.3 0.6 0.6 


21.288 6.6 -0.3 0.2 0.5 0.0 


3.947 9.9 0.7 0.6 1.1 0.6 


0.294 3.9 1.0 -0.2 2.3 1.0 


0.069 15.0 1.0 0.1 3.6 1.0 


0.060 6.8 -3.4 4.0 3.7 -3.4 


0.165 -1.3 2.6 -1.8 1.2 2.6 


0.978 10.1 -0.1 0.9 0.5 '0.1 


0.315 5.7 -1.3 1.2 -0.2 -1.3 


0.489 12.7 -0.9 2.7 1.1 '0.9 


0.165 11.4 4.4 -3.1 0.8 4.2 


0.244 1.7 0.3 -0.6 -1.2 -0.3 


0.080 0.0 -1.8 -2.2 -1.5 -1.5 


7.9 -1.3 1.7 6.9 -1.3 


0.162 2.5 1.3 -0.8 -0.6 1.3 


0.552 8.9 1.3 0.3 0.8 1.2 


0.330 10.0 1.8 -0.3 0.3 1.8 


0.097 7.3 1.0 0.0 1.4 0.3 


0,051 14.1 3.3 0.3 1.1 3.3 


0.074 3.2 -1.9 -0.7 -0.3 -1.9 


0.931 12.5 1.4 0.4 1.4 1.2 


0.244 11.4 2.7 -0.1 1.6 2.7 


0.462 13.3 0.7 0.8 1.2 1,1 


See footnotes at end of table, 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 
category, September 2022 - Continued 
[1982-84=100, unless otherwise noted]  


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep. 
2022 


Jun. 
2022-
Jul. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


Housekeeping supplies'  


Household cleaning products'  -


Household paper products' 2  


Miscellaneous household products" 2  


Apparel  


Men's and boys' apparel  


Men's apparel  


Men's suits, sport coats, and outerwear  


Men's underwear, nightwear, swimwear, and 
accessories'  


Men's shirts and sweaters2  


Men's pants and shorts  
Boys! apparel  


Women's and girls' apparel  


Women's apparel  


Women's outerwear  


Women's dresses  


Women's suits and separates2  


Women's underwear, nightwear, swimwear, and 
accessories2  


Girls' apparel  


Footwear  


Men's footwear'  


Boys' and girls' footwear  


Women's footwear  


Infants' and toddlers' apparel  
Jewelry and watchese  


Watches' 


Jewelry8  


Transportation commodities less motor fuel8  


New vehicles  


New care  


New trucks3'   


Used cars and trucks  


Motor vehicle parts and equipment'  


Tires'  
Vehicle accessories other than tires1' 2  


Vehicle parts and equipment other than tires'-


Motor oil, coolant] and fluids'  -


Medical care commodities'  


Medicinal drugs"   


Prescription drugs'  


Nonprescription drugs'-   


Medical equipment and supplies'  -


Recreation commodities8  


Video and audio products8  


Televisions  


Other video equipment2  


Audio equipment'  


Recorded music and music subscriptions" 2  


Pets and pet products'  


Pet food1'"   
Purchase of pets, pet supplies, accessories'  2, 3, 


Sporting goods'  


0.947 11.9 0.6 1.3 0.4 0.6 


0.343 11.0 0.0 0.5 GA 0.0 


0.221 12.4 -0.1 3.1 0.6 -0.1 


0.384 12.3 1.5 1.0 0.4 1.5 


2.433 5.5 2.2 -0.1 0.2 -0.3 


0.614 3.7 0.4 -1.2 0.0 -1.3 


0.474 3.9 0.6 -1.0 .01 -1.1 


0.078 9.5 -0.1 -1.2 -2.3 -3.3 


0.156 2.7 1.0 -2.4 0.7 1.0 


0.115 4.2 2.9 -0.5 1.3 -0.4 


0.119 2.2 -1.9 1.3 3.0 -2.3 


0.141 3.6 0.0 -0.3 0.5 -4.6 


0.947 7.6 4.4 0.9 0.8 -0.1 


0.795 7.3 3.7 1.2 0.5 -0.4 


0.058 3.6 5.0 -1.9 -0.6 -1.9 


0.084 2.7 7.9 3.0 -4.6 -0.5 


0.383 10.0 4.3 2.7 1.2 -0.7 


0.262 5.6 1.3 0.3 2.1 0.8 


0.152 9.0 8.1 -0.8 2.6 1.8 


0.597 3.9 0.5 -0.1 -0.5 -0.5 


0.200 3.1 0.8 -1.4 0.2 0.8 


0.115 3.5 0.5 -1.2 -0.1 -0.9 


0.282 4.8 0.2 1.3 -0.6 -0.8 


0.115 6.7 1.4 -1.3 0.6 -0.8 


0.160 4.3 3.0 -0.5 0.0 3.4 
0.030 2.2 -1.4 1.2 -0.1 -1.4 


0.130 4.1 4.1 -1.2 0.1 4.4 


8.574 8.4 -1.8 0.1 0.4 -0.2 


4.049 9.4 0.4 0.6 0.8 0.7 


10.5 0.5 0.8 0.7 0.8 


9.1 0.4 0.6 0.9 0.6 


4.008 7.2 -4.2 -0.4 -0.1 -1.1 


0.430 13.4 0.8 0.4 1.1 0.8 


0.272 12.9 0.2 0.1 1.2 0.2 


0.158 14.1 2.0 0.7 0.9 2.0 


12.5 1.9 0.4 0.9 1.9 


16.5 1.6 0.8 0.3 1.6 


1.478 3.7 -0.1 0.6 0.2 -0.1 


1.377 3.5 -0.2 0.6 0.2 -0.2 


1.003 2.7 -0.1 0.3 0.4 -0.1 


0.374 5.6 -0.4 1.3 -0.1 -0.4 
0.101 6.0 0.9 0.8 0.3 0.9 


1.880 4.0 0.1 0.2 0.6 0.0 


0.276 -8.1 0.4 -0.7 -1.6 0.4 


0.123 -17.9 0.7 -0.8 -3.0 0.9 


0.025 -4.8 0.5 -1.4 1.6 0.1 


0.071 2.9 0.3 -1.4 -1.3 0.3 


0.050 -1.2 -0.2 0.6 -0.5 -0.2 


0.563 11.1 0.9 0.6 1.6 0.9 
14.0 1.3 1.2 1.7 1.3 


7.7 0.3 0.0 1.5 0.3 


0.549 3.0 -1.1 -0.2 0.9 -1.1 


See footnotes at end of table. 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 
category, September 2022 - Continued 
1 982-84=1 00, unless otherwise noted]  


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep. 
2022 


Jun. 
2022-
Jul. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


Sports vehicles including bicycles'  


Sports equipment'  


Photographic equipment and supplies  


Photographic equipment2 S 


Recreational reading materials'  


Newspapers and magazines'. 2  


Recreational books" 2  


Other recreational goods2  


Toys  


Toys, game; hobbies and playground 
equipment 2  


Sewing machines, fabric and supplies" 2  


Music instruments and accessories', 2 


Education and communication commodities8  


Educational books and supplies'  
College textbooks'- 3, 11 


Information technology commodities'  


Computers, peripherals, and smart home 
assistants '4 


Computer software and accessories' 2  


Telephone hardware, calculators, and other 
consumer information items2  


Smartphones" 3, 12 


Alcoholic beverages  


Alcoholic beverages at home  


Beer, ale, and other malt beverages at home  


Distilled spirits at home'  


Whiskey at home', 3 


Distilled spirits, excluding whiskey, at home'-


Wine at home'  


Alcoholic beverages away from home'  


Beer, ale, and other malt beverages away from 
home'. 2.3 


Wine away from home" 2,3 


Distilled spirits away from home" 2, 3 


Other goods'  


Tobacco and smoking products'  
Cigarettes' ' 2 
Tobacco products other than cigarettes1' 2  


Personal care products'  


Hair, dental, shaving, and miscellaneous personal 
care products' 2  


Cosmetics, perfume, bath, nail preparations and 
implements'  


Miscellaneous personal goods" 2 


Stationery, stationery supplies, gift wrap3  


Services less energy services  


Shelter  


Rent of shelter 13  


Rent of primary residence  


Lodging away from home2  


Housing at school, excluding board 13  


Other lodging away from home including hotels 
and motels  


Owners' equivalent rent of residences13  


0.315 


0.223 


0.021 


0.098 


0.059 


0.040 


0.373 


0.288 


0.028 


0.041 


0.757 


0.066 


0.671 


0.6 


6.5 


6.1 


5.9 


5.6 


8.7 


1.5 


4.7 


4.2 


7.4 


11.0 


4.0 


'8.3 


4.6 


5.3 


-10.0 


-2.6 


0.9 


0.1 


0.2 


-1.3 


-2.4 


0.3 


0.7 


0.8 


0.6 


-0.3 


0.5 


-0.5 


-0.4 


-0.2 


-0.5 


0.4 


-1.1 


4.1 


4.1 


-1.0 


-0.5 


17 


1.2 


1.5 


2.1 


0.4 


0.0 


-0.8 


0.0 


0.0 


-0.9 


1.0 


0.7 


0.4 


0.1 


2.1 


2.7 


1.2 


0.1 


0.1 


0.8 


-0.7 


0.5 


-0.7 


0.3 


-0.1 


-0.9 


-2.6 


0.9 


0.2 


0.4 


-1.3 


-2.4 


0.3 


0.3 


0.3 


0.3 


-0.3 


0.5 


-0.6 


-0.4 


-0.2 


-0.6 


0.331 -3.6 1.8 -1.8 -0.6 1.8 


0.020 4.5 1.2 -1.9 1.8 1.2 


0.320 


0.869 


0.579 


0.220 


0.105 


0.254 


0.290 


1.349 


0.517 


0.446 


0.065 


0.650 


-16.6 


-21.0 


4.1 


2.9 


4.5 


0.3 


1.0 


0.0 


2.7 


5.8 


6.4 


6.9 


4.6 


7.9 


8.2 


8.4 


6.8 


6.5 


-3.1 


-2.9 


0.1 


-0.1 


-0.1 


-0.8 


-1.4 


-0.3 


0.1 


0.5 


0.3 


0.5 


0.7 


0.4 


0.2 


0.2 


0.4 


0.4 


0.1 


0.1 


0.5 


0.4 


0.5 


0.7 


0.6 


0.8 


0.1 


0.3 


0.9 


0.0 


-0.1 


0.3 


0.3 


0.3 


0.3 


1.0 


-1.3 


-0.7 


0.4 


0.5 


0.5 


0.1 


0.3 


0.0 


0.9 


0.4 


0.3 


0.8 


0.2 


1.2 


1.1 


1.1 


1.2 


1.5 


-3.2 


-2.9 


0.0 


-0.4 


-0.1 


-0.8 


-1.4 


-0.3 


0.1 


0.5 


0.3 


0.5 


0.7 


0.4 


0.2 


0.2 


0.4 


0.4 


0.335 8.3 0.3 1.3 0.8 0.3 


0.306 


0.182 


56.833 


32.470 


32.108 


7.304 


0.967 


0.124 


4.5 


10.7 


10.4 


6.7 


6.6 


6.7 


7.2 


2.9 


2.6 


0.4 


1.0 


1.3 


0.7 


0.7 


0.7 


0.9 


-3.4 


0.6 


0.6 


-1.8 


-1.0 


0.4 


0.5 


0.5 


0.7 


-2.7 


0.7 


2.3 


0.0 


-0.5 


0.6 


0.7 


0.7 


0.7 


0.1 


0.6 


0.4 


1.0 


1.0 


0'8 


0.7 


0.8 


0.8 


-1.0 


0-I 


0.843 3.1 -3.9 -3.2 0.0 -1.2 


23.837 6.7 0.8 0.6 0.7 0.8 


See footnotes at end of table. 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 
category, September 2022- Continued 
[1982-84=100, unless otherwise noted]  


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep, 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep. 
2022 


Jun. 
2022-
Jul. 
2022 


Jul. 
2022-
Aug, 
2022 


Aug. 
2022-
Sep. 
2022 


Owners' equivalent rent of primary residence 13. 


Tenants' and household insurance'- 2 


Water and sewer and trash collection services2  


Water and sewerage maintenance  


Garbage and trash collection" '°  


Household operations' 2 


Domestic services1 2 


Gardening and lawncare services1 2 


Moving, storage, freight expense' 2 


Repair of household items' 2  


Medical care services  


Professional services  


Physicians' services'  


Dental services  


Eyeglasses and eye care',   


Services by other medical professionals',   


Hospital and related services  


Hospital services' 4  


Inpatient hospital services '4'   


Outpatient hospital services"   


Nursing homes and adult day services'4  


Care of invalids and elderly at home'  -


Health insurance"   


Transportation services  


Leased cars and trucks" 11  
Car and truck rental2  


Motor vehicle maintenance and repair'  


Motor vehicle body work'  


Motor vehicle maintenance and servicing'  


Motor vehicle repair'- 2 


Motor vehicle insurance  


Motor vehicle fees' 2 


State motor vehicle registration and license 
fees" 2   


Parking and other fees" 2 


Parking fees and tolls2' 3 


Public transportation  


Airline tares  


Other intercity transportation  


Ship fare" 2.2 


Intracity transportation'  


Intraoity mass transit' 3,8  


Recreation services8  


Video and audio services8  


Cable and satellite television service'0  


Video discs and other media, including rental of 


video   


Video discs and other media1' 2,3 


Rental of video discs and other media" 2, 3 


Pet services including veterinary2  
pat services" 2,3  


Veterinarian services2' 3 


Photographers and photo processing' ' 2 
Other recreation services2  


22.599 


0.363 


1.084 


0.783 


0.301 


6.7 


-0.3 


4.9 


4.8 


5.3 


0.8 


-0.4 


0.6 


0.2 


1.7 


0.6 


0.1 


0.4 


0.5 


0.1 


0.7 


.0-I 


0.6 


0.8 


0.1 


0.8 


-0.4 


0.7 


0.3 


1.7 


0.104 2.2 -2.2 1.5 0,0 -2.2 


6.864 6.5 0.7 0.4 0.8 1.0 


3.448 3.3 0.7 0.0 0.6 0.7 


1.807 1.8 0.5 0.3 0.2 0.5 


0.911 5.3 0.5 -0.2 1.7 0.5 


0.351 4.7 3.2 -0.8 0.0 3.2 


0.379 4.1 0.0 -0.3 0.1 0.0 


2514 3.9 0.1 0.5 0.6 0.2 


2.146 3.8 0.0 0.5 0.7 0.1 


3.9 0.5 


3.4 0.0 0.4 0.5 0.1 


0205 4.6 0.3 0.3 0.2 0.4 


0.162 3.4 0.1 1.5 0.0 0.1 


0.901 28.2 2.1 2.2 2.4 2.1 


5.860 14.6 1.7 -0.5 0.5 1.9 


0.828 0.6 


0.148 -1.4 -4.7 -9.5 -0.5 2.5 


1.052 11.1 1.9 1.1 1.7 1.9 


0.052 12.6 1.2 0.3 -1.2 1.2 


0.571 8.4 1.7 0.7 0.8 1.7 


0.386 15.0 2.2 1.7 3.5 2.2 


2.431 10.3 1.5 1.3 1.3 1.6 


0.500 2.7 0.5 0.7 0.5 0.5 


0.290 2.5 -0.1 1.4 0.8 -0.1 


0.195 2.8 1.4 -0.4 0.2 1.4 


3.3 -0.2 -0.1 1.1 -0.7 


0.902 27.1 0.2 -6.1 -3.2 0.1 


0.615 42.9 0.1 -7.8 -4.6 0.8 


0.091 1.0 1.6 -0.3 0.2 2.2 


-3.7 1.5 0.0 0.4 1.5 


0.194 4.6 -0.3 0.4 -0.8 -03 


1.3 0.4 -0.2 0.1 0.4 


3.108 4.1 0.1 0.4 0.0 0.2 


1.135 2.5 -0.4 -0.6 -0.3 -0.4 


1.040 2.2 '0.4 -0.8 -0.4 -0.4 


0.095 5.6 0.0 1.7 1.2 0.0 


12.4 0.9 2.9 2,7 0.9 


5.4 0.3 0.0 0.1 0.3 


0.516 11.0 1.4 1.2 0.6 1.6 


6.3 0.6 0.3 0.1 0.6 


11.6 1.7 0.6 0.9 2.0 


0.030 6.4 0.5 -0.7 1.4 0.5 


1.428 2.8 0.1 0.9 -0.1 0.1 


See footnotes at end of table, 







Table 2. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by detailed expenditure 
category, September 2022 - Continued 
[1982-84=100, unless otherwise noted]  


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted percent 
change 


Sep. 
2021-
Sep. 
2022 


Seasonally adjusted percent change 


Aug. 
2022-
Sep-
2022 


Jun. 
2022-
Jul. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


Club membership for shopping clubs, fraternal, or 
other organizations, or participant sports fees1' 2 


Admissions'  


Admission to movies, theaters, and 
concerts', 2,3 


Admission to sporting events1' 2, 3  


Fees for lessons or instructions1'   


Education and communication services6  


Tuition, other school fees, and childcare  


College tuition and fees  


Elementary and high school tuition and fees  


Day care and preschool9  


Technical and business school tuition and fees1' 2 


Postage and delivery services2  


Postage  


Delivery services2  


Telephone services1' 2  


Wireless telephone services', 2  


Residential telephone services'  -


Internet seryices and electronic information 
providers .2 


Other personal services'- 8 


Personal care services'  


Haircuts and other personal care services', 2  


Miscellaneous personal services'  
Legal services', °  


Funeral expenses', 6  


Laundry and dry cleaning services" 2  


Apparel services other than laundry and dry 
cleaning .2 


Financial services'  -


Checking account and other bank services" 2.3. 


