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4 
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DIRECT TESTIMONY OF LANE KOLLEN 

L QUALIFICATIONS AND SUMMARY 

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

2 

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

Kennedy and Associates, Inc. ("Kennedy and Associates"). My business address is 570 

Colonial Park Drive, Suite 305, Roswell, Georgia 30075. 

7 Q. Please describe your education and professional certifications. 

8 

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 
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1 Master of Arts degree from Luther Rice University. I am a Certified Public Accountant, 

2 with a practice license, and a Certified Management Accountant. 

3 

4 Q. Please describe your professional experience. 

5 

6 A. I have been an active participant in the utility industry for more than thirty years. For 

7 more than twenty years, I have been a consultant employed by Kennedy and Associates 

8 specializing in the utility uidustry. In that capacity, I have provided consulting services 

9 to state and local government agencies and consumers of utility services in the planning, 

10 ratemaking, financial, accoimting, tax, and management areas. From 1983 to 1986,1 was 

11 a consultant employed by Energy Management Associates. In that capacity, I provided 

12 consulting services to investor and consumer owned utility companies in the planmng, 

13 financial, and ratemaking areas. From 1976 to 1983,1 was employed by The Toledo 

14 Edison Company in a series of positions providing services in the accounting, tax, 

15 financial, and planning areas. 

16 

17 I have appeared as an expert witness on planning, ratemaking, accounting, financial, 

18 accounting, tax and management issues before regulatory commissions and courts at the 

19 federal and state levels on nearly two hundred occasions. I have testified before the 

20 Public Utilities Commission of Ohio ("PUCO" or "Commission") on numerous 
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1 occasions, including Docket Nos. 88-170-EL-AIR, 88-171-EL-AIR, 91-410-EL-AIR, 

2 92-1715-AU-COI, 93-01-EL-EFC, 92-1464-EL-AIR, 95-299-EL-AIR, 95-300-EL-AIR, 

3 99-1658-EL-ETP, and 04-169-EL-UNC. In addition, I have developed and presented 

4 papers at various industry conferences on ratemaking, accounting, and tax issues. My 

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

6 

7 Q. On whose behalf are you providing testimony? 

8 

9 A. I am providing testimony on behalf of tiie Ohio Energy Group, Inc., a group of large 

10 customers taking electric service from Ohio Edison Company ("Ohio Edison"), The 

11 Cleveland Electric Illmninating Company ("Cleveland Electric"), and The Toledo 

12 Edison Company ("Toledo Edison") (collectively, the "Companies"). 

13 

14 Q. What is the puipose of your testimony? 

15 

16 A. The purpose of my testimony is to address and make recommendations regarding certain 

17 revenue requirement issues that either were not addressed or were not addressed 

18 properly in the Reports issued on December 4,2007 by the Commission Staff ("Staff') 

19 in this proceeding for each of the Companies. I have used the Staff Reports as the 

20 starting point for my recommendations and quantifications. 
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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. 

Ohio Edison Company, The Cleveland Electric l l lumint^ng C<Hnpany, and The Toledo Edison Company 
Case No. 07-SS1-EL^IR, Case No. 07-552-EL-ATA, Case No. 07-S53-EL-AAM, Case No. 07-554-EL-UNC 

Summary OEG Revenue Requirement Recommendations 
(OOO's) 

10 

11 

Rate Base Issues 
Reflect Annuitization of RCP Diet O&M Deferals - Net 
Remove &iergy for Education fixim CWC (^culation 
R^lact Eiiapy for Echjcafion Uablllty 
Adju^ Woriting Carntal Balance to Achiat - Not Zero 
Reflect Ohio SUite DIT Balance Written Off in June 2005 
Reflect Adjust to ADIT IncI In C^er Rate Base lt«ns 

Operating Income Issues 
Adjust Pension Expense to SFAS 87 Expense Amount 
Adjust OPEB Expense to SFAS 106 Ejqiense Amount 
l^»nove Long-Term Incentive Compensation Expense 
Reflect Amortization of Income Tax Benefits from State DIT 

Rate of Retum Issues 
Impute Capital Stnicture of 60% Debt and 40% Com Eq 
Reflect Return on Equity of 9.70% 

Total OEG Adjustments to Staffs Recommendation 

Staff Recommended Increases 

OEG Recommended Changes in Base Rates 

OE 
Lower 
Bound 

(1,705) 
2,434 
(7.466) 
(5.462) 
(2,990) 
(7.184) 

(13,869) 
(7.882) 
(5.125) 

(15,110) 

Upper 
Bound 

(1,705) 
2,600 
(7,976) 
(5,856) 
(3,194) 
(7,674) 

(13,869) 
(7,882) 
(5,125) 

(15,110) 

CEI 
Lm»r 
Bound 

(1,057) 
1,435 

(4,473) 
(3,813) 

(725) 
(8.244) 

(5,440) 
(585) 

(4,658) 
(3,666) 

Upper 
Bound 

(1.057) 
1,533 

(4.778) 
(4,073) 

(774) 
(8.807) 

(5.440) 
(585) 

(4.658) 
(3,666) 

TE 
Lower 
Bound 

(656) 
477 

(2.034) 
(2.258) 
(1.816) 
(4,698) 

(3.089) 
1,163 

(2,240) 
(9,195) 

Upper 
Bound 

(556) 
509 

(2,173) 
(2,412) 
(1,940) 
(5,019) 

(3.089) 
1,163 

(2.240) 
(9.195) 

(3.810) 
(2.263) 

(70.452) 

56.939 

-ii|3ffiL 

(4,294) 
(9.0511 

(79,136) 

65.624 

$ (13,513) 

(3,245) 
(1.923) 

(36,394) 

53.774 

f,17.^„ 

(3.657) 
(7,693) 

(43,657) 

61.037 

$ 17.380 

(1,198) 
(709) 

(26,152) 

50.538 

(1.350) 
(2.836) 

(29.136) 

53,522 

$ 24.366 $ 24,: 
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1 The remainder of my testimony is organized uito three sections following the sequence 

2 ofthe issues on the preceding table: Rate Base Issues, Operating Income Issues and Rate 

3 of Retum Issues. If an issue affects both rate base and operatii^ income, I address it 

4 only in the Rate Base Issues section. 

