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DIRECT TESTIMONY OF LANE KOLLEN

L. QUALIFICATIONS AND SUMMARY

1 Q. Please state your name, position, employer and business address.

3 A My name is Lane Kollen. I am a Vice President and Principal with the firm of J.

4 Kennedy and Associates, Inc. ("Kennedy and Associates"). My business address is 570
5 Colonial Park Drive, Suite 305, Roswell, Georgia 30075.
6

7 Q.  Please describe your education and professional certifications,

9 A I earned a Bachelor of Business Administration in Accounting degree and a Master of

10 Business Administration degree, both from the University of Toledo. I also earned a

J. Kennedy and Associates, Inc,
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Master of Arts degree from Luther Rice University. I am a Certified Public Accountant,

with a practice license, and a Certified Management Accountant.
Please describe your professional experience.

1 have been an active participant in the utility industry for more than thirty years. For
more than twenty years, I have been a consultant employed by Kennedy and Associates
specializing in the wtility industry. In that capacity, I have provided consulting services
to state and local government agencies and consumers of utility services in the planning,
ratemaking, financial, accounting, tax, and management areas. From 1983 to 1986, I was
a consultant employed by Energy Management Associates. In that capacity, [ provided
consulting services to investor and consumer owned utility companies in the planning,
financial, and ratemaking areas. From 1976 to 1983, I was employed by The Toledo
Edison Company in a series of positions providing services in the accounting, tax,

financial, and planming areas.

I have appeared as an expert witness on planning, ratemaking, accounting, financial,
accounting, tax and management issues before regulatory commissions and courts at the
federal and state levels on nearly two hundred occasions. I have testified before the

Public Utilities Commission of Ohio (“PUCO” or “Commission™) on numerous

J. Kennedy and Asseociates, Inc,
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occasions, including Docket Nos. 88-170-EL-AIR, 88-171-EL-AIR, 91-410-EL-AIR,
92-1715-AU-COL, 93-01-EL-EFC, 92-1464-EL-AIR, 95-299-EL-AIR, 95-300-EL-AIR,
99-1658-EL-ETP, and 04-169-EL-UNC. In addition, I have developed and presented
papers at various industry conferences on ratemaking, accounting, and tax issues. My

qualifications and regulatory appearances are further detailed in my Exhibit __ (LK-1).

On whose behalf are yon providing testimony?

I am providing testimony on behalf of the Ohio Energy Group, Inc., a group of large
customers taking electric service from Ohio Edison Company (“Ohio Edison™), The
Cleveland Electric Illuminating Company (“Cleveland Electric™), and The Toledo

Edison Company (“Toledo Edison™) (collectively, the “Companies™).

What is the purpose of your testimony?

The purpose of my testimony is to address and make recommendations regarding certain
revenue requirement issues that either were not addressed or were not addressed
properly in the Reports issued on December 4, 2007 by the Commission Staff (“Staff”)
in this proceeding for each of the Companies. I have used the Staff Reports as the

starting point for my recommendations and quantifications.

J. Kennedy and Associates, Inc.
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Please summarize your testimony.

I recommend a rate reduction of $13.513 million for Ohio Edison and rate increases of
no more than $17.380 million for Cleveland Electric and $24.386 million for Toledo
Edison. The following table summarizes the OEG issues and the effect on the revenue
requirement for each of the three Companies using the Staff Reports as the starting

point. The table also quantifies the OEG rate change recommendations compared to the

Staff Report recommendations.

Ohlo Edison Gompany, The Cleveland Electrie lluminating Company, and The Toledo Edlson Campany
Caeo No. D7-551-EL-AIR, Casza No. 07-852-EL-ATA, Case No, 07-383-EL-AAM, Case No. 07-564-EL-UNC
Summary OEG Revenud Requirmant Recommendations

(000's}
OE CEl TE
Lower Upper Lower Upper Lower Upper
Bound Bound Bound Bound Boung Bound
Rate Base lssues
Reflect Annuitization of RCP Dist O&M Defesrals - Net {1,708)  (1,705) {1,057 (1,067 {598) {558}
Remove Enargy for Education from CWC Cateulation 2434 2,860 1435 1,533 477 508
Reflaci Energy for Educaflon Liability (7 .488) (7.978) {4,473) 4,778) (2,034) (2,173}
Adjust Werking Capital Balance to Actuat - Nol Zero (5482)  (5,359) (3813 (4073 {2.268) (2412
Reflect Ohio State DIT Balance Writien Off in June 2005 (2990) (3189 725) {74 {1818) (1940
Redlact Adjust to ADIT Incdin Other Rate Basa ems (7164} (7879 3.244)  (B807) (4898 (5,019)
Oparating Income Issues
Adjust Pension Expense fo SFAS 87 Expense Amount (13.668) (13,889) {5440)  (5.440) (3.086)  (3086)
Adjust OPEB Expense to SFAS 106 Expenee Amount (7882) (75882) (565) {535) 1,183 1,183
Remove Long-Term Incentive Compensation Expense (5,125) {5.125) (4,658  (4,65%) (2,240) (2,240}
Reflect Amortizalion of Income Tax Benefits from Siate OIT (15,100 (15110) (3,686)  (3,666) (9,193)  (8,185)
Rate of Return lasues
Impule Capital Structura of 0% Debt and 40% Com Eg (3810)  {4.204) (3245)  (3.657) (1,188) (1,350
Reflect Retum on Equity of 8.70% 2 283 3.051 {1,923} {7.693) (709) (2,838}
Total QEG Adjustraents to Staff's Recommendation (70,452) (79,136) (36304) (43,657) (26,162)  (20,136)
Staff Recommended Increases 58,638 §6.824 53774 61,037 50,538 53 522
OEG Recommended Changes in Base Rates $ ’13@13! $ 513 613! ! 17|330 i 17i880 $ 24386 $ 24386

J. Kennedy and Associates, Inc.
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The remainder of my testimony is organized into three sections following the sequence
of the issues on the preceding table: Rate Base Issues, Operating Income Issues and Rate
of Return Issues. If an issue affects both rate base and operating income, I address it

only in the Rate Base Issues section.

J. Kennedy and Associates, Inc.
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IL. RATE BASE ISSUES

RCP Distribution O&M Deferrals

Please describe the Staff treatment of the RCP Distribution O&M Deferrals.

The Staff Reports include in rate base the date certain balances of the deferral amounts,
net of the offsetting accumulated deferred income tax (“ADIT”) amounts. The Reports
also include in operating income the related amortization expense computed using a 25
year amortization period. In addition, the Staff Reports use a debt-only rate of return on
the net rate base amounts. The amounts included by the Staff in the revenue

requirement for each Company are detailed on my Exhibit__ (LK-2).
Should the Commission utilize the Staff methodology and quantification?

No. The Staff methodology results in an excessive quantification of the revenue
requirement that ensures the Companies will overrecover the deferral amounts. This
occurs for a simple reason. The Staff methodology assurnes that there is no decline in
the date certain balances. Yet, the reality is that the rate base date certain balances in

fact decline as the Companies recover their amortization expense. The Staff

J. Kennedy and Associates, Inc.
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methodology is analogous to a home-owner paying on a mortgage, but never receiving

‘the benefit of reduced interest due to the declining principal balance. Such a result is

unreasonable and should be rej ected.

Is there an alternative that provides the Companies full recovery of the deferral

amounts, but does penalize ratepayers?

Yes. The alternative is to use the rate base date certain balance and quantify an
annmtlzed payment over the same 25 years and the same debt interest rate used by the
Staff. In this manner, the Companies receive a rate of return on the date certain balances
as the balances are reduced through recoveries of the principal amounts from ratepayers.
This annuitization methodology is fair and equitable both to the Companies and to their

ratepayers.

Have you quantified the effect of your recommendation?

Yes. The net effect is reflected on the table in the Summary section of my testimony. It
consists of the removal of the deferral amount, net of ADIT, from the Staff rate base,

removal of the amortization expense from the Staff operating income, and increasing

operating exﬁense for the amortization expense using the annuity methodology. The

J. Kennedy and Associates, Inc.
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computations are detailed on my Exhibit  (LK-2). The grossed-up rate of returns are

based on the Staff Reports and are detailed in Section I on my Exhibit  (LK-3).

for Education Regulatory Liabili

Please describe how the Staff treated the Energy for Education regulatory liability.

Instead of subtracting the date certain balance of the Energy for Education regulatory
liability from rate base, the Staff treated this as an advance payment of revenues through
the Cash Working Capital (“CWC”) quantification. This was the same treatment used

by the Companies in their filings.

Does the Staff methodology properly quantify the effect of this regulatory liability

in the revenue requirement?

No. This approach improperly increased rate base by $47.867 million ($23.148 million
reduction in CWC instead of $71.015 million at date certain) for Ohic Edison, $28.819
million ($13.620 million reduction in CWC instead of $42.439 million at date certain)
for Cleveland Electric and $14.750 million ($4.516 million reduction in CWC instead of

$19.266 million at date certain) for Toledo Edison. The Staff failed to use the date

J. Kennedy and Associates, Inc.
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certain balances for the Companies and instead diluted the rate base effect through the
revenue lag periods used in the CWC computations. In addition, and as I subsequently
discuss, the Staff improperly set the Working Capital at $0, thus completely negating
even the reduced effect of this regulatory liability reflected in the Staff CWC

computations.

Why is there a difference between the use of the date certain balances and
reflecting these amounts as a reduction in the revenue lag used in the CWC

computation?

The results are not equivalent because the revenue lag day effects were computed based
on the average days between the dates the Companies received the Energy for Education
payments and the dates on which those payments will have been fully utilized. The
simple mathematics of these CWC computations results in lower balances than the

actual date certain balances.

Should the Commission use the date certain balances?

Yes. There is nothing exceptional about the Energy for Education regulatory liability

that requires it be treated through the CWC computation. The Energy for Education

J. Kennedy and Associates, Inc.
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regulatory liability should be treated the same as other rate base components, such as
prepayments and inventories, which are set either at the date certain amount or an

average over the test year.

Further, the treatment of this regulatory liability through CWC is conceptually flawed
because the cash prepayment of these amounts is not a recurring cash receipt pattern that
should be reflected in the revenue lag, unlike other recurring cash payments that the
Companies make. These customer cash receipts were a one-time occurrence and, as
such, the unamortized balances should be subtracted from rate base, not diminished by
washing the amounts through the CWC computation as if they were recurring cash
receipts. Finally, moving the Energy for Education regulatory liability to Other Rate
Base ensures that there indeed is a reduction to rate base in the event that the

Commission determines that Working Capital cannot be negative and sets it at $0.

Please describe how yvou quantified the effect of the Energy for Education

regulatory liability.

I quantified the effect in two steps, with the effect of each step shown on the table in the

Summary section of my testimony. The first siep was to remove the Energy for

Education from the computation of the revenue lag used by the Staff to compute Cash

J. Kennedy and Associates, Inc.
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Working Capital. This first step had the effect of increasing rate base and the revenue
requirement, assuming that the negative Working Capital and negative Cash Working
Capital are not negated by setting the Working Capital amounts to zero. Otherwise,
there should be no effect of the first step.' The quantification effect on CWC for this
first step is detailed on my Exhibit__ (LK-4). The second step was to recognize the
Energy for Education regulatory liability date certain amount in Other Rate Base as a
subtraction from rate base. I used the grossed-up rate of return from the Staff Reports as

detailed in Section I of my Exhibit __ (LK-3).

Negative Worki ital

Please describe how the Staff Reports treated the negative Working Capital

amonnts computed for each of the Companies.

The Staff set the Working Capital amounts for each Company at $0, despite the fact that
it quantified negative CWC and negative Working Capital amounts for each Company.
It shouid be noted that the Companies’ filings also set the Working Capital amounts to

$0. However, unlike the Companies, the Staff removed the Customer Deposits amounts

! If the Commission sets Working Capital to $0, then there necessarily should be na increase in either

Working Capital or the revenve requirement from this first step.

J. Kennedy and Associates, Inc.
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from the Companies’ Working Capital computations and reclassified them as Other Rate

Base amounts in order to retain the benefit of subtracting those amounts from rate base.

Should the Commission set Working Capital at $0?

No. This approach has the effect of negating the proper reductions to the Companies’
rate base amounts for these ratepayer-supplied capital amounts. A negative Cash
Working Capital simply means that, on average, the ratepayers provide the Companies
cash revenues before the Companies make their cash disbursements for expenses. As
such, the Companies avoid financing the amount of the negative Cash Working Capital
and the related financing costs, the opposite of the result that occurs when the
Companies have positive Cash Working Capital requirements and must finance their
cash expense disbursements while they wait for their cash revenues. Just as the
ratepayers would be obligated to pay the Companies a return on their positive CWC
requirements, the Companies should be required to pay the ratepayers a return on their

CWC investment.

If there is some perceived conflict with state law on providing the ratepayers a

return on their CWC investment, are there other remedies for this inequity?

J. Kennedy and Associates, Inc.
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Yes. The Commission could include certain rate base amounts in Working Capital that
would offset the negative CWC amounts rather than including those same amounts in
Other Rate Base. For example, the Commission could move all or some of the amounts
in accounts 182 and 186 from Other Rate base to Working Capital. In addition, if this
an issue, it emphasizes the need to remove the Energy for Education regulatory liability
from the Cash Working Capital computation and include it in Other Rate Base in order

to preserve the carrying cost value for ratepayers.

The important point is that the Commission should look to the substance of the negative
Working Capital issue and fashion an equitable remedy rather than be constrained by the
form of the Working Capital computation, at least as filed by the Companies and to the
extent that form was mostly replicated by the Staff. After all, the Staff recognized this
important principle by reclassifying the Customer Deposits, another rate base reduction,
from Working Capital, where the Companies had included these amounts in their filings,
and used them instead actually to reduce rate base by including the amounts in Other

Rate Base. In short, substance should transcend form.

How did you quantify the effect of recognizing the actual negative Working

Capital rather than setting it at $0?

J. Kennedy and Associates, Inc.
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I simply used the negative Working Capital quantified by the Staff for each of the
Companies on Schedule B-5 in the Staff Reports, which I then multiplied times the Staff

Report grossed-up rates of return as detailed in Section I of my Exhibit  (LK-3).

Ohio State Excess Accumulated Deferred me Tax

Please describe what happened to the Ohio State ADIT when the state corporate
income tax was eliminated and replaced with the new CAT tax in 2005 through a

five year phase-ont/phase-in process.

When any corporate income tax rate, whether federal or state, is reduced or eliminated,
the related ADIT effectively is “stranded” because these amounts no longer represent
future income tax liabilities. These Ohio state ADIT amounts, which were collected
from ratepayers to pay for future state income taxes on a levelized or normalized basis,
now never will be paid to the Ohio state government. With the 2005 Ohio tax
legislation, the Ohio state ADIT amounts, except for the amounts reversing during the

phase-out period, effectively were converted from loans to grants.

How have such excess ADIT amounts historically been treated for ratemaking

purposes?

J. Kennedy and Associates, Inc.
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Historically, most, if not all, state commissions have retained such excess ADIT
amounts for the benefit of ratepayers and flowed through both principal and the rate of
return on the excess ADIT amounts as a reduction to the revenue requirement. The
amounts continued to be subtracted from rate base, as they had been in the past, because
these ADIT amounis were ratepayer-supplied funds. In addition, most state
commissions then amortized the principal amounts of the excess ADIT over various
time periods, the duration of which was discretionary unless otherwise mandated by law.
In other words, the excess ADIT amounts were returned to ratepayers; utilities generally
were not allowed to retain these amounts. Historically, the best-known example of this
was the nearly universal flow-through to ratepayers of the excess ADIT due to the
reduction in the federal corporate income tax rate from 40% to 34% resulting from

enactment of the Tax Reform Act of 1986.

