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INDIANA FINANCE AUTHORITY AND INDIANA GASIFICATION 

PLEASE STATE YOUR NAME, OCCUPATION, AND ADDRESS. 

My name is Ralph E. Miller. I am an independent consulting economist. My office is at 

5502 Western Avenue, Chevy Chase, Maryland 20815. 

HA VE YOU SUBMITTED OTHER TESTIMONY IN THIS PROCEEDING? 

Yes. My direct testimony was filed March 23,2011 as Public's Exhibit No. 1. 

WHAT IS THE PURPOSE OF THIS CROSS-ANSWERING TESTIMONY? 

I am responding to the direct testimony of the following other witnesses: 

• Vectren Energy witnesses Jerrold L. Ulrey, Stephen L. Thumb, and Ronald 
Norman 

• Citizens Groups witness Robert McCullough 

• Six Indiana LDCs witness John T. Stenger. 

12 Each of these parties (Vectren, Citizens Groups, and Six LDCs) claims that Indiana 

13 Gasification's (IG) base case forecast of natural gas prices is far too high. Each party 

14 presents an alternative natural gas price forecast and uses that alternative forecast to 

15 determine the likely net benefits (or net losses) to Indiana customers from the proposed 

16 SNG Contract. Each party's witnesses conclude that the SNG Contract is likely to result 

17 in losses for Indiana customers, and each party's witnesses recommend that the 
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Commission should not approve the SNG Contract. For each party, the results of the 

2 benefits analysis based on alternative natural gas price projections are a major part of the 

3 reason for recommending rejection of the SNG Contract. (Each party also presents other 

4 reasons for rejecting the contract, but I am not addressing those other issues.) 

5 Q: DO YOU HAVE AN EXPERT OPINION OR POSITION ON WHETHER THE 
6 ALTERNATIVE NATURAL GAS PRICE FORECASTS ARE BETTER OR 
7 MORE LIKELY THAN IG'S BASE CASE FORECAST? 

8 A: No. It is not important for the Commission to determine which natural gas price forecast 

9 is "best" or most likely. The Commission should instead try to identify a range within 

10 which future gas prices are likely to occur, and to make some assessment of the 

11 likelihood that future gas prices will occur in each pati of that range. The Commission 

12 can then make judgments about the likely range of possible net benefits or net losses to 

13 Indiana customers from the SNG Contract, and it can assess the likelihood of various 

14 possible levels of net benefits or net losses. 

15 Q: WHY IS IT IMPORTANT FOR THE COMMISSION TO IDENTIFY A RANGE 
16 OF REASONABLY LIKELY FUTURE NATURAL GAS PRICES? 

17 A: The purpose of the proposed SNG Contract is to hedge the risk that future natural gas 

18 prices may be very high. Even if the Commission concludes that the contract would 

19 yield net losses to Indiana customers under the single, "most likely" gas price forecast, 

20 that conclusion would not be an appropriate reason for rejecting the contract. Neither 

21 would a conclusion that there is a 55% probability that the contract will yield net losses, 

22 and only a 45% probability of net benefits. If the losses would result from low natural 

23 gas prices in future years, and if the SNG Contract would generally yield net benefits if 

24 gas prices turn out to be high in the future, then the SNG Contract would still be a hedge 
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1 against high gas prices. On the other hand, if the Commission concludes that there is 

2 only a 1 % probability that the SNG Contract will yield net benefits, then it should 

3 conclude that the contract is not an effective hedge against high gas prices. 
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A: 

DO YOU HAVE ANY COMMENTS ABOUT THE EXTENT OF THE RANGE OF 
REASONABLY LIKELY FUTURE NATURAL GAS PRICES? 