Tax return preparation and other accounting 
fees 2, 3 


0.626 4.1 0.4 


0.448 0.4 -1.3 


5.7 -0.6 


-9.5 -2,9 


0.168 5.5 2.8 


5.267 1.4 0.4 


2.488 3.0 0.8 


1.429 2.1 0.3 


0.315 3.5 0.4 


0.616 5.1 2.5 


0.039 1.4 -0.1 


0.081 4.3 0.3 


0.073 3.0 0.0 


0.009 16.4 2.5 


1.781 -0.3 0.0 


1.480 -1.1 -0.1 


0.302 3,6 0.6 


0.907 -0.1 -0.1 


1.353 5.9 0.3 


0.535 5.1 0.3 


0.535 5.1 0.3 


0.818 6.5 0.3 


0.232 7.4 0.0 


0.143 3.0 0.4 


0.152 7.0 -0.6 


0.017 13.7 5.0 


0.191 6,8 0.9 


3.5 -0.2 


10.8 1.2 


0.4 0.4 


2.1 -1.4 


1.5 


4.9 


-0.3 


-0.1 


0.1 


0,2 


0,4 


-0.2 


0.3 


0.4 


0.4 


0.4 


0.0 


0.0 


-0.1 


-0.8 


0.4 


0.2 


0.2 


0.5 


0.5 


0.8 


1.5 


0.3 


0.0 


-0.6 


-2.8 


1.8 


0.2 


0.5 


0.5 


-0.2 


0.6 


0.9 


0.2 


0.4 


-0.7 


0.0 


0.0 


0.3 


-0.1 


0.3 


0.7 


0.7 


0.1 


-0.1 


-0.5 


0,0 


-1.0 


0.9 


0.4 


0.4 


-1.3 


-0.6 


-2.9 


2.8 


0,2 


0.4 


-0.3 


0.0 


2.0 


-0.1 


0.4 


0.1 


2.9 


0.0 


-0.1 


0.6 


-0.1 


0.3 


0.3 


0.3 


0.3 


0.0 


0.4 


-0.6 


5.0 


0.9 


-0.2 


0.6 1.9 1.2 


1 Not seasonally adjusted. 


2 Indexes on a December 1997=100 base. 
Special index based on a substantially smaller sample. 


Indexes on a December 2007=100 base, 
Indexes on a December 2005=100 base. 
Indexes on a December 1986=100 base, 
Indexes on a December 1993=100 base, 


Indexes on a December 2009=100 base, 
° Indexes on a December 1990=100 base. 
10 Indexes on a December 1983=100 base, 
"Indexes on a December 2001=100 base, 
12 Indexes on a December 2019=100 base. 


13 Indexes on a December 1982=100 base. 
14 Indexes on a December 1996=100 base. 







Table 3. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, special aggregate indexes, 


September 2022 


[1982-84=100, unless otherwise noted]  


Special aggregate indexes 


Relative 
impor-
tance 
Aug. 
2022 


Unadjusted indexes 
Unadjusted percent 


change 
Seasonally adjusted percent 


change 


Jun. 
2022-
Jul. 
2022 


Sep. 
2021 


Aug. 
2022 


Sep. 
2022 


Sep, 
2021-
Sep. 
2022 


Aug. 
2022-
Sep. 
2022 


Jul. 
2022-
Aug. 
2022 


Aug. 
2022-
Sep. 
2022 


All items less food  


All items less shelter  


All items less food and shelter  


All items less food, shelter, and energy  


All items less food, shelter, energy, and used 
cars and trucks  


All items less medical care  


All items less energy  


Commodities  


Commodities less food, energy, and used 
cars and trucks  


Commodities less food  


Commodities less food and beverages  


Services  


Services less rent of shelter'  


Services less medical care services  


Durables  


Nondurables  


Nondurables less food  


Nondurables less food and beverages  


Nondurables less food, beverages, and 
apparel  


Nondurables less food and apparel  


Housing  


Education and communication2..  


Education   


Communication2  


Information and information processing2  


Information technology, hardware and 
services2  


Recreation   


Video and audio2  


Pets, pet products and services2  


Photography2  


Food and beverages  


Domestically produced farm food  


Other services  


Apparel less footwear  


Fuels and utilities  


Household energy  


Medical care  


Transportation  


Private transportation  


New and used motor vehicles'  


Utilities and public transportation  


Household furnishings and operations  


Other goods and services  


Personal care  


86.365 


67.530 


53.895 


45.651 


41.643 


91.658 


91.756 


39.488 


17.281 


25.853 


24,984 


60.512 


28.405 


53.649 


12.719 


26.769 


13.134 


12.265 


9.832 


10.701 


42.236 


6.024 


2.575 


3.449 


3.368 


1.586 


4.989 


1.410 


1.079 


0.051 


14.504 


7.136 


9.728 


1.836 


4.992 


3.908 


8,342 


18,770 


17.869 


9,120 


8.486 


4.774 


2.702 


2.186 


273.165 


252.664 


245.218 


247.878 


249.780 


262.275 


279.366 


203 .3 13 


152.127 


168.472 


165.071 


343.892 


361.090 


326.567 


120.107 


244.222 


212.840 


209.623 


267.867 


266.249 


283.744 


143.807 


277.551 


76.341 


72.107 


7.470 


126.438 


111.917 


186,043 


77.749 


280.452 


271.322 


379.144 


114.746 


266.559 


221.196 


524.818 


236.373 


236.655 


117,947 


229.568 


133.462 


479.525 


244.840 


293.893 


275.409 


266 .4 17 


263.732 


264.767 


283.794 


298.346 


223.891 


161.371 


185.295 


181.945 


366.622 


387.748 


348.484 


130.123 


271,395 


238.068 


235.747 


308,244 


303.708 


304.506 


143.687 


283.882 


74.977 


70,703 


7.183 


131,437 


112.544 


204.246 


82.424 


308.550 


305,505 


388.767 


118,305 


309.739 


265.453 


553.429 


270.334 


269.389 


131.226 


254.797 


145.110 


510.892 


259.954 


294.286 


275.381 


265.891 


264.370 


266.550 


284.324 


299.749 


222.678 


162.325 


183.048 


179.658 


369,220 


390.555 


350.978 


128.688 


270.648 


234.930 


232.407 


301.110 


297.267 


306.521 


144.089 


286.151 


74.895 


70.619 


7.163 


131.581 


112.307 


206.572 


82.691 


3,10.678 


307.297 


389.919 


121.592 


311.690 


267.114 


556.323 


266.109 


264.941 


129.572 


255.820 


145.912 


512.565 


260.886 


7.7 


9.0 


8.4 


6.7 


6.7 


8.4 


7,3 


9.5 


6.7 


8.7 


8.8 


7.4 


8.2 


7.5 


7.1 


10.8 


10.4 


10.9 


12.4 


11.6 


8.0 


0.2 


3.1 


-1.9 


'2.1 


-4.1 


4.1 


0.3 


11.0 


6.4 


10.8 


13.3 


2.8 


6.0 


16.9 


20.8 


6.0 


12.6 


12.0 


9.9 


11.4 


9.3 


6.9 


6.6 


0.1 


0.0 


-0.2 


0.2 


0.7 


0.2 


0.5 


-0.5 


0.6 


-1.2 


-1.3 


0.7 


0.7 


0.7 


-1.1 


-0.3 


-1.3 


-1.4 


-2.3 


-2.1 


0.7 


0.3 


0.8 


-0.1 


-0.1 


-0.3 


0.1 


-0.2 


1.1 


0.3 


0.7 


0.6 


0.3 


2.8 


0.6 


0.6 


0.5 


-1.6 


-1.7 


-1.3 


0.4 


0.6 


0.3 


0.4 


-0.2 


-0.3 


-0.6 


0.2 


0.2 


-0.1 


0.4 


-0.5 


0.4 


-1.4 


-1.4 


0.3 


0.1 


0.3 


0.3 


-0.8 


-2.7 


-2.9 


.3.7 


-3.6 


0.4 


-0.2 


0.1 


-0.4 


-0.4 


-0.9 


0.3 


-0.6 


0.9 


1.3 


1.1 


1.4 


0.1 


-0.1 


-0.3 


-0.4 


0.4 


-2.1 


-1.9 


0.0 


-0.5 


0.6 


0.4 


0.4 


0.0 


-0.2 


-0.4 


0.5 


0.5 


0.1 


0.6 


-0.8 


0.6 


-1.6 


-1.6 


0.7 


0.6 


0.7 


0.5 


-1.4 


-3.6 


-3.8 


-4.8 


.4.3 


0.8 


0.1 


0.5 


-0.2 


-0.2 


-0.4 


0,2 


-0.5 


1.1 


1.0 


0.8 


0.7 


0.2 


0.5 


1.5 


1.8 


0.7 


-2.3 


-2.2 


0.4 


0.7 


1.0 


0.7 


0.6 


0.3 


0.2 


0.1 


0.5 


0.6 


0.3 


0.6 


-0.3 


0.3 


-0.8 


-0.8 


0.8 


0.9 


0.8 


-0.1 


-0.5 


-1.6 


-1.8 


-2.0 


-1.7 


0.7 


0.1 


0.4 


-0.1 


-0.1 


'0.3 


0.1 


-0.2 


1.2 


0.3 


0.7 


0.6 


0.2 


-0.2 


0.8 


0.9 


0.8 


-0.6 


-0.6 


0.4 


0.6 


0.5 


0.3 


0.4 


1 Indexes on a December 1982=100 base. 
2 Indexes on a December 1997=100 base, 
Indexes on a December 1988=100 base. 







Table 4. Consumer Price Index for All Urban Consumers (CPI-U): Selected areas, all items index, September 
2022 
[1982-84=100, unless otherwise noted] 


Area 
Pricing 


Schedule1 


Percent change to Sep. 2022 from: Percent change to Aug. 2022 from: 


Sep. 
2021 


Jul. 
2022 


Aug. 
2022 


Aug. 
2021 


Jun. 
2022 


Jul. 
2022 


U.S. city average  


Region and area size2 


Northeast  


Northeast - Size Class A  


Northeast - Size Class B/C3  


New England   


Middle Atlantic4  


Midwest  


Midwest - Size Class A  


Midwest - Size Class B/C3  


East North Central4  


West North Central   


South  


South - Size Class A  


South - Size Class B/C3  


South Atlantic4  


East South Central4  


West South Central4  


West 


West - Size Class A  


West - Size Class B/C3 


Mountain   


Pacific4  


Size classes 


Size Class A5  


Size Class B/C3  


Selected local areas 


Chicago-Naperville-Elgin, IL-IN-WI  


Los Angeles-Long Beach-Anaheim, CA  


New York-Newark-Jersey City, NY-NJ-PA  


Atlanta-Sandy Springs-Roswell, GA  


Baltimore-Columbia-Towson, MDe  


Detroit-Warren-Dearborn, MI  


Houston-The Woodlands-Sugar Land, TX  


Miami-Fort Lauderdale-West Palm Beach, FL  


Philadelphia-Camden-Wilmington, PA-NJ-DE-MD  


Phoenix-Mesa-Scottsdale, AZ7  


San Francisco-Oakland-Hayward, CA  


Seattle-Tacoma-Bellevue, WA  


St. Louis, MO-IL  


Urban Alaska  


Boston-Cambridge-Newton, MA-NH  


Dallas-Fort Worth-Arlington, TX  


Denver-Aurora-Lakewood, CO  


Minneapolis-St.Paul-Bloomington, MN-WI  


Riverside-San Bernardino-Ontario, CA   


San Diego-Carlsbad, CA  


Tampa-St. Petersburg-Clearwater, FL5  


Urban Hawaii  


Washington-Arlington-Alexandria, DC-VA-MD-WV6 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


M 


2 


2 


2 


2 


2 


2 


2 


2 


2 


2 


2 


8.2 0.2 0.2 8.3 0.0 


7.2 


6.9 


7.7 


7.4 


7.2 


8.1 


8.3 


8.1 


8.4 


7-5 


8.7 


9.2 


8.5 


8.8 


7-4 


9.1 


8.3 


8.3 


9.6 


7-7 


0.4 


0.4 


0.4 


0.3 


0.5 


0.0 


0.2 


-0-I 


0.0 


0.1 


0.0 


0.2 


-0.1 


0.2 


-0.5 


0.0 


0.4 


0.3 


0.4 


0.6 


0.3 


0.1 


0.3 


-0.1 


0.1 


0.1 


0.2 


0.2 


0.3 


0.3 


0.2 


0.2 


0.2 


0.2 


0.3 


0.0 


0.0 


0.3 


0.4 


0.3 


0.3 


0.3 


8.2 0.3 0.3 


8.2 0.1 0.2 


8.7 


7.8 


6.2 


0.3 


0.5 


0.4 


8.1 0.9 


I 9.2 0.5 


7.7 -0.2 


1 7.4 0.4 


1 8.4 0.0 


1 8.2 0.9 


1 10.5 0.3 


1 6.6 0.8 


1 6.5 -0.2 


0.2 


0.5 


0.2 


7-4 


7.0 


8.0 


7.3 


7-5 


8.1 


8.4 


8.0 


8.4 


7.6 


8.9 


9-4 


8.6 


9.0 


7-5 


9-4 


8.1 


8.0 


8.3 


9.6 


7.6 


0.1 


0.0 


0.3 


-0.1 


0.2 


-0.4 


-0.1 


-0.6 


-0.6 


-0.1 


-0.1 


0.1 


-0.2 


0.1 


-0.5 


-0.2 


0.2 


-0.1 


0.4 


0.6 


0.0 


0.0 


0.3 


0.2 


0.5 


0.2 


0.4 


-0.2 


0.0 


-0.4 


-0.3 


-0.1 


-0.2 


0.1 


-0.3 


-0.1 


-0.5 


-0.1 


0.0 


-0.1 


0.1 


0.2 


-0.1 


8.2 0.0 0.0 


8.3 -0.1 -0.1 


8.8 


7.6 


6.6 


11.7 


10.2 


8.6 


9-5 


10.7 


8.1 


13.0 


5.7 


9.0 


7-5 


7.6 


-0.1 


.0-I 


-0.1 


1.3 


0.1 


-0.5 


0.1 


0.4 


0.0 


0.8 


-0.5 


0.0 


0.2 


-4.0 


0.1 


0.1 


0.2 


Foods, fuels, and several other items are priced every month in all areas. Most other goods and services are priced as indicated: M - Every month. 







I - January, March, May, July, September, and November. 2 - February, April, June, August, October, and December. 
2 Regions defined as the four Census regions. 


Indexes on a December 1996=100 base. 
Indexes on a December 2017=1 00 base. 


° indexes on a December 1986=100 base. 
1998 - 2017 indexes based on substantially smaller sample. 


Indexes on a December 2001 =1 00 base. 
8 Indexes on a 1987=100 base. 
NOTE: Local area indexes are byproducts of the national CFI program. Each local index has a smaller sample size than the national index and is, 
therefore, subject to substantially more sampling and other measurement error. As a result, local area Indexes show greater volatility than the national 
index, although their long-term trends are similar. Therefore, the Bureau of Labor Statistics strongly urges users to consider adopting the national 
average CPI for use in their escalator clauses. 







Table 5. Chained Consumer Price Index for All Urban Consumers (C-CPI-U) and the Consumer Price Index for 
All Urban Consumers (CPI-U): U.S. city average, all items index, September 2022 
[Percent changes] 


Month Year 
Unadjusted 1-month percent change 


C-C Fl-U 


Unadjusted 12-month percent change 


c.cPI-lJ1 cPl-U CPI-U 


December 2009  


December 2010  


December 2011  


December 2012  


December 2013  


December 2014  


December 2015  


December 2016  


December 2017  


December 2018  


December 2019  


January 2020  


February 2020  


March 2020  


April 2020  


May 2020  


June 2020  


July 2020  


August 2020  


September 2020  


October 2020  


November 2020  


December 2020  


January 2021  


February 2021  


March 2021  


April 2021  


May 2021  


June 2021  


July 2021  


August 2021  


September 2021  


October 2021  


November 2021  


December 2021  


January 2022  


February 2022  


March 2022  


April 2022  


May 2022  


June 2022  


July 2022  


August 2022  


September 2022  


0.4 


0.3 


-0.2 


05 


-0.1 


0.6 


0.6 


0.4 


0.1 


0.0 


-0.1 


0.1 


0.5 


0.5 


0.6 


0.8 


0.7 


0.8 


0.5 


0.1 


0.3 


0.8 


0.5 


0.3 


0.8 


0.9 


1.2 


0.6 


1.0 


1.2 


0.1 


0.1 


0.3 


0.4 


0.3 


-0.2 


-0.7 


0.0 


0.5 


0.5 


0.3 


0.1 


0.0 


-0.1 


0.1 


0.4 


0.5 


0.7 


0.8 


0.8 


0.9 


0.5 


0.2 


0.3 


0.8 


0.5 


0.3 


0.8 


0,9 


1.3 


0.6 


1.1 


1.4 


0.0 


0.0 


0.2 


2.5 


1.3 


2.9 


1.5 


1.3 


0.5 


0.4 


1.8 


1.7 


1.5 


'LB 


2.0 


1.8 


1.1 


0.2 


-0.1 


0.4 


0.9 


1.3 


1.4 


1.2 


1.2 


1.5 


1.6 


1.8 


2.6 


4.0 


4.9 


5.1 


5.0 


4.8 


5.0 


5.9 


6.5 


6.6 


7.0 


7.4. 


