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Direct Testimony of Walter P. Drabinski, Vantage Energy Consulting, LLC.

Indiana Utility Regulatory Commission Cause No. 43936
1 A. BACKGROUND AND PURPOSE OF TESTIMONY

2 BACKGROUND

3 Q. Please state your name, Company and business address.
4 A Walter P. Drabinski, Vantage Energy Consulting LLC., 21460 Overseas Hwy,

5 Cudjoe Key, F1 33042.

6 Q. Whatis your occupation?
7 A I am the President of Vantage Energy Consulting LLC (Vantage), a management
8 consulting firm that provides services to the regulated utility industry. On this

9 assignment I have the capacity of Project Director for Vantage.

10 Q. Please describe your educational background and professional experience.

11 A My education includes a BS in Electrical Engineering from the State University

12 of New York at Buffalo in 1972 and an MBA from The Wharton School
13 (University of Pennsylvania) in 1984. My experience totals 38 years, including
14 10 as a utility company manager and 28 as a management consultant specializing
15 in utility issues.

16 Q. Please expand upon your background in the utility industry.

17 A I began my career with Niagara Mohawk Power Company (NiMo). During my

18 first five years with NiMo in upstate New York, I assisted in the
19 construction/conversion of 2,000 MW of power plants. During construction, my
20 primary responsibilities included review of operational design considerations,
21 monitoring of construction, and acceptance testing of all electrical power

Vantage Energy Consulting, LLC
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Direct Testimony of Waiter P. Drabinski, Vantage Energy Consulting, LLC.

Indiana Utility Requlatory Commission Cause No. 43936

systems, including load metering and transmission telemetry control systems, and
many other systems. During this period, I also assisted in the integration of the
transmission system and new generation with the New York Power Pool. After
construction completion of the 850 MW Oswego 5, 1 became Electrical
Maintenance Supervisor, with responsibility for routine maintenance at the
Oswego Steam Plant, and outage assistance at two nearby nuclear stations and
fifteen local hydro generation stations. During my last five years at NiMo, I was
Director of Training and had responsibility for technical training at all fossil,
hydro and nuclear plants. During this time, I developed extensive programs on
power plant efficiency improvement. [ authored, or co-authored, five training
manuals on power plant operations, instrumentation, and control as part of an

Electric Power Research Institute project.

Q. Describe your career in management consulting.

A.

In 1984, I joined a national management consulting firm in New York City and
have worked as a management consultant since that time. I formed Vantage
Consulting, Inc., in 1992 as a Pennsylvania corporation and operated under that
name until 2010 when we incorporated in Florida as Vantage Energy Consulting
LLC. Since that time, our firm has worked on almost 150 assignments with
utilities, state and federal regulators, and law firms. I have testified over seventy-
five times on areas of deregulation, fuel and energy procurement, construction

prudence, reliability, performance, and operations.

Vantage Energy Consulting, LLC
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Indiana Utility Requlatory Commission Cause No. 43936

Q. Have you had experience with mergers and acquisitions as a management
consultant?

A. I have provided support on six actual and proposed mergers. In each case I
worked for one of the utilities invoived in the merger. My responsibilities
included development and review of potential merger savings, preparation of
testimony for regulatory approval and preparation of witnesses for hearings. My
entire resume is included as an attachment to this testimony.

PURPOSE OF TESTIMONY

Q. On whose behalf are you testifying?

A. Vantage was retained by the Indiana Office of Utility Consumer Counselor
(OUCC) to review, comment, and make recommendations on the proposed
potential synergies or savings that Citizens Energy Group (“CEG”) and Booz and
Co. have determined are achievable with the consolidation of the management
and operation of the Department of Waterworks of the City of Indianapolis
(“DOW?), the Sanitary District of the City of Indianapolis and CEG.

Q. How did you accomplish this assignment?

A In order to accomplish this task, Vantage performed the following activities.

Reviewed relevant testimony including the testimonies of Messrs. Lykins, Johnson,
Brehm and Flaherty.
Reviewed responses to numerous data requests in Cause No. 43936 related to the

development of the potential synergies.
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e Analyzed in detail workpapers of Booz & Co., supporting the development of the
synergies.

e Attended three days of the hearings in this docket for the cross-examinations of
Messrs. Lykins, Johnson, Flaherty and Brehm.

e On December 20, 2010, met with representatives of Booz & Co., CEG’s legal
counsel and members of the OUCC staff to examine in detail Booz’s analysis of
synergies.

e Performed our independent assessment of the savings quantified and anticipated to
result from the consolidation of the gas, chilled water, steam, water, and sewer
operations.

Q. Were your conclusions and recommendations presented in a report to the OUCC?

A. Yes. The Report is attached to my testimony.

B. CONCLUSIONS AND RECOMMENDATIONS

Q. Please summarize the conclusions in your Report.

A. There are several conclusions in the Report. They are noted in bold and designated
by the letter C and a number, such as C-i; C-2; etc. However, the key conclusions are
the following.

e The analysis of synergies associated with this merger is more complicated than
typical mergers between like type utilities where savings are more direct and easier to

quantify. (See the discussion in Section 111, C of the Report.)

Vantage Energy Consulting, LLC

Management Consulting and Energy Services




10

11

12

13

14

15

16

17

18

19

20

21

Direct Testimony of Walter P. Drabinski, Vantage Energy Consuliting, LLC.

Indiana Utility Regulatory Commission Cause No. 43936

o The key assumptions used by Booz & Co. in their analysis appear to be realistic. The

key assumptions include a phase in period for realizing the synergies, an escalation
rate, a percentage reduction in supply spending levels, and potential savings
percentages based on experience with previous consolidations. (See the discussion in
Section 111, B of the Report.)

e The 51% of savings calculated through direct analysis appear to be likely for CEG to
achieve, while the savings identified through indirect analysis may be more difficult
to achieve. (See the discussion in Section III, C of the Report.)

¢ The rising costs of sewer and water construction and associated commodities may
have more of an overriding impact on costs than the savings due to the merger itself.
(See the discussion in Section IV, C and Section VI, Appendix A of the Report.)

Please summarize the recommendations in your Report.

A. Based on our analysis, the report makes the following recommendations.

R-1  Within 60 days from the date of closing the proposed transaction, CEG should

file a report with the IURC and copy to the OUCC specifying the metrics that

CEG proposes to use to track savings realized from the consolidation of the gas.

water, sewer and other gperations as well as the costs incurred.

R-2  Within 180 days from the date of closing the proposed transaction. CEG

should file a report with the IURC and copy to the QUCC providing the status of

the implementation of the consolidation, the savings realized by categories

consistent with Exhibit TJF-2, support for the savings. the costs incurred and

Vantage Energy Consulting, LLC
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Indiana Utility Regulatory Commission Cause No. 43936

support for the costs.  Subsequent to the initial report. reports on the

implementation, savings realized and cost incurred should be provided on a semi-

annual basis for a period of at least four (4) years.

Pages 19 — 21 of the report provide additional details in support of these
recommendations.
Q. Does this conclude your testimony?

Yes.

Vantage Energy Consulting, LLC
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AFFIRMATION

[ affirm, under the penalties for perjury, that the foregoing representations are true.

(s T nalds

By: Walter P. Drabinski
Vantage Energy Consulting, LLC

On behalf of the Indiana Office of
Utility Consumer Counselor
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Vantaée Regort Template
. BACKGROUND

In August 2010, the City of Indianapolis, Indiana (the "City"), the Department of Waterworks
(the "DOW") of the City, acting by and through its Board of Waterworks, the Sanitary District
(the "Sanitary District") of the City, acting by and through its Board of Public Works, the Board
of Directors for Utilities of the Department of Public Utilities of the City, as successor trustee of
a public charitable trust, d/b/a Citizens Energy Group (the "Board"/”CEG”) and CWA Authority,
Inc. (the "Authority"), petitioned the Indiana Utility Regulatory Commission ("Commission") for
approvals relating to the proposed acquisition of certain water utility assets by the Board from
the City and DOW and the proposed acquisition of certain wastewater utility assets by the
Authority from the City and Sanitary District.