Yes. The IG base case natural gas price forecast is within that range. The forecasts 

projecting much lower natural gas prices - including the Energy Ventures Analysis 

(EVA) forecast presented by Vectren witness Thumb and the EIA forecasts used by 

Citizens Groups witness McCullough and Six LDCs witness Stenger - are based on the 

expectation that there will be an enormous expansion of shale gas production at costs of 

around $5.50 per Dth or less. Even if the Commission concludes that rapid and 

relatively low-cost growth of shale gas production is at this time the most likely outcome 

(and, as I stated, I have no position on this issue), it is certainly not the only plausible 

outcome. 

15 At page 12 of his testimony, Vectren witness Ulrey presents the Bipartisan/Clean 

16 Skies Report (Exhibit JLU-3) in suppOli of his view that the rosy outlook for shale gas 

17 will reduce gas price volatility and implicitly also lead to lower future gas prices than 

18 had been expected even a year or two ago. However, at pages 37-40, the same report 

19 also emphasizes that there remain "large uncertainties" that cloud this rosy outlook. 

20 Three sources of uncertainty are identified in the report: (1) "to what extent cunent 

21 resource assessments accurately capture the actual economically recoverable resource 

22 base;" (2) "the cost of producing and delivering shale gas;" and (3) "the environmental 
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risks associated with shale gas development and their implications for public acceptance 

2 of increased shale gas production in different areas of the country." This coalition report 

3 thus admits candidly that the favorable gas supply situation that it foresees is not in any 

4 way guaranteed, but just the coalition's view of the most likely outcome. EIA's AEO 

5 [Annual Energy Outlook} 2011 Early Release Overview mentions the same three 

6 concerns - the quantity of economically recoverable shale gas supplies, the cost of 

7 producing them, and environmental concerns - in connection with its own downward 

8 revision of projected future natural gas prices. 

9 The EVA report presented by Vectren witness Thumb provides a fmiher perspective 

lOon the environmental concerns. It identifies and discusses "seven highly publicized 

11 incidents concerning potential well water contamination" and claims that "all ... have 

12 been shown to be false allegations .... " (Exhibit SLT-3, pages 2-20 and 2-21.) One of 

13 the incidents discussed there is water contamination in Susquehanna County, P A, where 

14 Cabot Oil & Gas was drilling in the Marcellus shale. The EVA repOli states that the 

15 contaminant there was benzene, toluene, and xylene (BTX), which are not used in 

16 fracturing, attributing this information to Natural Gas Week and the Oil & Gas Journal. 

17 However, the May 2011 issue of Discover, a popular science and technology magazine, 

18 reports an incident in Dimock, P A, and the information it provides is not entirely 

19 consistent with the EVA repOli. According to the Discover story on "Fracking 

20 America," the Pennsylvania Depatiment of Environmental Protection found high levels 

21 of methane in some Dimock water supplies, and that story makes no mention ofBTX. 
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1 I do not know whether the Dimock incident is the same as the one in the EV A 

2 report, but Dimock is in Susquehanna County, and the drilling there was done by Cabot 

3 O&G. It is also possible that EVA and Discover are describing the same incident, and 

4 that both reports are conect but incomplete - Discover may have omitted mention of 

5 the BTX that was also found in the water, and either the EV A report or its cited sources 

6 may have omitted mention of the methane that was also found there. The important 

7 lesson here is that public perceptions may differ from the gas industry perspective on the 

8 environmental risks of shale gas, and that these public perceptions may affect and 

9 impede the course of shale gas development even if they are somehow "wrong" in the 

10 judgment of some ostensibly impartial expeli authorities. 

11 Q: AT PAGE 30 OF HIS TESTIMONY, VECTREN WITNESS NORMAN CLAIMS 
12 THAT THE WIDE RANGE OF POSSIBLE GAINS OR LOSSES FROM THE 
13 SNG CONTRACT SHOWS IT IS AN INEFFECTIVE HEDGE. DO YOU 
14 AGREE? 