When the state tax law was changed in 2005, how did the Companies treat their

excess state income tax amounts?

The Companies treated these excess deferred income taxes as income, except for the

limited amounts reversing during the phase-out period. In this manner, the Companies

removed these excess amounts from the ADIT balances in accounts 282 and 283 on their

J. Kennedy and Associates, Inc.
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accounting books. The Companies provided their aqcounting entries and the amounts
removed from accounts 282 and 283 in June 2005 in response to OEG-1-16, a copy of
which is attached as my Exhibit _ (LK-5). Ohio Edison included $28.439 million in
2005 income, Cleveland Electric included $6.875 million, and Toledo Edison included

$17.203 million, based on the quantifications provided in response to OEG-1-16.

Should these excess ADIT amounts have been retained for the benefit of ratepayers

and reflected in the revenue requirements in this proceeding?

Yes. The Companies should have reclassified these amounts from ADIT to regulatory
liabilities. Taking these amounts to income instead of retaining them for the benefit of

ratepayers was inequitable and inappropriate.

How should the excess Ohio state ADIT be reflected in the revenue requirement?

The amounts transferred to income should be added to the rate base date certain balances
of ADIT for each of the Companies reflecied in the Staff Reports, thereby reducing rate
base. In addition, these date certain balances should be amortized to expensc over three
years. It should be noted that the amortization expense must be grossed up for revenue

requirement purposes because the amortization expense is a negative income tax

J. Kennedy and Associates, Inc.
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expense, not a normal amortization expense where the amortization expense and

Tevenue requirement are equivalent except for the uncollectibles expense gross-up.

The quantifications are detailed on my Exhibit _ (LK-6).

Other Rate Base Amounts

Has the Staff included amounts in Other Rate Base that should be excluded?

Yes. First, the Staff improperly included numerous ADIT amounts in Other Rate Base
that have no related originating temporary difference amount included in rate base. In
other words, it generally is appropriate to have the tax effect (ADIT) of a balance sheet
amount included in rate base only if the balance sheet amount itself is included in rate
base. Second, certain of the ADIT amounts should not be included because the related
expense or timing difference is not included in operating expenses recoverable for
ratemaking purposes. One such example is the ADIT associated with IRS audit interest.
Another example is the ADIT associated with stock option expense (incentive
compensation tied to the financial performance of FirstEnergy Corp.). The ADIT

amounts by Company that should be excluded from rate base are as follows:

J. Kennedy and Associates, Inc,
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Ohio Edison

190 Other Taxes

190 Post Retirement Benefits

190 Banked and Accrued Vacation
190 Injuries and Damages

190 Severance Estimate

190 Merger Transaction Costs

190 Taxes and Property Taxes Reserve
190 Executive Deferred Compensation
190 Executive Deferred Compensation Interest
190 ESOP — Compensation Expense
190 Extraordinary Gain FIN 47

283 Pension Expense

283 Incentive Compensation

283 IRS Audit Interest

Cleveland Electric

190 Pension and Rightsizing Cosis

190 Vacation Accrual

190 Other Taxes

190 Supp Exec Retirement Program — Def Comp
190 Incentive Compensation

190 Severance Estimate

190 Merger Cost Expensed

190 CSCFAS 106 Adj

190 FIN 47

283 Stock Option Expense & Deduction
283 Injuries and Damages

283 Health Benefits — FAS 106

Toledo Edison

190 Contingency Dura Landfill Cleanup

190 Deferred Compensation

190 Expense Accruals — FAS 112
190 Health Benefits — FAS 106 (Postretmt Benefits)

J. Kennedy and Associates, Inc.
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190 Incentive Compensation
190 Pension and Rightsizing Cost
190 Provision for Doubtful Accounts
190 Severance Estimate
190 Vacation Pay Accrual
283 Stock Options Performance Shares
Has the Staff also excluded amounts from Other Rate Base that should be

inchuded?

Yes. In addition to the Ohio state excess ADIT, the Staff improperly excluded the
following amounts from Other Rate Base, as did the Companies in their filings. These
ADIT amounts should be included in rate base because the related originating temporary
differences are reflected in the capital structure and included in the cost of debt and
overall rate of return.. The tax effects of the related originating temporary differences
normally are reflected in rate base because they affect the utility’s costs and they

properly offset the affects of the originating temporary differences in the rate of return.

Ohio Edison

190 Gain/Loss on Sale of Securities
283 Reacquired Debt Expense
Cleveland Eleetric

190 Amortization Premium Discount Debt
283 Reacquired Debt Expense

J. Kennedy and Associates, Inc.,
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Teledo Edison
190 Reacquired Debt Expense
283 Amortization Premium Discount Debt

Have you quantified the effect of your Other Rate Base recommendations?

Yes. The quantifications are detailed on my Exhibit  (LK-7) and summarized on the

table in the Summary section of my testimony.

J. Kennedy and Associates, Inc.
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1. OPERATING INCOME ISSUES

Pension and Other Post-Retirement Benefits Expense

Please describe the pension and other post-retirement benefits expense included by

the Staff in the Companies® revenue requirements.

The Staff adopted the Companies’ proposal to use only the service cost component of
the SFAS 87 pension expense and the SFAS 106 post-retirement benefits expense. In
other words, the Staff excluded the interest income on the pension and post-retirement
benefits trust fund assets and excluded the interest expense on the net present value of

the respective obligations (liabilities) from the Companies’ per books expense amounts.

What effect does the Companies’ proposal have on the amount of pension and
post-retirement benefits expense included in their respective revenue requirements

compared to using the SFAS 87 and SFAS 106 amounts?

The effect is to increase Ohio Edison’s pension expense by $13.742 million and its other

post-retirement benefits expense by $7.810 million, with the related revenue requirement

effect of $13.869 million and $7.882 million, respectively. The effect is to increase

J. Kennedy and Associates, Inc.



10
11
12
13
14
15
16
17
18
19

20

Lane Kollen
Page 22

Cleveland Electric’s pension expense by $5.399 million and its other post-retirement
benefits expense by $0.581 million, with the related revenue requirement effect of
$5.440 million and $0.585 million, respectively. The effect is to increase Toledo
Edison’s pension expense by $3.059 million and to reduce its other post-retirement
benefits expense by $1.152 million, with the related revenue requirement effect of

$3.089 million and negative $1.163 million, respectively.

What is the basis for using only the service cost component of the SFAS 87 pension

expense and SFAS 106 post-retirement benefits expense for ratemaking purposes?

The Staff appears to have adopted the Companies’ conclusory logic as articulated in the
testimony Mr. Kalata as well as in the Companies’ responses to OEG-1-6 and 1-8
(pension expense) and OEG-1-9 and 1-10 (other post-retirement benefits expense). The
Companies’ rationale is limited to the conclusory statement that only the service cost
component of these expense amounts should be used for ratemaking purposes and the
corollary conclusory statement that the financing components of the SFAS 87 and SFAS
106 expense amounts should be excluded. The Companies claim that any “excess or
shortfail related to the expected retumn on plan assets are not included because their
inclusion would artificially reduce or increase total costs and result in the recovery of

more or less than the actual normal cost of service,” based on its responses to OEG-1-6

J. Kennedy and Associates, Inc,
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and 1-10. I have attached a copy of the Companies’ responses to OEG-1-6 through 1-10

as my Exhibit __ (LK-8).
Is it reasonable to use only the service cost component for ratemaking purposes?

No. It is unreasonable to remove the financing components of these expenses and the
Companies have provided no compelling reason to do so. First, the Companies’
conclusory statements are directly contrary to the logic relied on by the Financial
Accounting Standards Board (“FASB*) when it adopted SFAS 87 and SFAS 106 as
generally accepted accounting principles (“GAAP”). The interest income and interest
expense are specific and integral components of the SFAS 87 and SFAS 106 expense
amounts. The reason that they are specific and integral components of these GAAP
expense amounts is that they are necessary to correctly reflect the net cost of providing
the pension and post-retirement benefits to employees over their service lives. In SFAS
87, the FASB stated:
The net cost feature means that the recognized consequences of events and
transactions affecting a pension plan are reported as a single net amount
(net periodic pension cost) in the employer’s financial statements. That
approach aggregates at least three items that might be reported separately
for any other part of an employer’s operations: the compensation cost of
benefits promised, interest cost resnlting from deferred payment of those

benefits, and the results of investing what are often significant amounts of
assets.

J. Kennedy and Associates, Inc.




18

19

20

21
22
23
24
25
26
27
28
29
30

Lane Kollen
Page 24

In addition, the FASB rejected different accounting for certain industries, specifically

“rate-regulated enterprises™ subject to SFAS 71. In SFAS 87, the FASB stated:

Some respondents argued that accounting requirements should be different
for employers subject to certain types of regulation (rate-regulated
enterprises) or for employers that have certain types of government
contracts for which reimbursement is a function of the costs incurred. In
both those cases it was noted that a change in reported net periodic pension
cost might have a direct effect on the revenues of the employer (lower cost
would result in reduced revenues), or conversely, that increases in reported
net periodic pension cost would not be recoverable. The Board understands
the practical concerns of those respondents, but it concluded that the cost of
a particular pension benefit is not changed by the circumstances described
and that this Statement should include no special provisions relating to such
employers.

Further, the FASB noted that if regulators chose to provide rate recovery based on a
different quantification, then SFAS 71 might require the establishment of regulatory
assets or liabilities, but in any event, the ratemaking recovery would not change the
SFAS 87 accounting requirements.
For rate-regulated enterprises, FASB Statement No. 71, Accounting for the
Effects of Certain Types of Regulation, may require that the difference
between net periodic pension cost as defined in this Statement and amounts
of pension cost considered for rate-making purposes be recognized as an
asset or a liability created by the actions of the regulator. Those actions of

the regulator change the timing of recognition of net pension cost as an
expense; they do no otherwise affect the requirements of this Statement.

J. Kennedy and Associates, Inc.
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The significance of this last SFAS 87 citation is that if the Commission chooses to
change the timing of the recovery of pension costs compared to the SFAS 87 amounts
and actually increases the amount recovered in accordance with the Staff
recommendation and the Companies’ request, then it also should require the creation of
a regulatory liability for the excess recovery. Of course, the better option is simply to

provide recovery at the SFAS 87 expense amount, no more and no less.

Second, the Commission should be aware that the three components of SFAS 87 and
SFAS 106 expense amounts are analogous to the three components of nuclear
decommissioning expense, another expense with which the Commission may be
familiar. Similar to the SFAS 87 and SFAS 106 expenses, nuclear decommissioning
expense includes three components, all three of which are necessary to comprehensively
and properly record the expense based on a future obligation. There is the escalation, or
interest expense, on the present value of the obligation. In addition, there are the
earnings associated with the funds already held in the trust fund. Finally, there is the
annual service cost. In my experience, the nuclear decommissioning expense is always

comprised of these three components; the escalation (interest expense) and trust fund

- earnings are not excluded,
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Third, it should be seif-evident that the interest income (trust fund earnings) should be
reflected in pension and post-retirement benefits expense recovered from tatepayers
because the ratepayers paid the amounts used by the Companies to fund the respective
trust funds. The Companies simply state that these income amounts, which reduce the
pension and post-retirement benefits expense, should be ignored for ratemaking
purposes. Simply stating that does not provide a rationale, let alone a sufficient
rationale, to deviate from GAAP for ratemaking purposes or to ignore the fact that

ratepayers funded these trust funds.

Fourth, the interest expense (escalation) should be charged to ratepayers because it
represents the growth in the future liability in the current year, necessary to increase the

net present value of the liability from the end of the prior year to the end of the current

year. The pension and trust fund liabilities initially are computed in nominal (future

dollars) terms based on projections of future employee levels, employee pay increases
and other factors. These future dollars then are discounted for the cost of money to a net
present value obligation. Then each year the expense is increased to include the growth

in the present value obligation from the end of the prior year.

In summary, the exclusion of two out of the three components of the pension and other

post-retirement benefits expenses results in arbitrary and unreasonable expense amounts
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and will result in a mismatch between the revenues recovered and the GAAP expenses,
thus improperly inflating the Companies’ income. The interest income and interest
expense do not “artificially” reduce or increase the pension and post-retirement benefits
expense. These components are essential to correctly stating th&se expenses for
ratemaking purposes. Further, if the Commission chooses to recognize amounts other
than the SFAS 87 and SFAS 106 expense amounts, then it should require the Companies
defer the excess of the regulatory expenses over the GAAP expenses and to establish
regulatory liabilities so that there is a proper match between the expense recorded on the
Companies’ accounting books and the revenues recovered for those expenses.
Otherwise, the GAAP expense will be less than the recoveries and this mismatch will

simply increase each Company’s net income.

Long-Term Incentive Compensation

Please describe the long-term incenfive compensation expense included by the Staff

and the Companies in the revenue requirement for each Company.

The Staff included $5.078 million for Ohio Edison, $4.623 million for Cleveland
Electric and $2.218 million for Toledo Edison in long-term incentive compensation

expense. These expense amounts equate to $5.125 million in additional revenue
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requirements for Ohio Edison, $4.658 million for Cleveland Electric, and $2.240 million

for Toledo Edison.

The [t]est year long-term incentive compensation is based primarily on assumptions
related to the performance of FirstEnergy’s stock,” according to the Companies’
response to OEG-1-20, which I have atiached as my Exhibit  (LK-9). “The purpose of
the Plan is to promote the success of the Company and its Subsidiaries by providing
incentives to key employees and Directors that will link their personal interests to the
long-term financial success of the Company and its Subsidiaries and to increase

shareholder value,” according to the FirstEnergy 2007 Proxy Statement.

Should the Commission include the long-term incentive compensation expense in

the revenue requirement?

No. The long-term incentive compensation expenses should not be included in the
revenue requirement. The cost of these incentive compensation programs is incurred to
improve the FirstEnergy Corp. financial performance for the benefit of shareholders, not
to improve customer service or meet other regulated utility service requirements, In
fact, the objectives of maximizing shareholder value on the one hand and minimizing

costs to ratepayers on the other hand, generally are opposed to each other.
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In addition, the inclusion of this expense in the revenue requirement essentially becomes

self-fulfilling. It is no longer an incentive expense if the recovery essentially is

guaranteed.

Finally, it is an absurd proposition to require ratepayers to pay for the financial

performance of the FirstEnergy unregulated affiliates, at least three of which directly

benefit from their affiliate relationships with the Companies.
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IV. RATE OF RETURN ISSUES

Capital Structure

Please describe the capital structure for the Companies used by the Staff to develop

the overall rate of return.

The Staff used the consolidated FirstEnergy Corp. capital structure for this purpose,
consisting 0of 56.25% long term debt and 43.75% common equity. The Staff included no
short term debt and made no distinction between the Operating Companies or to reflect
the lower level of risk associated with distribution-only electric utilities compared to
vértically integrated electric utilities with generation assets and risk exposure. The Staff
recommendation compares to the Companies’ proposal to use the average of the capital
structures for only the three Companies for each Company consisting of 43.76% long

term debt and 56.24% common equity.
Does the Staff proposal fully recognize the lower risk of a distribution only utility?
No, although it recognizes in part the integrated nature of the FirstEnergy Corp.

regulaied and unregulated affiliates and the fact that the three Companies in the
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aggregate had far richer common equity ratios than the other FirstEnergy Corp. affiliates
in the aggregate. The Staff proposal recognizes in part the fact that the debt rating
agencies consider all the FirstEnergy affiliates together and that the leverage at the
parent company and in the unregulated affiliates affects the debt ratings of the three
Companies. The Staff proposal also recognizes implicitly that FirstEnergy Corp. is
using the richer common equity ratios of the Companies to support loans from the three
Companies to its two unregulated generation subsidiaries. However, the Staff proposal
does not fully recognize that the capital structure for ratemaking purposes should reflect
the risk of a distribution-only utility, which allows for greater debt leverage in order to

optimize (minimize}) the cost to ratepayers within a reasonable range.