The Department of Waterworks (DOW)

The DOW is a department of the City of Indianapolis. The DOW owns and operates plant and
equipment for the production, transportation, delivery and fumnishing of water utility service to
the public in Marion, Boone, Brown, Hamilton, Hancock, Hendricks, Johnson, Morgan and
Shelby Counties, Indiana ("Water System"). The DOW is subject to the jurisdiction of the
Indiana Utility Regulatory Commission (“IURC” or “Commission”). The DOW is managed in
accordance with a management agreement with the predecessor of Veolia Water North America
Operating Services, LLC and Veolia Water Indianapolis, LLC (collectively, "Veolia") to manage
the day-to-day operations of the Water System (the "Veolia Agreement").

The Sanitary District

The Sanitary District is a department of the City of Indianapolis. The Sanitary District operates
distinct wastewater and storm water systems that are supported by mains and laterals that

enerally converge into a combined system prior to transporting wastewater to two treatment

<2 | Vantage Energy Consulting, LLC
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plants. The Sanitary District furnishes wastewater disposal service to its customers by means of
plant and equipment, including mains and laterals comprising a wastewater collection and
transportation system and associated treatment facilities, (the “"Wastewater System”). The
Sanitary District furnishes wastewater utility service to commercial, residential, industrial and
other types of customers in Marion County and portions of Hamilton County. The Sanitary
District also has entered into Wastewater Treatment and Disposal Agreements by which it
provides wastewater transportation and treatment services to seven surrounding municipalities,
districts and wastewater utilities, (the "Satellite Customers"). The Sanitary District has entered
into an operating agreement with United Water Services Indiana ("United"), under which United
manages the day-to-day operations of the Wastewater System and the storm water collection
system (the "United Agreement"). The City and the Sanitary District are subject to, and required
to comply with, the terms of a Consent Decree entered by the U.S. District Court for the
Southern District of Indiana, on December 19, 2006, in United States and State of Indiana v. City
of Indianapolis. The Consent Decree requires the Sanitary District to construct and implement a
number of specific remediation measures designed to reduce combined storm and wastewater
overflows ("CSO") from the Wastewater System into the City's rivers and streams, (the "CSO
Projects"). Such CSO Projects are set forth in a Long-Term Control Plan ("LTCP"), which has
been approved by the Court. In 2009 and 2010, the Environmental Protection Agency ("EPA")
and the Indiana Department of Environmental Management ("IDEM") approved certain changes
to the Consent Decree, which are subject to Court approval. The Sanitary District's current rates
and terms of service are not subject to the jurisdiction of the Commission.

Citizens Energy Group

Citizens Energy Group (“CEG”) owns and operates Citizens Gas, a municipal gas utility,

Vantage Energy Consulting, LLC
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Citizens Thermal, a municipal steam utility and chilled water system, and other regulated and
non-regulated entities. CEG operates under the auspices of the Citizens Energy Group Board of
Directors that is composed of seven members selected and appointed by a five-member Board of
Trustees for Utilities (the "Trustees”). The Indiana General Assembly has endowed the Board
with broad powers "necessary for, and intended to secure, efficient and economical management
and operation of utility properties in [the City]." Ind. Code § 8-1-11.1-15.
Summary
The focus of this Report is limited to an evaluation of CEG’s identification and quantification of
potential synergies/savings that could result from the consolidation of the management and
operation of the DOW, the Sanitary District and CEG. In the Report, conclusions are identified
by the letter C and a number; e.g., C1, C2, etc., and recommendations are denoted with the letter
R and a number; e.g., R1 and R2. Our significant conclusions are as follows.

o The analysis of synergies associated with this merger is more complicated than typical

mergers between like-type utilities where savings are more direct and easier to quantify.

(See the discussion in Section III, C of this Report.)

o The key assumptions used by Booz & Co. in their analysis appear to be realistic. The key
assumptions include a phase in period for realizing the synergies, an escalation rate, a
percentage reduction in supply spending levels, and potential savings percentages based
on experience with previous consolidations. (See the discussion in Section III, B of this
Report.)

e The 51% of savings calculated through direct analysis appear to be likely for CEG to
achieve, while the savings identified through indirect analysis may be more difficult to

achieve. (See the discussion in Section III, C of this Report.)

I ————
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e The rising costs of sewer and water construction and associated commodities may have
more of an overriding impact on costs than the savings due to the merger itself. (See the

discussion in Section IV, C and Section VI, Appendix A.)

Vantage proposes two recommendations based on our analysis.

R1 Within 60 days from the date of closing the proposed transaction, CEG should file a
report with the IURC and copy to the OUCC specifying the metrics that CEG
proposes to use to track savings realized from the consolidation of the gas, water,
sewer and other operations as well as the costs incurred.

R2 Within 180 days from the date of closing the proposed transaction, CEG file a report
with the TURC and copy to the OUCC providing the status of the implementation of
the consolidation, the savings realized by categories consistent with Exhibit TJF-2,
support for the savings, the costs incurred and support for the costs. Subsequent to
the initial report, reports on the implementation, savings realized and cost incurred
should be provided on a semi-annual basis for a period of at least four (4) years.

Vantage Energy Consulting, LLC
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. ROLE OF VANTAGE ENERGY CONSULTING LLC

Vantage Energy Consulting LLC, (Vantage) was retained by the Indiana Office of Utility

Consumer Counselor (OUCC) to review, comment, and make recommendations on the proposed

potential savings that the Petitioners have determined are achievable with the consolidation of

the management and operation of the DOW, the Sanitary District and CEG. In order to

accomplish this task, Vantage performed the following activities.

e 34
January 14, 2011 @_

Reviewed relevant testimony including the testimonies of Messrs. Lykins, Johnson,
Brehm and Flaherty.

Reviewed responses to numerous data requests in Cause No. 43936 related to the
development of the potential synergies.

Analyzed, in detail, workpapers of Booz & Co., supporting the development of the
synergies.

Attended three days of the hearings in this docket for the cross-examinations of Messrs.
Lykins, Johnson, Flaherty and Brehm.

On December 20, 2010, met with representatives of Booz & Co., CEG’s legal counsel
and members of the OUCC staff to examine in detail Booz & Co’s analysis of synergies.

Performed our independent assessment of the synergies and savings quantified and
anticipated to result from the consolidation of the gas, steam, chilled water, water and

sewer operations.

Vantage Energy Consulting, LLC
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The OUCC also asked for recommendations to establish a process to measure whether and to
what extent, potential savings identified and quantified by CEG have been achieved. As a result

of these efforts, Vantage generated this Report and submitted it to the OUCC.

In the analysis below, we designate and number conclusions with the letter C, followed by a
number and recommendations by R followed by a number. All work performed on this
assignment complied with the most recent requirements of the Generally Accepted Government

Auditing Standards (GAGAS).

+ -2 | Vantage Energy Consulting, LLC
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lll. SYNERGY SUMMARY

A. EXHIBIT TJF-2

Through the use of due diligence teams in each of the functional areas of the combined entity as
well as outside assistance from Booz & Co., CEG developed estimates of the potential savings
and the costs to achieve the savings. The results of these efforts are summarized and presented
in the testimony of Thomas J. Flaherty, Senior Vice President, Booz & Co., at Exhibit TJF-2.
For reference, the information included in Exhibit TJF-2 is reproduced below with references to

the relevant sections of this Report.

3-Year Net Synergy Summary

$ Millions
Synergy Category Cost Type | Year1 Year 2 Year 3 Reference

Corporate Center O&M $2.4 $2.5 $2.6 | Sec IV-A, page 11
Design and Engineering | Capital $5.3 $6.1 $6.3 | Sec IV-B, page 12
Supply Chain

Supply Chain Capital $7.0 $14.4 $14.9 | Sec IV-C, page 12
Consolidation

Veolia Margin Savings | Capital $5.7 $5.9 $6.1 | Sec IV-C, page 14
Contractor Role
Realignment

Incremental Corporate O&M $7.1 $7.3 $12.6 | Sec IV-D, page 14

Incremental Design & O&M $0.4 $5.6 $6.6 | Sec IV-D, page 15
Eng

Customer O&M $1.8 $3.8 $3.9 | Sec IV-D, page 15
Service/Billing

Field Services O&M $1.8 $1.9 $3.6 | Sec IV-D, page 16

Technical Services O&M $2.6 $2.7 $2.8 | Sec IV-D, page 16

Incremental Supply 0&M $0.4 $0.8 $1.4 | Sec IV-D, page 17
Chain
TOTAL SYNERGIES $34.4 $50.9 $60.7
Costs-to-Achieve $9.8 $2.4 $1.4 | Sec IV-E, page 17
NET SYNERGIES $24.6 $48.5 $59.3

Vantage Energy Consulting, LLC
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B. KEY ASSUMPTIONS

C-1 Key assumptions appear to be within the bounds of reasonableness over the three-
year analysis period.