8.0 


7.8 


8.0 


8.4 


8.0 


8.0 


8.0 


2.7 


1.5 


3.0 


1.7 


1.5 


0.8 


0.7 


2.1 


2.1 


1.9 


2.3 


2.5 


2.3 


1.5 


0.3 


0.1 


0.6 


1.0 


1.3 


1.4 


1.2 


1.2 


1.4 


1.4 


1.7 


2.6 


4.2 


5.0 


5.4 


5.4 


5.3 


5.4 


6.2 


6.8 


7.0 


7.5 


7.9 


8.5 


8.3 


8.6 


9.1 


8.5 


8.3 


8.2 


The C-CPI-U is designed to be a closer approximation to a cost-of-living index in that it, in its final form, accounts for any substitution that 
consumers make across item categories in response to changes in relative prices. Since the expenditure data required for the calculation of the 
C-CPI-U are available only with a time lag, the C-CPI-U is issued first in preliminary form using the latest available expenditure data at that time and 
is subject to four revisions. 


Indexes are issued as initial estimates. Indexes are revised each quarter with the publication of January, April, July, and October data as updated 
expenditure estimates become available. The C-CPI-U indexes are updated quarterly until they become final. January-March indexes are final in 
January of the following year; April-June indexes are final in April of the following year; July-September indexes are final in July of the following year; 
October-December indexes are final in October of the following year. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table 
[1982.84=100, unless otherwise noted]  


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022- 
Sep. 20221 


Standard 
error, 
median 
price 


change  


Largest (L) or Smallest (8) 
seasonally adjusted 


change since:2 


Date 
Percent 
change 


All items  


Food  


Food at home  


Cereals and bakery products  


Cereals and cereal products  


Flour and prepared flour mixes  


Breakfast cereal4  


Rice, pasta, cornmeal  
Rice4' 5. 


Bakery products4  
Bread 4, 5  
White bread 4.   


Bread other than white4'   


Fresh biscuits, rolls, muffins5  


Cakes, cupcakes, and cookies4  


Cookies4'°  


Fresh cakes and cupcakes4'   


Other bakery products  


Fresh sweetrolls, coffeecakes, doughnuts4' 6 


Crackers, bread, and cracker products6  


Frozen and refrigerated bakery products, pies, 
tarts, turnovers4'   


Meats, poultry, fish, and eggs  


Meats, poultry, and fish  


Meats  


Beef and veal  


uncooked ground beer  


uncooked beef roasts4'   


Uncooked beef steaks5  


Uncooked other beef and veal4'   


Pork  


Bacon, breakfast sausage, and related 
prod ucts5  


Bacon and related products6  


Breakfast sausage and related products5' 6. 


Ham  


Ham, excluding canned5  


Pork chops4  


Other pork including roasts, steaks, and ribs5.,  


Other meats  


Frankfurters6  


Lunchmeats4' 5,6 


Poultry4  
Chicken 4, 5  


Fresh whole chicken 4.   


Fresh and frozen chicken paris4'   


Other uncooked poultry including turkeys  


Fish and seafood  
Fresh fish and seafood 4. 5  


Processed fish and seafood'  


Shelf stable fish and seafood6  


Frozen fish and seafood   


100.000 0.4 0,04 L-Jun.2022 1.3 


13.635 0.8 0,107 0.09 - - 


8.475 0.7 0.058 0.13 - - 


1.098 0.9 0.010 0,32 5-Dec.2021 0.3 


0.355 1.2 0.004 0.38 L'Jul.2022 1.9 


0.059 2.0 0.001 0.89 S'May 2022 1.0 


0.149 -0.2 0.000 0.68 S-Jan.2022 -1.4 


0,147 1.6 0.002 0.53 L-May 2022 2.1 
1.0 0.62 L-Jul.2022 1.4 


0.743 1.2 0,009 0.39 S-Apr.2022 1'0 


0.209 0.5 0.001 0.53 S-May 2022 0.5 


0,5 0.74 S-Dec,2021 -0.5 


0.5 0.86 S-May 2022 0.4 


0.112 '0.2 0.000 1.00 S-Apr.2022 -0.2 


0.182 1.8 0.003 0.67 L-Jun.2022 1.8 
1.5 0.77 L-Jul,2022 1,7 


2.5 1.06 L-Jun,2022 2.9 


0.240 1.8 0,004 0.67 L-Jul.2022 1.9 
1.4 1.29 S-Jul.2022 0.5 


1.3 1.31 L-Jul,2022 3.3 


1.905 


1.759 


1.112 


0.510 


0.190 


0.076 


0.194 


0.050 


0.360 


2.6 


0.4 


0.7 


0.7 


'0.1 


-2.0 


-0.1 


1.4 


0.0 


1.8 


0.007 


0.012 


0.008 


0.000 


-0.004 


0.000 


0.003 


0.000 


0.006 


0.86 


0.25 


0.27 


0.38 


0.55 


0.65 


1.40 


0.93 


1.15 


0.64 


L-Jun. 2022 


5-Jun.2022 


L-May 2022 


L-Mar.2022 


5-Jun.2022 


S-Aug .2020 


5-Jul2022 


L-Oct.2021 


S-Jun .2022 


L-Nov,2021 


2.9 


-0.4 


0.9 


0.8 


-2.3 


'4.0 


-1.3 


2.5 


-1.9 


2.4 


0.161 0.6 0.001 0.77 L-Jul,2022 1.0 


0.1 0.86 L-Jul,2022 0.2 
1.3 1.20 L-Jul,2022 2.6 


0.066 1.1 0.001 1.86 S-Jul,2022 -1.0 


1.1 2.02 S-Jul,2022 -1.6 


0.051 -1.2 -0.001 1.63 S-Jun,2022 -1.4 


0.082 4.1 0.003 1.53 L-Jul,2021 5.0 


0.242 1.0 0,002 0.60 L-Jun.2022 1.5 


1.9 1.28 5-Jul2022 -6.1 


0.7 0.59 L-Jul.2022 1.1 


0.370 0.6 0.002 0.51 S-Dec.2021 0.1 


0,301 0.5 0.001 0.62 - - 


0.1 0.93 L-Jul,2022 1.9 


0.6 0.73 5-Jan.2022 -0.2 


0.059 1.4 0.001 0.90 S-Jul.2022 1.2 
0.287 0.5 0.001 0.55 L-Jun.2022 0.5 


0.146 0.3 0.000 0.84 L-May2022 2.2 


0.141 0.9 0.001 0.71 L'Jun.2022 1.6 


-0.4 0,91 5-Jul.2022 -3.3 


1.6 0.96 L-Jun,2022 2.2 


See footnotes at end of table. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022- 
Sep. 2022' 


Standard 
error, 
median 
price 


change  


Largest (L) or Smallest (5) 
seasonally adjusted 


change since:2 


Date 
Percent 
change 


Eggs4  


Dairy and related products  


Milk5  


Fresh whole milks  


Fresh milk other than wholes-   


Cheese and related products4  


Ice cream and related products  


Other dairy and related products4   


Fruits and vegetables  


Fresh fruits and vegetables  


Fresh fruits  


Apples  


Bananas4  


Citrus fruits5  
Oranges, including tangerinese  


Other fresh fruits5  


Fresh vegetables  


Potatoes  


Lettuce4  


Tomatoes  


Other fresh vegetables  


Processed fruits and vegetables5  


Canned fruits and vegetables5  


Canned fruits5'   


Canned vegetables5'   


Frozen fruits and vegetables5  
Frozen vegetablese  


Other processed fruits and vegetables including 
dried5  


Dried beans, peas, and lentils4' '   


Nonalcoholic beverages and beverage materials  


Juices and nonalcoholic drinks5  


Carbonated drinks  


Frozen noncarbonated juices and drinks4'   


Nonfrozen noncarbonated juices and drinks5  


Beverage materials including coffee and teas  


Coffee  


Roasted coffee°  


Instant coffee4'   


Other beverage materials including tea4'   


Other food at home  


Sugar and sweets4  


Sugar and sugar substitutes  


Candy and chewing gum 4' .. 


Other sweets5  


Fats and oils  


Butter and margarines  


Butter5  


Margarine4'   


Salad dressing5  


Other fats and oils including peanut butter'  
Peanut butter4' '   


Other foods  


0.136 -3.5 -0.005 0.73 5-Jul.2020 -3.9 


0.804 0.3 0.002 0.32 - - 


0.206 '1.3 -0.003 0.43 S-Oct.2020 -2.0 


-1.0 0.56 S-Jul.2022 -1.4 


-1.5 065 S-Oct.2020 -2.2 


0.262 0.7 0.002 0.59 5-Dec.2021 0.2 


0.118 -0.6 -0.001 0.94 S-Jan.2022 -0.6 


0218 1.4 0.003 0.57 L-Jul.2022 3.7 


1.413 1.6 0.023 0.33 L-Feb.2022 2.3 


1.071 1.5 0.016 0.40 L-Feb.2022 2.6 


0.571 0.7 0.004 0.62 L-Feb.2022 3.7 


0.077 5.0 0.004 1.09 L-Sep.2011 5.6 


0.079 -0.6 0.000 0.71 S-Apr.2022 -0.6 


0.165 1.0 0.002 1.06 L-Mar.2022 3.2 


1.5 1.43 - - 


0.250 -1.4 -0.004 1.07 S-Apr.2022 -1.4 


0.500 2.4 0.012 0.51 L-Mar.2022 2.6 


0.086 3.5 0.003 0.77 L-Dec.2021 4.6 


0.058 6.8 0.004 0.92 L-Nov.2021 6.9 


0.077 -0.9 -0.001 1.09 S-Jul.2022 -2.5 


0.278 1.8 0.005 0.71 L-Mar.2022 2.4 


0.343 1.9 0.007 0.41 L-Mar.2022 2.4 


0.177 1.8 0.003 0.61 - - 


1.4 0.69 S-Jul.2022 1.2 


2.3 ' 0.72 L-Mar.2022 4.2 


0.100 2.7 0.003 0.88 L-Dec.2021 2.8 


3.8 1.04 L-EVER - 


0.065 


0.973 


0.684 


0.287 


0.007 


0.390 


0.288 


0.187 


0.101 


2.283 


0.285 


0.043 


0.180 


0.063 


0.258 


0.083 


0.057 


0.118 


1.740 


0.1 


0.6 


1.2 


2.0 


1.7 


0.3 


0.3 


0.1 


0.1 


0.4 


0.4 


0.5 


1.8 


0.7 


2.0 


0.8 


1.2 


1.8 


0.7 


4.2 


2.4 


0.5 


-0.6 


0.1 


0.000 0.94 


0.90 


0.006 0.40 


0.008 0.49 


0.006 0.85 


0.000 0.66 


0.001 0.59 


0.001 0.61 


0.000 0.79 


0.90 


1.86 


0.000 1.01 


0.010 0.25 


0.005 0.68 


0.000 0.59 


0.004 0.97 


0.001 0.82 


0.003 0.59 


0.002 1.06 


1.49 


1.54 


0.001 0.96 


0.001 0.95 


0.58 


0.002 0.29 


S-May 2022 


5-Jun.2022 


L-Jul.2022 


L-Jul.2022 


L-Jul.2022 


L-Jun.2022 


S-Nov.2021 


L-Jul.2022 


L-Jul.2022 


L-Jul.2022 


L-Jul.2022 


L-Jul.2022 


S- Dec. 202 1 


L-Jul. 2022 


S-Apr. 2022 


L-Jul. 2022 


L-Jul.2022 


5-Apr.2022 


5-Jul.2022 


5-Jul.2022 


S-Jul.2022 


L-Jun.2022 


S-Apr. 2022 


L-Jul.2022 


S-May 2021 


0.1 


-1.0 


2.3 


2.0 


2.7 


2.4 


0.0 


3.1 


3.5 


3.2 


2.3 


2.4 


0.4 


2.0 


-0.8 


2.0 


2.0 


1.2 


0.2 


0.2 


-0.8 


3.3 


-0.8 


3.5 


-0.1 


See footnotes at end of table. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise noted]  


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (5) 
seasonally adjusted 


change since:8 


Date 
Percent 
change 


Soups  


Frozen and freeze dried prepared foods  


Snacks4  


Spices, seasonings, condiments, sauces  


Salt and other seasonings and spices5'   


Olives, pickles, relishes4' 5.6  


Sauces and gravies5' 6  


Other condiments6  


Baby food 4. 5  


Other miscellaneous foods5  
Prepared salads 7' 6  


Food away from home4  


Full service meals and snacks4'   


Limited service meals and snacks4'   


Food at employee sites and schools4'   


Food at elementary and secondary schools4' 8,6 


Food from vending machines and mobile vendors4' 5. . 


Other food away from home4'   


Energy  


Energy commodities  


Fuel oil and other fuels  
Fuel 014  


Propane, kerosene, and firewoode  


Motor fuel  


Gasoline (all types)  


Gasoline, unleaded regular°  


Gasoline, unleaded midgrade10'   


Gasoline, unleaded premium°  


Other motor fuels4'   


Energy services  


Electricity  


Utility (piped) gas service  


All items less food and energy  


Commodities less toed and energy commodities  


Household furnishings and supplies' 1  


Window and floor coverings and other linens4'   


Floor coverings4'   


Window coverings4'   


Other linens4'   


Furniture and bedding4  


Bedroom furniture4  


Living room, kitchen, and dining room furniture4' . 


Other furnitLtre8  


Appliances5  


Major appliances8  


Laundry equipment4'   


Other appliances4'   


Other household equipment and furnishings5  


Clocks, lamps, and decorator items4  


Indoor plants and flowers12  


Dishes and tlatwere4'   


Nonelectric cookware and tableware4'   


0.106 2.6 0.003 1.00 L-Jul.2022 3.0 
0.283 -1.0 -0.003 0.55 8-Dec.2019 -1.2 


0.375 -0.4 -0.001 0.58 8-May 2021 -1.7 


0.334 -0.2 -0.001 0.48 8-Aug.2021 -0,2 


-1.8 0.73 8-Jun.2006 -2.2 


-0,6 0.86 S-May 2021 -2.1 


-0.2 1.02 8-Aug.2021 -0.4 


-0.2 0.71 8-Apr.2022 -1.8 


0.043 1.5 0.001 0.61 L-Jul,2022 2.1 


0.598 -0.1 -0001 0.60 8-Apr.2021 -0.6 


-1.2 1.61 8-Aug.2021 -1.4 


5.160 0.9 0.049 0.11 - - 


2.404 0.4 0.011 0.14 8-Nov.2021 0.4 


2.497 0.6 0.015 0.15 8-Apr.2022 0.3 


0.051 44.9 0.023 2.22 L-EVER - 


0.037 


0.171 


8.244 


4.565 


0.229 


0.156 


0.073 


4.336 


4.238 


0.098 


3.679 


2.688 


0,992 


0.1 


0.3 


-2.1 


-4.7 


-2.8 


-2.7 


-0.8 


-4.8 


-4.9 


-5.2 


-4,9 


-3.5 


-2,1 


1.1 


0.4 


2.9 


0.000 


0.001 


-0.172 


-0.212 


-0.007 


-0.004 


-0.001 


-0.206 


-0.204 


-0.002 


0.041 


0.012 


0.029 


0.46 


0.12 


0.14 


0.13 


0.65 


0.67 


0.83 


0.13 


0.13 


0.39 


0.36 


0.36 


0.26 


0.21 


0.21 


0.37 


L-Jul.2022 0.8 


L-Jun.2022 


L-Jun.2022 


S-Jul.2022 


L-Jun.2022 


L-Jun.2022 


L-Jun.2022 


L-Jun.2022 


L-Jun.2022 


L-Jun.2022 


L-Jun.2022 


L-Jun. 2022 


8-Jul.2022 


8-Feb.2022 


8-Jul.2022 


7.5 


10.4 


-8.1 


-1.2 


1.1 


11.0 


11.2 


11.3 


10.4 


9.4 


3.9 


0.1 


-1.1 


-3.6 


78.121 0.6 0.450 0.04 - - 


21.288 0.0 0.004 0.10 5-Mar.2022 -0.4 


3.947 0.6 0.022 0.24 8-Jul2022 0.6 


0.294 1.0 0.003 1.08 8-Jul.2022 -0.2 


0.069 1.0 0.001 1.03 8-Jul.2022 0.1 


0.060 -3.4 -0.002 1.42 8-Jun2022 -3.9 


0.165 2.6 0.004 1.57 L-Sep.2021 8.0 


0.978 -0.1 -0.001 0.47 S-May 2022 -0.2 


0.315 -1.3 -0.004 0.72 8-May 2022 -1.6 


0.489 -0.9 -0.005 0.79 8-Jul.2021 -1.9 


0.165 4,2 0.007 0.83 L-Jul.2012 4.2 


0.244 -0.3 -0.001 0.62 L-Jun.2022 0.2 


0.080 -1.5 -0.001 0.80 - - 


-1.3 1.08 8-Apr.2022 -3.1 


0.162 1.3 0.002 0.85 L-Jan.2022 2.3 


0.552 1.2 0.007 0.54 L-Jun.2022 1.2 
0.330 1.8 0.006 0.66 L-Mar.2022 1.9 


0.097 0.3 0.000 0.89 8-Jul.2022 0.0 


0.051 3.3 0.002 1.90 L-Jan.2022 4.0 


0.074 -1.9 -0.001 1.17 8-Jun.2021 -2.9 


See footnotes at end of table. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


One Month 


Expenditure category 


Relative 
Importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (8) 
seasonally adjusted 


change since:3 


Date 
Percent 
change 


Tools, hardware, outdoor equipment and supplies5  


Tools, hardware and supplies4'   


Outdoor equipment and supplies5  


Housekeeping supplies4  


Household cleaning products4'   


Household paper products4'   


Miscellaneous household products4'   


Apparel  


Men's and boys' apparel  


Men's apparel  


Men's suits, sport coats, and outerwear  


Men's underwear, nightwear, swimwear, and 
accessories4  


Men's shirts and sweaters5  


Men's pants and shorts  


Boys' apparel  


Women's and girls' apparel  


Women's apparel  


Women's outerwear  


Women's dresses  


Women's suits and separates5  


Women's underwear, nightwear, swimwear, and 
accessories5  


Girls' apparel  


Footwear  


Men's footwear4  


Boys' and girls' footwear  


Women's footwear  


infants' and toddlers' apparel  


Jewelry and watches'  


Watches4'   


Jewelry0  


Transportation commodities less motor fuel'1  


New vehicles  


New cars°  


New trucks'3'   


Used cars and trucks  


Motor vehicle parts and equipment4  


Tires4  


Vehicle accessories other than tires4'   


Vehicle parts and equipment other than tires4' '  


Motor oil, coolant, and fluids4'   


Medical care commodities4  


Medicinal drugs4' 11  


Prescription drugs4  


Nonprescription drugs4' 11 


Medical equipment and supplies4' 11 


Recreation commodities 11  


Video and audio products". .  