5 
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1 n . RATE BASE ISSUES 

2 

3 RCP Distribution O&M Deferrals 

4 

5 Q. Please describe the Staff treatment ofthe RCP Distribution O&M Deferrals. 

6 

7 A. The Staff Reports include in rate base the date certain balances ofthe deferral amoimts, 

8 net ofthe offsettmg accumulated deferred income tax ("ADIT") amoimts. The Reports 

9 also mclude in operating income the related amortization expense computed usmg a 25 

10 year amortization period. In addition, the Staff Reports use a debt-only rate of retum on 

11 the net rate base amounts. The amounts included by the Staff in the revenue 

12 requirement for each Company are detailed on my Exhibit (LK-2). 

13 

14 Q. Should the Commission utilize the Staff methodology and quantification? 

15 

16 A. No. The Staff methodology results in an excessive quantification of the revenue 

17 requirement that ensures the Companies will overrecover the deferral amounts. This 

18 occurs for a simple reason. The Staff methodology assumes that there is no decline in 

19 the date certain balances. Yet, the reality is that the rate base date certain balances in 

20 fact decline as the Companies recover their amortization expense. The Staff 
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1 methodology is analogous to a home-owner paying on a mortgage, but never receiving 

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

3 unreasonable and should be rejected. 

4 

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

6 amounts, but does penalize ratepayers? 

7 

8 A. Yes. The altemative is to use the rate base date certain balance and quantify an 

9 annuitized payment over the same 25 years and the same debt interest rate used by the 

10 Staff. In this manner̂  the Companies receive a rate of retum on the date certain balances 

11 as the balances are reduced through recoveries ofthe principal amounts fi'om ratepayers. 

12 This annuitization methodology is fair and equitable both to the Companies and to tiieir 

13 ratepayers. 

14 

15 Q. Have you quantified the effect of your recommendation? 

16 

17 A. Yes. The net effect is reflected on the table Ul the Summary section of my testimony. It 

18 consists ofthe removal ofthe deferral amount, net of ADIT, fi-om the Staff rate base, 

19 removal ofthe amortization expense from the Staff operatmg income, and uacreasing 

20 operating expense for the amortization expense using the annuity methodology. The 
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1 computations are detailed on my Exhibit (LK-2). The grossed-up rate of returns are 

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

3 

4 Enerev for Education Regulatory Liability 

5 

6 Q. Please describe how the Staff treated the Energy for Education r^ulatory liability. 

7 

8 A. Instead of subtractmg the date certain balance ofthe Energy for Education regulatory 

9 liability fix)m rate base, the Staff treated this as an advance payment of revenues through 

10 the Cash Working Capital ("CWC") quantification. This was the same treatment used 

11 by the Companies in then filings. 

12 

13 Q. Does the Staff methodology properly quantify the effect of this regulatory liability 

14 in the revenue requirement? 

15 

16 A. No. This approach improperly increased rate base by $47,867 million ($23.148 million 

17 reduction in CWC mstead of $71.015 million at date certain) for Ohio Edison, $28.819 

18 million ($13,620 million reduction in CWC instead of $42,439 million at date certmn) 

19 for Cleveland Electric and $ 14,750 million ($4.516 million reduction in CWC mstead of 

20 $19,266 million at date certain) for Toledo Edison. The Staff failed to use the (iate 
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1 certain balances for the Companies and instead diluted the rate base effect through the 

2 revenue lag periods used in the CWC computations. In addition, and as I subsequently 

3 discuss^ the Staff improperly set the Working Capital at $0, thus completely negating 

4 even the reduced effect of this regulatory liability reflected in the Staff CWC 

5 computations. 

6 

7 Q. Why is there a difference between the use of the date certain balances and 

8 reflecting these amounts as a reduction in the revenue lag used in the CWC 

9 computation? 

10 

11 A. The results are not equivalent because the revenue lag day effects were computed based 

12 on the average days between the dates the Companies received the Energy for Education 

13 payments and the dates on which those payments will have been fully utilized. The 

14 simple mathematics of these CWC computations results in lower balances than the 

15 actual date certain balances. 

16 

17 Q. Should the Commission use the date certain balances? 

18 

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

20 that requires it be treated throi^ the CWC computation. The Energy for Education 
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1 regulatory liability should be treated the same as other rate base components, such as 

2 prepayments and inventories, which are set either at the date certain amount or an 

3 average over the test year. 

4 

5 Further, the treatment of this regulatory liability through CWC is conceptually flawed 

6 because the cash prepayment of tiiese amounts is not a recurring cash receipt pattem that 

7 should be reflected in the revenue lag, unlike other recurring cash payments that the 

8 Companies make. These customer cash receipts were a one-time occurrence and» as 

9 such, the imamortized balances should be subtracted from rate base, not diminished by 

10 washing the amounts through the CWC computation as if they were recurring cash 

11 receipts. Finally, movmg the Energy for Education regulatory liabflity to Other Rate 

12 Base ensures that there indeed is a reduction to rate base in the event that the 

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

14 

15 Q. Please describe how you quantified the effect of the Energy for Education 

16 regulatory liability. 