In order to estimate the synergies, Booz & Co. (Booz), found it necessary to make several
assumptions about the timing of the possible realization of the savings. For instance, with regard
to the Supply Chain synergies, Booz assumed that 50% of both the capital and O&M savings are
realizable in year one and 100% are realizable going forward from year two. The reason for the
phase-in of the synergies is to allow for the implementation of sourcing initiatives and improving
business processes. Booz made similar phase-in assumptions regarding the timing of the
synergies associated with Design and Engineering and Customer Service. In the case of
Customer Service, the assumed phase-in would allow the full savings to be captured in the first
year. Corporate Center Synergies are expected to be fully realizable in year one. The Veolia
Margin synergies, the technical services synergies and field operations synergies require that the
Veolia and United contracts be realigned. However, Booz assumed that the savings for these
areas will be available in the first year after the contracts are realigned. To estimate the
synergies for Design and Engineering and Supply Chain, it was necessary for Booz to make
several assumptions. The two key assumptions in these areas were the baseline level of contract
and supply spending and also the resulting reductions that result from the economies and
efficiencies after the consolidation. Finally, Booz escalated all synergy estimates by 3.5% per
year. At first blush this escalation factor seems high given the current economic climate.
However, during Vantage’s discussion with Booz, Booz explained that the 3.5% figure is based
on a long-term inflation rate of 3% and recognition of the fact that other benefits and costs such

as health care, electricity, etc. have been increasing at a rate higher than 3%. Given this
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background, Booz decided to use a 3.5% escalation rate for the synergy study. To test the
robustness of this assumed escalation rate, Vantage revaluated the synergies using both a 2.5%
and 2.0% escalation rate. The impact on the overall level of synergies or savings of $60 million
was less than $2.5 million. Based on our analysis and review, Vantage concludes the

assumptions used in these calculations to be acceptable for the purposes of this synergy study.

C. DIRECT VERSUS ESTIMATED/COMPARISON METHODS

Booz used three methods to quantify the savings -- direct analysis, estimation and comparison to
other acquisition transactions. Direct analysis requires sufficient information about the future
operating plans and adequate baseline information to quantify synergies by comparing existing
operations to the future operating model and determining the cost savings. The due diligence
process utilized by CEG enabled the due diligence teams to focus on how CEG, DPW and DOW
functions would be performed after the deal closes and thus, develop robust estimates of selected
synergies. The direct analysis method provides an added level of confidence that the synergies

or savings quantified in this manner are reasonable and likely to be realized.

When there was insufficient information to use direct analysis, Booz used estimation and
comparison to other transactions as a base to quantify the savings. For instance, to develop the
synergies for the Design and Engineering function, Booz found it necessary to project what the
likely amount of outsourcing will be under the new business model. Because of limited
information, Booz used estimates of the percentage of capital spending that represented Design

and Engineering outsourcing costs.
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To quantify the Supply Chain synergies, Booz considered it necessary to rely on both the
estimation and comparison methods. Booz considered it necessary to estimate the level of
spending that would be the base for developing the synergies. Also, until the consolidation of
the gas, chilled water, steam, water and sewer operations is complete and the new organization
structure is in place, it is uncertain what processes will be used for dealing with potential
suppliers in the future. These processes will be developed after the proposed transaction is
closed. As a consequence, it was necessary for Booz and Co. to review previous acquisitions to
develop an estimate based on the savings that were the result of similar consolidation of
functions. Vantage notes the quantification of potential savings through the use of estimation

and comparison methods is less precise and more variable than the direct analysis.

C-2 Booz’s responses to data requests suggest that $31.0 million, or 51%, of savings is
from direct analysis and $29.7 million, or 49%, is from indirect analysis.

In response to data requests 30-5 and 30-6 from OUCC in Cause No. 43936, Mr. Flaherty of
Booz and Co. has responded that $31.0 million of the total estimated savings of $60.7 million
were developed using direct analysis. The remaining $29.7 million annual savings were
developed using either estimation or comparison methods. Thus, 51% of the savings are based

on direct analysis and 49% are based on estimation/comparison methods.
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IV. ANALYSIS OF SYNERGIES

A. CORPORATE CENTER

C-3 Corporate Center synergies of $15.2 million to reduce labor and non-labor costs are
adequately supported and directly under the control of management.

The Corporate Center synergies amounted to $15.2 million. This total is comprised of $2.6
million for Corporate Center and $12.6 million for Incremental Corporate. CEG’s due diligence
teams were the primary source of information for the quantification of the Corporate Center
synergies. The information provided through the due diligence process allowed the teams to
develop an operating model of the combined companies and then scales the functional
organizations to integrate the DOW and Sanitary District with the CEG operations. The
synergies came primarily from avoided and eliminated labor, non-labor (e.g.; office equipment
and supplies, etc.) and a portion of allocated costs (e.g.; office space, etc.). Direct analysis was
the main method Booz used to quantify the Corporate Center synergies. In fact, responses to
OUCC data requests 30-5 and 30-6 indicate that $14.6 million of the total $15.2 million savings
is quantified using direct analysis and $0.6 million is based on estimation. (The estimation
method was relied upon to quantify the savings related to professional service costs such as legal
costs.) Booz estimated that 20% of the cost could be saved through economies of scale and
elimination of redundant spending. Vantage concludes that the estimate of Corporate Center
synergies is acceptable. Further, Vantage believes these synergies are achievable as CEG has

direct control over these activities after the consolidation.
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B. DESIGN & ENGINEERING

-4 The $12.9 million in synergies to be achieved from Design and Engineering are
derived through the estimation process and are not within complete control of CEG.

The synergies related to Design and Engineering amounted to $12.9 million. This figure
includes $6.3 million for Design and Engineering and $6.6 million for Incremental Design and
Engineering. Booz quantified the entire amount of the savings by using the estimation method
and the comparison method. Direct analysis could not be used because the level of outsourced
spending was not known. Also, when Booz quantified synergies, CEG had not specified the
processes for dealing with potential suppliers. Consequently, it was necessary for Booz to rely
on estimates and comparisons to the savings generated in other acquisition transactions. Vantage
notes that the estimate of savings relative to the Design and Engineering function are totally
dependent on the accuracy of the estimates used to quantify these synergies. Vantage concludes
that CEG is not completely in control of the inputs used in this quantification and that it will be

considerably more difficult to make certain the estimated synergies are in fact realized.

C. SUPPLY CHAIN
SUPPLY CHAIN CONSOLIDATION

C-5 Booz’s estimated potential Supply Chain savings of $14.9 million are likely to be
more difficult to achieve and difficult to accurately measure. Much of the savings
may be dictated by market forces out of CEG’s control.

With the consolidation of CEG, DOW and the Sanitary District, CEG anticipates that the supply
chain activities of the three entities can be merged and that a synergy of $14.9 million can be
generated. The savings are based on CEG’s expectation that the consolidation of vendors will
allow more favorable negotiations due to scale considerations and that preferred supplier

agreements, with longer term rates and reduced administrative costs, can be negotiated.
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However, since CEG did not know the level of spending and the supply chain organization at the
time Booz quantified potential savings and since the supply chain organization processes have
not been completed, it was necessary for Booz to rely on estimates and comparisons to quantify
the savings from the Supply Chain Consolidation. As a consequence, Vantage concludes that the
savings related to Supply Chain Consolidation could vary depending on the accuracy and
reliability of the estimates and comparison used to quantify the savings. Vantage concludes that

it will be difficult to make certain that the estimated savings are in fact realized.

