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Q. Are you the same Paul M. Normand who has previously filed direct testimony in

this proceeding?

Yes, I am.

What is the purpose of your rebuttal testimony?

I am responding to the recommendations of Staff Witness James 1. Cunningham, Jr.,

made in his Direct Testimony dated October 31, 2008, in this proceeding.

What specific points in Mr. Cunningham's testimony are you addressing in this

rebuttal testimony?
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NET SALVAGE

Do you agree with Mr. Cunningham's recommendation with respect to his

proposing no change to the Company's existing approved Net Salvage (NS)

levels for Mains (-10%) and Services (-60%)?

No, I do not. The Company's last depreciation study supporting these results was

prepared in 1989 using plant data in service as of 9/30/88. The length of time since

the last study alone would dictate that these currently approved NS levels are

inadequate given that the largest component of cost of removal (COR) is labor which

has increased considerably over the last 20 years. I also reviewed industry ranges as

part of the overall analysis of each account to ensure that the recommendations

proposed are reasonable. PMN-3, which is attached to this testimony, presents AGA

industry data for gas utilities showing the Net Salvage (NS) ranges generally
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experienced in the gas industry, and supports my proposed NS levels. PMN-4

presents more recent industry trends and ranges for major gas distribution accounts.

A review of this data also for Accounts 376, Mains, and 380, Services, shows that the

NS proposed is reasonable.

Do you agree that having more Cost of Removal (COR) and salvage data

available would improve the estimation of any proposed NS levels included in

your proposed depreciation accrual rates?

In general, having available additional data and analyses is always better as it

certainly adds support to the proposed level of recovery. In this case, however, it is

very unlikely that additional data would have changed our proposed

recommendations whatsoever.

Why is that the case?

The net salvage data provided by the Company was for a period from 2000 through

2006 for Mains and Services (see response to Staff Data Request 2-70, attached as

Attachment PMN-5). In that response, the results are net salvage levels of

approximately -70% for Mains and -175% for Services. The current approved levels

of net salvage are -10% and -60%, respectively. In recognizing the time lapse since

the last study, coupled with increasing labor costs being the primary component of

removal costs and the actual realized COR mentioned above, the proposed COR

values included in the proposed accrual rate calculations are very reasonable. The

following table reflects how conservative the Company's proposed changes to COR

are:
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Table 1
Cost of Removal

Proposed to
Existing Proposed Realized Realized Percent

Mains -10% -15% -69.56% 21.6%

Services -60% -70% -175.42% 39.9%

The Company's realized (experienced) net salvage levels of -69.56% for Mains and -

175.42% for Services is well above the proposed level as shown above of using only

-15% or 21.6% of what the Company realized for Mains and -70% or 39.9% for

Services. These proposed NS levels are reasonable and reflect levels that are

consistent with industry results as demonstrated on PMN-3 and PMN-4.

Since your recommended levels of COR are very conservative, when would

additional data as suggested by Mr. Cunningham be more crucial to any

proposed level of COR?

Any COR proposal which would attempt to include levels of COR approaching 100%

of calculated levels should be supported by as much data as possible. Our experience,

along with industry data, have shown that the results calculated in this case are

reasonable for the industry. More importantly, the levels proposed are but a fraction

of the realized values.

Do you agree with Mr. Cunningham's characterization that removal costs and

installation costs are essentially offsetting?

No, I do not. Mr. Cunningham assumes that the effort and process to retire an asset is

identical to the effort and process of installing an asset. That assumption is simply

incorrect and misleading. It is not appropriate to compare the labor cost to retire an
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asset to the current cost of installing the asset. The appropriate comparison is of the

labor costs to retire an asset to the asset's original cost. That is the only relevant

relationship that is appropriate in establishing reasonable COR levels of recovery.

Do you have any additional comments with respect to Mr. Cunningham's

depreciation calculations as presented on his Schedule JJC-9?

Yes. Mr. Cunningham's calculations incorrectly included a reserve variance for a

fully depreciated Account 376 (Laboratory Equipment), thereby further overstating

his results by $157,480.
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Do you agree with Mr. Cunningham's depiction on page 19, beginning at line 1,

of the depreciation study results showing that a surplus or excess has been

accumulated by the Company?

No, I do not. The calculation of the reserve variance is a result of considering two

separate components. First, the Company's book depreciation reserve is one

component which includes all accounting factors (accruals, retirements, gross

salvage, cost of removal, and adjustments). The second component required to derive

the variance is the calculated theoretical reserve with net salvage which is the sum of

the future depreciation accruals using the new proposed depreciation parameters

(average service lives, net salvage, and Iowa curves). The difference between these

two values is the reserve variance.

Do you agree with Mr. Cunningham's recommendation with respect to a much

shorter period over which the surplus reserves should be amortized?
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