15 A: No. Mr. Norman has it backwards, and his testimony on this point misrepresents the 

16 fundamental purpose and function of a hedge. The purpose of a hedge is to protect 

17 against the uncertainty or variability of the cost of an underlying transaction that will be 

18 made sometime in the future. A perfect hedge will yield a gain if the actual future cost 

19 of the underlying transaction turns out to be at the high end of its possible range, and the 

20 hedge will yield a loss if the actual future cost of the underlying transaction is at the low 

21 end. If the actual future cost of the underlying transaction is high, the gain on the hedge 

22 offsets the excess of the actual future cost of the underlying transaction, so the 

23 combination of the hedge gain plus the high underlying cost equals the cost that was 

24 expected when the hedge was ananged, before the actual future cost of the underlying 
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1 transaction was known. Conversely, if the actual future cost of the underlying 

2 transaction is low, the unexpected savings on that actual cost is offset by the loss on the 

3 hedge, again yielding the originally expected cost of the underlying transaction. 

4 If the range of possible costs for the underlying transaction - in this case, the 

5 purchase of natural gas over a thirty-year time span - is wide, then the range of possible 

6 gains and losses on the hedge (the SNG Contract) must be equally wide in order to offset 

7 the uncertainties in the range of costs of the underlying natural gas purchases. 

8 By focusing on the range of possible outcomes for the SNG Contract alone, 

9 Mr. Norman not only misses the point of a hedge, he negates it. His own testimony 

10 suggests the purchase of NYMEX natural gas futures contracts as a hedge. But futures 

11 contracts, which in some respects are near-perfect hedges, exhibit exactly the same wide 

12 variability in possible outcomes that Mr. Norman criticizes in the SNG Contract. If 

13 actual natural gas prices tum out to be much higher in the future than the present prices 

14 of the NYMEX contracts, the NYMEX contracts themselves will yield large profits. 

15 And if actual natural gas prices tum out to be much lower in the future than the present 

16 prices of the NYMEX contracts, the NYMEX contracts themselves will yield large 

17 losses. The uncertainty about the eventual amount of gains or losses on the hedge itself 

18 is thus the essence of the hedge, not something that detracts from its purpose. 

19 Q: DOES THIS CONCLUDE YOUR CROSS-ANSWERING TESTIMONY? 

20 A: Yes, it does. 
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CROSS-ANSWERING 
TESTIMONY OF TYLER E. BOLINGER 

CAUSE NO. 43976 
INDIANA FINANCE AUTHORITY & INDIANA GASIFICATION 

I. Purpose and Qualifications 

Please state your name and business address. 

My name is Tyler E. Bolinger, and my business address is 115 W. Washington 

St., Suite 1500 South, Indianapolis, IN 46204. 

By whom are you employed and in what capacity? 

I am employed as the Director of the Electric Division for the Indiana Office of 

Utility Consumer Counselor (OUCC). 

Please describe your credentials. 

I graduated from Ohio University in 1982 with a Bachelor's degree in economics. 

I was named to the Phi Beta Kappa Honor Society and the National Dean's List 

during my senior year of undergraduate studies. I attended graduate school at 

Michigan State University and received a Master's degree in economics in 1984. 

In 1985, I completed all course work and comprehensive examinations required 

for a Ph.D. degree in economics. I have also completed several courses in 

accounting, including intermediate accounting and advanced financial accounting. 

I became Director of the OUCC's Electric Division in May, 2008. Prior to 

that, I was the OUCC's Natural Gas Director (1999 to 2008) and the OUCC's 

Chief Economist (1994 to 1999) with responsibilities in electricity, natural gas, 

telecommunications, water, and sewer regulation. I began my regulatory career 
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with the Indiana Commission as a Utility Analyst in 1987. In 1990 I was 

trans felTed to the OUCC at the time of the reorganization of the Commission and 

the aucc. During 1985 and 1986, I worked as an Economic Analyst with the 

Indiana Department of Commerce. 