One factor that will affect the realization of savings is changing prices in the water and
wastewater construction markets. CEG will have a very large construction program in progress
and changes in construction cost, commodity prices and scarcity of materials or labor could
change costs dramatically. Water and wastewater construction cost increases have been some of
the highest of all utility areas. A set of charts in Appendix A provides some sense of how costs
have increased. The impact of the cost of key commodity costs cannot be overlooked. The

graphs provide the following information.

e The first graph provides the trends in consumer prices (CPI) of utilities. We take a
snapshot of 1994 through 2009. This shows that for that entire period prices rose at 17%
per year and since 2004 the prices rose at 20% per year.

e The next set of graphs provides detail on commodity costs as stated in the Producer Price
Index. Key components of Sewer & Water are provided and show:

- Pressure, Soil Pipe & Fittings rose dramatically from 2004 until 2008 and then

dropped in 2009 for a period,;
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- Concrete Ingredients and Related Products rose from 2004 and remain high;

- Concrete Pipe has increased throughout the last decade and remains high;

- Industrial Pumps have increased throughout the last decade and remain high;

- Plastic pipe has had a number of spikes in the last six years due to oil price
changes.

VEOLIA MARGIN SAVINGS

C-6 The Veolia Margin savings of $6.1 million is likely to be achievable assuming the
contract termination proceeds as planned.

Veolia manages and operates the DOW under a contractual arrangement. The Management
Contract allowed Veolia to receive a margin based on the qualifying capital program spend. A
saving by avoiding payment of this margin in the future is expected to be $6.1 million by year
three. The Management Contract with Veolia has been terminated. However, Veolia continues
to operate the utility pursuant to the terms of the Settlement Agreement To Transition

Management & Operations of the City of Indianapolis Water System From Veolia Water entered

into on October 20, 2010 . Assuming the proposed deal closes, Booz considers the $6.1 million

margin to Veolia will be avoided. Vantage concludes this synergy to be achievable.

D. CONTRACTOR ROLE REALIGNMENT
INCREMENTAL CORPORATE

The Incremental Corporate savings has been quantified by Booz to be $12.6 million. This
amount is a component of the Corporate Center synergy discussed above in Section IV, A of this
Report. Vantage concludes that the estimate of Corporate Center savings is acceptable. Further,
Vantage believes these savings are achievable as CEG has direct control over these activities

after the consolidation.
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INCREMENTAL DESIGN & ENGINEERING

The Incremental Design and Engineering synergy of $6.6 million is a component of the $12.9
million Design and Engineering savings discussed above in Section IV, B. Vantage concludes
that the estimate of Corporate Center savings is acceptable. Further, Vantage believes these

savings are achievable as CEG has direct control over these activities after the consolidation.

CUSTOMER SERVICE/BILLING

Cc-7 Booz’s projected Customer Service/Billing savings of $3.9 million is likely to be
achieved.

The synergies or savings associated with the Customer Service/Billing function have been
quantified as $3.9 million. These savings result from the consolidation of the call center and
other customer service activities into a single center for gas, water and sewer. Booz quantified
the Customer Service/Billing synergies through the direct analysis method. The consolidation of
this function for the gas, water and sewer companies was carefully considered and evaluated by
the due diligence teams. Vantage concludes that the synergies associated with the consolidation

of the Customer Service/Billing function are realistic and quite achievable.

FIELD SERVICES

C-8 Booz’s estimated potential savings of $3.6 million from Field Services are due to a
direct analysis and are quite achievable.

The synergies or savings associated with Field Services were quantified by Booz to be $3.6
million. These savings come from four sources. According to Booz, the first source of savings
comes from the integration of the Field Service O&M management and administration function
at the gas, water and sewer companies as well as the implementation of a consistent set of work

practices across all three. The second source of savings is accomplished by consolidating the
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meter reading function and imposing CEG’s productivity standards on all meter reading
activities. The third source of savings in this area is the integration of Production O&M
management and administrative functions as well as the implementation of a consistent set of
work practices at the plants. The fourth source of savings results from the reduction of over-
capacity in Production Engineering after the consolidation of the gas, water and sewer
companies. The quantification of the Field Services savings was based on direct analysis.
Vantage concludes the estimate of Field Services savings to be reasonable and are quite

achievable as these expenses are directly controlled by CEG.

TECHNICAL SERVICES

c-9 Booz’s estimated potential savings of $2.8 million from Technical Services are due to
a direct analysis and are achievable.

The synergies or savings associated with Technical Services were quantified by Booz to be $2.8
million. Booz developed this quantification was developed by the direct analysis method. The
savings derive from three areas. The first area is the integration of the water testing and lab
services for the water and sewer operations into a single program. The second source of savings
is the consolidation of the Asset Management function across gas, water and sewer and the
elimination of duplicative engineering positions. The third source of savings 1s the consolidation
of the Construction and Program Management functions across the gas, water and sewer
operations. Vantage concludes the estimate of Technical Services savings to be reasonable and

very likely achievable as these expenses are directly controlled by CEG.
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INCREMENTAL SUPPLY CHAIN

The synergies or savings associated with the Incremental Supply Chain were quantified by Booz
to be $1.4 million. This amount is a component of the Supply Chain Consolidation synergy
discussed above in Section IV, C of this Report. Vantage concludes that the savings related to
Supply Chain Consolidation could vary depending on the accuracy and reliability of the
estimates and comparison used to quantify the savings. Vantage concludes that it will be

difficult to make certain that the estimated savings are, in fact, realized.

E. COSTS TO ACHIEVE

C-10 Booz’s estimated costs to achieve savings, which include $9.8 million in year one and
$2.4 million in year two, appear to be accurate.

In the first two years following the integration of the gas, water and sewer companies some
substantial costs, ($9.8 million in year one and $2.4 million in year two), to achieve the
integration are anticipated to be incurred. These costs are upgrades to the GIS and network
connection, the work management systems and the Customer Information System. There are
costs associated with educating customers of the new entity and how customer services will be
provided. There are also costs required to integrate the customer services facilities and the call
center. By year three the costs to achieve are estimated to be $1.4 million. Vantage concludes

the estimate of the Costs to Achieve to be accurate.

F. TRACKING SYNERGIES AND COSTS TO ACHIEVE

During the hearings in Cause No. 43936, CEG witness Mr. Lykins testified that the synergies
were not only reasonable and achievable but that they would also be realized. (See transcript of

hearing, December 7, 2010 at pages D-53 to 54.) After the closing of the proposed transaction, it
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becomes incumbent upon CEG to demonstrate to the Commission and OUCC that the synergies
are, in fact, being realized. If this transaction is truly in the public interest, then it should provide
benefits/savings for all of its customers. During the early phases of the consolidation of the gas,
steam, chilled water, water and sewer, CEG should document its claims that the synergies and
savings will be realized with documented support presented to the Commission and OUCC on a
regular basis. This task may be complicated by changes of circumstances over time. CEG will
need to develop a reasonable set of measures to track whether and to what extent synergies have

been achieved as well as the costs to achieve those synergies.
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V. CONCLUSIONS AND RECOMMENDATIONS

A. CONCLUSIONS

Based on careful review and analysis, Vantage concludes that the quantification of synergies and
costs to achieve are plausible and realistic. But our confidence in the actual realization of the
synergies varies depending on the category under consideration. For instance, the quantification
of those categories where direct analysis was utilized seems more likely to actually be realized.
Those categories include Corporate Center, Veolia Margin, Customer Service/Billing, Technical
Services and Field Services. Booz’s direct analysis relied on careful consideration and analysis
by Booz and the due diligence teams to develop alternative ways of doing business for the
consolidated entity and to estimate the potential reduction in costs. Of the total $60.7 million
potential savings identified by Booz in year three, $31.6 million or 51% was quantified using the
direct analysis method. Thus, it appears that slightly more than half of the savings are very
likely to be realized provided CEG takes the necessary and appropriate actions and aggressively

pursues the cost saving opportunities

However, the quantification of the remaining amount of savings of $29.7 million was based on
estimation and comparison to other transactions. For instance, the Supply Chain savings total
approximately $22.8 million. This category is the largest component of savings and yet it is also
the least certain and most difficult to track since the comparison is against the level of expenses
incurred assuming the consolidation did not occur. The quantification relies on assumptions
about the total level of spending that Booz and CEG considered likely to occur when the gas,

water and sewer operations are consolidated. Further, the quantification also relies on the use of
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an assumption that a percentage reduction in costs can be realized by consolidating the Supply
Chain function. This assumption is based on the experience of Booz and Co., from other
acquisition/merger transactions. However, the transaction proposed here to consolidate the gas,
water and sewer operations is unique. Although there may be good reason to believe that the
Supply Chain function and the work processes to economically accomplish it are not terribly
dissimilar across companies or industries, the fact remains that a large proportion of the savings
quantified and characterized as achievable in this proposed transaction are based on some very
broad assumptions. In conclusion, the support for the savings that were quantified using the
estimation and comparison techniques is “softer”. Consequently, Vantage is less confident that

those savings will actually be realized.