17 

18 A. I quantifled the effect in two steps, with the effect of each step shown on the table in the 

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

20 Education from the computation ofthe revenue lag used by the Staff to compute Cash 
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1 Working Capital. This first step had the effect of increasing rate base and the revenue 

2 requirement, assimiing that the negative Working Capital and negative Cash Working 

3 Capital are not negated by setting the Working Capital amounts to zero. Otherwise, 

4 there should be no effect ofthe first step.̂  The quantification effect on CWC for this 

5 first step is detailed on my Exhibit (LK-4). The second step was to recognize the 

6 Energy for Education regulatory liability date certain amount in Other Rate Base as a 

7 subtraction fix)m rate base. I used the grossed-up rate of retum from the Staff Reports as 

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

9 

10 Negative Working Capital 

11 

12 Q. Please describe how the Staff Reports treated the negative Worldng Capital 

13 amounts computed for each of the Companies. 

14 

15 A. The Staff set the Working Capital amounts for each Company at $0, despite the fact that 

16 it quantified negative CWC and negative Working Capital amounts for each Company. 

17 It should be noted that the Companies' filings also set the Working Capital amoxmts to 

18 $0. However, unlike the Companies, the Staff removed the Customer Deposits amounts 

* If the Commission sets Worldng Capital to $0, then there necessarily should be no increase in either 
Woridng Capital or the revenue requirement from this first step. 
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1 ftom the Companies' Working Capital computations and reclassified them as Other Rate 

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

3 

4 Q. Should the Commission set Working Capital at $0? 

5 

6 A. No. This approach has the effect of negating the proper reductions to the Companies' 

7 rate base amounts for these ratepayer-supplied capital amounts. A negative Cash 

8 Working Capital simply means that, on average, the ratepayers provide the Companies 

9 cash revenues before the Companies make their cash disbursements for expenses. As 

10 such, the Companies avoid fmancing the amount ofthe negative Cash Working Capital 

11 and the related financii^ costs, the opposite of the result that occurs when the 

12 Companies have positive Cash Working Capital requirements and must finance their 

13 cash expense disbursements while they wait for their cash revenues. Just as the 

14 ratepayers would be obligated to pay the Companies a retum on their positive CWC 

15 requirements, the Companies should be required to pay the ratepayers a retum on then 

16 CWC investment. 

17 

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

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

20 
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1 A. Yes. The Commission could include certain rate base amounts in Working Capital that 

2 would offset the negative CWC amounts rather than including those same amounts m 

3 Other Rate Base. For example, the Commission could move all or some ofthe amounts 

4 in accounts 182 and 186 from Other Rate base to Working Capital. In addition, if this 

5 an issue, it emphasizes the need to remove the Energy for Education regulatory liability 

6 from the Cash Working Capital computation and include it in Other Rate Base in order 

7 to preserve the carrying cost value for ratepayers. 

8 

9 The important point is that the Commission should look to the substance ofthe negative 

10 Working Capital issue and fashion an equitable remedy rather than be constrained by the 

11 form ofthe Working Capital computation, at least as filed by the Companies and to the 

12 extent that form was mostiy replicated by the Staff. After all, the Staff recognized this 

13 important principle by reclassifying the Customer Deposits, another rate base reduction, 

14 from Working Capital, where the Companies had included tiiese amounts in their filings, 

15 and used them instead actually to reduce rate base by including the amoimts m Other 

16 Rate Base. In short, substance should transcend form. 

17 

18 Q. How did you quantify the effect of recognizing the actual negative Working 

19 Capital rather than settmg it at $0? 

20 
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1 A. I simply used the negative Working Capital quantified by the Staff for each of the 

2 Companies on Schedule B-5 in the Staff Reports, which I then multiplied times the Staff 

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

4 

5 Ohio State Excess Accumulated Deferred Income Taxes 

6 

7 Q. Please describe what happened to the Ohio State ADIT when the state corporate 

8 income tax was eliminated and replaced with the new CAT tax in 2005 through a 

9 five year phase-out/phase*in process. 

10 

11 A. When any corporate income tax rate, whether federal or state, is reduced or eliminated, 

12 the related ADIT effectively is "stranded" because these amoimts no longer represent 

13 future income tax liabilities. These Ohio state ADIT amounts, which were collected 

14 from ratepayers to pay for future state mcome taxes on a levelized or normalized basis, 

15 now never will be paid to the Ohio state government. With the 2005 Ohio tax 

16 legislation, the Ohio state ADIT amoimts, except for the amounts reversing during the 

17 phase-out period, effectively were converted fix)m loans to grants. 

18 

19 Q. How have such excess ADIT amounts historically been treated for ratemaking 

20 purposes? 
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1 

2 A. Historically, most, if not all, state commissions have retained such excess ADIT 

3 amounts for the benefit of ratepayers and flowed through both principal and the rate of 

4 retum on the excess ADIT amounts as a reduction to the revenue requirement. The 

5 amounts continued to be subtracted from rate base, as they had been in the past, because 

6 these ADIT amounts were ratepayer-supplied funds. In addition, most state 

7 commissions then amortized the principal amounts of the excess ADIT over various 

8 time periods, the duration of which was discretionary unless otherwise mandated by law. 

9 In other words, the excess ADIT amounts were retumed to ratepayers; utilities generally 

10 were not allowed to retain these amounts. Historically, the best-known example of this 

11 was the nearly universal flow-through to ratepayers of the excess ADIT due to the 

12 reduction ui the federal corporate income tax rate from 40% to 34% resulting from 

13 enactment ofthe Tax Reform Act of 1986. 

14 

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

16 excess state income tax amounts? 