Televisions  


Other video equipment5  


Audio equipment"  


Recorded music and music subscriptions4'   


0.931 1.2 0.012 0.34 S-Jul,2022 0.4 


0.244 2.7 0.006 0.57 L-EVER - 


0.462 1.1 0.005 0.43 8-Jul.2022 0.8 


0947 0.6 0.006 0.34 L-Jul.2022 1.3 


0.343 0.0 0.000 0.54 S-Nov 2021 0.0 


0.221 -0.1 0.000 0.45 S-May 2022 0.1 


0.384 1.5 0.006 0.57 L-May2022 2.4 


2.433 -0.3 -0.007 0.37 S-Apr.2022 -0.8 


0.614 -1.3 -0008 0.69 8-Feb.2021 -1.4 


0.474 -1.1 -0.005 0.83 8-Oct2020 -1.5 


0.078 -3.3 -0.003 2.00 8-Oct.2020 -4.9 


0.156 


0.115 


0.119 


0.141 


0.947 


0.795 


0.058 


0.084 


0.383 


1.0 


-0.4 


-2.3 


-4.6 


-0.1 


-0.4 


-1.9 


-0.5 


-0,7 


0.002 


-0.001 


-0.003 


-0.007 


-0.001 


-0.003 


-0.001 


0.000 


0003 


1.01 


1.26 


1.42 


1.14 


0.62 


0.69 


1.73 


1.69 


1.10 


L- Feb-2022 


8-Jul.2022 


8-Jan.2022 


8-Mar.2019 


8-Apr.2022 


8-Apr.2022 


S-Jul.2022 


L-Jul.2022 


8-Apr.2022 


2.4 


-0.5 


-5.1 


.4-9 


-0.9 


-1.0 


-1.9 


3.0 


-2.3 


0.262 0.8 0.002 0.96 8-Jul.2022 0.3 


0.152 1.8 0.003 1.39 8-Jul.2022 -0.8 


0.597 -0.5 -0.003 0.51 - - 


0.200 0.8 0.002 0.74 L-Jun.2022 1.7 


0.115 -0.9 -0.001 1.16 8-Jul.2022 -1.2 


0.282 -0.8 -0.002 0.73 8-May 2020 -1.9 


0.115 -0.8 -0.001 1.54 8-Jul.2022 -1.3 


0.160 3.4 0.005 1.23 L-Dec.2021 3.5 


0.030 -1.4 0.000 1.52 8-Mar.2022 -1.5 


0.130 4.4 0.006 1.50 L-Mar.2022 4.4 


8.574 -0.2 -0.013 0.13 8-Mar.2022 -1.7 


4.049 0.7 0.027 0.24 8-Jul.2022 0.6 


0.8 0.36 L-Jul.2022 0.8 


0.6 0.34 8-Jul.2022 0.6 


4.008 -1.1 -0.042 0.02 8-Mar.2022 -3.8 


0.430 0.8 0.004 0.42 8-Jul.2022 0.4 


0.272 0.2 0.000 0.54 8-Jul.2022 0.1 


0.158 2.0 0.003 0.56 L-May 2022 2.3 


1.9 0.66 L-May 2022 2.6 


1.6 0.76 L-Jun.2022 2.6 


1.478 -0.1 -0.001 0.20 8-Aug.2021 -0.2 


1.377 -0.2 -0.002 0.21 8-Aug.2021 -0.2 


1.003 -0.1 -0.001 0.17 8-May 2022 -0.1 


0.374 -0.4 -0.002 0.51 8-Dec.2021 -0.4 


0.101 0.9 0.001 0.49 L-May 2022 2.0 


1.880 0.0 0.000 0.24 8-Mar.2022 -0.1 


0.276 0.4 0.001 0.43 L-Aug.2021 0.9 


0.123 0.9 0.001 0.58 L-Aug.2021 2.4 


0.025 0.1 0.000 1.14 8-Jul.2022 -1.4 


0.071 0.3 0.000 1.11 L-Jun.2022 3.2 


0.050 -0.2 0.000 0.38 L-Jul.2022 0.6 


See footnotes at end of table. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022-
Sep. 20221 


Standard 
error, 
median 
price 


change  


Largest (L) or Smallest (5) 
seasonally adjusted 


change since:2 


Date 
Percent 
change 


Pets and pet products4  


Pet food4 a, a  


Purchase of pets, pet supplies, accessories4' ' a 


Sporting goods4  


Sports vehicles including bicycles4  


Sports equipment4  


Photographic equipment and supplies  


Photographic equipment'-   


Recreational reading materials4  


Newspapers and magazines4'   


Recreational books4'   


Other recreational goods5  


Toys  


Toys, games hobbies and playground 
equipment ,   


Sewing machines, fabric and supplies4'   


Music instruments and accessories4'   


Education and communication commodities 11  


Educational books and supplies4  


College textbooks4' ''   


Information technology commodities"  


Computers, peripherals, and smart home 
assistants '7 


Computer software and accessories4'   


Telephone hardware, calculators, and other 
consumer information items5  


Smartphones4' 6,15 


Alcoholic beverages  


Alcoholic beverages at home  


Beer, ale, and other malt beverages at home  


Distilled spirits at home4  


Whiskey at home4'   


Distilled spirits, excluding whiskey, at home4' 


Wine at home   


Alcoholic beverages away from home4  


Beer, ale, and other malt beverages away from 
home",   


Wine away from home4' '   


Distilled spirits away from home4' '   


Other goods"  


Tobacco and smoking products4  
Cigarettes4' 6,,  


Tobacco products other than cigarettes4'   


Personal care products   


Hair, dental, shaving, and miscellaneous personal 
care products4'   


Cosmetics, perfume, bath, nail preparations and 
implements4  


Miscellaneous personal goods"  


Stationery, stationery supplies, gift wrap6  


Services less energy services  


Shelter  


Rent of shelter16  


Rent of primary residence  


0.563 0.9 0.005 0.38 S-Jul,2022 0.6 


1.3 0.36 S-Jul.2022 1.2 


0.3 0.75 8-Jul.2022 0.0 


0.549 -1.1 -0.006 0.50 5-Dec.2021 -1.2 


0,315 -2.6 -0.008 0.74 S-EVER - 


0,223 0.9 0.002 0.48 L-Apr.2022 1.2 


0,021 0.2 0.000 0.79 8-Jun.2022 -0.6 


0.4 0.75 L-Jul2022 4.1 


0.098 -1.3 -0.001 0.63 S-Mar.2022 -2.9 


0.059 -2.4 -0.001 0.82 S-Mar.2022 -3.9 


0.040 0.3 0.000 0.85 S-Jul,2022 -1.7 


0.373 0.3 0.001 0.56 L-Jul.2022 1.2 


0.288 0.3 0.001 0.67 L-Jul.2022 1.5 


0.3 0.90 5-Jun.2022 0.1 


0.028 -0.3 0.000 1.60 L-Jul.2022 0.4 


0.041 0.5 0.000 0.93 - - 


0.757 -0.6 -0.004 0.55 L-Jun.2022 0.3 


0.086 -0.4 0.000 0.85 S-Feb.2022 -0.4 


-0.2 0.73 S-Feb.2022 -0.4 


0.671 -0.6 -0.004 0.70 L-Jun.2022 0.3 


0.331 1.8 0.006 0.83 L-Apr.2021 5.1 


0.020 1.2 0.000 1.40 S-Jul,2022 -1.9 


0.320 


0.869 


0.579 


0.220 


0.105 


0.254 


0.290 


-3.2 


-2.9 


0.0 


-0.4 


-0.1 


-0.8 


-1.4 


-0.3 


0.1 


0.5 


-0.010 


0.000 


-0.002 


0.000 


-0.001 


0.000 


0.001 


0.85 


1.16 


0.20 


0.25 


0.38 


0.34 


0.42 


0.52 


0.39 


0.24 


S-May 2022 


S-May 2022 


5-Oct.2021 


S-Nov.2019 


S-Jan .2022 


S-Oct. 20 19 


S-Mar.2021 


S-Mar.2022 


5-Jul.2022 


L-May 2022 


-3.2 


-5.0 


-0.1 


-0.4 


-0.2 


-1.3 


-1,7 


-0.6 


0.1 


0.8 


0.3 0.29 - - 


0.5 0.29 S-Jul.2022 0.0 


0.7 0.31 L-Apr.2022 0.9 


1.349 0.4 0.005 0.21 S-Jul.2022 0.3 


0.517 0.2 0.001 0.20 S-Jan,2022 -0.1 


0.446 0.2 0.001 0.22 S-Jan,2022 -0.3 


0.065 0.4 0.000 0.33 8-Jul.2022 0.3 


0.650 0.4 0.002 0.26 S-May 2022 0.3 


0.335 0.3 0.001 0.33 S-May 2022 0.2 


0.306 0.4 0.001 0.37 S-Jun.2022 0.2 


0.182 1.0 0.002 0.88 L-May2022 2.4 


1.0 0.71 L-May2022 1.0 


56.833 0.8 0.447 0.05 L-Aug.1990 0.8 


32,470 0.7 0.243 0.06 - - 


32.108 0.8 0.246 0.06 L-Aug.1990 1.0 


7.304 0.8 0.062 0.05 L-Jun.2022 0.8 


See footnotes at end of fable. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (5) 
seasonally adjusted 


change since 


Date 
Percent 
change 


Lodging away from home5  0.967 -1.0 -0.010 1.65 5-Jul.2022 -2.7 
Housing at school, excluding board 16  0.124 0.1 0.000 0.05 S-May 2022 0.1 


Other lodging away from home including hotels 
and motels  0.843 -1.2 -0.010 1.90 S-Jul.2022 -3.2 


Owners' equivalent rent of residences'6  23.637 0.8 0.193 0.05 L-Jun.1990 1.0 


Owners' equivalent rent of primary residence'°.   22.599 0.8 0.183 0.05 L-Jun.1990 1.0 


Tenants' and household insurance4'   0.363 -0.4 -0.002 0.12 5-Feb.2021 -1.2 


Water and sewer and trash collection services5  1.084 0.7 0.006 0.10 L-Jan.2022 0.9 


Water and sewerage maintenance  0.783 0.3 0.003 0.10 S-Jun.2022 0.3 


Garbage and trash collection  13 0.301 1.7 0.005 0.26 L-Nov.2018 3.0 


Household operations4'   


Domestic services4'   


Gardening and lawncare services4'   


Moving, storage, freight expense8 5  0.104 -2.2 -0.002 1.45 S-Oct.2021 -2.2 


Repair of household items4'   


Medical care services  6.864 1.0 0.068 0.13 L-Feb.1984 1.0 


Professional services  3.448 0.7 0.025 0.20 L-Jun.2022 0.7 


Physicians' services4  1.807 0.5 0.009 0.27 L-Mar.2022 0.5 


Denial services  0.911 0.5 0.005 0.19 S-Jul.2022 -0.2 


Eyeglasses and eye care 4' 0  0.351 3.2 0.011 0.37 L-EVER - 


Services by other medical professionals 4. e  0.379 0.0 0.000 0.10 S-Jul.2022 -0.3 


Hospital and related services  2.514 0.2 0.004 0.12 S-Feb.2022 0.0 


Hospital services'7  2.146 0.1 0.003 0.13 S-Feb.2022 -0.1 
Inpatient hospital services17' e  0.36 - - 


Outpatient hospital services9' 6  0.1 0.34 S-Jun.2022 0.1 


Nursing homes and adult day services 17  0.205 0.4 0.001 0.16 L-Jun.2022 1.4 


Care of invalids and elderly at home4' 8  0.162 0.1 0.000 0.24 L-Jul.2022 1.5 


Health insurance4' 8  0.901 2.1 0.019 0.15 S-Jun.2022 2.1 


Transportation services  5.860 1.9 0.112 0.19 L-Jun.2022 2.1 
Leased cars and trucks4' 14 0.828 0.047 0.35 - - 


Car and truck rental5  0.148 2.5 0.004 1.79 L-Mar.2022 11.7 


Motor vehicle maintenance and repair   1.052 1.9 0.020 0.21 L-Jun.2022 2.0 


Motor vehicle body work4  0.052 1.2 0.001 0.26 L-Jun.2022 1.8 


Motor vehicle maintenance and servicing4  0.571 1.7 0.010 0.25 L-Jun.2022 2.0 


Motor vehicle repair4' 6  0.386 2.2 0.008 0.31 5-Jul.2022 1.7 


Motor vehicle insurance  2.431 1.6 0.039 0.19 L-Jun.2022 1.9 


Motor vehicle fees4' 5  0.500 0.5 0.002 0.23 - - 


State motor vehicle registration and license 
fees4' 5  0.290 -0.1 0.000 0.02 5-Nov.2021 -0.2 


Parking and other fees4'   0.195 1.4 0.003 0.45 L-Jan.2021 1.5 


Parking fees and tolls5' 6  -0.7 0.53 S-Jun.2020 -1.4 


Public transportation  0.902 0.1 0.001 0.65 L-May 2022 8.6 


Airline fares  0.615 0.8 0.005 0.97 L-May 2022 12.6 


Other intercity transportation  0.091 2.2 0.002 0.62 L-Dec.2020 2.2 


Ship fare 4' 1.5 0.82 L-Feb.2022 2.0 


Intracity transportation4  0.194 -0.3 0.001 0.92 L-Jul.2022 0.4 


Intracity mass transit, 11,6  0.4 0.26 L-Nov.2021 1.0 


Recreation services11  3.108 0.2 0.005 0.21 L-Jul.2022 0.4 


Video and audio services11  1.135 -0.4 -0.004 0.17 S-Jul.2022 -0.6 


Cable and satellite television service13  1.040 -0.4 -0.004 0.13 - - 


Video discs and other media, including rental of 
video ' 0.095 0.0 0.000 1.04 8-Jan.2022 -0.2 
Video discs and other media 4. 5. 0.9 1.84 5-Jun.2022 0.3 


See footnotes at end of table. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise notedj 


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022- 
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (5) 
seasonally adjusted 
change since:3 


Date 
Percent 
change 


Rental of video discs and other media 4,5.6  


Pet services including veterinary5  
pet services4 5 a  


Veterinarian services5'   


Photographers and photo processing4'   


Other recreation services5  


Club membership for shopping clubs, fraternal, or 
other organizations, or participant sports 
fees4'   


Admissions4  


Admission to movies, theaters, and 
concerts4' 5, 6  


Admission to sporting events4' 5,6  


Fees for lessons or instructions4'   


Education and communication services"  


Tuition, other school fees, and childcare  


College tuition and fees  


Elementary and high school tuition and fees  


Day care and preschool12  


Technical and business school tuition and 
fees 4,   


Postage and delivery services5  


Postage  


Delivery services5  


Telephone services4   


Wireless telephone services4'   
Residential telephone services4' 11  


Internet seryices and electronic information 
providers   


Other persona! services4' 11  


Personal care services8  


Haircuts and other personal care services4'   