In order to assess the feasibility of the proposed consolidation of the gas, water and sewer
operations, CEG with the assistance of Booz has determined that there are potential synergies to
be derived from the proposal to consolidate. However, after the closing of the proposed
consolidation, it is incumbent upon the management of CEG to make certain that the potential
synergies are in fact realized. Accordingly, it is beneficial for the Commission to monitor
activities and progress in the attainment of realizing synergies. Vantage believes the
establishment of a regular reporting process to keep the Commission and the OUCC informed
about the status of the implementation of the consolidation, as well as reports on the savings
realized and the costs incurred, will provide additional assurance that CEG takes appropriate and

necessary steps to allow the identified synergies and savings to be achieved.
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B. RECOMMENDATIONS
As explained above, Vantage concludes that a significant portion of the total synergies to be
achieved through the consolidation of the gas, water, chilled water, steam and sewer operations
is considered “soft” and based on estimation and comparison to other acquisition/merger
transactions. Therefore, a regular reporting on the status of the implementation of the
consolidation and the savings realized and the costs incurred to the Commission and the OUCC
1s warranted. Accordingly, Vantage provides the following two recommendations to accomplish

this.

R-1 Within 60 days from the date of closing the proposed transaction, CEG shall provide
a report with the IURC and a copy to the OUCC specifying the metrics that CEG
proposes to use to track savings realized from the consolidation of the gas, water,
sewer and other operations as well as the costs incurred.

The report should include a detailed definition of each of the proposed metrics, a discussion of
how the metric will track savings and costs, a description of the process that CEG plans to use to
track savings and costs, as well as, a listing and description of any internal or external reports or

studies that CEG plans to utilize to track savings and costs.

R-2 Within 180 days from the date of closing the proposed transaction, CEG file a report
with the JURC and copy to the OUCC providing the status of the implementation of
the consolidation, the savings realized by categories consistent with Exhibit TJF-2,
support for the savings, the costs incurred and support for the costs. Subsequent to
the initial report, reports on the implementation, savings realized and cost incurred
should be provided on a semi-annual basis for a period of at least four (4) years.

For each category of synergies/savings and costs listed in Exhibit TJF-2, the semi-annual report
should include the amount of the savings realized and costs incurred for the period as well as the

cumulative amount realized post closing, a description of how the savings and costs were
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calculated including the individuals involved in the process, detailed workpapers supporting the
determination of the savings and costs, and copies of any internal or external reports that CEG
relied upon to calculate the savings realized or costs incurred. In addition, CEG should identify
any specific activities that it has undertaken to enhance its opportunities to achieve the potential
synergies. These activities include organizational, process and system changes that CEG has
made to increase the likelihood of achieving the maximum savings from the consolidation of the
gas, water and sewer operations. Finally, CEG should advice the IURC and OUCC how the

realized savings and costs are expected to be allocated among CEG’s operations.
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VI. APPENDIX A
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The following graphs provide a perspective on pricing with regards to water and sewer, and
in particular commodity costs that are likely to drive construction costs. The first chart
shows the growth of pricing for Water and Sewer and demonstrates that costs are rising well
above other utilities.

Trends in Consumer Prices (CPI) for Utilities Through 2009; IPU Research Note, Michigan State
University, Institute of Public Utility Regulatory Research and Education. Janice A. Beecher, PhD,
February 2010, ipu.msu.edu.
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Figure 1 — Pressure, Soil Pipe & Fittings - Producer Price Index (Bureau of Labor Statistics)
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Figure 2 — Concrete Ingredients and Related Products - Producer Price Index (Bureau of
Labor Statistics)
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Figure 3 - Concrete Pipe - Producer Price Index (Bureau of Labor Statistics)

140
5]
s
m
& 130
‘I’é
& 1201
»
i
0
C
= 1104

1004

R L
0100 0101 01702 0103 01/04 0105 0106 0107 0108 408 01710

Manth

Figure 4 - Industrial Pumps - Producer Price Index (Bureau of Labor Statistics)
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Figure 5 - Plastic Pipe - Producer Price Index (Bureau of Labor Standards)
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RESUME OF MR. WALTER P. DRABINSKI
AREAS OF SPECIALIZATION

Mr. Drabinski is President of Vantage Energy Consulting LLC. He has more than 38years of
experience in the utility industry as both a utility company manager and a management
consultant. His functional expertise includes all aspects of power plant construction and
operations, utility strategy, organization, executive and financial management, productivity
improvement, operations and maintenance, engineering, and environmental compliance.
As a utility manager, Mr. Drabinski held the positions of Operations Project Engineer on the
construction of a 1,700 MW project, System Training Director, Fossil Generation; and
Supervisor, Electrical Maintenance for Niagara Mohawk Power Corporation in upstate New
York. Asa management consulting principal, he has worked for national firms and has
been President of his own firm for 20 years. During that time he has managed more than
150 consulting engagements; he has performed work related to almost 140 generation units
that were under construction or operating and he has testified in formal regulatory hearings
over 50 times.

SELECTED CONSULTING EXPERIENCE
AFFILIATE TRANSACTION AUDITS

Duke Energy Ohio - Project Manager, in support of the Public Utility Commission of Ohio,
for audit related to compliance with affiliate rules, merger compliance issues, cost allocation
manual and transfer of assets between affiliates for the period of January 2008 through June
2009.

Duke Energy Indiana - Project Manager, in support of the Indiana RUC, for audit related to
compliance with affiliate rules, merger compliance issues, cost allocation manual and
transfer of assets between affiliates.

Duke Energy Kentucky - Project Manager for audit related to compliance with affiliate
rules, merger compliance issues, cost allocation manual and transfer of assets between
affiliates.

Lower Colorado River Authority - Project Manager for review of power plant cost
allocations, development of cost allocation manual, and assessment of compliance with
agreements with Austin Energy.

Entergy Corporation ~ Project Manager for a review of affiliated transactions between
Entergy Corporation, Entergy Services, Inc., and a myriad of regulated and non-regulated
subsidiaries. This engagement, performed for five regulatory agencies, is in response to the
1991 Settlement Agreement with the SEC, at which time the holding company was formed.
The results of this audit included reallocation of almost $5 million and a reconfiguration of
reporting requirements.

Sempra Energy (SDG&E and SoCalGas) - Project Director for affiliated audit for 1998 and
1999 calendar years to verify compliance with California PUC restructuring requirements.

}
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Resume of Mr. Walter P. Drabinski

Assignment included assessment of company plan and audit of affiliate transactions. Acted
as the lead consultant on areas that addressed Nondiscrimination Standards, Disclosure and
Information Standards, and Competitive Services. Recommendations from these reports
addressed means of improving compliance.

PSE&G - Project Manager and Lead Witness for an audit of the Company’s Unbundling,
Stranded Cost, and Restructuring plans and testimony. On this assignment, under the
auspices of the New Jersey Board of Public Utilities, Vantage was the lead firm for a
consortium of five consulting firms that addressed numerous critical and cutting edge
issues. These included areas such as reconciliation of the regulatory and FERC books,
development of cost of service studies, assessment of capital additions proposed for
stranded cost recovery, calculation of market prices for energy and capacity, calculation of
stranded costs associated with nuclear, fossil and non-utility generation, assessment of
securitization as a mitigation option, and development of a comprehensive model that
determined the possible rate reduction that could be achieved.