17 

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

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

20 removed these excess amounts from the ADIT balances in accounts 282 and 283 on their 
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1 accounting books. The Companies provided their accounting entries and the amounts 

2 removed fix>m accounts 282 and 283 in June 2005 in response to OEG-1-16, a copy of 

3 which is attached as my Exhibit (LK-5). Ohio Edison included $28,439 million m 

4 2005 income, Cleveland Electric included $6,875 million, and Toledo Edison mcluded 

5 $17,203 million, based on the quantifications provided ui response to OEG-1-16. 

6 

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

8 and reflected in the revenue requirements in this proceeding? 

9 

10 A. Yes. The Companies should have reclassified these amounts from ADIT to regulatory 

11 liabilities. Taking these amounts to income instead of retahiing them for the benefit of 

12 ratepayers was inequitable and inappropriate. 

13 

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

15 

16 A, The amounts transferred to income should be added to the rate base date certain balances 

17 of ADIT for each ofthe Companies reflected in the Staff Reports, thereby reducing rate 

18 base. In addition, these date certain balances should be amortized to expense over three 

19 years. It should be noted that the amortization expense must be grossed up for revenue 

20 requirement purposes because the amortization expense is a negative income tax 
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1 expense, not a normal amortization expense where the amortization expense and 

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

3 

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

5 

6 Other Rate Base Amounts 

7 

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

9 

10 A. Yes. First, the Staff unproperly included numerous ADIT amounts in Other Rate Base 

11 that have no related originating temporary difference amount included in rate base. In 

12 other words, it generally is appropriate to have the tax effect (ADIT) of a balance sheet 

13 amount included in rate base only if the balance sheet amount itself is included in rate 

14 base. Second, certain ofthe ADIT amounts should not be included because the related 

15 expense or timing difference is not included in operating expenses recoverable for 

16 ratemaldng purposes. One such example is the ADIT associated with IRS audit interest. 

17 Another example is the ADIT associated with stock option expense (incentive 

18 compensation tied to the financial performance of FirstEnergy Corp.). The ADIT 

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

20 
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1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Ohio Edisoo 

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 Costs 
190 Vacation Accrual 
190 Other Taxes 
190 Supp Exec Retirement Program - Def Comp 
190 Incentive Compensation 
190 Severance Estimate 
190 Merger Cost Expensed 
190 CSC FAS 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 Benefi 
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1 190 Incentive Compensation 
2 190 Pension and Rightsizuag Cost 
3 190 Provision for Doubtful Accounts 
4 190 Severance Estimate 
5 190 Vacation Pay Accrual 
6 283 Stock Options Performance Shares 
7 

8 Q. Has the Staff also excluded amounts from Other Rate Base that should be 

9 included? 

10 

11 A. Yes. In addition to the Ohio state excess ADIT, the Staff improperly excluded the 

12 followii^ amounts fix)m Other Rate Base, as did the Companies in their filings. These 

13 ADIT amounts should be included in rate base because the related originating temporary 

14 differences are reflected in the capital structure and mcluded in the cost of debt and 

15 overall rate of retum. The tax effects ofthe related originating temporary differences 

16 normally are reflected in rate base because they affect the utility's costs and they 

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

18 
19 Ohio Edison 
20 
21 190 Gain/Loss on Sale of Securities 
22 283 Reacquired Debt Expense 
23 
24 
25 Cleveland Electric 
26 
27 190 Amortization Premium Discount Debt 
28 283 Reacquired Debt Expense 
29 
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1 Toledo Edison 
2 
3 190 Reacquired Debt Expense 
4 283 Amortization Premium Discount Debt 
5 

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

7 

8 A. Yes. The quantifications are detailed on my Exhibit (LK-1) and summarized on the 

9 table in the Summary section of my testimony. 
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1 HI. OPERATING INCOME ISSUES 

2 

3 Pension and Other Post-Retirement Benefits Expense 

4 

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

6 the Staff in the Companies' revenue requirements. 

7 

8 A. The Staff adopted the Companies' proposal to use only the service cost component of 

9 the SFAS 87 pension expense and the SFAS 106 post-retirement benefits expense. In 

10 other words, the Staff excluded the interest income on the pension and post-retirement 

11 benefits trust fund assets and excluded the mterest expense on the net present value of 

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

13 

14 Q. What effect does the Companies' proposal have on the amount of pension and 

15 post-retirement benefits expense included in their respective revenue requirements 

16 compared to using the SFAS 87 and SFAS 106 amounts? 

17 

18 A. The effect is to increase Ohio Edison's pension expense by $13.742 million and its other 

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

20 effect of $13,869 million and $7,882 million, respectively. The effect is to increase 
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1 Cleveland Electric's pension expense by $5,399 million and its other post-retirement 

2 benefits expense by $0,581 million, with the related revenue requirement effect of 

3 $5,440 million and $0,585 million, respectively. The effect is to increase Toledo 

4 Edison's pension expense by $3,059 million and to reduce its other post-retirement 

5 benefits expense by $1,152 million, with the related revenue requirement effect of 

6 $3,089 million and negative $1,163 million, respectively, 

7 

8 Q. What is the basis for using only the service cost component ofthe SFAS 87 pension 

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

10 

11 A. The Staff appears to have adopted the Companies' conclusory logic as articulated in the 

12 testimony Mr. Kalata as well as in the Companies' responses to OEG-1-6 and 1-8 

13 (pension expense) and OEG-1 -9 and 1-10 (other post-retirement benefits expense). The 

14 Companies' rationale is limited to the conclusory statement that only the service cost 

15 component of these expense amounts should be used for ratemaking purposes and the 

16 corollary conclusory statement that the financing components ofthe SFAS 87 and SFAS 

17 106 expense amounts should be excluded. The Companies claim that any "excess or 

18 shortfall related to the expected retum on plan assets are not included because their 

19 inclusion would artificially reduce or increase total costs and result in the recovery of 

20 more or less than the actual normal cost of service," based on its responses to OEG-1 -6 
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1 and 1-10. I have attached a copy ofthe Companies' responses to OEG-1 -6 through 1-10 

2 as my Exhibit__(LK-8). 