What is a reasonable capital structure for a distribution-only electric utility?

A reasonable capital stcture consists of 60% debt (long-term and short-term) and 40%
common equity. There is no question that the cost of debt is less than the cost of
common equity. Thus, it makes sense to maximize the level of debt compared to

common equity within a reasonable range.

Further, the Companies® actual capital structures are solely within the discretion of

FirstEnergy Corp., subject to various debt covenants, Thus, FirstEnergy Corp. can and
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has used the common equity of the three Companies to finance loans to the two
unregulated generation affiliates rather than taking cash for the sale of its generation
assets to the unregulated affiliates, using those amounts to pay a dividend to FirstEnergy

Corp. and in that manner reducing the common equity ratios of the three Companies.

The Public Utility Commission of Texas (“PUCT”) addressed the issne of an
appropriate or optimal capital structure in a statewide generic proceeding in conjunction
with the deregulation of the generation function of its jurisdictional electric utilities and
rate unbundling. The PUCT concluded that the proper capital structure for regulated
transmission and distribution utilities was 60% debt and 40% common equity. The
PUCT since has affirmed its position in the generic proceeding by using this same
capital structure in subsequent rate cases involving the transmission and distribution
utilities. As aresult, the utilities have modified their actual capital structures to conform
more closely to that recognized for ratemaking purposes. Ihave attached a copy of the
PUCT Order in Docket No. 22344 as my Exhibit__ (LK-10). This Order discusses the
basis for its decision and the tradeoffs between the increased financial risk of greater
debt leverage and the reduced business risk due of transmission and distribution utilities

compared to vertically integrated utilities.

How did you quantify the effect of your recommendation to use a 60% debt and
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40% common equity ratio?

First, I recomputed the grossed-up cost of capital as detailed in Section I of my
Exhibit _ (LK-3). Second, I computed the difference in the grossed-up cost of capital
from the Staff Reports as detailed in Section I of my Exhibit  (LK-3). Third, I
multiplied this difference in the grossed-up rates of return times the OEG recommended

rate base for each of the Companies.

Effect of OEG Recommended Return on Common Equity

Have you quantified the effect of the OEG recommendation through Mr. Baudino
of a return on common equity of 9.70% compared to the Staff low and high

recommendations?

Yes. The effect is to reduce the revenue requirement for Ohio Edison by $2.263 million
from the Staff low recommendation and by $9.051 million from the Staff high
recommendation. The Cleveland Electric revenue requirement is reduced by $1.923
million from the Staff low recommendation and by $7.693 million from the Staff high
recommendation. The Toledo Edison revenue requirement is reduced by $0.709 million

from the Staff low recommendation and by $2.836 million from the Staff high
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recommendation. I computed the difference in the grossed-up rates of return between
Sections I and Il on my Exhibit _ (LK-3). Section I of Exhibit  (LK-3)reflects my
recommendation to use the 60% debt and 40% common equity capital structure. Section
I reflects the capital structure recommendation and the OEG recommendation for
return on equity. I then multiplied these differences (high and low) in the grossed-up

rates of return times the OEG recommended rate base for each Company.

Does this complete your testimony?

Yes.

J. Kennedy and Associates, Inc.
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EDUCATION

University of Toledo, BBA
Accounting

University of Toledo, MBA

Luther Rice University, MA
PROFESSIONAL € CATIONS

Certified Public Acconntant (CPA)

Certified Management Accountant (CMA)

PROFESSIONAL AFFILIATIONS

American Institute of Certified Public Acconntants
Georgin Society of Certified Public Accountants

Institute of Management Accountants

More than thirty years of utility industry experience in the financial, rate, tax, and planning areas.
Specialization in revenue requirements analyses, taxes, evaluation of rate and financial impacts of
traditional and nontraditional ratemaking, utility mergers/acquisition and diversification. Expertise in
proprietary and nanproprietary sofiware systems used by utilities for budgeting, rate case suppart and

strategic and financial planning.
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RESUME OF LANE KOLLEN, VICE PRESIDENT

EXPERIEN!

1986 to
Present:

1983 to
1986:

1976 to
1983:

J. Kennedv and Associates, Inc.: Vice President and Principal. Responsible for utility
stranded cost analysis, revenue requirements analysis, cash flow projections and solvency,
financial and cash effects of traditional and nontraditional ratemaking, and research,
speaking and writing on the effects of tax law changes. Testimony before Connecticut,
Florida, Georgia, Indiana, Louisiana, Kentucky, Maine, Maryland, Minnesota, New York,
North Carolina, Ohio, Pennsylvania, Tennessee, Texas, West Virginia and Wisconsin state
regulatory commissions and the Federal Energy Regulatory Commission.

Energy Management Associates: Lead Consultant.

Consulting in the areas of strategic and financial planning, traditional and nontraditional
tatemaking, rate case support and testimony, diversification and generation expansion
planning. Directed consulting and software development projects utilizing PROSCREEN
II and ACUMEN proprietary software products. Utilized ACUMEN detailed cotporate
simulation system, PROSCREEN 11 strategic planning system and other custom developed
software to support utility rate case filings including test year revenue requirements, rate
base, operating income and pro-forma adjustments. Also utilized these software products
for revenue simulation, budget preparation and cost-of-service analyses.

The Toledg Fdison Company: Planning Supervisor.

Responsible for financial planning activities including generation expansion planning,
capital and expense budgeting, evaluation of tax law changes, rate case strategy and support
and computerized financial modeling using proprietary and nonproprictary software
products. Directed the modeling and evaluation of planning alternatives including;

Rate phase-ins.

Construction project cancellations and write-offs.
Construction project delays.

Capacity swaps,

Financing alternatives.

Competitive pricing for off-system sales.
Sale/leasebacks.
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CLIENTS SERVED
Ingustrial Co Toups
Air Products and Chemicals, Inc. Lehigh Valley Power Committee
Airco Industrial Gases Maryland Industrial Group
Alcan Aluminum Multiple Intervenors (New York)
Armco Advanced Materials Co. National Southwire
Armco Steel North Carolina Industrial
Bethlehem Steel Energy Consumets
Connecticut Industrial Energy Consumers Occidental Chemical Corporation
ELCON Ohio Energy Group
Enron Gas Pipeline Company Ohio Industrial Energy Consumers
Florida Industriai Power Users Group Ohio Manufacturers Association
Gailatin Steel Philadelphia Area Industrial Energy
General Electric Company Users Group
GPU Industrial Intervenors PSI Industrial Group
Indiana Industrial Group Smith Cogeneration
Industrial Consumers for Taconite Intervenors (Minnesotz)
Fair Utility Rates - Indiana West Penn Power Industrial Intervenors
Industrial Energy Consumers - Ohio West Virginia Energy Users Group
Kentucky Industrial Utility Customers, Inc. Westvaco Corporation
Kimberly-Clark Company
| ns and
Vern t

Cities in Texas-New Mexico Power Company's Service Territory
Cities in AEP Texas Central Company’s Service Temitory

Cities in AEP Texas North Company’s Service Territory

Georgia Public Service Commission Staff

Kentucky Attorney General's Office, Division of Consumer Protection
Louisiang Public Service Commission Staff

Maine Office of Public Advocate

New York State Energy Office

Office of Public Utility Counsel (Texas)
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Allegheny Power System

Attantic City Blectric Company
Carolina Power & Light Company
Cleveland Electric Illuminating Company
Delmarva Power & Light Company
Duquesne Light Company

General Public Utilities

Georgia Power Company

Middle South Services

Nevada Power Company

Niagara Mohawk Power Corporation

Utilities

Otter Tail Power Company
Pacific Gas & Electric Company
Public Service Electric & Gas
Pubiic Service of Qklahoma
Rochester Gas and Electric
Savannah Electric & Power Company
Seminole Electric Cooperative
Southern California Edison
Talquin Electric Cooperative
Tampa Electric

Texas Utilities

Toledo Edison Company
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As of January 2008
Date Case Jursdict Party Uity Subject
1086  U17282 LA Loulsigna Public Gui States Cash rsvenue raquirements
Irderim Service Commission Utilities financied solvency.
Staff
1186  U17282 LA Louisiana Public Gulf States Cash revenue requisaments
Irerimn Service Commission Utilities financial eolvency.
Rebuttal Siaff
1286 9613 KY Atioiney General Big Rivers Revenue requirements
Div. of Consumer Electric Com. accounting adjustments
Protection financlal workou plan.
187 U.17082 tA Louisiana Public Gulf Stales Cash revenua requirements,
Inderien 16th Judicial Senvice Commission Uikitios: financial solvency.
District Ct Stafl
387 Genegl wv Wasl Viginia Energy Monangahela Power Tax Reform Act of 1966,
Ovder 2% Users’ Group Co.
487 U-17282 LA Louisiana Fublic Gulf Stales Prudenca of River Bend 1,
Prudance Senvica Commission Utlifties £c0NCIMic apalyses,
Slaff canpeletion shudies.
487 M-100 NC North Caroling Duke Power Co. Tex Reform Act of 1986,
Sub 113 Industrial Encigy
Consumers
867 855ME- WY West Vigginia Monongaheks Power Revenue requiments.
Enorgy Lsess’ Ge. Tax Redorn Act of 1986,
Group
5%7 \-§7282 LA Louisiana Public Guif States Revenus requirements,
Cose Service Commission Utities Rivéer Bend 1 phase-in plam,
In Chigf Staft financia! splvency.
wr w1282 LA Louisiana Public Guif Stales Revenue requirements
Casa Sonvice Commission Uiikties River Bond 1 phase-in plen,
oy Chiief Staff financial solvency.
Surebuttal
/U782 LA Louisiana Public Gulf Statos Prudence of River Bend 1,
Prudance Servica Commigsion fiies aconomi: analysss,
Sumebyiial Staff cancellafion siudies.
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787 86524 wy Wesi Vinginia Monongahela Power Revenue requirements,
E8C Energy Users' Co. Tax Reform Ack of 1966,
Reuital Growp
AB7 6885 Ky Atiomay General Big Rivers Electric Financial workout plan.
Div. of Conaurer Comp.
Protection
8x7 EO5GR-  MN Taconite Minnasota Power § Revenue requirements, O&M
-223 Intervenors Light Co. expensa, Tax Raform Act
of 1980,
1087 8M0220E  FL QOctidental Fionida Power Revenue requirements, D&M
Chemical Com. Comp. expense, Tax Reform Act
of 1986,
167 470704 cT Connaclicul industrial Connecticut Light Ta Reform Act of 1956,
Enengy Consumers & Power Co,
188 U-17282 LA Louisiana Public Gulf States Revenue requirsments,
15t Judicial Service Commission Utiities River Bend 1 phase-in plan,
District Ct Staft rale of ratum,
2068 09034 KY Kenfucky indusirial Louisvills Gas Economics of Trimble County
Utikty Cusstomens & Elactric Ca completion.
278 10064 KY Kentucky industrial Louiswile Gas Revenye requiremants, O&M
Utiity Custorners & Electric Co. epeitse, capital siruciure,
excess daferrad income {axss,
588 16217 KY Alcan Auminurn Blg Rivers Electric Financial workoul pian.
National Souttwire Comp.
B8 WE017 PA GPU industris Metropoitan Nonuiily ganeralor dafeerad
~1CD0H Indervanors Edison Co. vost recovery.
S8  WMEMOIT PA GPU ingustrial Pennsyivania Nonutiity generalor defesred
2C005 Intervenors Electric Co. cost recovery.
ams  U-17282 Louistana Pubic Gulf States Prudence of River Bend 1
1% Judicidl  Service Comnission Uilikiss BOOROMIG a0alyses,
District Ct. Staft cancallafion studies,
financial modefing.
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788 MEH017-  PA GPY Industrial Metropcilan Nonuliity panerelor deferred
-1C001 Intenvanors Edigon Co. 005t recovery, SFAS No, 92
Rebuttal
TR  NBTOI7. PA GPY Industrial Pennsyivanis Nonutiity generalor defemed
20005 Infervences Electric Co. cost moovery, SFAS No. 82
Rebital ‘
9838 B88-05-26 CT Conracticut Connecticut Light Excess defomad taxes, OSM
Induskrial Energy & Fower Co. EXpanses.
Corsumers
9483 10064 KY Kantucky ndustrial Loulsville Gas Premature refirements, interest
Rehearing Uity Customers & Elactric Co. £Xpansa,
10/86 88-170- OH Ohio Industrial Cleveland Eleciic Revenue requirements, phasg-in,
EL-AIR Enargy Consumers [Huminating Co. exness deloren taxes, OBM
expenses, financial
considerations, working capital.
1088  88-171- OH Obioy Industrial Tolade Edison Co. Revenue redquitemants, phasa-n,
EL-AIR Enargy Corsumers excess deforred loms, OBM
axpenses, financial
188 BBID FL Florids Indushial Florida Power & Tax Reform Act of 1986, tax
35568 Power (sers’ Gioup Light Co. axpensas, CA&M expenses,
pension expense (SFAS No. 87).
1088 3780-U GA Georgia Public Afianta Gas Light Pansion expense (SFAS No. 87).
Service Commission Co.
Staif
1188 U-17282 LA Loulslana Public Gulf Statns Rate bese extlusion plan
Remand Service Commission Utities {SFAS No. 71}
Staff
1288 U0 LA Louisiana Public AT&Y Communicaons Pencion expensa (SFAS No. &7).
Senvice Commission of South Central
Staff Stefes
1288 U7edg LA Lowisiena Public South Central Compenssied absences (SFAS ND.
Rebuttal SBenvice Commission Ball 43), persion axpense (SFAS No.
Steft 87, Part 32, income tax

nomalzation.
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289 U782 LA Louisiana Public Gulf States Revenue requirements, phasedn
Phase it Service Commission Utlities of River Band 1, recovery of
Staff cancalad planl
€89 831802EU FL Talquin Eleclric Takquin/City Economig analyses, incramental
890326 EU Coopesative of Talahassee cost-of-5ervice, average
customer rales,
789 U7 LA Louisiana Public ATET Communications Pengion expanss (SFAS No. 87),
Service Commission of South Cantral compansated sbsences (SFAS No, 43),
St Siatas Part 32,
&80 8555 X Occidental Chemical Houston Lighiing Cancallsiion cost recavery, lax
Corp. & Power Co. EAPENSE, NeVnue requinements.
ass 384U GA Georgia Public Georgia Powar Co. Promotional praciices,
Siaff development.
889  U-17282 LA ~Loulsiana Public Gulf States Revenue raquiremants, detailed
Fhese |t Service Commission Utilties investigation.
Detailed Steff
1089 8880 ™ Eovon Gas Prciine Texas-New Mexice Defemed accounting treatmend,
Powar Co, salaflaasehack,
1089 8928 TX Enron Gas Texas-New Mexico Revenue requirements, imputed
Pipeline Power Co. capital sructum, cash
working capital.
1089 RG34 PA Phiiadelphia Area Phiadelphia Revenue requirements.
indushial Enargy Electric Co.
Users Group
1189 RAEG1B4  PA Philadelphia Arsa Fhiladelphia Revenve requirsments,
12589 Sumebutial industrial Energy Elactric Go. salefaaseback.
(2 Filings) Users Group
10 17282 LA Loxiisiana Public Gutl States Revenue requirements .
Phasell Service Commiigsion Uthities datailed investigaion,
Detalled Siaff
Rebutial
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Lane Kallen
As of January 2008
Date Case Jurisdict. Party Utliity Subject
150 U-17282 LA Louisiana Public Gutf States Phase-in of River Band 1,
Phase i Service Commission Utiites dereguiatod assel plan.
Staff
3|  WIM%E FL Florida industrial Floridg Power D&M expenses, Tex Reform
Power Usars Group & Light Co. Act of 1886.
480  gesqatsE  FL Florida Industried Florida Power D&M expanses, Tax Reform
Rabutta) Power Usars Group & Light Co. Ak of 1086
480 U782 A Loyisiana Public Guf States Fuel clauge, gain on sale
190 Judicisl Service Commission Utitias of utiity assets.
Digtriet Ct. Staff
900 90-158 KY Kentucky industrial Loutsville Gas & Revenue requiraments, post-test
Uity Cuslomers Etsctiic Co. year addifions, forecested test
year.
1280 U782 LA Lowisiana Public Gutf States Revenue requirements.
Phase IV Service Commission Utitities:
Staff
ast 29377, NY Multipla Niagara Mobawk Incentiva regulation.
et ol Intervenors Power Comp,
5%t 9945 T Office of Public £l Paso Elactric Financial modaing, econamic
Uity Counsal Co. analyses, prudence of Palo
of Texas Verde 3.
981 PRI0511  PA Allagheny Ludium Corm., Wast Parwt Power Co, Recowary of CAAA costs,
P-910512 Armeo Advanced Matoriais loast cost fmancing.
Co., The Wast Pann Power
Industrial Users' Group
ael -2 wv West Vinginka Energy Monongahela Power Recovery of CAAA costs, least
£H Users Group Ca. cost financing.
91 U7 LA Louisiana Publc Gulf Statos Asset impairment, dereguiated
Service Commission Utiities assel plan, revenue require-
Staff mens.