Miscellaneous personal services4  


Legal services4'   


Funeral expenses4'   


Laundry and dry cleaning services4'   


Apparel as vices other than laundry and dry 
cleaning   


Financial services4'   


Checking account and other bank 
services4' 5,6  


Tax return preparation and other accounting 
fees ,   


Special aggregate indexes 


All items less food  


All items less shelter  
All items less food and shelter  


All items less food, shelter, and energy  


All items less food, shelter, energy, and used cars and 
trucks  


All items less medical care  


All items less energy  


Commodities  


0.516 


0.030 


1.428 


0.3 


1.6 


0.6 


2.0 


0.5 


0.1 


0,008 


0.000 


0.001 


0.22 


0.32 


0.39 


0.60 


0.45 


0.41 


0.626 0.4 0.003 0.28 
0.448 -1.3 -0.006 0.87 L-Jul.2022 2.1 


L-May 2022 


L-Mar.2022 


L-Apr.2022 


L- M ar. 20 22 


8-Jul.2022 


L-Jul.2022 


1.0 


2.5 


1.7 


3'4 


-0.7 


0.9 


-0.6 0.61 - - 


-2.9 4,15 SApr.2022 -8.2 


0.168 2.8 0.005 0.43 L-Jun.2021 2.8 


5.267 0.2 0.009 0.06 - - 


2.488 0.4 0.009 0.08 8-Jul.2022 0.1 


1.429 -0.3 -0.004 0.09 5-Sep.2020 -0.5 


0.315 0.0 0.000 0.05 L-Jul.2022 0.4 


0.616 2.0 0.013 0.09 L-EVER - 


0.039 -0.1 0.000 0.11 S-Mar.2022 04 


0.081 0.4 0.000 0.06 L-Jul.2022 0.4 


0.073 0.1 0.000 0.01 S-Feb.2022 -1.7 


0.009 2.9 0.000 0.30 L-Jan.2010 7.0 


1.781 0.0 0.001 0.07 - - 


1.480 -0.1 -0.001 0.04 S-Jun.2022 -0.1 


0.302 0.6 0.002 0.27 L-Apr.2022 0.7 


0.907 -0.1 -0.001 0.20 - - 


1.353 0.3 0004 0.19 - - 


0.535 0.3 0.001 0.28 S-Jul.2022 0.2 


0.535 0.3 0.001 0.28 5-Jul.2022 0.2 


0.818 0.3 0.002 0.18 L-Jul,2022 0.5 


0.232 0.0 0.000 0.09 L-May 2022 1.0 


0.143 0.4 0.001 0.13 L-Jul.2022 0.5 
0.152 -0.6 -0.001 0.39 S-Mar,2007 -0.6 


0,017 5.0 


0.191 0.9 


0.001 


0.002 


0.45 


0.50 


L-EVER 


-0.2 0.30 S-Aug.2021 


1.2 0.51 S-Jul.2022 


-0.5 


0.6 


86.365 0.3 0.279 0,04 L-Jun.2022 1.4 


67.530 0.2 0.142 0.05 L-Jun,2022 1.7 


53.895 0.1 0.035 0.05 L-Jun.2022 1.8 


45.651 0.5 0.207 0.06 - - 


41.643 0.6 0,249 0.06 L-Jun.2022 0.7 


91.658 0.3 0.319 0.04 L-Jun,2022 1.4 


91.756 0.6 0.557 0.04 - - 


39.488 -0.3 -0.101 0.07 L-Jun.2022 2.1 


See footnotes at end of table. 







Table 6. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 


September 2022, 1-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


One Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Seasonally 
adjusted 
percent 
change 


Aug. 2022-
Sep. 2022 


Seasonally 
adjusted 


effect on All 
Items 


Aug. 2022- 
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (5) 
seasonally adjusted 
change since:3 


Date 
Percent 
change 


Commodities less food, energy, and used cars and 
trucks  


Commodities less food  


Commodities less food and beverages  


Services  


Services less rent of shelter' s  


Services less medical care services  


Durables  


Nondurables  


Nondurables less food  


Nondurables less food and beverages  


Nondurables less food, beverages, and apparel  


Nondurables less food and apparel  


Housing  


Education and communications  


Educations  


Communication5  


Information and information processing5  


Information technology, hardware and services'8  


Recreations  


Video and audios  


Pets, pet products and services5  


Photograph   


Food and beverages  


Domestically produced farm food4  


Other services  


Apparel less footwear  


Fuels and utilities  


Household energy  


Medical care  


Transportation  


Private transportation  


New and used motor vehicles5  


Utilities and public transportation  


Household furnishings and operations  


Other goods and services  


Personal care4  


17.281 0.3 0.046 0.12 S-Apr.2022 0.3 


25.853 -0.8 -0.208 0.09 L-Jun.2022 2.6 


24.984 -0.8 -0.208 0.09 L-Jun.2022 2.7 


60.612 0.8 0.488 0.05 L-Jun.2022 0.9 


28.405 0.9 0.257 0.06 L-Jun.2022 1.1 


53.649 0.8 0.430 0.05 L-Jun.2022 0.8 


12.719 -0.1 -0.015 0.14 S-Mar.2022 -0.9 


26.769 -0.5 -0.134 0.07 L-Jun.2022 2.8 
13.134 -1.6 -0.215 0.12 L-Jun.2022 4.4 


12.265 -1.8 -0.216 0.13 L-Jun.2022 4.7 


9.832 -2.0 -0.193 0.11 L-Jun.2022 5.5 


10.701 -1.7 -0.183 0.10 L-Jun.2022 5.1 


42.236 0.7 0.308 0.06 S-JuL2022 0.4 


6.024 0.1 0.005 0.07 - - 


2.575 0.4 0.009 0.08 5-Jul.2022 0.1 


3.449 -0.1 -0.004 0.10 L-Jun.2022 0.0 


3.368 -0.1 -0.004 0.11 L-Jun.2022 0.0 


1.586 -0.3 -0.005 0.25 L-Jun.2022 0.1 


4.989 0.1 0.005 0.17 S-Dec.2021 -0.1 


1.410 -0.2 -0.003 0.17 L-Jun.2022 0.0 


1.079 1.2 0.013 0.29 L-Mar.2022 2.1 


0.051 0.3 0.000 0.42 S-Jun.2022 -0.5 


14.504 0.7 0.107 0.08 S-Dec.2021 0.5 


7.136 0.6 0.042 0.14 S-Dec.2021 0.4 


9.728 0.2 0.018 0.08 - - 


1.836 -0.2 -0.004 0.46 S-Apr.2022 -0.6 


4.992 0.8 0.042 0.16 S-Jul.2022 -0.3 


3.908 0.9 0.034 0.20 S-Jul.2022 -0.4 


8.342 0.8 0.067 0.12 L-Oct.2019 0.9 


18.770 -0.6 -0.107 0.10 L-Jun.2022 3.8 


17.869 -0.6 -0.108 0.09 L-Jun.2022 4.1 


9.120 0.4 0.034 0.13 - - 


8.486 0.6 0.047 0.12 S-Jul.2022 -0.5 


4.774 0.5 0.022 0.20 S-Jun.2022 0.4 


2.702 0.3 0.009 0.14 5-Nov.2021 0,2 


2.186 0.4 0.008 0.16 3-Jul.2022 0.4 


The 'effect' of an item category is a measure of that item's con ribution to the All items price change. For example, lithe Food index had an effect of 
0.40, and the All items index rose 1.2 percent, then the increase in food prices contributed 0.40 / 1.2, or 33.3 percent, to that All items increase. 
Said another way, had food prices been unchanged for that month the change in the All items index would have been 1.2 percent minus 0.40, or 0.8 
percent. Effects can be negative as well. For example, if the effect of food was a negative 0.1, and the All items index rose 0.5 percent, the All items 
index actually would have been 0.1 percent higher (or 0.6 percent) had food prices been unchanged. Since food prices fell while prices overall were 
rising, the contribution of food to the All items price change was negative (in this case, -0.1 / 0.5, or minus 20 percent). 


2  A statistic's margin of error is often expressed as its point estimate plus or minus two standard errors. For example, if a CPI category rose 0.6 
percent, and its standard error was 0.15 percent, the margin of error on this item's 1-month percent change would be 0.6 percent, plus or minus 0.3 
percent. 
If the current seasonally adjusted 1-month percent change is greater than the previous published I-month percent change, then this column 
identifies the closest prior month with a 1-month percent change as (L)arge as or (L)arger than the current 1-month change. If the current 1-month 
percent change is smaller than the previous published 1-month percent change, the most recent month with a change as (S)mall or (S)maller than 
the current month change is identified. If the current and previous published 1-month percent changes are equal, a dash will appear. Standard 
numerical comparisons are used. For example, 0.6% is greater than 0.6%, -0.4% is less than -0.2%, and -0.2% is less than 0.0%. Note that a 
(L)arger change can be a smaller decline, for example, a -0.2% change is larger than a -0.4% change, but still represents a decline in the price 
index. Likewise, (S)maller changes can be increases, for example, a 0.6% change is smaller than 0.8%, but still represents an increase in the price 
index. In this context, a -0.2% change is considered to be smaller than a 0.0% change. 
Not seasonally adjusted. 
Indexes on a December 1997=100 base. 
Special indexes based on a substantially smaller sample. These series do not contribute to the all items index aggregation and therefore do not 
have a relative importance or effect. 







'Indexes on a December 2007=100 base. 
Indexes on a December 2005=100 base. 
Indexes on a December 1986=100 base. 
° Indexes on a December 1993=100 base. 
" Indexes on a December 2009=100 base. 


12 Indexes on a December 1 990=1 00 base. 
13 Indexes on a December 1983=100 base. 
14 Indexes on a December 2001=100 base. 


'5 Indexes on a December 2019=100 base. 
IS Indexes on a December 1982=100 base. 
17 Indexes on  December 1996=100 base. 


Indexes on  December 1988=100 base. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table 
[1982-84=100, unless otherwise noted]  


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) a Smallest (5) 
unadjusted change since:3 


Date 
Percent 
change 


All items  


Food  


Food at home  


Cereals and bakery products  


Cereals and cereal products  


Flour and prepared flour mixes  


Breakfast cereal  


Rice, pasta, cornmeal  


Rice4   


Bakery products  


Bread   


While bread   


Bread other than white5  


Fresh biscuits, rolls, muffins4  


Cakes, cupcakes, and cookies  


Cookies5  


Fresh cakes and cupcakes5  


Other bakery products  


Fresh sweetrolls, coffeecakes, doughnuts5  


Crackers, bread, and cracker products5  


Frozen and refrigerated bakery products, pies, 
tarts, turnovers5  


Meats, poultry, fish, and eggs  


Meats, poultry, and fish  


Meats  


Beef and veal  


Uncooked ground beef  


Uncooked beef roasts4  


Uncooked beef steaks4  


Uncooked other beet and veal4  


Pork  


Bacon, breakfast sausage, and related 
products4  


Bacon and related products5  


Breakfast sausage and related products4' s  


Ham  


Ham, excluding canned'  


Pork chops  


Other pork including roasts, steaks, and ribs4  


Other meats  


Frankfurters5  


Lunchmeats4'   


Poultry  


Chicken   


Fresh whole chicken5  


Fresh and frozen chicken parts6  


Other uncooked poultry including turkey4  


Fish and seafood  


Fresh fish and seafood   


Processed fish and seafood   


Shelf stable fish and seafood5  


Frozen fish and seafood   


Eggs  


100.000 8.2 0.09 S-Feb.2022 7.9 


13.635 11.2 1.511 0.19 S-Jul.2022 10.9 


8.475 13.0 1.049 0.29 S-Jun2022 12.2 
1.098 16.2 0.166 0.54 S-JuL2022 15.0 


0.355 17.7 0.057 0.79 L-EVER - 


0.059 24.2 0.013 1.42 L-EVER - 


0.149 16.6 0.023 1.23 L-Mar.1981 16.7 


0.147 15.9 0.021 1.21 L-Jan.2009 21.0 


13.6 1.30 L-May2009 13.6 


0.743 15.5 0.109 0.71 5-Jul.2022 14.2 


0.209 14.7 0.029 1.38 5-Jul.2022 13.7 


14.1 1.37 S-Jul.2022 12.9 


15.3 1.36 S-Jul.2022 14.3 
0.112 12.9 0.014 1.72 S-May2022 9.7 


0.182 16.0 0.028 1.68 1-EVER - 


15.7 1.15 1-EVER 


15.0 2.20 L-EVER 


0.240 17.2 0.038 1.16 L-EVER - 


16.0 1.67 1-EVER - 


16.4 1.72 S-May 2022 14.6 


20.4 1.90 L-EVER - 


1.905 9.0 0.168 0.71 S-Aug.2021 8.0 


1.769 7.7 0.136 0.71 5-Jul.2021 5.9 


1.112 4.7 0.054 0.92 S-Jun.2021 Ø5 


0.510 -1.1 -0.006 0.97 S-Jun.2021 -2.8 


0.190 3.9 0.007 1.12 8-Jul.2021 0.4 


0.076 -2.8 -0.002 2.91 S-May 2021 -5.8 


0.194 -4.8 -0.011 1.56 8-May 2017 -6.2 


0.050 -0.3 0.000 2.50 8-Apr.2017 -2.1 


0.360 6.7 0.025 1.71 8-Jun.2021 3.2 


0.161 7.9 0.012 1.89 8-Jun.2021 6.1 


3.7 2.17 S-Oci.2020 3.7 


14.7 1.90 1-Jul.2022 15.7 


0.066 8.1 0.005 2.87 S-Feb.2022 7.1 


7,5 3.44 8-Feb.2022 6.6 


0.051 5.5 0.003 2.62 L-May 2022 11.0 


0.082 4.6 0.004 3.71 1-Jun.2022 7.2 
0.242 15.5 0.035 1.13 S-Jul.2022 15.2 


16.5 2.39 S-Jul.2022 5.3 


17.0 1.01 S-May2022 16.8 


0.370 17.2 0.059 1.24 1-Jun.2022 17.3 


0.301 17.2 0.048 1.29 1-Jul.2022 17.6 


14.9 2.09 1-Jul.2022 15.9 
18.4 1.71 L-Jul2022 18.6 


0.069 17.0 0.011 3.14 L-EVER - 


0.287 8.0 0.023 0.99 5-Nov.2021 8.0 


0.146 6.4 0.009 1.61 8-Jun.2021 6.4 


0.141 9.7 0.013 1.08 - - 


8.0 1.70 S-Jul.2022 3.9 


11.0 1.66 S-Jul.2022 10.8 


0.136 30.5 0.033 2.04 S-Apr.2022 22.6 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table- Continued 
[1982-84=100, unless otherwise noted]  


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sep. 2022' 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (5) 
unadjusted change since:2 


Date 
Percent 
change 


Dairy and related products 


Milk4  


Fresh whole milks  


Fresh milk ether than whole 4, 


Cheese and related products  


ice cream and related products  


Other dairy and related products4 


Fruits and vegetables  


Fresh fruits and vegetables  


Fresh fruits  


Apples  


Bananas  


Citrus fruits4  


Oranges, including tangerines5  


Other fresh fruits4  


Fresh vegetables  


Potatoes  


Lettuce  


Tomatoes  


Other fresh vegetables  


Processed fruits and vegetables4  


Canned fruits and vegetables4  


Canned fruits4'   


Canned vegetables4'   


Frozen fruits and vegetables4  


Frozen vegetables5  


Other processed fruits and vegetables including 
dried   


Dried beans, peas, and lentils4   


Nonalcoholic beverages and beverage materials  


Juices and nonalcoholic drinks4  


Carbonated drinks  


Frozen noncarbonated juices and drinks4  


Nonfrozen noncarbonated juices and drinks4 


Beverage materials including coffee and tea4  


Coffee  


Roasted coffees  


Instant coffees  


Other beverage materials including tea   


Other food at home  


Sugar and sweets  


Sugar and sugar substitutes  


Candy and chewing gum4  


Other sweets4  


Fats and oils  


Butter and margarine4  


Butters  


Margarines  


Salad dressing4  


Other fats and oils including peanut butter4  


Peanut butter4'   