Pacific Gas & Electric Co.- Project Director for affiliated audit for 2001,2002, 2003, 2004 and
2005 calendar years to verify compliance with California PUC restructuring requirements.
Assignment included assessment of company plan and audit of affiliate transactions. Acted
as the lead consultant on areas that addressed Nondiscrimination Standards, Disclosure and
Information Standards, and Competitive Services. Recommendations from these reports
addressed means of improving compliance.

Public Service Electric & Gas Company - Retained by the New Jersey Board of Public
Utilities to assess compliance with all Affiliate Compliance and Code of Conduct Rules
enacted as a result of restructuring.

ENERGY PROCUREMENT ASSIGNMENTS

Maryland Public Service Commission - Monitored all RFP solicitations for 2007 and 2008
bid years. This amounted to nine solicitations for all four utilities in Maryland. Provided
oversight on bid day, reviewed applications, provided confidential analysis and briefings to
the Commissioners and testified on results.

Alleghany Power Virginia - Monitored RFP solicitations for 2007 and 2008 bid years.
Provided oversight on bid day, reviewed applications, provided a final report on results for
the Virginia regulatory agencies.

Delaware Public Service Commission - Monitored all RFP solicitations for 2006 and 2010-11
bid year. Provided oversight on bid day, reviewed applications, provided confidential
analysis and briefings to the Commissioners and testified on results.

Maryland Public Service Commission ~ Provided analysis and related testimony on
restructuring-related cases in 2007 and 2008. Testimony involved wholesale market issues,
portfolio options and rebuttal relative to utility witnesses.
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Duquesne Light Company - Project Manager on assignment in which Vantage conducted
solicitation of energy for POLR customers. Vantage utilized its own proprietary software
and secure web site to conduct bidding. Vantage also constructed webinar to educate
potential bidders and acted as conduit for all information requests and dissemination of
confidential load data.

Power Generation, Construction Management, and Engineering

Kansas City Power & Light latan 1&2 - At the request of the Kansas Corporation
Commission (KCC) Staff, provided oversight of the $500 million installation of a Air Quality
Control System (AQCS) on the existing (KCP&L) Iatan Unit 1and monitored construction of
the $2 billion Iatan Unit 2 coal fired, supercritical power plant. Reviewed organization, cost,
schedule, project controls, contractor performance, contract monitoring, site conditions, and
other key attributes associated with a mega-project. Provided regular assessments to the
KCC on progress and risks, monitored startup and acceptance testing, and provided
testimony in rate cases for both latan 1 and 2, with recommendations for almost $240 million
in prudence disallowances.

North West Energy ~ Mill Creek Station - Monitored the construction of this three unit, 150
MW combustion turbine power plant for the Montana Public Service Commission. Visited
construction site on a regular basis and provided input to the construction tem as well as the
Montana PSC. Reviewed quarterly reports and testified before the Commission after each
report. Provided insight on In-service criteria testing and other key design and operational
elements.

Philadelphia Electric Company - Lead Consultant on a retrospective investigation of the
Limerick Nuclear Power Plant. Analyzed the Company's financial condition during the
construction program and reviewed construction management practices on the project.
Prepared testimony for prudence hearings on construction management and financial
performance.

Public Service Electric & Gas Co. - Project Manager for a retrospective investigation of the
Hope Creek Nuclear Plant. Prepared cost reconciliation that identified reasons for cost
overruns. Reviewed construction control tools, productivity results, and analyzed
productivity programs for effectiveness. Wrote testimony, answered interrogatories, and
assisted in cross-examination of witnesses. Made recommendations on cost tracking
systems for future construction projects.

California Independent System Operator - FERC - Project Director on an Independent
Operational Audit of the CAISO for the period of October 2001 through October 2002.
Analysis involved all aspects of the CAISO interface with power pants and transmission
systems in California and the western portion of the US. This assignment was performed at
the request of the FERC and led to a series of five global recommendations. Shortly after the
completion of the audit, Mr. Drabinski testified before the House of Representatives,
Subcommittee on Subcommittee on Energy Policy, Natural Resources & Regulatory Affairs.
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Massachusetts Municipal Wholesale Electric Utility (MMWEC)- Performed analysis on
options for equipment upgrades and construction requirements at major power plant and
performed limited life extension analysis. Assisted with economic analysis on new
generation sources.

PJM Power Plant Arbitration - Provided testimony and technical assistance on arbitration
for an independent power plant built in the PJM region. Issues involved interpretation of
PJM rules and contractual issues such as commercial operation date and performance
guarantees. Assed operational completion and capability.

St. Vincent Energy Services Ltd. - At the request of the Board of Directors and Prime
Minister, Vantage conducted a review of system reliability and fuel procurement for the
utility generation sources. Significant findings resulted in a new strategic plan, a
reorganization of management and a legal investigation into procurement practices. Made
numerous recommendations related to the economics of refurbishment of older units and
the construction of new generation sources.

Public Service Electric & Gas - Engagement Manager during a long-term engagement with
PSE&G. Specific assignments he directed are listed below.

e Developed a 30-year environmental plan, addressing power generation and
environmental strategy.

¢ Assisted in development of innovative rate strategy for Bergen combined cycle
unit.

¢ Worked on a team of utility employees, lobbyists, legislative staff members and
the DOE to develop a program for voluntary reduction of CO» and global
warming initiatives.

e Reviewed gas procurement strategy for 1300 MW of combine cycle generation.

e Conducted a tactical and strategic alternatives study of the Company's fleet of
158 combustion turbine generation plants.

¢ Developed a plan for complying with the 1990 Clean Air Act Amendments.

¢ Assisted in a study of the 1992 Energy Policy Act and prepared a report that
illustrated how it would impact company operations.

¢ Wrote and supported testimony in the area of fossil generation on behalf of the
Company in a major rate case.

e Developed protocols for NOx emission trading within NESCAUM.

Colonial Chemical Company - Assisted in identifying candidates for Selective Non-
Catalytic Reduction systems to reduce nitrous oxide emissions from power plants
throughout the east coast and Midwest..

Houston Light & Power - Consultant on South Texas Nuclear Project retrospective analysis.
Reviewed construction management procedures and developed testimony for rate case.
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Public Service Electric & Gas Co. - Project Manager for a review of the Engineering &
Construction Department budgeting and approval process for capital projects at PSE&G.
Developed flowcharts and improved methods for processing capital budgeting requests.
Honeywell/Allied Signal - Provided strategic assistance and research in development of
commercial fuel cell. Conducted market research and facilitated meetings with utilities
interested in commercial development.

Operation Project Engineer for Niagara Mohawk Power Corporation. Participated in
conceptual system design, construction management, and plant start-up of power plants,
transmission lines, switchyards and plant electrical equipment.

* Assisted in design and then installation of new boiler control technology associated
with conversion of four — 100 MW units from coal to o1l in 1972.

e Provided design review and input on two 850 MW oil fired units (Oswego 5-6)

e Represented utility during acceptance testing, start-up, and turnover of all electrical
power systems, auxiliary equipment, and turbine and boiler instrumentation and
control systems for the Oswego 5 — 850 MW oil fired unit which went commercial in
1975.

e Monitored construction of two new switchyards, installation of two-115 KV
underground transmission lines and three-345 KV overhead transmission lines.

Power Plant Operations and Fuel Procurement

Louisville Gas & Electric - Project Manager for a comprehensive management and
operations review for the Kentucky Public Service Commission. A key element of this audit
was the analysis of the Energy Services Company of LG&E Energy, a holding company
which was the organizational entity responsible for all regulated generation and non-
regulated generation, power marketing, and natural gas transmission activities. This
included a special review of affiliated transactions. Acted as Lead Consultant in the areas of
power production, fuel procurement, Affiliated Review, Clean Air Act compliance, Energy
Policy Act response, and T&D engineering and construction. Assisted in review of strategic
planning and power marketing activities. In conjunction with this audit, Mr. Drabinski met
with the Commissioners a number of times to discuss issues of industry restructuring and
the role the Commission should play.