J. KENNEDY AND ASSOCIATES. INC.
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Lane Kollen
As of January 2008
Date Case Jurisdict Party Utllity Subject
1221 91410 OH Alr Products and Cincinnati Gas Revenue raquirements, phase-in
E-AR Chemicals, Inc., & Elaciz Co. plan.
Armeco Stesl Co.,
Generd Blectric Co.,
Industyial Enexgy
Consumerg
129 1020 X Office of Public Texas-New México Finencial integrity, stralegic
Utily Counsel Power Co. planning, declined business
of Texas sfiiletions.
592  910890Ei F Occidental Chemical Florida Power Corp. Raverue: requiremants, O&M axpense,
Corp. pension expenss, OPEE expense,
fossi dismantling, nuclear
dacommissioning.
8192 ROAN34  PA GPY Indystrial Metropolitan Edison Incentive nagulation, perkimance
Intervendis Co. rewands, purchesed powe rigk,
OPEB experse.
992 92043 Ky Kentucky Industiel (eneric Pmcoading OPEB expensa,
Utiity Conaymers
992  9XRMEl FL Florida Indusiial Tampa Elaciric Co. OPEE expense.
Power Lisers’ Group
92 30348 1] Indiana [ndustia) Generic Procesding OPEB expanse.
Gaup
9492 910540-FLY  FL Florida Industriad Generi; Proceading OPER expense.
Power Users' Group
02 3934 N Industrial Congumers Indiana Michigan OPEE experse.
for Fali Lttty Retes Power Co.
1182 U-19904 LA Louisiang Publlc Gulf States Merger.
Stelf Comp.
102 8549 MD Westvaog Corm., Potornac Edison Co. OPER expense.
Eastaleg Aluminum Co.
1 92Ns OH Ohio Manufacturars Genaric Proceading OPEB expense.
AUCOl Agsociation

J. KENNEDY AND ASSOCIATES. INC.
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Lane Kolien
As of January 2008
Date Case Jurisdict Party Utility Subject
1282 ROOD2NTE  PA Ameo Advancad Wast Penn Power Co. incentive requlstion,
Maerials Co., performanne rewaids,
The WPP Industrial purchased power risk,
Intervenors OPEB expense.
1282 U-19949 LA Lowisiana Public South Centrat Befi Affiliede fransactions,
Stef
1292 ROMR49 PA Philadeiphia Area Phitadeiphia OPED axponse,
Industrial Energy Electic Co.
Uisars' Geoup
13 8487 MD Maryland industrial Ballimore Gas & OPEB expense, defemed
: Group Electic Co., fuel, CWIP inrate base
Bathiehem Sieel Comp.
1M Jo4¢8 iN P51 Induetrial Geoup PS! Enesgy, Inc. Rafunds due 10 aver-
collection of taxes on
Maxble Hill cancedation,
w| - g21n cT Connactiout industrial Conneclicut Lighl OPEB expense.
Energy Constmens & Power Co.
3 U-19904 LA Loulsiana Pubfic Guif States Memer.
{Sunetusta) Sarvice Commissi Uitties/Ent
Staff Com.
¥ 9301 OH Ohio Industrial Ohio Power Co. Aflizle fransactions, fyet
EL-EFC Energy Consumers
3xa ECO2- FERC Lovisiana Public Gulf Staies Mengar.
21000 Service Commission Utilifes/Enteryy
ER92-806-000 Sitelf Corp.
45 921464 OH Al Products Cincinnal Gas & Revenue requirements,
EL-AIR Amnoo Steel Elaciic Co. phase-in phan,
Industrief Energy
Consumers
43  EC®- FERC Louistana Pubic Gulf States Merger.
21000 Service Commission Ul fiea/Entergy
ER2-806-000 Stafl Corp.
(Rebutal)

J. KENNEDY AND ASSOCIATES. INC.
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Lane Kollen
As of January 2008
Data Case .Jurisdict. Party LHility Subject
983 93113 KY Kentucky industial Kentucky Utitios Fuel clause snd coal conlract
Uity Customers fefund.
9h3 924, KY Kantucky Industrial Big Rivers Bleciic Disakiowancas and restitulion for
92480, Uity Customers and Corp. ancessive fuel costs, llegal and
90-360-C Kantucky Atiomay improper payments, racovary of mine
General clogure costs,
1083 U773 LA Louisiana Public Cajun Elechric Power Ravanue requirements, debt
Service Commission Cooperative restuciuring agreement, River Bend
Stff cost recovery.
W4 U-20847 LA Loisiana Pubic Gulf States Audit and investigation inio Juel
Service Commission Uttiities Co tlause costs,
Steff
494  U-20547 LA Louisiana Public Guif Stetes Nuclaar and fossil unit
{Sumebutial) Service Commission iUtilifes pastomnance, fual costs,
Stadf fuel clase principles and
guidelines.
584 U278 LA Louisiana Public Lou'siana Power & Flanning and quantficalion issues
Sarvice Commission Light Co. of logst cost integrated resourcs
Staff plan,
apd  U-19904 LA Lovisfena Public Guif States River Band phase-in plan,
[nitial Post- Servica Commission \iities Co, deragulated esset plan, capital
Wergec Eamings Staft structure, ather evenue
9 UATTS LA Louisiana Public Cakm Eloctric G&T coopasative rafermaking
Servica Commission Power Cooperafive poficias, exdiusion of River Bend,
Staff other revenue raquirement issues.
10584 30084 GA Georgia Public Southam Bl Incentive rate pian, eamings
Servica Cammission Telephone Co, TOVIOW.
Stafi
0/ 52680 GA Gaorgia Public Souhem Bek Alamative reguiation, oost
Sanvice Commission Telephone Co. alkcation.
Slafl

J. KENNEDY AND ASSOCTATES. INC.
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Lane Kollen
As of January 2008
Date Case Jurisdict Party Utitny Subject
1154 .15904 LA Louisiana Public Guif Siales River Bend phase-in plan,
Initial Post- Sarvice Commission Utitiies Ca. Jerogulated assef plan, cankal
Merger Ezmings Stalf stuctime, other revenue
(Rebuttai)
194 U773 LA Louisiana Public Cajun Eleckic GAT cooperative ralernaking poicy,
(Rebuttal) Sarvios Commission Pawer Cooperative exciusion of River Bond, other
Staff revenue requirement Issues.
485 RO08432T1  PA PPAL Industrial Pennsylvania Power Revenue requirements. Fossil
Cusiomer ARance & Light Co. dismantiing, nuclear
decommissioning.
695 30050 GA Georgia Fublic Southem Bl Incantive: requiation, affilate
Servios Comrnission Talaphane Co. fansactions, revenue requiraments,
rate refnd.
685 U-19904 LA Louisiana Public Guif States Gas, coal, nuciear fuel oosis,
(Direct) Sarvioa Commission Utiiies Co. contract prudence, baseiel
sedignmant.
10/85 9502614 ™ Tennessea Offica of BaliScuth Affiliate transactions.
the Attomey General Telacommurications,
Consurner Advocate Inc.
1085 U-21485 LA Louisiana Public Guif States Nuciear O&M, River Band phasa-in
(Direct) Servica Commission Utiies Co. plen, baseffuel sealignment, NOL
and Altdin assef deferred taxes,
cother revenue requirement issues,
11805 U-19904 LA Louisiana Public Guif Siates Gas, coal, nutisar fual cosls,
{Surrebutiaf) Service Commission Utittias Co. coniract pnxdence, basafuel
Division regignmant
1185 U-21485 LA Louisiana Public Guif Siates Muclear O8M, River Bend phase-in
(Supplernental Direct) Servioa Commigsion Utiibes Co. plan, base/fuel realignment, NOL
1206 U-Z1485 and AfMin assef deferrad taxes,
(Suricbutial) ofher revenue requirement issues

J. KENNEDY AND ASSOCIATES. INC.
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Lane Kollen
As of January 2008
Oste Case Jurisdict. Party Utility Subject
1/96 95.280- O Industial Energy The Toledo Edison Co. Competition, asset writeoffs and
EL-AIR Consumers The Cleveland rovaluation, O&M expanss, olher
95-300- Elackic revenue requirement issues.
EL-AR liturnineding Co
2%  PUGNe. X Ofics of Public Ceniral Power & Nuciear decommisslaning.
14987 Uity Counsal Light

505 05485108 WM City of Les Cruces El Pasp Eleciric Co. Stranded cost recovery,

e B MD The Maryiand Balimere Gas Meeger savings, fracking mechanism,
Industrial Group & Eleciric Co,, eamings sharing plan, revenue
and Rediand Potomiac Electric recquingment issues,

Genslar, Inc, Power Co. and
Conslallation Energy
Com.

96 U22092 LA Louisiana Public Entergy Guif River Band phase-in plan, base/lel
1186 22082 Swivice GCommission States, Inc. realignment, NOL and AkMin asset
{Sumetutial) Staff dafermod taxes, other revenye
requirement issues, allocation of
requisiad/nonmaquiated costs.

1006 95327 KY Kaniucky indusirial Big Rivers Environmental surcharge
Utfity Customers, Inc. Flactric Gomp, recoveraie cosks.

297 ROMTIBTT  PA Philadeiphia Area PECO Enengy Co. Siranded cost racovery, reguiaiory
Inckestrial Energy assels and liabiltias, intangible
Users Group fransition cherge, revenue

rexuiements.

397 96-489 KY Kontucky Industrial Kaniucky Power Co. Envionmental surchange recoverable
Uty Customers, Inc: costs, sysiem agreemants,

alowanca inventory,
jurisdicional aliocation,

a7 TO-97-397 MO MCI Talecommunications Southwestemn Ball Price cap mguiation,

Corp., inc., MCimelro Telephone Go, navenye requirements, rate
Arcess Transmission of slum.
Sarvicas, Inc.

I. KENNEDY AND ASSOCIATES. INC.
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As of January 2008
Date Case Jurisdict Party Utility Subject
a97 RO0B73953  PA Phiiadeiphia Area PECCO Enargy Co. Restruciuring, dereguiation,
industrial Energy siranded costs, reguiatory
Usears Growp asgols, liabiities, nuciear
and fossll decommissioning.
o7 ROGI73954 PA PPEL. Industrial Pennsylvania Power Rastruciuring, dereguiation,
Cuslomer Aliance &Light Ca. skanged costs, regulaioey
assels, iabiities, nuciear
7T U-22092 LA Louigiana Public Entargy Gulf Depraciation rates and
Service Commission Statas, inc. meihodologies, River Bernd
Staff phase-in plan,
897 97.300 Ky Kentucky inchsirial Loutsville Gas Meiger policy, cost savings,
Uity Customers, inc. & Elactric Co. and surcreckt sharing machanism,
Kentucky Uillles revenue renuirements,
Co. ratd of petum.
897 RO09T3058  PA PPEL Industrig Permsylvania Power Resiruciuring, deregutation,
[Surrebutaf) Customer ARance &lightCa. siranded costs, ragulatory
assets, iabliies, nuclear
and fossl decommissioning.
87 97-204 KY Alcen Aluminum Corp. Big Rivers Reslhuchxring, revenue
Southwire Co. Elextric Corp. vequirements, reasonableness
1087  RO74000 PA Metropotitan Edison Medropolitan Restruciuring, deregulation,
Industriad Users Edison Co. siranded cosis, segulatory
Group assets, liablities, nuclaar
and fossit decommigsioning,
revenue requirements.
1087 ROT4000 FA Penelec: Indugkial Pannsyivania Restructuring, dereguiation,
Customer Aiance Electric Co. stranded costs, reguistory
assefs, liablities, nuclear
anq fossi decommissioning,
revenue requirements.
Har 9724 KY Alcan Ajaminum Com. Big Rivers Rastuchring, revenue
{Rebutial) Soulhweire Co. Electic Corp. requirements, reasonablenass
of ralgs, cost allocation.

J. KENNEDY AND ASSOCIATES. INC,
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Lane Kollen
As of January 2008
Date Cass Jurisdict Party Utithty Subject
197 U-2M91 LA Louisiana Public Entergy Gulf Aliocation of regulated and
Servios Commisgion Stales, e, nonraguiated costs, other
revenue requirement issues.
17  RDIO73953  PA Philadelphia Area PECO Energy Co. Restructuring, derequlation,
(Sumebuttal) Indusiial Eneegy standed costs, reguialory
Usars Group assets, Rabifilies, nuclear
nd fossil decommissioning.
1187 R973301 PA Wt Perw Power West Pann Restructuring, dereguiation,
Inguairial Inkervenors Power Co. strandad costs, regulaiory
assels, liahilifies, fossi
decommissioning, revenue
requirements, sacuritization
11487 ROMI4 PA Duxquesns Industrial Duquesna Light Co. Restucturing, derequiagon,
Infarvenors stranded costs, regulatory
assets, Rabiiifies, nudear
and fossil dacommissioning,
revenue requirenanis,
sacuriization.
1287  R-E7338t PA West Penn Power West Fann Restrichuring. daregutabon,
(Susrsbuttal) Indusiial Infervenacs Power Co. stranded costs, requiatory
assets, Hahdilias, fossi)
decommissioning, revenue
requiraments.
1297 REMWM PA Duquesne Indusirial Duquesna Light Ca. Rastruchuring, dereguiation,
(Surrebestal) Indervenos strandad oosts, regulelary
assals, Nabilidas, ruck:ar
and fossi decommissioning,
revenue requiremes,
sacuritization.
1198 U-22491 LA Lotisiana Public Enlengy Guif Allocation of reguialed gnd
(Surebuttal) Service Commission Slales, Inc. nonneguiatad costs,
Staff athar rovsnue
requirement issues.
288 814 MD Westvaco Potomac Edison Co. Merger of Duquesne, AE, customer
safeguards, savings sharing.
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Lane Kollen
As of January 2008
Date Case Jurisdict, Party Utitity Subject
W U-22082 LA Louisiana Public Entergy Gutf Restructuring, siranded costs,
(Afiocated Sarvice Commission States, nc. reguiatory assets, securiizaiion,
Siranded Cost Issuas) Staff regulatory mitigation.
398 B394 GA Geoigia Naturs! Atlanta Gae Restructiring, unbundling,
Gas Group, Light Co. strandad costs, incentive
(eoigia Textile voguladion, revenue
Manufachwers Assoc. requiaments.
3 U-22082 tA Louisiana Public Entengy Guif Restruchuing, stranded costs,
{Alocatad Sarvica Commission States, Inc. raguiatory assels, securitization,
Siranded Cost Issues) Staff reguiatory mitigation.
(Surrebuttal)
1008 97506 ME Maine Office of the Bangor Hydro- Restnucluring, unbundiing, stranded
Public Advocae Eleciric Co. costs, TAD ravenue requirements.
1088 93550 GA Georgla Pubi; Service (Georgia Power Co. Affiiate transacions.
Commission Adversary Steff
1008 KB LA Loulsiana Public Cajun Elaclric GAT cooperstive ralemaking
Servica Commission Powar Cooperative policy, othes revenue: requirement
Staf lasues.
108 U233 LA Lensisiana Public SWEPCD, CSW and Marger policy, sevings sharing
Servica Commission AEP machanism, affiliate ransaction
Staff condfions,
1208 U-23356 LA Louisiana Public Entergy Guif Allacation of reguiated and
{Direct) Servios Commission Staes, Inc. noanegulated costs, tax issues,
Staff and other revenue requirement
iseLins,
1288  BB-577 ME Maine Offica of Maing Public Rasiruchiring, unbundiing,
Pubic Advocate Service Co, glranded cost, TAD revenue
requirements.
149 SB-10-07 cT Conneclicut Industial United JRuminating Strandad costs, invesiment tax
Energy Consumers Co. credits, accumulaled delerred
income txxes, axcass deferred
income taxes.