Other foods  


Soups  


Frozen and freeze dried prepared foods  


0.804 15.9 0.119 0.49 S-Jul.2022 14.9 


0.206 15.2 0.030 1.24 8-Apr.2022 14.7 


14.4 1.43 S-Feb.2022 12.4 


15.6 1.15 5-Apr.2022 14.2 


0.262 13.4 0.034 0.84 8-Jul.2022 12.6 


0.118 13.6 0.015 1.24 8-Jul.2022 11.3 


0.218 20.8 0.041 0.93 L-EVER - 


1.413 10.4 0.144 0.64 L-Sep.2008 10.4 


1.071 8.7 0.092 0.74 L-Sep.2008 9.7 


0.571 8.2 0.047 1.20 S-Jun.2022 7.3 


0.077 6.0 0.005 2.17 L-Jun.2022 6.0 


0.079 7.3 0.005 1.54 S-Jun.2022 6.6 


0.165 10.2 0.017 2.18 L-Jul.2022 11.0 


14.9 2.06 L-Apr.2022 16.6 


0.250 7.8 0.019 1.94 S-Jun.2022 6.5 


0.500 9.2 0.046 0.78 L-Mar.2011 9.8 


0.086 17.5 0.014 1.82 L-Mar.2009 17.8 


0.058 15.7 0.009 1.66 L-Apr.2019 15.9 


0.077 -1.0 -0.001 2.02 8-Jul.2022 -1.4 


0.278 8.4 0.023 0.97 L-Mar.2013 9.3 


0.343 16.0 0.051 0.91 L-EVER - 


0.177 19.0 0.031 1.47 L-EVER - 


18.6 1.39 L-EVER - 


18.8 1.63 L-Mar.2009 20.5 


0.100 14.1 0.013 1.48 L-EVER 


18.8 1.57 L-EVER 


0.065 11.4 0.007 1.86 8-Jun.2022 9.0 


9.6 2.73 8-Feb.2022 9.6 


0.973 12.9 0.121 0.65 5-Jun.2022 11.9 


0.684 12.7 0.084 0.84 S-Jun.2022 11.6 


0.287 12.4 0.035 1.76 S-Jun.2022 11.0 


0.007 5.8 0.000 1.09 L-Jul.2022 7.1 


0.390 13.0 0.049 0.87 8-Jul.2022 12.9 


0.288 13.5 0.037 0.83 8-Jun.2022 12.4 


0.187 15.7 0.027 1.15 S-May 2022 15.3 


16.7 1.31 S-May 2022 15.6 


11.7 1.79 S-Jun.2022 11.2 


0.101 9.5 0.010 1.65 L-EVER - 


2283 15.7 0.331 0.40 8-Jun.2022 14.4 


0.285 14.4 0.039 0.88 L-Apr.1981 17.7 


0.043 17.1 0.007 1.43 L-Apr.1981 24.6 


0.180 13.1 0.023 117 L-EVER - 


0.063 16.1 0.009 1.37 L-EVER - 


0.258 21.6 0.050 1.12 L-Apr.1975 23.6 


0.083 32.2 0.022 1.57 L-EVER - 


26.6 2.25 L-Nov.2014 27.2 


44.0 1.83 L-Feb.1975 47.1 


0.057 15.2 0.008 1.54 L-Jul.2022 16.0 


0.118 18.1 0.020 1.77 8-Jun.2022 17.1 


11.2 1.63 8-Jun.2022 9.5 


1.740 15.2 0.242 0.46 8-Jun.2022 14.6 


0.106 20.5 0.020 1.69 L-EVER - 


0.283 16.2 0.042 0.86 8-May 2022 15.0 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table - Continued 
[1982-84=100, unless otherwise noted]  


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sep. 2022' 


Standard 
error, 
median 
price 


change2 


Largest (L) o Smallest (5) 
unadjusted change since:3 


Date Percent 
change 


Snacks  


Spices, seasonings, condiments, sauces  


Salt and other seasonings and spices4' 


Olives, pickles, relishes4'   


Sauces and gravies4'   


Other condiments5  


Baby food   


Other miscellaneous foods' 


Prepared salads6.5  


Food away from home  


Full service meals and snacks4  


Limited service meals and snacks4  


Food at employee sites and schools4  


Food at elementary and secondary schools7'   


Food from vending machines and mobile vendors4 


Other food away from home4  


Energy  


Energy commodities  


Fuel oil and other fuels  


Fuel oil  


Propane, kerosene, and firewood8  


Motor fuel  


Gasoline (all types)  


Gasoline, unleaded regular5  


Gasoline, unleaded midgrade°'   


Gasoline, unleaded premium5  


Other motor fuels4  


Energy services  


Electricity  


Utility (piped) gas service  


All items less food and energy  


Commodities less food and energy commodities  


Household furnishings and supplies'0  


Window and floor coverings and other linens4  
Floor coverings4  


Window coverings4  


Other linens4  


Furniture and bedding  


Bedroom furniture  


Living room, kitchen, and dining room furniture4  
Other furnituro4  


Appliances4  


Major appliances4  


Laundry equipment5  


Other appliances4  


Other household equipment and furnishing S4 
Clocks, lamps, and decorator items  


Indoor plants and flowers' 1  


Dishes and flatware4  


Nonelectric cookware and tableware4  


Tools, hardware, outdoor equipment and supplies4., , 


Tools, hardware and supplies4  


Outdoor equipment and supplies4  


0.375 14.7 0.051 1.02 5-Jun.2022 14.3 


0.334 13.8 0.043 0.78 S-Jun.2022 12.2 


10.7 1.35 S-Apr.2022 9.8 
17.4 1.31 S-Jul.2022 15.8 


16.3 1.38 S-Jul.2022 16.1 


10,6 1.28 S-May 2022 7.0 


0.043 11.8 0.005 1.33 8-Mar.2022 10.8 


0.598 15.1 0.081 0.87 S-Jul.2022 15.0 


12.2 1.72 S-May2022 11.5 
5.160 8.5 0.462 0.28 L-Sep.1981 8.6 


2.404 8.8 0.229 0.35 S-Apr.2022 8.7 


2.497 7.1 0.187 0.44 S-Apr.2022 7.0 
0.051 91.4 0.034 3.39 L-EVER - 


0.037 7.2 


0.171 5.4 
0.002 


0.010 
0.99 L-Jul.2022 7.3 


0.68 S-May 2022 5.0 


8.244 19.8 1.434 0.35 8-Mar.2021 13.2 


4.565 19.7 0.775 0.65 SFeb 2021 1.6 
0.229 39.9 0.068 1.86 6-Feb.2022 33.4 


0.156 58.1 0.059 2.71 6-Feb.2022 43.6 


0.073 12.8 0.009 2.45 S-Jan.2021 7.7 


4.336 18.8 0.707 , 0.68 5-Feb.2021 1.4 
4.238 18.2 0.671 0.70 5-Feb.2021 1.5 


18.0 1.12 S-Feb.2021 1.8 


18.3 0.96 S-Feb.2021 1.2 


19.4 0.91 S-Mar.2021 16.6 


0.098 49.0 0.035 1.05 5-Feb.2022 40.5 


3.679 19.8 0.659 0.42 - - 


2.688 15.5 0.391 0.47 S-JuI.2022 15.2 


0.992 33.1 0.269 0.87 L-Jun.2022 38.4 


78.121 6.6 5.257 0.11 L-Aug.1982 7.1 


21.288 6.6 1.403 0.22 8-May 2021 6.5 


3.947 9.9 0.383 0.60 S-May 2022 9.7 


0.294 3.9 0.013 2.43 S-Aug.2021 0.5 


0.069 15.0 0.010 2.37 L-EVER - 


0.060 6.8 0.004 4.65 8-Sep.2021 6.5 


0.165 -1.3 -0.001 3.39 S-Aug.2021 -3.3 


0.978 10.1 0.097 1.37 S-Aug.2021 9.5 


0.315 5.7 0.019 2.10 S-Jun.2021 5.7 
0.489 12.7 0.060 2.01 S-Aug.2021 12.0 


0.165 11.4 0.018 2.81 L-Jun2022 12.0 
0.244 1.7 0.005 1.61 8-May 2020 1.2 


0.080 0.0 0.000 3.13 S-May 2020 -0.8 


7.9 6.20 S-Jul.2022 0.9 


0.162 2.5 0.005 2.12 S-Aug.2021 2.4 
0.552 8.9 0.048 1.66 L-Mar.2022 9.7 


0.330 10.0 0.032 2.59 L-Apr.2022 10.3 


0.097 7.3 0.007 2.70 L-Mar.2021 7.6 
0.051 14.1 0.007 4.12 L-EVER - 


0.074 3.2 0.002 2.27 S-Sep.2021 3.0 


0.931 12.5 0.111 0.90 L-EVER 


0.244 11.4 0.028 1.19 L-EVER 


0.462 13.3 0.059 1.17 L-EVER 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (1) o Smallest (5) 
unadjusted change since:3 


Date 
Percent 
change 


Housekeeping supplies  


Household cleaning products4  


Household paper products4  


Miscellaneous household products4  


Apparel  


Man's and boys' apparel  


Men's apparel  


Men's suits, sport coats, and outerwear  


Men's underwear, nightwear, swimwear, and 


accessories  


Men's shirts and sweaters4  


Men's pants and shorts  


Boys' apparel  


Women's and girls' apparel  


Women's apparel  


Women's outerwear  


Women's dresses  


Women's suits and separates4  


Women's underwear, nightwear, swimwear, and 
accessories4  


Girls' apparel  


Footwear  


Men's footwear  


Boys' and girls' footwear  


Women's footwear  


Infants' and toddlers' apparel  


Jewelry and watches3  


Watches8  


Jewelry5  


Transportation commodities less motor fuel'°  


New vehicles  


New cars5  


New trucks12' 5  


Used cars and trucks  


Motor vehicle parts and equipment  


Tires  


Vehicle accessories other than tires4  


Vehicle parts and equipment other than tires5  


Motor oil, coolant, and fluids5  


Medical care commodities  


Medicinal drugs"  


Prescription drugs  


Nonprescription drugs1°  


Medical equipment and supplies10  


Recreation commodities1°  


Video and audio products"  


Televisions  . .  


Other video equipment4  


Audio equipment  


Recorded music and music subscriptions4  


Pets and pet products..  


Pet food  a  


Purchase of pets, pet supplies, accessories',   


Sporting goods  


0.947 11.9 0.109 0.88 1-Jan.1981 12.3 


0.343 11.0 0.037 1.24 L-JuL2022 11.0 


0.221 12.4 0.027 1.66 S-Jul.2022 12.1 


0.384 12.3 0.045 1.51 1-EVER - 


2.433 5.5 0.136 0.85 1-Mar.2022 6.8 


0.614 3.7 0.023 1.47 S-Jul.2021 3.0 


0.474 3.9 0.018 1.65 5-Jul.2021 3.1 


0.078 9.5 0.007 4.72 S-Oct.2021 9.3 


0.156 2.7 0.034 2.63 1-Jul.2022 4.1 


0.115 4.2 0.004 2.95 S-Jul.2021 1.0 


0.119 2.2 0.002 3.94 S-Jul.2022 0.4 


0.141 3.6 0.005 2.64 S-Aug.2021 1.4 


0.947 7.6 0.073 1.37 L-Jan.1991 7.8 


0.795 7.3 0.059 1.51 1-Jan.1991 9.0 


0.056 3.6 0.002 4.67 S-Aug.2021 3.0 


0.084 2.7 0.002 3.19 L-Jul.2022 3.2 


0.383 10.0 0.039 2.25 L-EVER - 


0.262 5.6 0.015 2.82 L-Mar.2022 5.7 


0.152 9.0 0.013 4.60 1-Jan.2012 9.5 


0.597 3.9 0.024 1.13 S-Apr.2021 3.9 


0.200 3.1 0.006 1.67 S-May 2022 2.8 


0.115 3.5 0.004 2.88 8-Nov.2021 2.2 


0.282 4.8 0.014 1.75 5-Nov.2021 4.8 


0.115 6.7 0.008 5.09 S-Dec.2021 4.6 


0.160 4.3 0.008 3.48 1-Jan.2022 6.2 


0.030 2.2 0.001 2.94 1-Feb.2022 5.1 


0.130 4.1 0.007 4.37 L-Jan.2022 6.5 


8.574 8.4 0.668 0.36 S-Mar.2021 4.5 


4.049 9.4 0.370 0.65 S-Sep.2021 8.7 
10.5 0.67 S-Oct.2021 9.2 


9.1 0.78 S-Aug.2021 8.0 


4.008 7.2 0.226 0.10 S-Jul.2022 6.6 


0.430 13.4 0.055 0.79 - -. 


0.272 12.9 0.033 0.91 S-Dec.2021 12.4 


0.158 14.1 0.021 1.56 1-Jun.2022 14.1 
12.5 1.37 1-Apr.1980 13.8 


16.5 2.37 L.Jul.2022 17.7 


1.478 3.7 0.056 0.56 5-Jul.2022 3.7 


1.377 3.5 0.050 0.57 S-Jul.2022 3.5 


1.003 2.7 0.029 0.67 S-Jun.2022 2.5 


0.374 5.6 0.021 1.24 5-Jul.2022 5.4 


0.101 6.0 0.006 1.33 - 


1.880 4.0 0.079 0.57 L-Jul.2022 4.1 


0.276 -8.1 -0.024 1.16 L-Jul.2022 -6.6 


0.123 -17.9 .0.024 1.72 L-Jul.2022 -14.6 


0.025 -4.8 -0.002 2.15 5-Apr.2022 -4.8 


0.071 2.9 0.002 3.21 L-Jun.2022 3.3 


0.050 -1.2 -0.001 1.24 5-Jun.2022 -1.7 


0.563 11.1 0.062 0.79 1-Feb.2009 12.6 


14.0 1.21 L-Feb.2009 15.2 


7.7 1.93 1-Jun.2022 9.3 


0.549 3.0 0.017 1.45 S-Jan.2021 2.8 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (5) 
unadjusted change since:' 


Date 
Percent 
change 


Sports vehicles including bicycles  


Sports equipment  


Photographic equipment and supplies  


Photographic equipment4   


Recreational reading materials  


Newspapers and magazines4  


Recreational books4  


Other recreational goods4  


Toys  


Toys, games4 hobbies and playground 
equipment   


Sewing machines, fabric and supplies4  


Music instruments and accessories4..  


Education and communication commodities1°  


Educational books and supplies  


College textbooks 13 
Information technology commodities1°  


Computers, peripherals, and smart home 
assistants6  


Computer software and accessories   


Telephone hardware, calculators, and other 
consumer information items4  


Smartphones" 14 


Alcoholic beverages  


Alcoholic beverages at home  


Beer, ale, and other malt beverages at home  


Distilled spirits at home  


Whiskey at home5  


Distilled spirits, excluding whiskey, at home5  


Wine at home  


Alcoholic beverages away from home  


Beer, ale, and other malt beverages away from 
home 4'   


Wine away from home4'   


Distilled spirits away from home4   


Other goods"  


Tobacco and smoking products  


Cigarettes4  


Tobacco products other than cigarettes4  


Personal care products  


Hair, dental, shaving, and miscellaneous personal 
care products4  


Cosmetics, perfume, bath, nail preparations and 
implements  


Miscellaneous personal goods4  


Stationery, stationery supplies, gift wrap5  


Services less energy services  


Shelter  


Rent of shelter 15  


Rent of primary residence  


Lodging away from home'  


Housing at school, excluding board15  


Other lodging away from home including hotels 
and motels  


Owners' equivalent rent of residences15  


0.315 0.6 0.002 2.09 S-Apr.2020 -0.5 


0.223 6.5 0.015 1.94 L-Jun.2022 8.0 


0.021 6.1 0.001 2.22 5-Jul.2022 6.1 


5.9 2.67 L-Jul.2022 6.1 


0.098 5.6 0.005 1.28 5-Jul.2022 5.4 


0.059 8.7 0.005 1.67 S-May 2022 4.8 


0.040 1.5 0.001 1.82 L-Jun.2022 2.6 


0.373 4.7 0.018 1.36 L-EVER - 


0.286 4.2 0.012 1.65 L-Oct.1989 4.2 


0.028 


0.041 


0.757 


0.086 


0.671 


7.4 


11.0 


4.0 


-8.3 


4.6 


5.3 


-10.0 


0.331 -3.6 


0.020 4.5 


0.320 


0.869 


0.579 


0.220 


0.105 


0.254 


0.290 


1.349 


0.517 


0.446 


0.065 


0650 


-16.6 


-21.0 


4.1 


2.9 


4.5 


0.3 


1.0 


0.0 


2.7 


5.8 


6.4 


6.9 


4.6 


7.9 


8.2 


8.4 


6.8 


6.5 


0.003 


0.002 


-0065 


0.004 


-0.069 


2.20 L-EVER 


3.11 L-Jun.2021 


2.39 L-Jul.2022 


1.66 S-EVER 


204 - 


2.25 - 


1.97 S-Nov.2011 


-0.011 2.76 L-Jul.2022 


0.001 3.69 L-EVER 


-0.059 


0.037 


0.018 


0.010 


0.000 


0.007 


0.019 


0.109 


0.046 


0.040 


0.004 


0.043 


2.38 


3.54 


0.73 


0.90 


1.63 


1.09 


1.62 


1.55 


1.33 


1.13 


5-Jul.2021 


S-May 2021 


5-Jun.2022 


5-Jun.2022 


5-Jun.2022 


S-Aug. 2020 


3-Jul.2021 


8-Mar.2020 


L-Mar. 2009 


L-May 2022 


1.31 - 


0.95 S-Jul.2022 


1.44 L-May 2022 


0.44 L-EVER 


0.77 S-Jul.2022 


0.87 S-Jul.2022 


0.75 S-Jul.2022 


0.57 L-Mar.1983 


0.335 8.3 0.028 0.69 L-EVER 


13.3 


5.9 


-10.0 


.35 


-16.6 


-21.3 


4.0 


2.9 


4.3 


-0.1 


0.8 


-0.3 


3.9 


5.9 


6.6 


5.5 


7.7 


7.9 


6.0 


6.9 


0.306 4.5 0.015 1.08 L-Feb.2009 4.7 


0.182 10.7 0.020 1.63 L-Jun.2022 11.4 


10.4 2.75 L-Jul.2022 11.0 


56.833 6.7 3.854 0.12 L-Aug.1982 8.2 


32.470 6.6 2.178 0.14 L-Aug.1982 6.9 


32.108 6.7 2.179 0.14 L-EVER - 


7.304 7.2 0.537 0.15 L-Oct.1982 7.2 


0.967 2.9 0.026 2.60 5-Jul.2022 1.0 


0.124 2.6 0.003 0.31 L-Jul.2019 2.6 


0.843 


23.637 


3.1 0.023 


6.7 1.615 


2.99 S-Jul.2022 


0.12 L-EVER 


1.3 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table - Continued 
[1982-84=100, unless otherwise noted]  


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sap. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) or Smallest (3) 
unadjusted change since:3 


Date 
Percent 
change 


Owners' equivalent rent of primary residence15. 