Kentucky Utilities Company - Project Manager for a comprehensive management and
operations review for the Kentucky Public Service Commission. Acted as Lead Consultant
in the areas of power production, fuel procurement, transmission operations, and
engineering and construction. Provided numerous recommendations to improve
competitiveness of this already low-cost utility. Met with the leadership of the State House
of Representatives and Senate to discuss utility competition and industry restructuring.

East Kentucky Power Cooperative - Performed a comprehensive review of all fuel
procurement and fuel utilization activities for the Board of Directors. Visited all power

Vantage Energy Consulting, LLC4

Management Consulting and Energy Services




Resume of Mr. Walter P. Drabinski

plants, coal tipples, and a sampling of mines. Recommendations addressed a broad range of
strategic and operational issues.

Dayton Power & Light - Performed a comprehensive review of all fuel procurement and
fuel utilization activities for the PUCO. Visited power plants, coal lab, and other fuel and
operations related departments. Recommendations addressed a broad range of strategic
and operational issues.

Pennsylvania Power & Light - Lead Consultant for a comprehensive management and
operations review for the Pennsylvania Public Utility Commission. Reviewed all aspects of
customer service activities, including CIS and office operations. Also, reviewed system
power & engineering, including fuel supply, T&D engineering, environmental, power plant
staffing, and plant operations. Reviewed EMF issues and Clean Air Act Amendments
compliance planning.

Centerior Companies (Cleveland Electric Illuminating Company and Toledo Edison) -
Project Manager on audit of electric fuel procurement practices and procedures for the
Public Utilities Commission of Ohio in 1991. Responsibilities included the review of fuel
procurement planning, long-term contracts, and spot procurement. Made
recommendations regarding coal contracts, interstate wheeling arrangements, and coal
transportation costs. Testified twice regarding results of audit report.

Monongahela Power (Allegheny Power Systems) - Performed a comprehensive review of all
fuel procurement and fuel utilization activities for the PUCO. Visited power plants, coal
lab, and other fuel and operations related departments. Recommendations addressed a
broad range of strategic and operational issues.

American Electric Power Company - Project Manager on audit of electric fuel procurement
practices and procedures of two AEP subsidiary companies, Ohio Power Company and
Columbus Southern Power Company in 1989 and 1990 for the Public Utilities Commission
of Ohio. Responsibilities included the review of affiliated mines (surface and deep mines)
and fuel procurement planning, long-term contracts, and spot procurement. Made
recommendations on strategic planning, purchasing policies, contract analysis, and
marketing programs. Testified on four occasions regarding results of audits.

West Texas Utilities - Project Manager for a comprehensive management and operations
review for the Texas Public Service Commission. Acted as a Lead Consultant in the areas of
power production, fuel procurement, and customer services.

El Paso Natural Gas Company - Lead Consultant on a productivity improvement project.
Performed an in-depth review of all positions in operating divisions and reorganized
operating divisions into profit centers. Developed procedures for in-house vs. outside
construction decisions, construction scheduling, and cost data collection. Developed a
manpower planning model for restructuring responsibilities and staffing levels.
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Implemented a workforce management program at gas processing plants, compressor
stations, and throughout the gathering system.

Western Kentucky Gas Company - Lead Consultant for a management and operations audit
of the customer services function for the Kentucky Public Service Commission. Developed
plan for consolidating offices, resulting in significant changes in providing customer service.

National Gas and Oil Company of Ohio - Lead Consultant on audit of fuel procurement
practices for the Ohio PUC in 1986. Reviewed purchasing practices, storage activities, sales
practices and policies and procedures. Made recommendations on strategic planning,
purchasing policies, and marketing programs.

East Kentucky Power Cooperative, Inc. - Performed as a subcontractor on a review of the
bidding process for a series of combustion turbines. Analysis included reviews of
individual proposals and the bidding process.

Ohio Electric Co. /Ohio PUC - Lead Consultant on a prudence review of the Beaver Valley
Power Station. Areas reviewed included CAPCO organization and financing, construction
management, project accounting, compatibility of prudence standards, and compliance with
Yellow Book standards.

OPERATIONAL AND MANAGEMENT AUDITS

Consolidated Edison Company - Performed an audit of emergency restoration and outage
planning capabilities for the New York PSC. Audit followed a number of large and highly
public outages. Major recommendations were made to develop new strategies and
programs for addressing reliability and outage response.

Commonwealth Edison Company - Retained by the lllinois Commerce Commission to
investigate outages suffered in downtown Chicago during the summer of 1999. The
assessment provided a comprehensive analysis of eight separate outages, with details of
causes and recommendations for improvement.

FERC - Interfaced with Commission and its staff on issues such as Transco structures,
restructuring, and ISOs. Prepared a white-paper that addressed a Transmission PBR as a
mechanism for incenting utilities.

Maryland Public Service Commission - Provided technical support in hearings and
development of a final order relative to developing a formal procedure for addressing
Standard Offer Service (SOS) supplies for its four electric utilities.

Seattle City Light - Conducted a controversial audit of Seattle City Light’s financial, risk
management and governance structure. Serious issues regarding debt, O&M and Capital
expenditures were raised. Major recommendations on risk management were developed.
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New Hampshire Public Service Commission - Provide technical and strategic assistance
under a long-term contract on transmissions and distribution issues. These have included
ISO strategies, local distribution reliability, asset decisions and general regional concerns.

Louisville Gas and Electric/Kentucky Utilities Merger - Assisted with broad range of issues
including regulatory strategy, synergy quantification, testimony development, witness
preparation, interrogatory development and responses. System reliability and monitoring
was a key element of this complex project.

Public Service Electric & Gas Company - Retained by the New Jersey Board of Public
Utilities to assess compliance with all Affiliate Compliance and Code of Conduct Rules
enacted as a result of restructuring.

San Diego Gas & Electric - Project Manager on an assignment for the California PUC and
SDG&E to review the implementation of Performance Based Ratemaking. This assignment
included an assessment of financial, operational, performance and culture changes that were
impacted by the two-year experimental program. While involved in this project, Mr.
Drabinski developed an understanding of the SDG&E holding company formation and its
interaction with the proposed industry restructuring.

New Jersey Board of Public Utilities - Director on major project to review hedging practices
of the four gas distribution utilities in New Jersey. Working with Pace Energy as a sub-
contractor, alternate hedging strategies were developed and proposed using more advanced
techniques, including options.

Cumberland Valley Electric Cooperative - Performed a focused management audit of this
small, rural cooperative. Worked with management to develop transition to new
management team.

California Public Utilities Commission Telco Division (Attestation Exams) - Mr. Drabinski
was the Project Director on seven separate assignments for the CPUC during the period of
2000 to 2002. These included:

» examinations of surcharge collections of “high cost fund” and “teleconnect fund”
amounts for AT&T, Verizon, Sprint, and PacBell. In each project significant
accounting, interpretational and transmittal errors were discovered, leading to
the recovery of amounts well in excess of project costs;

* examinations of claims requests of “high cost fund” and “teleconnect fund” for
Verizon, PacBell, and Roseville.

Indiana Power & Light - Vantage acted as the evaluator, at the request of the Indiana Utility
Regulatory Commission, for a three-year program in which customer service and
distribution system reliability are being monitored with penalties for missing targets. A
major element of this program was enhanced vegetation control.
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Arizona Corporation Commission - Provided assistance to the Commission Staff and
Commissioners on all restructuring issues under consideration. This includes development
of an ISO. The reorganization of cooperatives and G&Ts for deregulation. Development of
solutions regarding high costs resulting from California related issues. Reassessment of
deregulation orders based on appellate decisions.

BellSouth Telecommunications, Inc. - Project Manager on a review of BellSouth
performance under an alternative regulation plan for the state of Kentucky. This is the first
of nine states in which the Price Regulation Plan was up for renewal and, as such, was of
great interest to the Company and regulators.

GTE of California and Contel of California (now Verizon) - Audited collection procedures
and practices for various surcharge activities. Provided a CPA Opinion Letter, (through a
subcontractor.)