J. KENNEDY AND ASSOCTATES. INC.
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Lane Kollen
As of January 2008
Date Case Jurisdict Party Utdlity Subject
3 U238 LA Louisfana Putic Entenyy Gulf Afocation of reguiated and
{Susmabutial) Senvice Commission Stales, inc. nonreguisted costs, tax issues,
Staff and othar revenue requirsment
issues.
k) 93474 KY Kentucky Industrial Lonsisvitle Gas Revanua requirements, altemative
Utity Customers and Elaciric Co. forms of regulation.
3 %4 Ky Keritucky induestrial Keniucky Utiliies Revenie requiramis, aliemative
Uty Customess Ce. forms of requiation.
3 900 KY Kentucky indkstrial Lovisvilie Gas Revenua sequirements.
Uity Customners and Elactric Co.
399 99083 Ky Kentucky industrial Kantucky Utikies Revenua raquirernents.
Lty Cuslomers Co.
4195 {23358 LA Lotisiana Pubfic Entargy Guif Allocation of regulatad and
{Supplementat Service Commission Stales, Inc. nonsegulated costs, tax lssues,
Scarebutial) Staff and other revenue requirsment
409 690304 cr Connecticut Industial Uritad Muminaing Reguialory assets and hsbifies,
Energy Consumers Co. Siranded costs, recovery
mechanisms.
499 890205 cr Connecticust Indusirial Conneclicut Light Regulaiory assets and liabikties
Utitily Cusiomess and Power Co. stranded oosts, recovery
machanisms.
599 9842 KY Kentucky industrial Loulgvilie Gas Ravenus raquirements.
) 93-082 Utitly Customers and Elaclric Co.
{Additional Divett)
5150 98474 Ky Kentucky Indusirial Kentucky Utities Revenue mquiranments.
98083 Utiiity Customers Co.
(Additional
Direct)
00 9AdX% KY Kenfucky industrisl Louisville Gas Altamative reguialion.
98474 Utity Gusiomers and Eleckic Co. and
{Response o Kentucky Utifias Co.
Amended Applcstions)

L KENNEDY AND ASSOCTATES. INC.
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Data Came Jurisdict, ) Party Utliity Subjact
600 97596 ME Mains Office of Bangor Hydeo- Request for acoounting
Public Advocate Electric Co. order regarding leckic
indusiry restructuring ocsts.
6§08 U-23356 LA Lovisiena Public Entorgy Gull ARifidte Fansactions,
Fublic Sesvice Comm. States, Inc. cost allecations.
Staff
™ 90335 cT Connecticut United liluminating Siranded costs, requiatory
Industrisl Enegy Co. assets, tax effacts of
Consumers asset divastivre.
e L2y LA Lowisiang Public Southwestem Eleckic Memer Setiement
Servica Commission Power Ca., Central Stipulstion.
Stafl and South Wast Cor,
and Amevican Elecic
Power Cp.
788 07568 ME Maina Offica of Bargor Hydro- Restruckuring, unbundiing, stranded
(Surretuttai) Public Agvacate Electric Co. 081, TAD rvenue requiremants,
TH9  9B0452- wv Vst Vimginie Energy Monongahela Power, Reguiatory assets and
E-G! Lisers Group Patomac Edigon, linbilitias.
Appalachian Power,
Wheeling Power
499  B84TT ME Maine Offve of Maine Public Rastuctring, unbundiing,
{Sursbutial) Public Advocate Sarvica Co, siranded costs, TED ravanue
requirements.
8099  984% KY Kenlucky Indusirial Kertucky Utifties Revenue requirements.
£5.062 Utikty Customers Co.
(Rebutial)
899 98474 KY Kanlueky Indusirial Louigvile Gas Aliemative forms of regufation.
08083 . Uity Cuatomers and Eleciric Co. and
(Rebutiaf) Kentucky Utities Co.
400 980452 w West Viminia Energy Maonongalwla Power, Raguiory essals and
EGI Users Groyp Patomac Edison, Habiites,
(Rebutial) Appetachian Power,
Wheeiing Powes
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As of January 2008
Date Case Jursdict. Party Utitity Subject
1049 U-24182 LA Lowisiana Public Entergy Gulf Allocation of regulaied and
(Direct) Sarvios Commission Sises, Inc. nonrequiated costs, affiliah
Sterf ransactions, tax issuas,
and oiher revenue requirement
igsues.
1199 2527 TX Dallas-FL. Worth TXU Blectric Resbucturing, stranded
Hospital Council and costs, baxes, securifization,
{oalifion of Independend
Colleges and Uriversities
1149 123358 tA Louisiana Public Entargy Gulf Service oompany afiliale
Sumebutal Sarvics Commission States, Inc. transaction costs.
Afftiale Steff
Transactions Reviow
0400 SB1Z2ELETPOH Greater Clevaland Firsh Engrgy (Cleveland Hisiorical reviaw, stranded costs,
9AHIEL-ATA Growth Aspodiation Elactric Muminating, requiaiory acsets, Gabifiias.
W-1214EL-AMM Toledo Edison)
M0 U-24182 LA Louisiana Public Entargy Gulf Allocation of reguiated and
{Surmabultal) Sarvice Comfrission Stakos, tnc. nonvegulated costs, afilste
Stalf tramsactions, tax isues,
and other revenue requirement
issues.
0500 2000107 KyY Kentuciy Industrial Kentucky Power Co. ECR surchams roli-in to base rates.
Uty Cusiomers
00 V24162 LA Louisiana Pubiic Energy Gulf Affiliala axpanse
{Supplementa! Direct) Service Commission Staies, Inc. proforma adiustments,
Staff
0500 A-110550F0147 PA Philadetphia Area PECO Enengy Memer betwoen PECC and Unioom,
Industrial Energy
Users Group
700 2344 ™ The Dallas-Fort Worth Statewide Generic Escalation of O&M expenses for
Haspital Comgll and The Proceeding uniandiad TRD revenue raquivemants
Coalition of Independent in projected test year.
Colleges and Universities
0500 991650 | AX Stoal Carp. Cincinnali G5 & Bleckic Co.  Raguiatory transition oosts, including
ELETP reguialory sssets and Habiliies, SFAS
108, ADIT, EDIT, ITC.
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Lane Kollen
As of January 2008

Date Case Jurisdict Party Utitity Subject

0700  U-21453 1A Louisiana Pubic SWEPCO Btranded costs, regulalory atsets
Service Commigsion and kabilies,

0800  U-2406¢ LA Louisiana Pubic CLECO Affliale transaction pricing ratemaking
Servioa Commission principies, subsidization of nonreguisted
Stalf afffiates, ralemaking adjusiments,

1000 PUC23S0 TX The Dalfles-Ft, Worth TXU Electric: Co. Restructudng, T8D revenus
SOM 473-00-1016 Hospital Councl and requiraments, mibgation,

The Coalition of regulatory assets and Eabifties.
Independent Golisges
And Universites

1000  RO0574104 PA Duguesne Industria) Duquesne Light Co. Final accounting for stranded

(Affdavit) Intervenon costs, including treziment of
auchion proceads, taxes, capital
costs, switchback costs, and
excess pension funding.

1100 PDODO1AT? itan Edisors Metopoitan Edison Co. Final acoounting for slrandad costs,
R-00974008 Indusiral Lisers Group Pennsytvania Electric Co. including treatment of auction procesds,
P-000G1838 Penelec ndusiial taxes, regulatory assels and
R-00974009 Customer Afliance Eabifies, fransaction costs.

1200 U-21483, LA Louisiana Pubic SWEPCO Stranded costs, regulatory assels.
L-20826, U-22082 Setvice Commission
{Sulxdocket C) Staff
{Sumebutisl)

;o1 U-24963 Locisiang Pubkc Erdargy Gulf Alocation of reguisied and
Divect) Servioe Commission Siates, Inc. nonregulaled costs, lax issues,

Stalt and othes revenusa requirernent
Issues.

0401 L-21453, U-20825 Louisiana Public Entergy Gulf Industry restruciuring, business
and U-22090 Service Commission States, inc.. separalion pian, organization
(Subdocket B) Siaft shucture, hold harmless
{Surrebutial) conditions, fnancing.

011 CaseNo. KY Kantucky Indusiriat Louisville Gag Recovery of environmental costs,
2000-386 Utilky Customers, Inc. & Electric Co. surcharge mechanism,

011 CaseNo. KY Kentucky Industriat Fentucky Recovesy of envinonmental costs,
2000439 Lty Cusomers, Inc. Utlittes Co. surcharge mechanism.
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As of January 2008
Date Case Jurisdict, Party Unility Subject
0201 A-110300F0095 PA Met-Ed Indusirial PU, Inc. Menger, savings, refisbifity.
A-110400F0040 Users Group FirsEnengy
Penelec Industrial
Customer Alliance
0301 POOO0NEG0 PA Meat-Ed industrial Metropolitan Edison Recovery of costs due ko
P-00001361 Users Group Co. and Pannsylvania previder of last regort obligation.
Penalec Indusiial Electric Co.
Customer Aillance
04001 U-21453, LA Louisiana Public Entergy Guif Businass separation plan:
U-20325, Public Service Comm. Stades, Inc. sediement agreement on overall pian
U-22002 Staft Stnchire,
{Subdocket B)
Settement Tenm Sheet
01 U-21453, LA Louisiana Public Entergy Guif Business saparation plan;
U-20925, Public Sarvica Comm., Staes, Inc. agreamenis, hold harmmiess conditions,
U-22082 Stalf separations methodology.
{Subdocket B)
Contested lesies
Got U248, LA Loulslana Public Entorgy Guif Business separation plan;
U-20025, Public Service Gomm. Stales, Inc. agreaments, hold hamiess condibions,
U-22082 Staff Separations mathodology.,
{Subdocket B)
Contesied Issues
Transmission and Dietribution
{Rebutial
O U-21453, LA Louislana Public Entergy Sulf Business separation plan; sefioment
L-20825, Public Service Comm. Stadss, inc. agreement on T8D ssues, agreaments
U-22082 Staff necessaty 1o implement TAD separstions,
{Subdaocke! B) hokd harmiess canditons, saparations
Transmission and Distribution Term Sheet methodology.
1001 140000 GA Georgla Fublic Georgle Fower Company  Revenua requiremants, Fata Plan, fual
Sanvice Commission clause recavery.
Adversary Staff
1101 1431143 GA Geoagia Public Aflanka Gas Light Co. Revenue requirsments, revenue forecast,
Adversary Staff cash working capitad,
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Date Case Jurisdict. Party Utility Subject
1M U-25687 LA Louisiana Publc Entergy Gui States, nc. Revenue requirements, capital structure,
{Direct) Service Commission afiocation of reguizied and nonrequiated costs,
River Bend upreie.
022 25230 TX Dallas Ft-Worh Hospital  TXU Elactric Stipulation. Regulstory sssels,
Counc? & the Coalition of sacurifzation finencing,
Independent Colisges & Universiies
0202 LJ-25687 LA Lousiana Public Endengy Guif States, Inc. Revenus requirements, corporaie franchise
{Surrabutal) Saevica Comnission tax, conversion fo LLC, River Band ujate.
a2 141 GA (Georgia Pubiic Atlanta Gss Light Co. Revenue requirements, eamings sharig
(Rebuttal) Service Commisaion pan, senvica quallly standands,
Advarsary Staff

a2 001448-El FL

D402 U-25587 LA

(Supplemenital Surebuiial)

0402 U-24453, U-20925
and U-22082
{Subdacket )

0gnZ  ELN- FERC
88-000

1102 200200146  KY
00200147

03 200200089 KY

South Florida Hospital Florida Power & Light Co.
and Hoolthcara Assoc.

Louisiana Public Entorgy Gulf Siales, Inc.
Saenvice Cormission

Leuisiana Pubiic SWEPCO

Sarvice Commission .

Staff

Lovisiana Public Entergy Services, fnc.
Servics Commission and The Entergy Operafing
Stak Companies
LwislmPubi-c Entergy Guif States, inc.

Service Commission and Entergy Louisiana, Inc.

Kenfucky indusirial Kentucky Utifes Co.
Utities Cuglomers, lnc.  Lovisvilie Gas & Electic Co.

Kentucky Industrial Kentucky Utiities Co.
Lifliies Cuslomers, n.  Louigvilie Gas & Elsciric Co.

Kanhicky Industrial Kentucky Power Co.
(ities Cusiomess, Inc.

Revenue requiraments, Nucear
l¥e extension, storm damege accrupls

tax, conwersion o L1C, River Bond uprade.

Business separalion plen, T&D Term Sheet,
separations methadologies, hold hamiless
congliions.

System Agreament, production oost
aqualkzation, (arifls,

Sysitem Agreemen, production cost
cisparities, prudencs.

Line losses and fisel clausa racovery
associated with oft-system sales.

Environmental comptianoe costs and
Swehaige recovery.
Environmental compiiance costs and
SUrchanme Pcovery.
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Lane Kolien
As of January 2008

Date Case Jurisdict. Party Utility Subject

04103 00200426  KY Kentucky industrial Kanducky Utlities Co. Extansion of merger surcredt!,
2002-00430 Utidly Customers, Inc. Loulsville Gas & Electdc Co.  flaws in Companies’ studies.

0403 26527 LA Louisiana Public Entergy Gulf States, Inc. Revanue requirements, cporaie

Service Commission franchise tax, comersion fo LLC,
Capital structure, post lest year
Adustments.
0603  ELOt- FERC Loussiana Public Entorgy Senvices, Inc. ,ayslemwmeni.produchmcw
$3-000 Servics Commission and the Enlargy Operating squalization, taiffs.
Rebuttal Stoff Companies
0603 200300008  KY Kaeiucky Industial Kantucky Utiites Co. Emvironmental cost racovery,
Utilty Customers comeclion of base rate emor.
1103 ERD3-753000 FERC Loulsiana Public Entergy Services, Inc. Unit power purchases and sale
Sarvice Commission and the Entergy Operaiing oost-based et pursuant 3o System
Staff Companies Agreement.