Tenants' and household insurance4  


Water and sewer and trash collection services4  


Water and sewerage maintenance  


Garbage and trash collection' 2  


Household operations4  


Domestic services4  


Gardening and lawncare services4  


Moving, storage, freight expense4  - 


Repair of household items4  


Medical care services  


Professional services  


Physicians' services  


Dental services  


Eyeglasses and eye care8  


Services by other medical professionals8  


Hospital and related services  


Hospital services18  


Inpatient hospital services'°'   


Outpatient hospital services8' 5  


Nursing homes and adult day services'6  


Care of invalids and elderly at home   


Health insurance7  


Transportation services  


Leased cars and trucks'3  


Car and truck rental4  


Motor vehicle maintenance and repair  


Motor vehicle body work  


Motor vehicle maintenance and servicing  


Motor vehicle repair'  


Motor vehicle insurance  


Motor vehicle fees4  


State motor vehicle registration and license 
fees4  


Parking and other fees4  


Parking fees and tolls4'   


Public transportation  


Airline fares  


Other intercity transportation  


Ship fare 4.   


intracity transportation  


Intracity mass transit' °'   


Recreation services'°  


Video and audio services"  


Cable and satellite television service'2  


Video discs and other media, including rental of 
video4  


Video discs and other media4'   


Rental of video discs and other media4'   


Pet services including veterinary4  


pet services4'   


Veterinarian services4'   


Photographers and photo processing4  


Other recreation services4  


22.599 6.7 1,534 0.12 L-EVER - 


0.363 -0.3 -0.001 0.79 S-May 2022 -0.4 


1.084 4.9 0.055 0,30 L-Mar.2013 5.2 


0,783 4.8 0.038 0.25 L-Jun.2016 4.8 


0.301 5.3 0.017 0.76 L-Jun.2022 5.9 


0.104 2.2 0.002 2,55 S-Aug.2020 -0.5 


6,864 6,5 0.456 0.34 L-Jul.1993 6.6 


3.448 3.3 0.119 0,43 L-Dec.2021 3.3 


1.807 1.8 0.035 0,69 L-Jan.2022 2.6 


0.911 5.3 0.050 0,74 L-Jul.2008 5.8 


0,351 4.7 0.017 1.04 L-Nov.2005 4.8 


0.379 4.1 0,017 0.64 S-Apr.2022 4.1 


2.514 3.9 0,103 0.55 S-Jun.2022 3.9 


2,146 3.8 0.086 0.60 3-Apr.2022 3.6 


3.9 1.16 - - 


3.4 0.99 3-Jun.2022 3.3 


0.205 4.6 0.010 0,52 S-JuI.2022 4.5 


0.162 3.4 0.008 1,96 3-Jun.2022 2.0 


0.901 28.2 0.235 0.34 L-EVER - 


5.860 14.6 0.812 0.57 L-Oct.1980 14,9 


0.828 0.221 1.69 - - 


0,148 -1.4 -0.002 3.92 L-May 2022 -0.4 


1.052 11.1 0.116 0,62 L-Aug.1975 12.0 


0.052 12.6 0.007 0.94 L-Jul.2022 14.6 


0,571 8.4 0,049 0.77 L-Jun.1981 8,8 


0.386 15.0 0.056 1.33 L-EVER - 


2.431 10.3 0.246 0.97 L-Jun.2021 11.3 


0.500 2.7 0.014 0.75 L-Mar.2020 2.7 


0.290 2.5 0.008 0.28 3-Jul.2022 2.0 


0.195 2.8 0,006 1.55 L-Deo.2021 3.7 


3.3 2.29 3-Jul.2022 2.9 


0.902 27.1 0,216 1.44 L-Jul.1981 29.0 


0.615 42.9 0.205 2.32 L-Sep.1980 45.0 


0.091 1,0 0,000 2.93 L-Nov.2021 2.4 


-3.7 2.37 L-Apr.2022 -3.7 


0.194 4.6 0.010 1.51 L-Jan.2022 5.5 


1,3 4.43 L-May 2022 2,0 


3.108 4.1 0.133 0.47 3-Dec.2021 3.3 


1.135 2,5 0.030 0.43 S-Feb.2020 2.5 


1.040 2.2 0.024 0.44 3-Sep.2019 1.6 


0.095 5.6 0.006 4.53 L-Nov.2018 7.4 


12.4 5.35 L-EVER - 


5.4 1.34 S-Apr.2022 5.2 


0.516 11.0 0.057 0.68 L-EVER - 


6.3 1.11 L-May 2022 7.4 


11.6 1.31 L-EVER - 


0.030 6.4 0.002 1.15 L-EVER - 


1.428 2.8 0.044 0.92 3-Apr.2022 2.8 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 


September 2022, 12-month analysis table - Continued 
[1982-84=100, unless otherwise noted] 


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sap. 2021-
Sep. 20221 


Standard 
error, 
median 
price 


change2 


Largest (L) o Smallest (5) 
unadjusted change since:8 


Date 
Percent 
change 


Club membership for shopping clubs, fraternal, or 
other organizations, or participant sports 
fees4  


Admissions  


Admission to movies, theaters, and 
concerts4'   


Admission to sporting events 4,   


Fees for lessons or instructions8  


Education and communication services10  


Tuition, other school fees, and childcare  


Collage tuition and fees  


Elementary and high school tuition and fees  


Day care and preschool11  


Technical and business school tuition and fees4  


Postage and delivery services4  


Postage  


Delivery services4  


Telephone services4  


Wireless telephone services4  


Residential telephone services'0  


Internet services and electronic information 
providers4  


Other personal sarvices'°  


Personal care services  


Haircuts and other personal care services4  


Miscellaneous personal services  


Legal services8  


Funeral expenses8  


Laundry and dry cleaning services4  


Apparel services other than laundry and dry 
cleaning4  


Financial services8  


Checking account and other bank services4' ¶  


Tax return preparation and other accounting 
fees   


Special aggregate indexes 


All items lass food  


All items lass shelter  


All items lass food and shelter  


All items less food, shelter, and energy  


All items lass food, shelter, energy, and used cars and 
trucks  


All items lass medical care  


All items lass energy  


Commodities  


Commodities lass food, energy, and used cars and 
trucks  


Commodities less food  


Commodities less food and beverages  


Services  


Services lass rant of shelter15  


Services less medical care services  


Durables  


Nlondurablas  


0.626 4.1 


0.448 0.4 


0.027 0.85 L-Aug.2021 


0.002 1.76 S-Jun.2021 


4.9 


-2.7 


5.7 1.65 8-Mar.2022 4.6 


-9.5 6.53 8-May 2022 -10.8 


0.168 5.5 0.010 1.75 L-Aug.2021 5.9 


5.267 1.4 0.078 0.22 S-Aug.2021 1.3 


2.488 3.0 0.080 0.33 - - 


1.429 2.1 0.032 0.41 S-May 2022 2.1 


0.315 3.5 0.011 0.36 L-Jul.2021 3.5 


0.616 5.1 0.034 0.71 L-Aug.2008 5.1 


0.039 1.4 0.001 0.48 L-Sap.2021 1.5 


0.081 4.3 0.004 0.13 L-May 2022 4.3 


0.073 3.0 0.003 0.11 - - 


0.009 16.4 0.001 0.74 L-May 2022 16.4 


1.781 -0.3 -0.006 0.30 S-Oct.2019 -0.7 


1.480 -1,1 -0018 0.38 8-Oct.2019 -2.9 


0.302 3.6 0.012 0.89 L-Jun.2022 4.0 


0.907 


1.353 


0.535 


0.535 


0.818 


0.232 


0.143 


0.152 


-0.1 


5.9 


5.1 


5.1 


6.5 


7.4 


3.0 


7.0 


-0.001 


0.085 


0.029 


0.029 


0.057 


0.017 


0.004 


0.013 


0.78 


0.50 


1.02 


1.02 


0.37 


0.43 


0.52 


0.82 


S-Feb.2021 


L-Jul.2022 


L-Jun.2022 


L-Jun.2022 


8-Mar.2022 


8-Apr2022 


L-Jul.2022 


8-Oct.2021 


-0.3 


5.9 


6.3 


6.3 


6.4 


6.5 


3.4 


6.9 


0.017 13.7 0.003 1.06 L-EVER - 


0.191 6.8 0.014 0.78 L-Apr.2022 6.9 


3_S 2.34 8-Jul.2022 2.9 


86.365 


67.530 


53.895 


45.651 


41.643 


91.658 


91.756 


39.488 


10.8 / 1.07 


7.7 


9.0 


8.4 


6.7 


6.7 


8.4 


7.3 


9.5 


6.691 


6024 


4513 


3.079 


2.853 


7.689 


6.767 


3.688 


0.10 


0.10 


0.12 


0.14 


0.15 


0.09 


0.09 


0.14 


L-Feb.2019 13.8 


5-Jan.2022 


S-Jan.2022 


8-Oct.2021 


L-Apr.2022 


L-Jul.1982 


S-Feb.2022 


L-Jun.1982 


S-Sep.2021 


7.6 


9.0 


8.2 


6.9 


7.0 


8.4 


7.8 


9.1 


17.281 6.7 1.176 0.26 5-Dec.2021 6.5 


25.853 8.7 2.178 0.20 8-Mar.2021 4.4 


24.984 8.8 2.141 0.22 8-Mar.2021 4.5 


60.512 7.4 4.513 0.11 L-Aug.1982 8.6 


28.405 8.2 2.335 0.16 L-EVER - 


53.649 7.5 4.057 0.12 L-Aug.1982 8.3 


12.719 7.1 0.854 0.31 S-Mar.2021 3.7 


26.769 10.8 2.834 0.17 S-Fab.2022 10.7 


See footnotes at end of table. 







Table 7. Consumer Price Index for All Urban Consumers (CPI-U): U.S. city average, by expenditure category, 
September 2022, 12-month analysis table - Continued 
[1982-84=100, unless otherwise noted]  


Twelve Month 


Expenditure category 


Relative 
importance 


Aug. 
2022 


Unadjusted 
percent 
change 


Sep. 2021-
Sep. 2022 


Unadjusted 
effect on All 


Items 
Sep. 2021-
Sep. 2022' 


Standard 
error, 
median 
price 


change" 


Largest (L) o Smallest (5) 
unadjusted change since:3 


Date 
Percent 
change 


Nondurables less food  


Nondurables less food and beverages  


Nondurables less food, beverages, and apparel  


Nondurables less food and apparel  


Housing  


Education and communication4  


Education4  


Communication4  


Information and information processing4  


Information technology, hardware and services17  


Recreation4  


Video and audio4  


Pets, pet products and services4  


Photography4  


Food and beverages  


Domestically produced farm food  


Other services  


Apparel less footwear  


Fuels and utilities  


Household energy  


Medical care  


Transportation  


Private transportation  


New and used motor vehicles4  


Utilities and public transportation  


Household furnishings and operations  


Other goods and services  


Personal care  


13.134 10.4 1.323 0.28 5-Mar.2021 5.0 


12.265 10.9 1.286 0.29 S-Mar.2021 5.3 


9.832 12.4 1.151 0.29 5-Mar.2021 7.9 


10.701 11.6 1.188 0.27 S-Mar.2021 7.3 


42.236 8.0 3.401 0.12 L-Jun.1982 8.7 


6.024 0.2 0.013 0.25 8-Dec.2018 0.2 


2.575 3.1 0.084 0.33 - - 


3.449 -1.9 -0.072 0.38 8-Feb.2018 -5.0 


3.368 -2.1 -0.076 0.39 S-Feb.2018 -5.2 


1.586 -4.1 -0.070 0.88 S-Oct.2015 -4.1 


4.989 4.1 0,212 0.38 - - 


1.410 0.3 0.005 0.45 8-Sep.2019 0.2 


1.079 11.0 0.118 0.53 L-EVER - 


0.051 6.4 0.003 1.07 L-EVER - 


14.504 10.8 1.548 0.19 8-Jul.2022 10.5 


7.136 13.3 0.900 0.30 S-Jul.2022 13.3 


9.728 2.8 0.296 0.19 S-Dec.2021 2.6 


1.836 6.0 0.111 1.01 L-Mar.2022 6.8 


4.992 16.9 0.783 0.29 S-Jul.2022 16.6 


3.908 20.8 0.728 0.41 8-Jul.2022 20.5 


8.342 6.0 0.513 0.29 L-Aug.1993 6.0 


18.770 12.6 2.186 0.28 8-Mar.2021 5.8 


17.869 12.0 1.970 0.26 8-Mar.2021 7.0 


9.120 9.9 0.832 0.39 L-May 2022 13.7 


8.486 11.4 0.949 0.24 L-Oct.1982 11.5 


4.774 9.3 0.440 0.50 S-May 2022 8.9 


2.702 6.9 0.194 0.36 L-Feb.2010 7.6 


2.186 6.6 0.148 0.37 L-Nov.1982 7.0 


1 The 'effect' of an item category Is a measure of that item's con ribution to the All items price change. For example, if the Food index had an effect of 
0.40, and the All items index rose 1.2 percent, then the increase in food prices contributed 0.40 / 1.2, or 33.3 percent, to that All items Increase. 
Said another way, had food prices been unchanged for that year the change in the All items index would have been 1.2 percent minus 0.40, or 0.8 
percent. Effects can be negative as well. For example, it the effect of food was a negative 0.1, and the All items index rose 0.5 percent, the All items 
index actually would have been 0.1 percent higher (or 0.6 percent) had food prices been unchanged. Since food prices fell while prices overall were 
rising, the contribution of food to the All items price change was negative (in this case, -0.1 / 0.5, or minus 20 percent). 


2 A statistic's margin of error is often expressed as its point estimate plus or minus two standard errors. For example, if a CPI category rose 2.6 
percent, and its standard error was 0.25 percent, the margin of error on this item's 12-month percent change would be 2.6 percent, plus or minus 
0.5 percent. 


2 1f the current 12-month percent change is greater than the previous published 12-month percent change, then this column identifies the closest prior 
month with a 12-month percent change as (L)arge as or (L)arger than the current 12-month change. If the current 12-month percent change is 
smaller than the previous published 12-month percent change, the most recent month with a change as (S)mall or (8)maller than the current month 
change is identified. If the current and previous published 12-month percent changes are equal, a dash will appear. Standard numerical comparison 
is used. For example, 2.0% is greater than 0.6%, -4.4% is less than -2.0%, and -2.0% is less than 0.0%. Note that a (L)arger change can be a 
smaller decline, for example, a -0.2% change is larger than a -0,4% change, but still represents a decline in the price index. Likewise, (S)maller 
changes can be Increases, for example, a 0.6% change is smaller than 0.8%, but still represents an increase in the price index. In this context, a 
-0.2% change is considered to be smeller than a 0.0% change. 
Indexes one December 1997=100 base. 
Special indexes based on a substantially smaller sample. These series do not contribute to the all items index aggregation and therefore do not 
have a relative importance or effect. 
Indexes on a December 2007=100 base. 
Indexes on a December 2005=100 base. 
Indexes on a December 1986=100 base, 
Indexes on a December 1993=100 base. 


10 Indexes on a December 2009=100 base, 
' Indexes on a December 1990=100 base, 


12 Indexes one December 1983=100 base. 


13 Indexes on a December 2001=100 base. 
14 Indexes on a December 2019=100 base, 


15 Indexes on a December 1982100 base, 







° Indexes on a December 1996=100 base. 


17 Indexes on a December 1986=100 base. 
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Selected Interest Rates (Daily) - H.15 


H.15 Selected Interest Rates RSS 0 Data Download 


The release is posted daily Monday through Friday at 4:15pm. The release is not posted on holidays or in the event that the 


Board is closed. 