US West - Provided assistance with quality control and final reviews of work product while
an officer with the lead firm. This project reviewed affiliate transactions between parent
and its subsidiaries. Assisted in development of model for cost allocation analysis.

Pennsylvania Governor Task Force - Provided input to Governor’s office, legislature and
PUC on restructuring issues in the State. Issues included handling of stranded costs,
securitization, the development of competition, and the education of consumers.

Clean Air Action Corporation - Assisted in development of strategy regarding purchase
and sale of emission credits throughout the Ozone Transport Region.

Dugquesne Light Company - Project Manager for a comprehensive management and
operations review for the Pennsylvania Public Utility Commission. Mr. Drabinski was also
the Lead Consultant in the review of executive management, strategic planning, affiliated
relations, and financial management.

Choptank Electric Cooperative - Lead Consultant on a management and operations review
for this REA in the State of Maryland. Reviewed all aspects of operations including
executive management, organization, construction management, electric operations, system
planning, materials handling, purchasing, and customer service.

SDG&E, PGSE, SCE, and SCG - Project Manager on an audit of DSM administrative costs.
Conducted for the CPUC CACD, this assignment took place during the period where
working groups were assessing issues such as access to utility information and the future of
DSM. Vantage provided feedback to a number of working groups on the needs of energy
service companies.

Union Light, Heat and Power - Lead Consultant on a management and operations review
for the Kentucky Public Service Commission. Responsibilities included all aspects of
customer service and electric operations including: CIS; customer accounting; transmission
& distribution; system planning; engineering; and construction. Also assisted in the review
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of the financial reporting relationship of the company to its parent, Cincinnati Gas &
Electric, with an emphasis on allocation of costs.

Philadelphia Gas Works - Project Manager for a management and operations audit for the
Philadelphia Gas Commission. Lead consultant for the review of corporate organization
and staffing, customer services, operations, and support functions. Addressed major gas
supply planning issues. Managed a series of three follow-up reviews including
development of Management Audit Actions Plans, an Audit Compliance Review, and a
Review of the 1993 O&M Budget. Testified at numerous Commission hearings on capital
budget planning, automatic meter reading, office aggregation, and theft of service.

Maryland Public Service Commission ~ Consultant for an assignment to review long-term
gas purchasing practices of Columbia Gas of Maryland, Baltimore Gas & Electric, and
Washington Gas Light. Responsibilities included review of the 1988 plans,
recommendations on requirements for future plans, and the training of commission staff
personnel relative to conducting similar reviews of future plans.

Kentucky-American Water Company - Project Manager and Lead Consultant for a
management and operations review for the Kentucky Public Service Commission. A key
element of this audit was the holding company relationship with the many subsidiaries of
American Water Works. Investigated the areas of customer service and marketing and
engineering/construction.

Pennsylvania Power Company - Lead Consultant on a management and operations review
for the Pennsylvania Public Utility Commission. Responsibilities included review of
customer services with a specific review of collection practices and policies, staffing, T&D,
engineering, and system planning. Reviewed organization and staffing for the power
production department.

Philadelphia Suburban Water Company - Lead Consultant/Project Manager on a
comprehensive management audit for the Pennsylvania Public Utility Commission.
Reviewed all aspects of field operations and water production.

General Watertworks Company - Pennsylvania Operations - Lead Consultant in a
management and operations review. Reviewed compensation, benefits and staffing,
executive management, organizational structure, and corporate policies and procedures.

General Waterworks Company - Pine Bluff Arkansas Operations - Project Manager on a
management and operations review. Reviewed finance and accounting, staffing, system
operations, organizational structure, and corporate policies and procedures.

General Electric Field Engineering group - Lead Consultant for the implementation of a Job
Management Program that included seminars, teaching concepts on work breakdown
structures, budgeting, performance measurement, and critical path scheduling techniques.
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Overall program was aimed at improving construction management skills of field
personnel.

OTHER BUSINESS AND PROFESSIONAL EXPERIENCE

System Training Director for Niagara Mohawk Power Corporation. Managed a staff of
eleven supervisors and instructors, as well as numerous contractors and part-time training
personnel. Developed and implemented a productivity program to improve operating and
employee productivity at all fossil power plants. Developed a performance-based
progression program for craft personnel and assisted in negotiating contract changes with
the International Brotherhood of Electrical Workers. Member of Electric Power Research
Institute committee on power plant staffing and training. Chaired Electric Utility Technical
Education Council. Developed and taught a seminar on power plant efficiency
improvement to operating, management, and regulatory personnel.

Electrical Maintenance Supervisor for Niagara Mohawk Power Corporation. Managed two
supervisors and thirty electricians performing electrical construction, maintenance, and
repair. Developed and implemented a preventive maintenance program for a six-unit/2000
megawatt power plant. Managed roving maintenance crew, providing personnel,
equipment, and expertise to nuclear power plants during outages. Responsibilities included
all plant, fuel handling, and pollution control electrical equipment, switchyards, 345 kV
overhead and 115 kV underground transmission lines, relay systems, telemetering, and
telecommunication systems.

TESTIMONY
Testimony was provided in the following cases.

o Cases 09-246 and 10-1025 for the Kansas Corporation Commission. Provided
direct testimony on prudence of construction for latan 1 and latan 2 coal fired
power plants.

e Montana PSC - Testify quarterly in results of monitoring Mill creek power plant
construction project.

o Case 99-434 Bell South of Kentucky. Audit and modification of Price Regulation
Plan.

¢ Maryland PSC - Testified approximately 20 times on Provider of Last Resort
(POLR) rules, regulation and energy solicitation results.

e Duquesne Light Company - Testified six times on results of POLR solicitations.

¢ CPUC Telco cases - Testified on eight occasions regarding results of attestation
exams of Verizon, PacBell, Sprint, AT&T, and Roseville.

e Various energy solicitation projects - Testified after acting as independent
monitor during energy solicitations in Delaware (2 occasions)

e Commonwealth Edison - Testified before Illinois PSC on outages of 1999.
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PSE&G Restructuring hearing. Lead witness on all aspects of unbundling,
restructuring, stranded costs, and deregulation issues. Testified for eight days.
Case No. 97-105-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Dayton Light Company for the PUC of Ohio.

Case No. 95-106-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Monongahela Power Company for the PUC of Ohio.
Case No. 96-106-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Monongahela Power Company for the PUC of Ohio.
Case 93-02-041 Financial Audit of the Demand-Side Management Pilot Bidding
Program Administrative Services of Pacific Gas & Electric Company, San Diego
Gas & Electric Company, Southern California Edison Company, and Southern
California Gas Company for the California PUC.

Case D94-08-023 Mid-Point Evaluation of SDG&E’s Base Rates Performance
Based Ratemaking Mechanism for the California PUC.

Case No. 94-219-GA-GCR Management Performance Audit of West Ohio Gas
Company for the PUC of Ohio.

Case No. 91-103-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Toledo Edison for the PUC of Ohio.

Case No. 91-104-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Cleveland Electric Hluminating Company for the PUC of
Ohio.

Case No. 89-100-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Ohio Power Company for the PUC of Ohio.

Case No. 89-101-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Columbus Southern Company for the PUC of Ohio.
Case No. 90-100-EL-EFC Management Performance Audit of Fuel Related
Policies and Practices of Ohio Power Company for the PUC of Ohio.

Case No. 90-101-EL-EFC Management Performance Audit of Fue] Related
Policies and Practices of Columbus Southern Company for the PUC of Ohio.

PUBLICATIONS

Primary contributing author of five textbooks developed for the Electric Power Research
Institute (EPRI) and the Center for Occupational Research and Development (CORD).

Introduction to Instrumentation and Control.
Electronic and Pneumatic Control Devices.
Control Systems 1.

Control Systems 1.

Power Plant Control System Applications.

EDUCATION

MBA, The Wharton School, University of Pennsylvania, (Finance/Management).
BSEE, State University of New York at Buffalo, (Systems Engineering/Power Technology).
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Lectured as a visiting executive at Clarkson College on management in a utility company.

PROFESSIONAL AFFILIATIONS

Institute of Electrical and Electronic Engineers.
Project Management Institute.
American Water Works Association
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