1108 ER03-583-000, FERC Louisiana Public - Enlergy Servicss, Inc,, Lnit power purchase and sdle
ER03-583-001, andt Seivice Commission the Erdergy Operating agmeements, contractual provisions,
ER03-583002 Companies, EWO Market- projecied costs, levellzad rates, and

Ing, L.P, and Entergy formuda rales.
ER03-681-000, Power, Inc.
ERD3-691-D01
ERD3-682-000,
ER03-682-001, and
ER(3-682-002
ER03-744-000,
ER03-744-001
(Coreolicated)

1203 26577 LA Louisiana Public Enlergy Gulf Statse, Inc. Raventia requirements, comporats

Sumebuital Service Commission franchise tax, convergion to LLC,
Capilal structure, post lest year
adiustments.

1203 20030334 KY Kanfucky Industrial Kenkusky Litkities Co. Eawings Sharing Mochanism:.
20030338 Ly Customess, nt. Louisville Gas & Eisatric Co.

1203 U276 LA Loulsiana Public Entargy Louisiana, inc. Purchased power poniracts

Service Commission batwean afiliales, larms and
condiions.
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Lane Kollen
As of January 2008

Data Case Jurisdict. Party Utility Subject

0304 U-26527 LA Louisiana Public Entergy Guif States, Inc. Revenue requirements, corporati
Suppiemental Sarvice Commission franchise tax, conversion o LLC,
Surrebutial capital structure, post tast yeer

adjustrments.

0304 20300433  KY Kenucky Industrial Louisvite Gas & Electic Cp.  Revenue requirements, depreciation rates,

Utiity Customers, Inc. QO8M expense, deferrals and amortizelion,
aamings sharing mechanism, Memer
surcredit, VOT surcrec,

0304 200300438  KY Kenfucky industrial ientucky Utififes Co. Revenus requireents, depraciation rates,

Utility Crstomess, Inc. (O8M expense, deferrals and amoriization,
eanings sharing maechanism, Memer
surcraclh, VOT surcredlt,

0304  SOAHDocket TX Clties Served by Texas- Taxas-Now Mexico Sirandad cosks true-up, including
473-04-2455, New Meaxico Power Co. Power Co. including valuation issuss,

PUC Dacket {TC, ADIT, expess eamings.
5206

0504 04169 OH Chio Enangy Group, Inc. Columbus Southem Power  Rate stabiization plan, deferals, TRD
EL-UNC Cao. & Ohic Power Co, rala INCroasas, aamings.

0652  SOAHDocket TX Houston Council for CenterPaint Stranded costs tue-up, including
473-04-4555 Health and Education Energy Houston Electric valuation issuss, ITC, EDIT, excess
PUC Docket mitigation credits, capacity aucion
29526 frue-up reventes, interast,

0804  S0AHDocket TX Houston Council for CenterPoint inlerest on siranded oost pursusnt to
473044558 Haalth and Education Energy Houston Electric Texas Sureme Court remand.

PUG Docket
20526
{Suppl Direct)

0904  DockeiMo. LA Loutsisna Public SWERCD Fuet and purchiased power sxpenses
U-23327 Service Commission recoverable tvough fual adjustment clause,
Subdocket B trading activities, compiitnce with terms of

various LPSC Orders.

1084  DockelNo. LA Louigiana Publc SWEPCO Revenue requirements.

U-23327 Service Commission
Subdockat A
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Lane Kollen
As of January 2008
Dale Case Jurisdict Utility Subject
1204  CaseNo. KY Gallatin Sied Co. Eastiantucky Power Emvironmental cost racovery, qualified
2004-00324 Cooperative, Inc., ¢osts, TIER requirements, cost allocation.
CaseNo. Big Sandy Reco, elal.
2004-00372
0105 30485 ™ Houston Council for CenterPoint Energy
Health and Education Houston Elechic, LLC
(205 186380 GA Geongia Public Afjanta Gas Light Co. Revenue requirements.
Sarvios Commission
wens 186384 GA (Seomia Public Atiesda Gas Light Co. Comprehensive rate plan,
Penel with Servioe Coramission pipafine repiacement program
Tony Wackerly sunchargs, pafornance based rate plan.
0205 186381 GA Goorgin Public Affanta (3as Light Co. Enargy consanvation, economic
Panel with Service Commission develapment, and tariff issues.
Michefle Thabert
0305  CaseNo. KY Kentucky Industrial Kentucky Utiities Co. Environmental cost recovery, Jobs
2004-0042¢ Utility Customers, inc. Lorievitle Gas & Elackic Creation Act of 2004 and § 199 deduction,
Casa No. Eooass Common equity rafic, deferal and
200400421 amoriization of nonrecuning O8&M expense.
0805 200500060  KY Kenfucky Industrial Kentucky Power Co, Environmantal cost recovary, Jobs
Utiity Cusiomers, Ing. Creation Act of 2004 and §199 deduction,
marging on allowances used for AEP
Syslam sales.
(605  0OS0045-E Fl South Florida Hospital Fiorida Power & Siorm damage expense and resenve,
and Heallhcare Assoc. Light Co. RTO costs, D&M expanse projections,
fatum on equity peciormance incantive,
capital struciure, selective second phase
posttest yeor rate Increase.
oas 305 TX The Afiiance of AEP Tewas Stranded cost frue-up inckxding reguigtory
Valiey Hoalthcare Contral Co. ssoets and liabiiites, ITC, EDIT,
gy aion, , ek
cradits, relrospactive and prospactive ADIT.
0905 200081 GA Geomla Public Atrmos Enargy Comp. Revenue requirsmants, roiHin of
Sarvice Commision surchanges, cost recovery through surchangs,

maporting redquiramants.
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Lane Kollen
As of January 2008
Date Casa Jurisdict Party Wtility Subject
0805 20208 GA Goormgia Public. Atmos Energy Com. Adfiiate transactions, cost aflocations,
Panel with Bervica Commission capielizetion, cost of delt,
Victoria Taylor
1105 200500351 KY Keankicky ndushial Uity Kentucky Ufilties Co. Woridoroe Separalion Prograa cost
200500352 Customers, Ing. Louisville Gas and recovedy and Sharad savings through
Eleciic Co. VOT surcregit,
1005 442 DE Commission Staf Artasian Water Co,
(106 200600341 KY Kentucky Indusirial Kentuoky Power Co. System Sales Clause Rider, Environmantal
Uillity Customers, Inc. Cost Recovery Rider. Nat Congeetion Rider,
Storm damage, vegetation management
progiam, depraciabion, off-system sales,
raintanance nomalizalion, pansion and
OFEB. )
036 31994 b1 Cities Taxas-New Mexico Strandad cost recavery through
0506 31004 Power Co. compeliion ransition or change.
Supplements] Retrospactive ADIF, progpaciive
ADFIT.
0306 U-21453, LA Louislana Pubic Erergy Gulf States, Ing. Jusssdictional separation plan.
U-20825, Service Cominission
U-22082
08 NOPRReg RS Alliance for Valiey AEP Texas Central Proposed Reguiations affecting fow-
104385.-0R Health Care and Houston Company and CenlerPioint  through o ralapayers of excess
Counc for Haalh Education Eneegy Houston defered income (s and invastment
Blectric Tax cradits on generadion plant that
fs a0kl or deregulated.
48 U248 LA Lovisiana Public Enteryy Louisiana, Ing. 2002-2004. Audit of Fuel Adustment
Service Commission Clause Filings. Affftiate ransacions.
0506 31994 TX Citiea Served by Texas Now Mexico Power
Texas-Menico Power Co.
07006  RODOG1368, PA Met-Ed Ind, Users Goup Metropolitan Edisan Co. Recovary of NUG-related stranded
Etal Pennsylvania ind, Pennsylvania Slaciric Co. costs, govarniment mandaisd programs
Custorner Aance costs, stom damege costs.
Q806  U-21453, LA Loviskana Publk: Entorgy Guil Jurisdicional sapargiion plan.
U-20925 Service Camm. States, inc.
U-22082
{Subdocket J)
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Lane Katlen
As of January 2008
Date Case Jurisdict Parly Utility Subject
o Uz LA Louisiana Publc Southwastem Revenua raquirements, fomula
Servica Commission Elprtric Power Co. rake plan, banking proposal,
1106 05CVH03-3375 OH Various Taxing Authorities Stata of Ohic Dapariment Aceounting for nuciear fuel
Franiin County (Nor-Uiikty Procoading) of Revenue assemblies a5 manufaciungg
Courl Affdewit equipment and capitaiized plant
1208 U237 LA Lovistans Public Southwestem Elecbic Revenue requiraments, formuta
Subadocket A Service Commission Power Co.. rate pian, barking proposal.
Reply Testimony
3 U-20764 A Louisiana Public Entargy Gulf States, Inc., Junisdicional allocation of Entergy
Sarvice Commission Entergy Lovisigne, LLC Syslam Agreement equalization
remady raceipis.
037 3009 TX Cifias AEP Texas Contrat Co.
a3y M0 X Cites AEP Texas Nocth Co.
gan7 060047 KY Kerducky [ndustrial East Kenhucky Intesim rate increase, RUS lpan
requirsments, financial condition,
0an?  U-29157 LA Louisiana Public Cloco Power, LLC Pemmanent (Phase U} slorm
Service Commission damage cost recavery.
07 U274 LA Lovisiana Public Enmergy Guif Stales, Inc. Jurtsdicional elocation of Entengy
Supplamental Servios Commission Entergy Louisians, LLG Syslam Agreement equalization
And remedy moeipls.
Rebuttsi
0407  ERO7-682.000 FERC L ouisiana Public Eniergy Secvices, Inc. Adocation of intangible and general
Affidawit Saevics Commission and the Enlergy Oparafing plant and ASG expanses to
Stalf Companies production and siate income tax
effects on equalkzation romedy
receipts
0407  ER07-684000 FERC Louisiana Pubic Emargy Servicas, Inc. Fue! hedging costs and compliance
Alidavit Sarvica Commission and the Enfergy Oporating with FERC USOA,
Steff Companies
0507  ER07-682000 FERC Louisiana Public Emengy Servicas, inc. Ahocetion of intangible and ganeral
Affidanit Barvice Commission and the Enlergy Operaling plant and ARG expenses i
Staff Companies production ang account 924
effocts on MSS-3 equalization remedy
payments and neceipts.
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Lane Kollen
As of January 2008
Dats Case Jurisdict Party UtRity Subject
0607 U-20784 LA Louisiana Public Entargy Louisiana, L1C Show cause for violating LPSC
Service Commission Entergy Gulf Gtales, Inc. Order on fugt hedging casts.
o7 200600472 KY Kantucky Indusirial Utility East Kentucky Power Revenue raquirements, post last year
Customers, inc. Cooperative adjustmants, TIER, surcherge revenues
and costs, financial need.
0707  ER(7-855-000 LA Loulsiana Public Entargy Services, Inc. Siorm damapa costs related to Hunicanes
Affidavit Service Commission Katring and Rita and effacts of MSS-3
aqualization payments and recsipls.
1007 (5UR-103 W) Public Service Commiseion Wisconsin Electric Power  Revenue requiraments, caimying charges
Direct of Wisconsin Company on CWIP, amortization and retum on
Wisconsin Gas, LLG regquiatory assets, working capital, incentive
compensation, use of rate basa in Seu of
cepitaiization, CWIP in rebe base,
quantificafion and use of Point Beach gale
proceads.
1007 QO5UR-103 W Public Service Commission Wisconsin Eleclric Power Revenua requirsments, carrying chames
Sumebuttal of Wisconsin Company on CWIP, amodization and refurn on
Wisoonsin Gas, LLC reguiatory assats, warking capital, incentive
compansation, use of rate basa in fieu of
capitalization, CWIP in rate base,
quantificefion and use of Point Beach sale
proceeds.
1007 250600 GA Geomia Public Service Geomla Power Company  Affifiate costs, incentive compensalion,
Direxct Commission comsolidaied income taxes, §198 deduction.
1107 060033ECN WV West Virginia Energy Usars Appalachian Power Company |GCC syrcharge during constiuction period
Diract Group post-n-service date.
11407 ERQ7-682-.000 FERC Lauisiana Public Service Entergy Setvices, Inc. Funclionalization and allocation of
Direct Commission mdﬁw[irlnrgy(mra&u infangible and genersl plent and ASG

expenses.
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EXHIBIT (LK-5)




OEG - SET 1
Witness: Younng
Question 16
Page 1of2

Case No. 07-551-EL-AIR, Case No. 07-552-EL-ATA, Case No. 07-553-EL-AAM,

Case No. 07-554-EL-UNC

Ohio Edison Company, The Cleveland Electric llluminating Company and The Toledo
Edison Company for Authority ta Increase Rates for Distribution Service, Modify Certain

Accounting Practices and for Tariff Approvals
RESPONSES TO DATA REQUESTS

OEG -SET 1 a. Please describe-how the Companies account(ed) for the deferred Ohio state

Question #16

Response:

income taxes that have and/or will become excess deferred income taxes as the
Ohio state corporate income tax is phased out,

b. Pleass describe whether, and if so, how the Companies flowed back to
ratepayers through a reduction in the ciaimed revenue requirement the deferred
Ohio state income taxes that have and/or will become excess deferred income
taxes as the Ohio state corporate income tax is phased out. Iif the Companies
have not done so0, then please explain why they have not done so,

¢. For each Company, please provide the amount of Ohio state deferred income
taxes at Decemnber 31, 2004, December 31, 2005, December 31, 2008, and May
31, 2007 by temporary difference.

d. Foreach Company, please provide the amount of Ohio state deferred income
taxes that were flowed back to income in each year 2004, 2005, 2006 and ‘
projected far 2007 by temporary difference. Separate these amounts into
amounts that were flowed back as the result of nonmal reversals of temporary
differences and those amounts that were deemed excess deferred income taxes
due to the phase-oul of the Chio state corporate income tax.

LA

a. Most of the deferred income taxes associated with Ohio were written off in
June 2005. Separate DIT tracking accounts (282021, 283021) were set up in
August 2005 to account for the remaining few items with Ohio DIT balances.
Attached are copies of June 2007 accrual workpapers supporting thess few
remaining items and the associated DIT entries that were made in June 2007
See OEG Set 1- 16 Attachment 1.pdf

b. There has been no flowback of previous years' tax differences because to do
so would be contrary to general rate making principles.



¢. CEl Ohio DIT balance by timing difference -
12/31/04: 12,188,089
12/31/05: 4,564,433
12/31/06: 3,405,056
5/31/07. 3,231,839

OECO Qhio DIT balance by timing difference -
12/31/04: 24,343,937
12/31/05: . (4,672,547)
12/31/08: (2,673,112)
5/31/07: (2,569,136)

TECO Ohio DIT balance by timing difference -
12/31/04: 17,204,068
12/31/05:  (246,338)
12/31/06:  (397,548)
S/3107.  (419,508)

d. CEl Qhio DIT - norma! reversals

2005: 747,817
2006: 1,158,477
2007: 683,996

CEI Ohio DIT - excess due to phase-out
2Q005: 6,875,839

OECO Qhio DIT - normal reversals
2005: (544,465)

20086: 1,999,435

2007: . 1,032,777

QECO Ohio DIT - excess due to phasa-out
2005: 28,439,019

TECQ Ohio DIT - normal reversals
2005: 244,957
2006 36,095
2007: 10,478
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Witness: Young
Question 16
Page 2of2
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OEG -SET 1
Witness: Kalata

Case No. 07-651-EL-AIR, Case No. 07-552-EL-ATA, Case No, 07-553-EL-AAM,

Case No. 07-554-EL-UNC

Ohio Edison Company, The Cleveland Electric Hluminating Company and The Toiedo
Edison Company for Authority to Increase Rates for Distribution Service, Modify Certain

Accounting Practices and for Tariff Approvals
RESPONSES TQ DATA REQUESTS

OEG-SET 1 Refer to Schedule C-3.6 and WPC-3.6a. Please explain why the Companies

Question #6

Response:

propose to use only the service cost component of pension expense in the
revenue requirement. Please cite ail authorities, including prior PUCO Orders, if
any, that the Companies rely on for using only the service cost component of
pension expense in the revenue requirement.