While employed by the IURC, I attended the regulatory studies program at 

Michigan State University sponsored by the National Association of Regulatory 

Utility Commissioners (NARUC). Since then I have attended numerous other 

energy, regulatory, and financial training seminars. I have worked on a wide 

variety of gas, electric, telecommunications, water and sewer issues, including 

Alternative Regulatory Plans (ARPs). I have testified before the IURC on many 

issues, including ARPs, regulatory policy, utility planning, cost of capital, fair 

return, fair value ratemaking, utility finance, gas costs, gas procurement, and gas 

rate decoupling. 

What is the purpose of your cross-answering testimony? 

My cross-answering testimony will primarily respond to testimony put forth by 

Vectren Energy in this Cause. Through testimony of four witnesses, Vectren 

attempts to cast itself as representing the interests of Indiana ratepayers. My 

testimony will explain that Vectren has major conflicts of interest, which 

undermine its credibility as an advocate for ratepayers. Also, one of the major 

topics covered by Vectren is coal supply and procurement in the Illinois Basin. I 

will describe Vectren's recent poor performance regarding coal procurement and 

its conflicts of interests in this area. Here again, this poor performance, combined 

with Vectren's conflicts of interest, undermines Vectren's credibility with regard 
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to promoting ratepayer interests and coal procurement. Finally, I will briefly 

respond to testimony by NIPSCO witness Mr. Frank A. Shambo regarding the 

difficulty of predicting natural gas prices very far into the future. 

What did you do to prepare to testify in this Cause? 

I reviewed the joint petition and testimony and exhibits filed in this Cause. I also 

reviewed Ind. Code 4-4-11.6. (SNG Legislation) I reviewed material related to 

Vectren's performance as a coal buyer for its electric utility operation. I also 

reviewed material related to V ectren' s coal mining operations. Its affiliate, 

Vectren Fuels, supplies the vast majority of coal purchased by Vectren's electric 

utility. 

n. Vectren's Conflicts oflnterest 

Is Vectren a coal producer? 

Yes. Vectren Corporation has a coal mining affiliate that mines and sells coal to 

Vectren's electric utility and to other third parties through a wholly owned 

subsidiary, Vectren Fuels. The company owns three underground mines 

(Prosperity, Oaktown 1 and Oaktown 2) and one surface mine (Cypress Creek). 

All mines are in Indiana and produce coal from the Illinois Basin. Vectren's 

electric utility (Vectren South) has purchased the vast majority of its coal from 

Vectren Fuels for the last several years. The shareholders that own the electric 

utility (coal buyer) also own Vectren Fuels (coal seller). 

Does this create conflicts between ratepayer and shareholder interests? 

Yes. The electric utility has a duty to make every reasonable effort to provide 
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electricity to its customers at the lowest fuel cost reasonably possible. I This duty 

conflicts with Vectren shareholder interests in maximizing the profit earned by 

Vectren Fuels on its sales of coal to Vectren South. Reasonable efforts to lower 

fuel costs at Vectren South could certainly lead to lower profits at Vectren Fuels. 

This creates a conflict. 

In its testimony in this Cause, does Vectren disclose its coal mining interests 
or the conflict between ratepayer interests in receiving the lowest fuel cost 
reasonably possible and Vectren shareholder interests in maximizing coal 
mining profits? 

I do not recall such disclosures. 

Why are Vectren's conflicts of interest relevant in the current proceeding? 

Vectren purports to represent ratepayer interests in this Cause. The aucc 

believes that Vectren' s conflicts of interest severely compromise its credibility as 

a ratepayer advocate. The Commission should understand and consider these 

conflicts of interest when it decides how much weight to give to Vectren's 

testimony proffered in this Cause. 

III. Vectren 's Coal Procurement Performance 

Has Vectren's control of coal mines in the Illinois Basin resulted in low coal 
costs for Vectren South? 

No, not recently at least. Despite Vectren South's location in the Illinois Basin, 

this utility has recently maintained the highest costs of steam generation and the 

highest fuel costs among major Indiana electric utilities. In Vectren South's 

quarterly fuel adjustment (F AC) proceedings, aucc witness Mr. Michael Eckert, 

I Ind. Code 8-1-2-42(d)(1) 
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CPA, routinely presents comparative infonnation for Indiana's major utilities. 