3 

4 Q. Is it reasonable to use only the service cost component for ratemaking purposes? 

5 

6 A. No. It is unreasonable to remove the financing components ofthese expenses and the 

7 Companies have provided no compellir^ reason to do so. First, the Comparues' 

8 conclusory statements are directly contrary to the logic relied on by the Financial 

9 Accounting Standards Board ("FASB") when it adopted SFAS 87 and SFAS 106 as 

10 generally accepted accounting principles ("GAAP"). The interest income and interest 

11 expense are specific and integral components ofthe SFAS 87 and SFAS 106 expense 

12 amounts. The reason that they are specific and integral components ofthese GAAP 

13 expense amounts is that they are necessary to correctly reflect the net cost of providing 

14 the pension and post-retirement benefits to employees over their service lives. In SFAS 

15 87, tiie FASB stated: 

16 
17 The net cost feature means that the recognized consequences of events and 
18 transactions affecting a pension plan are reported as a single net amount 
19 (net periodic pension cost) in the employer's financial statements. That 
20 approach a^regates at least three items that might be reported separately 
21 for any other part of an employer's operations: the compensation cost of 
22 benefits promised, interest cost resulting from deferred payment of those 
23 benefits, and the results of investing what are often significant amounts of 
24 assets. 
25 
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1 In addition, the FASB rejected different accounting for certain industries, specifically 

2 "rate-regulated enterprises" subject to SFAS 71. In SFAS 87, tiie FASB stated: 

3 
4 Some respondents argued that accounting requirements should be different 
5 for employers subject to certain types of regulation (rate-regulated 
6 enterprises) or for employers that have certain types of government 
7 contracts for which reimbursement is a function ofthe costs incurred. In 
8 both those cases it was noted that a change in reported net periodic pension 
9 cost might have a direct effect on the revenues of the employer (lower cost 

10 would result in reduced revenues), or conversely, that increases in reported 
11 net periodic pension cost would not be recoverable. The Board understands 
12 the practical concems of those respondents, but it concluded thatthe cost of 
13 a particular pension benefit is not changed by the circumstances described 
14 and that this Statement should include no special provisions relating to such 
15 employers. 
16 

17 Further, the FASB noted that if regulators chose to provide rate recovery based on a 

18 different quantification, then SFAS 71 might require the establishment of regulatory 

19 assets or liabilities, but m any event, the ratemaking recovery would not change the 

20 SFAS 87 accounting requirements. 

21 
22 For rate-regulated enterprises, FASB Statement No. ll^Accountingfor the 
23 Effects of Certain Types of Regulation, may require that the difference 
24 between net periodic pension cost as defined in this Statement and amounts 
25 of pension cost considered for rate-making purposes be recognized as an 
26 asset or a liability created by the actions ofthe regulator. Those actions of 
27 the r^ulator change the timing of recognition of net pension cost as an 
28 expense; they do no otherwise affect the requirements of this Statement. 
29 
30 
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1 The significance of this last SFAS 87 citation is that if the Commission chooses to 

2 change the timing ofthe recovery of pension costs compared to the SFAS 87 amounts 

3 and actually increases the amount recovered in accordance with the Staff 

4 recommendation and the Companies' request, then it also should require the creation of 

5 a regulatory liability for the excess recovery. Of course, the better option is simply to 

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

7 

8 Second, tiie Commission should be aware that the three components of SFAS 87 and 

9 SFAS 106 expense amounts are analogous to the three components of nuclear 

10 decommissionii^ expense, another expense with which the Commission may be 

11 familiar. Similar to the SFAS 87 and SFAS 106 expenses, nuclear decommissioning 

12 expense includes three components, all three of which are necessary to comprehensively 

13 and properly record the expense based on a future obligation. There is the escalation, or 

14 interest expense, on the present value of the obligation. In addition, there are the 

15 earnings associated with the funds ahready held in the \xosX fimd. Finally, there is the 

16 annual service cost. In my experience, the nuclear decommissioning expense is always 

17 comprised ofthese three components; the escalation (interest expense) and trust fund 

18 eamir^s are not excluded. 

19 
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1 Third, it should be self-evident that the interest income (trust fund earnings) should be 

2 reflected in pension and post-retirement benefits expense recovered from ratepayers 

3 because the ratepayers paid the amounts used by the Companies to fund the respective 

4 trust funds. The Companies simply state that these income amounts, which reduce the 

5 pension and post-retirement benefits expense, should be ignored for ratemaking 

6 purposes. Simply stating that does not provide a rationale, let alone a sufficient 

7 rationale, to deviate from GAAP for ratemaking purposes or to ignore the fact that 

8 ratepayers funded these trust funds. 

9 

10 Fourth, the interest expense (escalation) should be charged to ratepayers because it 

11 represents the growth in the fixture liability in the current year, necessary to increase the 

12 net present value ofthe liability from the end ofthe prior year to the end ofthe current 

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

14 dollars) terms based on projections of future employee levels, employee pay increases 

15 and other factors. These future dollars then are discounted for the cost of money to a net 

16 present value obligation. Then each year the expense is uicreased to include the growth 

17 in the present value obligation from the end ofthe prior year. 