The Companies' test-year claim for pension expense is based on the actuarial-
determined service cost component of pension costs under Statement of
Financial Accounting Standards ("SFAS”) No. 87. The service cost component
represents the actual present vaiue of benefits accrued under the pension plan
benefit formula for services rendered during the test year. Inclusion of the
service cost component in rates provides for recovery of the current cost of
benefits eamed by plan participants durng the test year. Recognition of the
service cost component for rates Ignares the actual timing of cash contributions
to the plan and the consequent investment returns, which tend to be impacted
based upon the timing of such contributions and market conditions. Any excess
ar shortfall related to the expected retum on plan assets are not inciuded
because their inclusion would artificially reduce of increase total costs and result
in the recovery of more or less than the actual nommal cost of service. Using the
service cost component of pension expanse in the revenue requirement ignores
investment retums on the invested funds and focuses on the actual costs and
benefits to participants each year.

-3
The Companies object to the request for the authorittes on which they rely for
their position in this proceeding. The information is confidential attorney work
product and is therefore not discoverable.



OEG-SET1
Witness: Kalata

Case No. 07-551-EL-AIR, Case No. 07-562-EL-ATA, Case No. 07-553-EL-AAM,

Case No. 07-554-EL-UNC

Ohio Edison Company, The Cleveland Electric llluminating Company and The Toledo
Edison Company for Authority to Increase Rates for Distribution Service, Modify Certain

Accounting Practices and for Tanff Approvals

T TA RE T,

OEG-SET 1 Referto Schedule C-3.6 and WPC-3.6a. Please provide a copy of the source

Question #7

Response:

documents, presumably actuarial reports, relied on by the Companies for both
the pension expense included in the budget and the service cost included in the
revenue requirement. Reconcile the amounts from the actuarial report to the
amounts included in the revenue requirement and budget.

Please see "OEG Set 1 - 7_Attachment 1.xis” and “OEG Set 1 - 7_Attachment
2.xis" for the preliminary source documents from Hewitt Associales supporting
the budgeted pension costs for the years ending December 31, 2007 and 2008,
respectively.

Please see “OEG Set 1 — 7_Attachment 3.xis" and “OEG Set 1 - 7_Attachment
4 xis” for the revised source documents from Hewitt Associates supporting the
service costs for the Companies’ pension plan for the years ending December
31, 2007 and 2008, respectively, that are included in the test year revenue
requirament.

Please see “OEG Set 1 — 7_Attachment 5.xis” for reconciliations between the
source documents from Hewitt Associates and the amounts included in the test
year budget and revenue requirement for pension expense.

Please note that Attachments 1, 3, and 4 reflect analyses from Hewitt that have
been redacted to exclude information pertaining to certain of FirstEnergy's
subsidiaries that are not included in Case No. 07-551-EL-AIR.
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OEG -SET1
Witness: Kalaty

Case No. 07-551-EL-AIR, Case No. 07-552-EL-ATA, Case No. 07-553-EL-AAM,
Case No. 07-954-EL-UNC
Ohio Edison Company, The Clevetand Electric llluminating Company and The Tolado
Edison Company for Authority to increase Rates for Distribution Service, Modify Certain
Accounting Practices and for Tariff Approvals

RESPONSES TO DATA REQUESTS

OEG ~-SET 1 Referto page 8 lines 2-4 of Mr. Kalata's Direct Testimony. Please explain why
Question #8  the Companies’ use of only the service cost component of the pension expense
“appropriately ignores the funded status of the plan.”

Response: See response lo OEG - Set 1, Question #6.

(X ]



0OEG-SET 1
Witness: Kalata

Case No. 07-551-EL-AIR, Case No. 07-552-EL-ATA, Case No. 07-553-EL-AAM,

Case No, 07-554-EL-UNC

Ohio Edison Company, The Cleveland Electric liuminating Company and The Toledo
Edison Company for Authority to Increase Rates for Distribution Service, Modify Cartain

Accounting Practices and for Tariff Approvals

RESPONSES TO DATA REQUESTS

OEG - SET 1 . Refer to Schedule C-3.6 and WPC-3.6a. Please explain why the Companias

Question #9

Response:

prapose to use only the service cost component of OPEB expense in the
revenue requirement. Please cite all authorities, indluding prior PUCOQ Orders, if
any, that the Companies rely on for using anly the service cost component of
OPEB expense in the revenue requirement.

Similar to the Companies' test-year claim for pension expense, the OPEB
expense claim is based on the actuarial-determined service cost component
under SFAS No. 106. The service cost component represents the actual present
value of benefits accrued under the QPER benefit formula for services rendered
during the test year. Inclusion of the service cost component in rates provides
for recovery of the cumrent cost of benefits eemed by plan participants during the
test yaar. This method provides the most reasonable iong-term method of rate
case expense recognition attributable to OPEBs,

The Companies object to the request for the authorities on which they rely for
their position in this proceeding. The information is confidential attomey work
product and is therefore not discoverable.



OEG -SET 1
Wimess: Kalata

Case No. 07-551-EL-AIR, Case No. 07-652-EL-ATA, Case No. 07-553-EL-AAM,

Case No. 07-554-EL.-UNC

Ohio Edison Company, The Cleveland Elsctric Illuminating Company and The Toledo
Edison Company for Autharity to Increase Rates for Distribution Service, Modify Cartain

Accounting Practices and for Tanff Approvals
PONSES TO DATA ST

OEG -SET1 Referto page 8 lines 2-4 of Mr. Kalata's Direct Teslimony. Please explain why
Question #m the Companies’ use of only the service cost component of the OPEB expense

Respouse:

“appropriately ignores the funded status of the plan.”

The service cost component rapresents the actual presant value of benefits
accrued under the OPEB plan benefit formuta for services rendered during the
test year. Inclusion of the service cost component in rates provides for recovery

- of the current cost of benefits eamed by plan participants during the test year.

Recognition of the service cost component for rates ignores the actual timing of
cash contributions to the plan and the consequent investment returns, which
tend to be impacted based upon the timing of such contributions and market
conditions. Any excess or shorifall related to the expected retum on plan asséts
are not included because their inclusion would artificially reduce or increase fotal
costs and resuit in the recovery of more or less than the actual normal cost of
service. Using the service cost component of the OPEB expense in the revenue
requirement ignores investment returns on the invested funds and focuses on
the actual costs and benefits to participants each year.
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OEG-SET 1
Witness: Kalata

Case No, 07-551-EL-AIR, Case No. 07-552-EL-ATA, Case No. (07-553- EL-AAM

Case No. 07-564-EL-UNC

Ohio Edison Company, The Cleveland Electric lluminating Company and The Toledo
Edison Company for Authority to Increase Rates for Distribution Service, Modify Certain

Accounting Practices and for Tariff Approvals
RESPONSES TO DATA REQUESTS

OEG-SET 1 a. Please provide the amount of incentive compensation expense by program

Question #20

Response:

included in each Company's revenue requirement, including, but not limited to,
exccutive bonuses and stock options, regardless of whether such costs were
incurred directly by the Companies or charged to the Companies from the service
company affiliate.

b. Please provide a copy of each incentive compensation program for which the
costs are included in the Companies’ claimed revenue requirement,

¢. Please provide the assumptions and computations of the test year incentive
compensation expense for each incentive compensation program for which the
costs are included in the Companies’ claimed revenue requirement.

a. Certain employees of the Companies and FirstEnergy Service Company are

aligible for short-term and/or long-term incentive compensation. Please see
below for the amounts of each of these incentive compensation programs
that are included In the Companies' respective revenue requirements:

Company Shor-Term Long-Term Tolal *
CEl $5.502,412 $4,622,679 $10,125,091
OE $2,711,005 $5,077,858 $7,788,953
TE $2,740,305 $2,218,013 .+%4,958. 318

* Includes dirsct company costs and costs assessed
from FirstEnergy Service Caompany.

. FirsiEnergy views the requested information related to its incentive

compensation programs as confidential and will make the information
available only upon proper execution of a mutually agreeable non-disclosure
agreement.

. Test year short-term incentive compensation expense is based on projected

base salaries, Including estimated wage increases, and assumes that
incentive compensation will be paid out at target levels, as opposed to
thresheld or maximum levels, as outiined in Attachment 1. Test ysar long-
term incentive compensation is based primarily on assumptions related to the
performance of FirstEnergy's stock.
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GENERIC ISSUES ASSOCIATED WITH §
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APPLICATIONS FOR APPROVALOF  § ‘ ¢ o
UNBUNDLED COST OF SERVICE § e
RATEPURSUANTTOPURA § 39201  § I i .
AND PUBLIC UTILITY COMMISSION  § - El e
SUBSTANTIVE RULE § 25.344 8 OFTEXAR: - ™ 1
£ - _“.-
CORT E O
= R
ORDER NO. 42 T
R

INTERIM ORDER ESTABLISHING ‘
RETURN ON EQUITY AND CAPITAL STRUCTURE |

Based upon the evidence, briefs, and arguments of the parties, the Commission
adopts & generic return on equity (ROE) of 11.25% and & generic capital structnre of 60%
debt and 40% equity for the transmission and distribution utilities (TDUs) in Texas for
ratemaking purposes, starting in 2002. As the Commission noted in the preliminary
orders in the utility-specific unbundled cost of service (UCOS) cases,’ the resolution of
an issue in this generic proceeding is to be applied in cach vtility’s UCOS proceeding.

1. Procedural History

The generic issue, posed in Order No. 3, “Should the Commission adopt uniform
or generic standards for incentive- or performance-based rates, the appropriste capital

! o Sharyland Uniiies, L.P. for Approval of Unbundled Cost ef Service Rote Pursuart to PURA
ESQQOIMPMC.&WR.WWMM : Application of Texar-New Mexico Power
mﬂrwmdwm#MuMcmmPuml”:OJWPUC.SWR.25.3#
Docket No. 22349 (pending); Application of TXU Electric Company for Approval of Unbundied Cost of Sevvice Rate
Pursuani io PURA § 39.201 and P.U.C. Suast, R. 25.344, Docket No. 22350 (pending); Application of Soshwesiern
Public Service Company for Approval of Unbundled Cast of Service Rate Pursuant 1o PURA § 39,201 and P.U.C.
SvesT. R. 25.344, Docket No, 22351 (pending); Application of Central Power & Light Company for Approval of
UMCMJM@MRW”PURA!MJMPUCSMR.Z&M Docket No. 22352
{pending); Application of Soushwesiern Electric Power Company for Approval of Unbundled Cont of Service Rate
Pursucnt to PURA § 39201 and P.U.C. SUpst. R. 25344, Docket No. 22353

Application of Wast Texas
Utlities Company for Approvel of Unbundled Cost of Service Rate Purswant 1o FURA § 39201 and P.U.C. Sussr. R,
25.344, Docket No, 22354 (pending)y; Application

of Reliant Energy HLAP for Approval of Unbsmdled Cost of Service
Rate Pursuant o PURA § 39.201 and P.U.C. Sunst. R. 25344, Docket No, 22355 (pending);

Application of Entergy
Gulf States, tnc., for Approval of Unbamdled Cost of Service Rase Pursuant to PURA § 39.201 and P.U.C. Supst. R.
25.344, Docket No. 22356 (pending); horeinalter, individual UCOS casos,

L87
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stcture of & TDU, and for awthorizing a return on equity of more than 200 basis points
above the utility’s average yield on bonds” was first addressed by the Commission in
Order No. 172 After considering the parties’ briefs, the Commission entersd Order No.
17 which, recoguizing the inter-relateduess of these matters, discussed the relatively low-
risk nature of transmission and distribution business, the introduction of a potentially
greater risk if an incentives program were adopted, and the reflection of such a program
in a company’s ROE.

Additionally, in Order No. 17, the Commission acknowledged a trend toward
more uniform capital structures for the wtilities, noting that most utilities proposed a
50/50 split between debt and equity in their UCOS filings. The Commission concluded
that a 60v40 debt to equity ratio was an appropriste policy goal, but recognized that some
untilities may face circumstances that would make the 60/40 ratio unworkable. The
Commission found that the determination of the applicable ratio for each company would
be decided on a case-by-case basis in the individual UCOS cages.

At the September 7, 2000 open meeting, the Commission determined that, should
muﬁmomngamtm_amimmﬁwplmnmbemnhed.the&mﬂsim
would hear the ROE and capital gtructure issues jn this generic proceeding.® At the Open
Mesting on September 20, 2000, in addition to ruling against the use of the incentives
plan, the Commission decided to conduct the enalysis of capital structure in this generic
proceeding.* The capital structure analysis, premised on the 60/40 debt to equity ratio
goal stated in Order No. 17, woukl determmine whether a single, generic capital structure
should be adopted for application ta all TDUs in Texas, or whether exceptions would be
created on & company-by-company basis.

% [ Order No, 17, Ruling on Category B Tnsnes, issucd on July 24, 2000, the Commission found thet
developing & methodology to determine s sppropriste ROE should be sddressed in the genedc dockel. The
Commistion concluded that fhe dobermination of whether the 200 basis points above a wility's average yield on bonds
is an appropeiate pumber i directiy tad to the development of & standar] incersives program. In that ocder, the
Commission directed the paties fo work together to develop a conseasys docursent outlining sn fncentives progam.
The Commimjon determined that, once the parties developed 3 conscnsus reganfing the incentives program and
veported it hack to the Comuzission, the ROE issue ~ whather it should be Jower or highar than (e 200 basis poinis ~
wonld be sddressed and rescived in this generic docket.

3 Opan Masting Tr. i 113~113 (Segt. 7, 2000).
* Open Monting T. at 12-16, 20, 22, and 203-204,
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Subsequently, the Commission issued Order No. 28,° in which it found that a
generic ROE is an appropriste issuc to be determined in a hearing in this docket. In
reaching this conclusion, the Commission considered the basic underdying similarities of
the transmission and distribution utilitics, including the level of regulatory oversight and
comparable levels of risk. The Commission stated that it would consider the ROE issue
together with the issue of capital structure in this proceeding, and, if necessary, would
detesmine a specific ROE for each utility, except Sharyland Utilities. A hearing date of
November 6, 2000, was scheduled for the “ROE/Capital Strocture” phase of this
proceeding.

Direct testimony regarding the capital structure issue was identified by the
utilities in their initial UCOS filings, and filed in this generic proceeding on September
27, 2000. Utilities’ direct testimony on the ROE issue was also filed on September 27,
2000, On October 19, 2000, a non-unanimous stipulation and egreement (NUS)® was
filed by certain non-utility parties. Intervenor and Commission Staff testimony on both
issues was filed on October 20, 2000.