My Attachment TEB-l contains the most recent version of the comparison based 

on steam generation costs. My Attachment TEB-2 shows a second comparison 

based on fuel costs in mills per kilowatt-hour. These attachments highlight how 

non-competitive Vectren South's cost of steam generation has become, compared 

to other utilities in Indiana like Indianapolis Power & Light Company (IPL). I 

understand that IPL procures competitively and also relies heavily on Indiana 

coal. I also understand that IPL does not have a self-dealing arrangement with a 

coal affiliate comparable to the Vectren South - Vectren Fuels relationship. 

Why is Vectren's poor performance at coal procurement relevant in this 
Cause? 

Vectren presents itself as a coal and fuels market expert and advisor to the 

Commission in this Cause. The OUCC believes that Vectren's poor perfonnance 

at coal procurement seriously calls its credibility into question when addressing 

matters related to coal. 

Did you review the testimony of Ms. Emily Medine on behalf of V ectren? 

Yes. Ms. Medine's testimony addresses coal and petroleum coke markets and the 

potential use of Indiana coal by the SNG plant. With regard to Indiana coal, Ms. 

Medine concludes that the likelihood of the SNG plant using Indiana coal is 

diminished due to the plant's access to barge delivered coal on the Ohio river. 

She testifies that: 

The location of this project and what is known of its 
planned infrastructure would heavily favor use of Illinois 
Basin coal from other states and potentially give such states 
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a price advantage on a delivered cost basis. [Medine direct, 
p. 17, lines 13 - 15.] 

Ms. Medine's exact meaning and purpose behind this testimony are open 

to interpretation. However, it does leave the reader to wonder whether Vectren 

would be more supportive of the project contemplated by the SNG legislation if 

its location did not lend itself to a highly competitive coal procurement process. 

A different project location might make it easier for high cost coal to compete, but 

that situation would not serve ratepayer interests. 

Will it be a detriment to Indiana ratepayers if the plant conducts a highly 
competitive coal procurement process? 

No. 

IV. NIPSCO Witness Mr. Shambo 

Did you read the testimony of NIPS CO witness Mr. Frank Shambo? 

Yes. In his Question 16 (page 12) Mr. Shambo describes his extensive gas market 

experience and the difficulty of predicting natural gas prices. Mr. Shambo testifies 

in part: 

Lastly, I have learned that predicting natural gas prices very 
far into the future is nearly impossible. Because of the price 
volatility and related negative impact on customers, NIPSCO 
now routinely hedges gas supplies both financially and 
physically. These hedges historically covered a one to three 
year period, with nothing approaching 30 years. A 30-year 
financial hedge, with a large portion of the hedge tied to a 
fixed component, will make prices more consistent from year 
to year for customers. (Shambo Direct, pp. 12-13.) 

Do you generally agree that "predicting natural gas prices very far into the 
future is nearly impossible"? 
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Yes. I do, based on my expeIience as the OVCC's Natural Gas Director. I came into 

that position in 1999, toward the end of an extended period of relatively low gas 

pIices. Natural gas had become extremely popular, and its use was growing for 

electIic power generation. However, the early part of the next decade saw a painful 

peliod of gas price spikes. As I recall, the Commission had generally supported a 

diversified pOlifolio approach to gas purchasing even before these plice spikes. 

That suppOli solidified during the decade of the 2000s. Thus, my own expeIience 

confinns Mr. Shambo's position in this regard. 

Does this conclude your cross-answering testimony? 

Yes. 
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AFFIRMATION 

I affirm, under the penalties for peljury, that the foregoing representations are true. 

1 b~ 
By: Tyt'holinger 
Indiana Office of 
Utility Consumer Counselor 

April 18,2011 
Date 

Cause No. 43976 
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NISOURCE CORPORATE SERVICES CO. 
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