Release date: October 14, 2022 


Selected Interest Rates 


Yields in percent per annum 


- Instruments 2022 2022 2022 2022 2022 


Oct Oct Oct Oct Oct 
7 10 11 12 13 


Federal funds (effective) 1 2 3 3.08 308 3.08 3.08 3.08 


Commercial Paper 3 4 5 6 


Nonfinancial 


1-month 3.12 3.13 3.12 3.17 


2-month 3.36 3.34 n-a- 3.46 


3-month 3.59 3.67 3.72 3.73 


Financial 


1-month n-a. 3.17 3.19 3.25 


2-month n-a, na, n-a. 3.52 


3-month n-a. 3.67 3.56 3.79 


Bank prime loan 2 3 7 6.25 6.25 6.25 6.25 6.25 


Discount window primary credit 2 B 3.25 3.25 3.25 3.25 3.25 


U.S. government securities 


Treasury bills (secondary market) 3 4 


4-week 2.92 2.92 2.91 3.23 


3-month 3.31 3.53 3.56 3.64 


6-month 3.96 4.05 4.03 4.16 


1-year 4.05 4.09 4.10 4.26 


Treasury constant maturities 


Nominal 9 


1-month 


3-month 


6-month 


1-year 


2-year 


3-year 


5-year 


7-year 


10-year 


20-year 


30-year 


Inflation indexed 10 


5-year 1.78 


7-year 1.68 


10-year 1.62 


20-year 1.66 


30-year 1.73 


Inflation-indexed tong-term average 11 1.93 


*Markets closed. 


n.a.Not available. 


Footnotes 


3.03 3.07 3.07 3.35 


3.45 3.67 3.70 379 ! 


4.09 4.17 4.16 4.30, 


4.24 4.20 4.26 4.46 


4.30 4.30 4.28 4.47 


4.33 4.31 4.29 4.44 


4.14 4.14 4.12 4.21 


4.03 4.06 4.03 4.11 


3.89 3.93 3.91 3.97 


4.13 4.19 4.18 4.25 


3.86 3.92 3.90 3.97 


1.78 1.80 1.83 


1.68 169 1.71 


1.62 1.62 1.63 


1.66 1.65 1.65 


1.73 1.71 1.72 


1.94 1.92 1.93 


EXHIBIT 


U  


1, As of March I, 2016, the daily effective federal funds rate (EFFR) is a volume-weighted median of transaction-level data collected from depository institutions 


in the Report of selected Money Market Rates (FR 2420). Prior to March 1, 2016, the EFFR was a volume-weighted mean of rates on brokered trades. 


https://wvwfederalreserve.gov/releases/h15/ 1/2 
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2. Weekly figures are averages of? calendar days ending on Wednesday of the current week; monthly figures include each calendar day in the month. 


3. Annualized using a 360-day year or bank interest. 


4. On a discount basis. 


5. Interest rates interpolated from data on certain commercial paper trades settled by The Depository Trust Company. The trades represent sales of commercial 


paper by dealers or direct issuers to investors (that is, the offer side). The 1-, 2-, and 3-month rates are equivalent to the 30-, 60-, and 90-day dates reported on 


the Board's Commercial Paper Web page (vwv.federalreserve.gov/releases/cp/). 


6. Financial paper that is insured by the FDIC's Temporary Liquidity Guarantee Program is not excluded from relevant Indexes, nor is any financial or nonfinancial 


commercial paper that may be directly or indirectly affected by one or more of the Federal Reserve's liquidity facilities. Thus the rates published after September 


19, 2008, likely reflect the director indirect effects of the new temporary programs and, accordingly, likely are not comparable for some purposes to rates 


published prior to that period. 


7. Rate posted by a majority of top 25 (by assets in domestic offices) insured U.S-chartered commercial banks. Prime is one of several base rates used by 


banks to price short-term business loans, 


8. The rate charged for discounts made and advances extended under the Federal Reserve's primary credit discount window program, which became effective 


January 9, 2001 This rate replaces that for adjustment credit, which was discontinued after January 8, 2003. For further information, see 


www.federalreserve.gov/boarddocs/pressThcreg/2002/2002l03I2/default.htrn. The rate reported is that for the Federal Reserve Bank of New York. Historical 


series for the rate on adjustment credit as well as the rate on primary credit are available at v.rv'v.federalreserve.gov/releaseslhl5/data.htm. 


9. Yields on actively traded non-inflation-indexed issues adjusted to constant maturities. The 30-year Ti-easury constant maturity series was discontinued on 


February IS, 2002, and reintroduced on February 9, 2006. From February 18, 2002, to February 9, 2006, the U.S. Treasury published a factor for adjusting the 


daily nominal 20-year constant maturity in order to estimate a 30-year nominal rate. The historical adjustment factor can be found atvAvw.treasury.gov/resource-


center/data-chart-center/interest-rates/. Source: U.S. Treasury. 


10, Yields on Treasury inflation protected securities (TIPS) adjusted to constant maturities. Source: U.S. Treasury. Additional information on both nominal and 


inflation-indexed yields may be found atvAvw.treasury.gov/resource-center/data-chart-center/interest-rates/. 


ii. Based on the unweighted average bid yields for all TIPS with remaining terms to maturity of more than 10 years. 


Note: Current and historical 1-1.15 data, along with weekly, monthly, and annual averages, are available on the Boards Data 


Download Program (DDP) at w-vwv.federalreserve.gov/datadowriload/Choose.aspx?rel=H15). Weekly, monthly and annual 


rates are averages of business days unless otherwise noted. 


Description of the Treasury Nominal and Inflation-Indexed Constant Maturity Series 


Yields on Treasury nominal securities at 'constant maturity" are interpolated by the U.S. Treasury from the daily yield curve for 


non-inflation-indexed Treasury securities. This curve, which relates the yield on a security to its time to maturity, is based on 


the closing market bid yields on actively traded Treasury securities in the over-the-counter market. These market yields are 


calculated from composites of quotations obtained by the Federal Reserve Bank of New York. The constant maturity yield 


values are read from the yield curve at fixed maturities, currently 1, 3, and 6 months and 1, 2, 3, 5, 7, 10, 20, and 30 years. 


This method provides a yield for a 10-year maturity, for example, even if no outstanding security has exactly 10 years 


remaining to maturity. Similarly, yields on inflation-indexed securities at "constant maturity" are interpolated from the daily yield 


curve for Treasury inflation protected securities in the over-the-counter market. The inflation-indexed constant maturity yields 


are read from this yield curve at fixed maturities, currently 5, 7, 10, 20, and 30 years. 


Last Update: October 14, 2022 
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Opinion 
Robert Burgess 


The Fed's Next Crisis Is Brewing in US 
Treasuries 
The central bank can't afford to let the world's most important market seize up. It must 
act now to restore liquidity for Treasuries. 


The Federal Reserve needs to restore liquidity to the US government bond market. Photographer: ANGELA VVE/SS/AFP 


By Robert Burgess 


October 14,2022 at 5:00 AM EDT 


Markets have been whipsawed in recent weeks, first by talk that a cooling labor market would allow the Federal Reserve to "pivot" away 


from its aggressive interest-rate hiking campaign, and then by comments from central bankers that any such move would be premature 


- as Thursday's hot consumer price index report proved. Perhaps there's a solution that would allow the Fed to continue to battle 


inflation while also addressing what is rapidly becoming a potential crisis in the world's most important market—Us Treasuries. 


The word "crisis" is not hyperbole. Liquidity is quickly evaporating. Volatility is soaring. Once unthinkable, even demand at the 


government's debt auctions is becoming a concern. Conditions are so worrisome that Treasury Secretary Janet Yellen took the unusual 


step Wednesday of expressing concern about a potential breakdown in trading, saying after a speech in Washington that her department 


is "worried about of adequate liquidity" in the $23.7 trillion market for US government securities. Make no mistake, if the Treasury 


market seizes up, the global economy and financial system will have much bigger problems than elevated inflation. 


Massive Debt Pile 
America's borrowing has soared since the financial crisis to service expanding budget deficits 


OEU Cross EX.  







Marketable US debt outstanding 


2000 2010 2020 


Sources: US Treasury, Bloomberg 
$22 = $22 trillion 


But rather than slow, or even stop, the pace of rate increases, which would only resurrect the notion that there's indeed a Fed "put" 


designed to bail out investors, the central bank could choose to slow quantitative  tightenmg. Whereas quantitative easing, or QE, injects 


liquidity into the financial system through bond purchases, QT has the opposite effect. Instead of selling bonds, the Fed is allowing the 


$9 trillion or so of US Treasuries and mortgage securities it has accumulated on its balance sheet since the 2008 financial crisis to mature 


without replacing them. The amount of QT conducted by the Fed ramped up to the maximum of $95 billion per month in September 


from $47.4 billion. 


Bloated Balance Sheet 
The Feds quantitative easing program boosted its assets to almost $9 trillion 


Federal Reserve balance sheet assets 
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The thing is, just like there's no strong evidence that many years of QE had the desired effect pa of srkingjpflation, it's unlikely that QT 


will help temper inflation. What it is more likely to do - and is probably already doing - is cause havoc in the government bond 


market, the benchmark for all other markets that determine the cost of money for governments, companies and consumers. 


A Bloomberg index shows liquidity in the Treasury market is worse now than during the early days of the pandemic and the Iocicdowns, 


when no one knew what to expect. Similarly, implied volatility as measured by the ICE BofA MOVE Index is near its highest since 2009. 


And in an unusual development that shows just how dysfunctional the Treasury market has become, the newest, most liquid securities, 


known as on-the-run notes, trade at a discount to older, tougher-to-trade off-the-run securities, according to data compiled by 


Bloomberg. Daily swings in interest-rate swaps have become extreme, proving further evidence of disappearing liquidity. 


Bad Combination 
The US Treasury market is suffering from declining liquidity and elevated volatility 
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A higher Liquidity Index means liquidity is moving lower. 
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What should be most concerning to the Fed and the Treasury Department is deteriorating demand at US debt auctions. A key measure 


called the bid-to-cover ratio at the government's offering Wednesday of $32 billion in benchmark 10-year notes was more than one 


standard deviation belowthe average for the last year, according to Bloomberg News. Demand from indirect bidders, generally seen 


as a proxy for foreign demand, was the lowest since March 2021 , data compiled by Bloomberg show. Although the Treasury is in no 


jeopardy of suffering a "failed auction;' lower demand means the government is paying more to borrow. 


All this is coming as Bloomberg News reports that the biggest, most powerful buyers of Treasuries - from Japanese pensions and life 


insurers to foreign governments and US commercial banks -are ajjjulling back at the same time. "We need to find a new marginal 


buyer of Treasuries as central banks and banks overall are exiting stage left;" Glen Capelo, who spent more than three decades on Wall 


Street bond-trading desks and is now a managing director at Mischler Financial, told Bloomberg News. 


Backing Away 


Banks have started to reduce their holdings of Treasury and agency securities 
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I 
The US bond market, which sets the tone for debt markets worldwide, is hardly alone. The ructions in UK gifts the last two weeks laid 


bare the liquidity crisis bubbling in most major sovereign debt markets. From the Fed's perspective, it's probably hesitant to tinker with 


QT for fear of being seen as more concerned with bailing out Wall Street fat cats than taming inflation. But, again, QE and QT have been 


shown to have more of an impact on the smooth functioning of the financial system than the real economy. And it's not like the Fed 


hasn't tweaked its QT program before to address disruptions in the market's plumbing. Recall that in 2019 the central bank halted QT 


and flooded the banking system with cash to arrest a large and unsettth &riseinrepo .....rates that led to undue stresses. Another option is 


for the Fed to use its standing repurchase facility to provide a liquidity backstop to the Treasury market, which Yellen said, "can be 


helpful." 


The thinking among market participants is that the Fed will keep raising rates until something "breaks?' That something increasingly 


looks like it may be the Treasury market, which would be the worst-case scenario on anyone's scorecard. Time is running out for the Fed 


to act. 
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FED FOCUS 


Rate hike pain to stretch into 2023 as Fed sees recession 
likely 


Thursday, September 22, 2022 9:38 AM ET 


By Brian Scheid 
Market Intelligence 


Fed Chairman Jerome Powell says there is no "painless" way to tame inflation. 


Source: Federal Reserve 


Interest rates will surge, the housing market may crash, economic growth will slow to a crawl and millions more 
Americans will be out of work as part of the Federal Reserve's ongoing baffle with inflation. 


That is if everything goes to plan as the central bank tries to get inflation back to about 2% again. 


"I wish there were a painless way to do that," Fed Chairman Jerome Powell said. "There isn't." 


Powell's comments followed the rate-setting Federal Open Market Committee's Sept. 21 decision to hike its federal 
funds rate by 75 basis points, bringing the target for the benchmark rate to between 3% and 3.25%. Since March, the 
Fed has boosted rates by 300 basis points, including three straight 75-basis-point hikes, after leaving them near 0% for 
roughly two years in response to the pandemic. 
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Powell gave no indication during his press conference that central bank officials had any plans to slow down this push 
for higher rates and said with this latest 75-bps hike, the Fed may now be at just the "very lowest level" of what may be 
considered restrictive monetary policy. 


"There's a ways to go," Powell said. 


Fed now forecasts rates ending 2022 at 4.4%, 2023 at 4.6% 
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Dire forecasts 


This is clear in the forecasts from Fed officials included in a summary of economic projections that was released shortly 


before Powell's press conference. 


The median forecast among FOMC officials is for the federal funds rate to end 2022 at 4.4%, equating to 125 bps in 
hikes over the next two meetings and 100 bps higher than central bank officials' forecast just three months ago. The 
median forecast also shows the federal funds rate ending 2023 at 4.6%, a clear signal that Fed officials plan to continue 
to hike through next year as inflation has remained at levels not seen in 40 years in spite of a historically aggressive 


tightening of policy. 


"Their greatest fear is that inflation becomes entrenched," said Patrick Leary, a senior trader with Loop Capital Market. 
"What Powell is realizing is that the only way they avoid that is by torpedoing the economy." 


The Fed's median 2022 forecast for the personal consumption expenditures price index, the Fed's preferred measure of 
inflation, is now at 5.4%, up from 2.6% in December 2021. 
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Fed economic forecasts for 2022 shitted significantly over past 2 years (%) 
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Soft landing unlikely 


In addition, the median forecast for real GDP growth this year fell to 0.2%, down from 4% in December, while 
unemployment is forecast to climb to 3.8% this year and 4.4% in 2022. The unemployment rate has never increased by 
more than 0.5% from its low point during the previous 12 months without a recession occurring. 


"It's becoming clear that we'll have to sacrifice some growth and job market progress to manage inflation," said Callie 
Cox, a U.S. investment analyst at eToro. "But as the days go on, the margin of error between a slowdown and a 
recession is dwindling." 


Powell seemed to offer his strongest warning of a looming recession to date, cautioning that the likelihood of a "soft 
landing" would decline if the Fed needed to keep policy restrictive much longer. 


In his comments, Powell repeatedly said the Fed was committed to getting inflation down to 2% since failure to do so 
would result in "greater pain later on. The personal consumption expenditures price index, the Fed's preferred inflation 
gauge, rose 6.3% year over year in July, with data for August due out on Sept. 30. 


The federal funds rate could "easily" run up to 5% if the Fed's effort continue to make little impact on inflation, said Cox 
with eToro. 


With Powell giving no hint that the central bank could pivot to cut or even pause rate hikes, stocks dipped and volatility 
soared. 
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S&P 500 has dropped nearly 21% from alt-time high (index value) 
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Source: S&P Global Market IntetUgence 


The CBOE Volatility Index, widely referred to as the market's fear gauge, on Sept. 21 settled at its highest point since 
mid-June. The S&P 500 dropped more than 1.7% on the day and has fallen nearly 21% since it closed at its all-time high 


on Jan. 3. 


Investors are shaken by the outlook for a longer environment of high rates, Cox said. 


Treasury yields have also surged this year as the Fed has boosted rates and stopped its bond buying. 
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US Treasury 10-year yield hits highest point since 2011 (%) 
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The yield on the 10-year Treasury hit its highest paint since 2011 this week, while several portions of the yield curve 
have further inverted, a recession signal. 


"Real rates are above 1% for all tenors, the yield curve is inverted, the dollar is strong and this is a fast-moving global 
tightening cycle," said Kathy Jones, managing director and chief fixed-income strategist with the Schwab Center for 
Financial Research. "It's hard for me to see that this won't result in a global recession." 
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Understanding the inverted yield curve 


  Long viewed asawarning sign of potential economic trouble 


ahead, an inverted yield curve refers to a point in time where 


- - - - - - short-term U.S. Treasury bonds pay more interest to investors 


Ulf t i ;; than longer-dated bonds Investors typically demand higher 
t: returns for long-term investments due to greater perceived risk. 


- - - — - 
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Inverted yield curve 


The yield cu we Is a linear plot of bond yields by 
maturity at  specific point In time. 


Normal,, the curve slopes up, with shorter-term 
yields like the 2-year and 6-year lower than 
longer-term yields, such as the 10-year and 
30-year. 


The cane Inverts when shorter-term Interest 
rates rise above (anger-term yields. Investors 
and economists typically look at the difference 
between 2- and lO-yearyields, or the 5-and 
30-year bonds, though the most Important spot 
for an inversion to occur Is  matter of debate. 


The U.S. Treasury yield curve has Inverted 
before every recession In the past 50 years. 


While it is considered a reliable Indicator, an 
1 2 3 6 1 2 3 s 7 10 20 30 inverted curve does not necessarily mean a 
ma ma ma ma yr yr yr yr yr yr yr yr recession is near. 


Bond term 


As of April 25, 2022. 
Photo source: stoinphetclE-t- via Catty Images 
Source: S&P Global Market intelligence 


This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately 
managed division of S&P Global. 
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