18 

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

20 post-retirement benefits expenses results in arbitrary and unreasonable expense amounts 
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1 and will result in a mismatch between the revenues recovered and the GAAP expenses, 

2 thus improperly inflating the Companies' income. The interest income and interest 

3 expense do not "artificially" reduce or increase the pension and post-retnement benefits 

4 expense. These components are essential to correctiy statmg these expenses for 

5 ratemaking purposes. Further, if the Commission chooses to recognize amounts other 

6 than the SFAS 87 and SFAS 106 expense amounts, then it should require the Companies 

7 defer the excess ofthe regulatory expenses over the GAAP expenses and to establish 

8 regulatory liabilities so that there is a proper match between the expense recorded on the 

9 Companies' accounting books and the revenues recovered for those expenses. 

10 Otherwise, the GAAP expense will be less than the recoveries and this mismatch will 

11 simply increase each Company's net income. 

12 

13 Long-Term Incentive Compensation 

14 

15 Q. Please describe the long-term incentive compensation expense included by the Staff 

16 and the Companies in the revenue requirement for each Company. 

17 

18 A. The Staff included $5,078 million for Ohio Edison, $4,623 million for Cleveland 

19 Electric and $2,218 million for Toledo Edison in long-term incentive compensation 

20 expense. These expense amounts equate to $5,125 million in additional revenue 
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1 requirements for Ohio Edison, $4,658 million for Cleveland Electric, and $2,240 million 

2 for Toledo Edison. 

3 

4 The [t]est year long-term incentive compensation is based primarily on assumptions 

5 related to the performance of FirstEnergy's stock," according to the Companies' 

6 response to OEG-1-20, which I have attached as my Exhibit (LK-9). "The purpose of 

7 the Plan is to promote the success of the Company and its Subsidiaries by providing 

8 incentives to key employees and Dnectors that will link their personal interests to the 

9 loi^-term financial success of the Company and its Subsidiaries and to uicrease 

10 shareholder value," according to the FirstEnergy 2007 Proxy Statement. 

11 

12 Q. Should the Commission include the long-term incentive compensation expense in 

13 the revenue requirement? 

14 

15 A. No. The long-term incentive compensation expenses should not be included in the 

16 revenue requirement. The cost of these incentive compensation programs is incurred to 

17 improve tiie FirstEnergy Corp. financial performance for the benefit of shareholders, not 

18 to improve customer service or meet other regulated utility service requirements. In 

19 fact, the objectives of maximizing shareholder value on the one hand and minimizing 

20 costs to ratepayers on the other hand, generally are opposed to each other. 
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1 

2 In addition, the uiclusion of this expense in the revenue requirement essentiaUy becomes 

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

4 guaranteed. 

5 

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

7 performance ofthe FirstEnergy imregulated affiliates, at least three of which directly 

8 benefit from their affiliate relationships with the Companies. 

/ . Kennedy and Associates, Inc. 



Lane Kollen 
Page 30 

1 IV. RATE OF RETURN ISSUES 

2 

3 Capital Structure 

4 

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

6 the overall rate of retum. 

7 

8 A. The Staff used the consolidated FirstEnergy Corp. capital structure for this purpose, 

9 consisting of 56.25% long term debt and 43.75% common equity. The Stafi'includedno 

10 short term debt and made no distinction between the Operating Companies or to reflect 

11 the lower level of risk associated with distribution-only electric utilities compared to 

12 vertically integrated electric utilities with generation assets and risk exposure. The Staff 

13 recommendation compares to the Companies' proposal to use the average ofthe capital 

14 structures for only the three Companies for each Company consisting of 43.76% long 

15 term debt and 56.24% common equity. 

16 

17 Q. Does the Staff proposal fully recognize the lower risk of a distribution only utility? 

18 

19 A. No, although it recognizes in part the integrated nature of the FirstEnergy Corp. 

20 regulated and unregulated affiliates and the fact that the three Companies in the 
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1 aggregate had far richer common equity ratios than the other FirstEnergy Corp. affiliates 

2 m the aggregate. The Staff proposal recognizes in part the fact that the debt rating 

3 agencies consider all the FirstEnergy affiliates together and that the leverage at the 

4 parent company and in the unregulated affiliates affects the debt ratings ofthe three 

5 Companies. The Staff proposal also recognizes implicitiy that FirstEnergy Corp. is 

6 using the richer conunon equity ratios ofthe Companies to support loans from the three 

7 Comparues to its two unregulated generation subsidiaries. However, the Staff proposal 

8 does not fully recognize that the capital structure for ratemaking purposes should reflect 

9 the risk of a distribution-only utility, which allows for greater debt leverage in order to 

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

11 

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

13 

14 A. A reasonable capital structure consists of 60% debt (long-term and short-term) and 40% 

15 common equity. There is no question that the cost of debt is less than the cost of 

16 common equity. Thus, it makes sense to maximize the level of debt compared to 

17 conunon equity within a reasonable range. 

18 

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

20 FkstEnergy Corp., subject to various debt covenants. Thus, FirstEnergy Corp. can and 
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1 has used the common equity of the three Companies to finance loans to the two 

2 unregulated generation affiliates rather than taking cash for the sale of its generation 

3 assets to the unregulated affiliates, using those amounts to pay a dividend to FirstEnergy 

4 Corp. and in that maimer reducing the common equity ratios ofthe three Companies. 

5 

6 The Public Utility Commission of Texas ("PUCT") addressed the issue of an 

7 appropriate or optimal capital structure in a statewide generic proceeding in conjunction 

8 with the deregulation ofthe generation function of its jurisdictional electric utilities and 

9 rate unbundlii^. The PUCT concluded that the proper capital stmcture for regulated 

10 transmission and distribution utilities was 60% debt and 40% common equity. The 

11 PUCT since has affirmed its position in the generic proceeding by using this same 

12 capital structure in subsequent rate cases involving the transmission and distribution 

13 utilities. As a result, the utilities have modified their actual capital structures to conform 

14 more closely to that recognized for ratemaking purposes. I have attached a copy ofthe 

15 PUCT Oitier in Docket No. 22344 as my Exhibit (LK-10). This Order discusses tiie 

16 basis for its decision and the tradeoffs between the increased financial risk of greater 

17 debt leverage and the reduced business risk due of transmission and distribution utilities 

18 compared to vertically integrated utilities. 