On November 6, 2000, the Commission heard evidence in connection with the
establishment of ROR rates and capital structure ratios for nse in the utilities’ individual
UCOS cases currently pending at the State Office of Administrative Hearings (SOAH).
Iuitial and reply post-hearing brisfs were filed by the parties on November 22, 2000, and
December 4, 2000, respectively. The Commission considered this matter in the open
meeting on December 13, 2000,

5 In Order No, 28, Intarim Onder Ruling on Incentive Pian and ROB Issues, issuad on Septensber 22, 2000,
the Cammission sddressed the falluce of the parties to reach & consensus on an incontives plan, conchuded that » generic
incentives plan is not approprisie at this time, and determined that performance-based ntemaking plans proposed by
some utilities in thetr original unbundied oost of sarvice (UCOS) filgs will not be considered in saiting ROE in this
docket or in the Individual UCOS cascs,

® The NUS was signed by the following parties: Commiselon Staff, Cities served by TXU, Rellan, CPL,
WTU, TNMP (Clijes), City of Houstosz, TIEC, State of ‘Texss, New Energy, Exwon Energy Services, Texas Industrics
(TXT), Dallss-Foct Worih Hospita] Connell and Coalition of ndependent Collegas and Linjvertitios (DFWHC and
CICU), Connmer Owned Power Systemas (OOPS), City Public Service of San Antoalo (CPS), South Texas Electric
Coopecative, Tex-La, Northeast Texas Blectric Cooperative, Ssn Raybemn GET Elecaric Cooperstive, and Braxos.
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11 Discussion

A. Returp on Equity

The NUS signatories proposed that a reasonable ROE is 10.75%, assuming a
60/40 debt to equity ratio for capital siucturc. They based their proposal on the
proposition that PURA? establishes pure TDUs that will be subject to less risk than
integrated utilitics with generation and fuel supply responsibilities. The NUS signatories
pointed to evidence showing that major bond rating agencies, which assess companies’
rigk, accept this proposition. The NUS signatories presented expert witnesses who
recognized that risks would be diminished becanse the unbundied TDUs will not own
generation or be responsible for fuel procurement, have high asset concentration, or be
subject to certain regulatory risks. In addition, TDUs will be monopoly providers of an
essential service in their service areas and will have mates sat on a cost-of-service basis,
The NUS witnesses utilized a constant growth discounted cash flow (DCF) analysis and,
in some instances, a capital asset pricing model (CAPM) analysis, a5 a check on the
reasonableness of their results.

The NUS signatories stated that the investor-owned utilities JOU) made no effort
to determine a reasonable ROE for a pure TDU, but instead, relied on the untenable
proposition that the newly formed TDUs will have the same, or even greater, risk than
integrated utilitics, particularly during the transition period. They also stated that the
NUS-proposed ROE is a near perfect compromise between those arguing for a 10.1%
ROE and the IOUs seeking an 11.5% ROE., Moreover, the signatories argued that the
NUS proposal reasonably compensates the TDUs for any potential increase in the
financial risk because of the more highly leveraged capital structure, and permits the
newly formed companies to maintain financial integrity and the ability to aitract capital at
reasonable rates. They based this conclusion on the cvidence that shows cash flow
interest coverage ratios comparing favorably with coverage guidelines set forth by the
bood rating agencies of 2.0% to 3.25% for TDUs with A and BBB ratings.

? Public Uility Rogulatory Act, Tex. UriL, Coog ANR, §§ 11.001.64.1358 (Vernon 2000) (PURA).
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The Office of Public Utility Counsel (OPUC) and Cities served by Entergy (EGSI
Cities) proposed that a reasonable ROE is 10.125%, assumning a 60/40 debt to equity ratio
for capitel structure. They argued that the utilities’ recommendation of an 11.5% ROE,
with a S0/50 debt to equity ratio, does not adequately recognize the significantly reduced
business risks for the stand-alone wires companies, as well as the impacts from major
risk-reducing events, such as TDUs’ loss of both generstion-related and other,
commodity-related, risks.

More specifically, OPUC/BGSI Cites contended that the Commission’s adoption
of a Transmission Cost Recovery Factor (TCRF) eliminates the I0Us' perceived risk of
potential revenue instability cansed by tariff features. Furthermore, they stated that the
current integrated utility capital structure is not justified for the new TDUs, given the new
companies’ reduced operational risk as compared to the integrated utilities’ risk,
including the commodity risk. OPUC/BGSI Cities claimed that firms with lower
business risk can be capitalized with less equity capital and more debt than those with
higher business risk because thay their income streams and cash flows are more
predictable. They also stated that the utilitics’ witnesses overstated the nature and extent
of the new TDUs' business risk because they did not consider the impact of various
potential risk-reducing events, |

OPUC/EGSI Cities noted that the following risk-reducing events are likely or
certain to occur for the TDUs: (1) they will retain their monopoly status and continue to
be regulated by the Commission on a cost-of-service basis; (2) cash flows will remain
predictable due 10 known ratemaking standards; (3) they will shed risks associated with
the production side, including changing fuel prices and generation demands; (4) their
asset concentration will be reduced and thus be subject to lower risk than thet of the
vertically-integrated utilities; and (5) they will not face marksting and sales risks,

With regard to the NUS, OPUC/EGSI Cities argued that the proposed ROE is too
high and will allow TDUs to ecarn an excessive return, thus resulting in unnceessarily
high rates. OPUC/EGSI Cities also argued that their proposal of 10.125% ROE with a
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60/40 debt to equity ratio for capital structure is sufficient to allow the TDUs to attract
capital at reasongble rates, yet minimizes overall costs to ratepayers.

The IOUs proposed that a reasonable ROE is 11.5%, or greater, assuming a 50/50
to 55/45 debt to equity ratio for capital structure. They argued that the NUS signals a
belief that a BBB, or lower, bond rating is acceptable, and that the long-term financial
viability of these companies is Jess important than the short-tetm policy goal of creating
headroom. The IOUs noted that their own proposal is consistent with the risk premium
analysis presented by a Commission Staff witness, Martha Hinkle, Furthermore, they
argued that the NUS does not correctly determine the riskiness of the new TDUs becanse
it does not consider what other factors might affect TDUs beyoad the loss of genesation,
According to the JOUs, such factors include the uncertainty inherent in restructuring and
new risks in the restructured environment, such as substantial coustruction outlays,
reliability mandates, credit risks, nuclear decommissioning cost recovery, revenue
instability, and regulatory risk.

The IOUs also argued that fundamental principles of finance require that the
substantial increase in debt leverage proposed by the NUS yicld a corresponding increase
in the ROE, ag well as corresponding increass in the cost of debt. The IOUs pointed out
that from the capital market's perspective, requirements to build a large amount of new
trangmission facilities to interconnect new power plants and eliminate transmission
constraints and an increase in investment to meet substantially higher reliability standards
create additional risk to the TDUs. They claimed that the NUS seriously understated the
TDUs’ cost of capital and would send a harmful signal to the capital markets.

The IOUz also contended that in establishing the appropriate ROE levels and
capital structures, the Commission should consider both the various business risks of the
TDUs and the implicit relationship between the ROE and the financial risk associated
with a specific capital structure.
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B. Capital Structure

The NUS signatories adopted a debt/equity ratio for capital structure of 60/40, and
stated that it was appropriate because it reflected the Commission’s articulatad capital
structure policy goal. Additionally, the NUS signatories affirmed that the 60/40 debt to
equity ratio recognized that the TDUs would face substantially lower risks than those
currently faced by the integrated utilities. These reduced risks inclnde business,
generation, fuel, asset concentration, cash flow variability, regulatory, and collection
risks. The NUS signatories contended that the reduction in the varions risks would allow
for an increase in debt leverage for the newly formed companies.

The NUS signatories also argued that the NUS represents a settlement supported
by numerous parties, who performed proper analyses of the relevant proxy groups.
Further, they stated that the inclusion of preferred securities in the calculation of the
moposed 60% debt hag the practical effect of increasing debt coverage ratios over what
they otherwise would be, since the rating agencies exclude interest payments on preferred
sccurities when calculating debt leverage. This means that a 60% debt level will not
necessarily result in a downgrading of a TDU's credit rating. The NUS signatories
affirmed their belief that the NUS equitably balances interests to allow the TDUs to
attract capital, while providing revenue savings to ratepayers. Finally, the NUS
signatories argued that the Commission should not establish capital structure based on a
worst-case scenario, as advocated by the IOUs.

OPUC/EGSI Cities supported the debt/equity ratio of 60/40, as set forth in the
NUS. They stated that the NUS capital structure appropriately reflects the lower
operating risks that TDUs will face starting in 2002, Further, OPUC/EGSI Citics
affirmed their belief that there are no significant transition risks associated with operating
an unbundled TDU,

QPUC/EGSI Cities argued that the rating agencies do not require utilities to

maintain the current capital structures in order to maintain current credit ratings. Instead,
they asserted that rating agencics would look at a variety of factors when determining the
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appropriate rating. They also asserted that adopting the IOU’s proposed capital structure
would have a significant revenue requirement impact.

OPUC/EGSI Cities stated that the IOUs’ claims that they need & lower debt ratio
to continue operations during the times of financial adversity are nnfounded, since the
risk of such adversity already exists today for the integrated utility. Finally, OPUC/EGSI
Cities asserted that the JOUs failed to address svidence that the IOUs cumently have a
40% equity ratio. If this were the case and risks were reduced, ratings should not be
affected.

For the purposes of setting a generic capital structure, the IOUs requested a ratio
consisting of 50-55% debt, which they believe comresponds to an ROE of not less than
11.5%. This proposal was based on the assumption that the capital structure recognizes
that a higher debt ratio should give rise to a higher cost of equity. Additionally, the IOUs
requested that the Commission make changes to the capital structure in a gradual,

The IOUs did not agree that the TDUs would face substantlally lower risk than
existing integrated utilities; on the contrary, they argued that some risks could increase.
They stated that their proposed capital structure is consistent with a risk premium
analysis for the appropriate proxy group, which IOUs believe should be the local gas
distribution companies. The IOUs asserted that this capital structure will allow the TDUs
to meet the finencial challenges presented by a competitive market and that it would
support a single A bond mating. They also asserted that the rate filing package
presumption of a 200 basis point risk premium as appropriate did not represent the final
determination by the Commission. ‘The IOUs maintained that the capital structure should
not be determined based solely on a desire to rednce the revenue requirement.

IIE. Commission Conclusion

In epproaching the issues of the appropriats ROE and capital structure, the
Commission notes two underlying considerations that served as a starting point in the
decision-making process. First, these decisions are made for ratemaking purposes for the
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newly unbundled TDUs during the transition period; and, sccond, the decisions are based
on the close correlation hetween the ROE and capital structure,

The factors the Commission considered when determining an appropriate and
reasonable ROE for the unbundled TDUz in Texas include: (1) the levels of business and
financial risk; (2) the Commission's decisions in the raie design phase of this case; (3) the
need 10 maintain reasonable rates; (4) the need for new transmission capacity; (5) the
maintenance of adequate relisbility standards; and (6) the companies' ability to attract
new capital.

The Commission rcviewed analyses of various proxy groups, including
generation-divested, integrated, and water utilities and local gas distribution companies,
for indications of risk levels and market concerns. The Conumission finds that, while the
generation-divested utilities most closely resembled the functions of the unbundled
TDUs, significant differences in market restructuring in Texas and the size of the sample
group do not allow for generalizations. The Commission elsc finds that the other sample
groups provided useful information and need to be considered.

Based on these reviews, the Commiseion concludes there is strong evidence to
support the presumption that, relative to the existing market structure, unbundled TDUs
in the Electric Reliability Council of Texas (ERCOT) will be exposed to less risk.® The
following observations support the assertion that the Texas market is significantly
different from other jurisdictions and shonld result in lower risk for the TDUs: (1)
complete separation of gencration and transmission and distribution functions, thus
virtual elimination of commodity risk; (2) a requirement on retail electric providers
{REPs) to be the point of sales for retail customers; (3) Commission-approved substantive
rules related to registeation and financial requirements to minimize a possibility of a REP
default on payments for contractsd services;” and (4) P.U.C. SupsT. R. 25.193 to ensure

% Diroct Testimony of Mastha Hinkle, pp. 8 -9, 17, and 19, sd NUS Joiot Regly Brief, pp. 3-10.

Y P.ULC. SunsT. R. 25.107, relating t0 Certification of Retail Electric Providers (REPs), and P.U.C. SussT. R
25.108, relsting to Finarcial Standads for Ratail Hlectric Providers Reganding the Billing and Collaction of Traasition
Charges.
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speedy recovery of transmission sxpenditures related to expansion of the transmission
network. Therefore, the Commission concludes these favorable market and regulatory
conditions in Texas ghould result in a lower business risk to Texas TDUs.

Additionally, in its consideration of an appropriatc and reasonable ROE, the
Commission reviewed a range of methods and models, as proposed by the parties:
discounted cash flow (DCF), multi-stage DCF, capital asset pricing model (CAPM), and
risk prenxium method. The Commission finds that the multi-stage DCF analysic as
proposed by the I0Us does not accurately capture the lower business risk for Texas
TDUs.?

In its determination of an appropriate ROE, the Commission considered the NUS
recommendation of 10.75% s a reasonable starting point.'! Tt also lies in the middle of
the ranges of reasonsble ROE sdmitted into evidence. Fusther review of OPUC/EGSI
Cities CAPM analysis indicated that the NUS ROE is compatible with a 60% debt in the
capital structure.” The Cammission, however, provides for an upward adjustments to the
ROE of 0.5% to account for: (1) the Commission decision in the rate design phase of this
proceeding;'® (2) potential rating uncertainty due to higher debt, based on the adoption of
60% debt and 40% equity for capital structure in this proceeding; and (3) a risk premium
recalculation as indicated in 2 Commission Stff witness’ emata testimony.
Accordingly, the Commission approves an ROE of 11.25% for the Texas unbundled
TDUs, starting in 2002.

Witk regard ta the issue of capital structure, the Commission recognizes that the
ultimate determination of the appropriste relationship between the level of debt and

¥ Direct Testimony of D.Tietjen, pp. 3-10.

' Dyirect Testimony of D. Fetjen and M. Hinkle; s2¢ aiso NUS Initisl Brief. pp. 12-19.

" JOU Reply Brief, Exhibit C; ase also Direct Testinmony of Hill, Schedule 7.

¥ Tne Comupission adopted s Transmission Cost Recovery Factor, which may increase risk for the
distribution company. Alsp adoptod was sn B0% catchet for the distribution company, which may result s more
meeamlined cesh flow, lowever, the adopled ratchet was the Jowest ons praposed.

¥ Suff Exhibit 1B, Bmata to Manha Hinkie's Direct Testimony; ses clro November 6, 2000 Hearing
Transcrips ot 1309-11.
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equity and the corresponding ROE is not an exact science. As a general proposition,
however, the Commission finds that an increase in debt should result in an increase in
ROE unless offset by lower business risk.

Both NUS and OPUC/EGSI Cities proposed debt to equity ratio of 60/40. These
parties presented substantial evidence showing that the nnbundled TDUs would not be
adversely affected by higher levels of debt, either in terms of adsquate cash flows or
merket percepiion. The Commission agrees with these parties that any increase in the
financial risk due to the higher debt leverage would be offset by the lower business risk to
the TDUs. The Comunission is not persuaded by the JOUs' arguments that greater debt
leverage would have a detrimental impact on the TDUs. The Commission finds that the
TDUs are able to carry & higher level of debt and still achieve a favourable credit rating,
which will allow capital to be raised at acceptable rates.

Therefore, the Commission finds that a capital structure of 60/40 debt to equity
ratio is reasonable and that it will allow TDUs to attract sufficient capital at reasonable
rates, while minimizing costs to the ratopayers. The Commission also finds that any
increase in the financial risk due to the higher debt leverage is offset by the lower
business risk faced by the TDUs. The Commission, therefore, adopts a 60% debt and
40% cquity ratio as the capital structure for ratemaking purposes for Texas TDUs.

S NUS Initial Brief, pp. 4-11.
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o
SIGNED AT AUSTIN, TEXAS the _/f __ day of December 2000,

UTILITY COMMISSION OF TEXAS

W
PAT , II, CHAIRMAN

W. COMMISSIONER

BRETT A. PERLMAN, COMMISSIONER
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