19 

20 Q. How did you quantify the effect of your recommendation to use a 60% debt and 
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1 40% common equity ratio? 

2 

3 A. First, I recomputed the grossed-up cost of capital as detailed in Section II of my 

4 Exhibit (LK-3). Second, I computed the difference in the grossed-up cost of capital 

5 from tiie Staff Reports as detailed in Section I of my Exhibit (LK-3). Third, I 

6 multiplied this difference in the grossed-up rates of retum times the OEG recommended 

7 rate base for each ofthe Companies. 

8 

9 Effect of OEG Recommended Retum on Common Equity 

10 

11 Q. Have you quantified the effect ofthe OEG recommendation through Mr. Baudino 

12 of a retum on common equity of 9.70% compared to the Staff low and h ^ 

13 recommendations? 

14 

15 A. Yes, The effect is to reduce the revenue requirement for Ohio Edison by $2,263 million 

16 from the Staff low recommendation and by $9,051 million fix)m the Staff high 

17 recommendation. The Cleveland Electric revenue requirement is reduced by $1,923 

18 million from tiie Staff low recommendation and by $7,693 million from the Staff high 

19 recommendation. The Toledo Edison revenue requirement is reduced by $0,709 million 

20 from the Staff low recommendation and by $2,836 million from the Staff high 
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1 recommendation. I computed the difference m the grossed-up rates of retum between 

2 Sections II and m on my Exhibit (LK-3). Section n of Exhibit__(LK^3) reflects my 

3 recommendation to use the 60% debt and 40% common equity capital structure. Section 

4 in reflects the capital structure recommendation and the OEG recommendation for 

5 retum on equity. I then multiplied these differences (high and low) in the grossed-up 

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

8 Q. Does this complete your testimony? 

9 

10 A. Yes. 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

EDUCATION 

University of Toledo, DBA 

Accounting 

University of Toledo, MBA 

Lutiier Rice University, MA 

PROFESSIONAL CERTIFICATIONS 

Certified Public Accountant (CPA) 

Certified Management Accountant (CMA) 

PROFESSIONAL AFFILIATIONS 

American Institute of Certified Public Accountants 

Georgia Society of Certified Pubiic Accountants 

Institute of Management Accountants 

More dian thirty years of utility industry experience in the financial, rate, tax, and planning areas. 
Specialization in revenue requirements analyses, taxes, evaluation of rate and fmancial impacts of 
traditional and nontraditional ratemaking, utility mergers/acquisition and diversification. Expertise in 
proprietary and nonproprietary software systems used by utilities for budgeting, rate case support and 
strategic and financial planning. 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

EXPERIENCE 

1986 to 
Present: J. Kennedy 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 eflects 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. 

1983 to 
1986: Energy Management Associates; Lead Consultant. 

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

1976 to 
1983: The Toledo Edison Company: Planning Supwvisor. 

Responsible for financial planning activities including generation e7q)ansion planning, 
capital and expense budgeting, evaluation of tax law changes, rate case strategy and support 
and computerized financial modeling using proprietaiy and nonproprietary software 
products. Directed the modeling and evahiation of plaiming altematives including: 

Rate phase-ins. 
Coistruction project cancellations and write-offs. 
Constmction project delays. 
Capacity swaps. 
Financing altematives. 
Competitive pricing for ofiT-system sales. 
Sale/leasebacks. 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

CLIENTS SERVED 

Industrial Compauies and Groups 

Air Products and Chemicals, Inc. 
Airco Industrial Gases 
Alcan Aluminum 
Armco Advanced Materials Co. 
Armco Steel 
Bethlehem Steel 
Connecticut Industrial Energy Consumers 
ELCON 
Enron Gas Pipeline Company 
Florida Industrial Power Users Group 
Gallatin Steel 
General Electric Covapany 
GPU Industrial Intervenors 
Indiana Imlustrial Group 
Industrial Consumers for 

Fair Utihty Rates - Indiana 
Industrial Energy Consumers - Ohio 
tCentucky Industrial Utility Customers, Inc. 
Kimberly-Claik Company 

Lehigh Valley Power Committee 
Maryland Industrial Group 
Multiple Intervenors (New York) 
National Southwire 
North Carolina hidustrial 

Energy Consumers 
Occidental Chemical Coiporation 
Ohio Energy Group 
Ohio Industrial Energy Consumers 
Ohio Manu^turers Association 
Philadelphia Area Industrial Energy 
Users Group 

PSI Industrial Group 
Smith Cog^eration 
Taconite Intervenors (Minnesota) 
West Penn Power Industrial hitervenors 
West Virginia Energy Users Group 
Westvaco Corporation 

Regulatory Commissions and 
Government Agencies 

Cities in Texas-New Mexico Power Company's Service Territory 
Cities in AEP Texas Central Conpiny's Service Tcnitory 
Cities in AEP Texas North Company's Service Territory 
Georgia Public Service Conunission Staff 
Kentuclg^ Attomey General's Office, Division of Consumer Protection 
Louisiana Public Service Commission Staff 
Maine Office of Public Advocate 
New Yoric State Energy Office 
Office of Public Utility Counsel (Texas) 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

UtiKti^ 

Allegheny Power System 
Atlantic City Electric Company 
Carolina Power & Light Company 
Geveland Electric Dluminating Company 
Dehnarva Power & Light Con:q)any 
Duquesne Light Company 
General Public Utilities 
Georgia Power Con^any 
Middle South Services 
Nevada Power Con^any 
Niagara Mohawk Power Corporation 

Otter Tail Power Company 
Pacific Gas & Elecdic Con^jany 
Public Service Electric & Gas 
Public Service of Oklahoma 
Rochester Gas and Electric 
Savannah Electric & Power Conqiany 
Seminole Electric Cooperative 
Southem California Edison 
Talquin Electric Cooperative 
Tampa Electric 
Texas Utilities 
Toledo Edison Company 
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Economics of Trimble County 
completion. 

Revenue requfiements, O&M 
expense, capital stnjcture, 
excess dafened income taxes. 

Financial wortcoutplaa 
Corp. 

Nonutility generator deferred 
cost recovery. 

5/86 M^7017 
-2C005 

PA GPU^M^jstrial 
Infienrenors Electric Ca 

fJonulility generator defened 
cost recovery. 

6/88 U-17282 LA 
19th Judicial 
Distr icta 

Louisiana Public 
Sennce Commission 
Staff 

GulfSt^es 
Utilities 

Prudence of River Bend 1 
economic analyses, 
cancellation studies, 
financial modeling. 

.1, KENNEDY AND ASSOCIATES. INC. 
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Date Case JurisdicL Party Utility Subject 

7ffl8 

7m 

9fl8 

9 ^ 

10/88 

10/86 

10/86 

10/88 

11/88 

12/86 

12ffl8 

M-87017-
-1C001 

M-e7017-
-2C005 
Rebuttal 

88-OM5 

10064 
Rehearing 

88-170-
EL-AIR 

68-171. 
a^MR 

8800 
355^1 

37804J 

U-1V282 
Remand 

U-17970 

U.17949 
Rebuttal 

PA 

PA 

CT 

KY 

OH 

OH 

FL 

GA 

LA 

LA 

LA 

GPU Industrie 
Intervenors 

GPU industrial 
Intenffinors 

ConnactiGut 
Industrial Energy 
Consumers 

Kentucky Industrial 
Utility Customers 

Ohio Industrial 
Energy Consumers 

Olio Industrial 
Energy Consumers 

Florida Industrial 
Power Users'Group 

Georgia Public 
Senioe Commission 
Stalf 

Louisiana Public 
Senice Commission 
Staff 

Louisiana Public 
Service Commission 
Staff 

Louisiana Pubfic 
Senrioe Commission 
S t ^ 

Metropolitan 
Edison Co. 

Pennsylvania 
Electric Co. 

Connecticut Light 
SPowerCo. 

LoutevJHeGas 
&ElectricCD. 

Cleveland Electric 
IfluminatingCa 

Toledo Edisoi Co, 

Florida Power& 
UghtCo. 

Atianta Gas Light 
Ca 

Gulf States 

AT&T Communications 
of Sou^ Central 
States 

South Central 
Bell 

Nonutility generator deferred 
cost recovery. SFAS Na 92 

Nonutility generator deferred 
costrBoovery.SFASNo.92 

Excess defened taxes. O&M 
expenses. 

Premature retirements. Interest 

Revenue requirements, phasenn, 
excess defsned taxes, O&M 
expenses, financial 
con$iderafions,wori(}ng capital. 

Revenue requirements, phase«t, 
eificessdefeffred taxes. O&M 
expenses, finandai 
oonsiderafions, woridng capiW. 

TaxRefomiActof1986.lax 
expenses, O&M expenses, 
pension expense (SFAS Na 87). 

Pension expense (SFAS Na 87). 

Rate base exclusion plan 
(SFAS Na 71) 

Pension expense (SFAS No. 87). 

Compensate absences (SFAS Ho. 
43). pension expense (SFAS No. 
87), Part 32, income tax 
nomialization. 

J. KENNEDY AND ASSOCIATES. INC 
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Date Case JuriscHct Party Utility Subject 

U-17282 LA 
Phase II 

a816a2-EU FL 
d9032&£U 

7/89 U-17970 LA 

8/89 8555 

U-17282 
Phase li 
D^led 

1 0 ^ 8928 

TX 

3a40-U GA 

LA 

TX 

TX 

10/89 R^364 PA 

11«9 
12189 

1/90 

R - ^ 3 6 4 
Sunebuttal 
(2 Filings) 

U-17a2 
Phase II 
Detailed 
Rebuttal 

PA 

LA 

Louisiana Public 
Service Commission 
Staff 

Talquin Electric 
Cooperatiue 

Louisiana Pubtic 
Service Commission 
Staff 

Occidental Chemical 
Corp. 

Georgia Public 
Sennce Commission 
Staff 

Louisiana Public 
Service Commisston 
Staff 

Enron Gas P'f»line 

Enron Gas 
Pipeline 

PhHadelphiaArBa 
Industrial Energy 
Users Group 

Philadelphia Area 
Industrial Energy 
Users Group 

Louisiana Pubtic 
Service Commission 
Staff 

Gulf States 
Utilities 

TalquinCity 
ofTallahassee 

ATAT Communications 
of Soutii Central 
States 

Houston Lighting 
& Power Co. 

Georgia Power Go. 

Gulf States 
Utilities 

TeKas-44ew Mexico 
Power Ca 

T e x a ^ ^ ^ Mexico 
Power Co. 

Philadelphia 
Electric Ca 

rnHaoeipma 
Electric Co. 

Gulf States 
Utilities 

Revenue requirements, phas&^n 
of River Bend l.recovery of 
canceled plant 

Economic analyses, incremental 
cost-of-eenrice, average 
customer rates. 

Pension expense (SFAS No. 87), 
compensated absences (SFAS No. 43). 
Part 32. 

Cancellation cost recovery, tax 
expense, revenue requirements. 

Firomotional practices, 
advertising, economic 
development 

Revenue requirements, detailed 
investigation. 

Deferred accounting treatment 
saleteasebadc 

Revenue requlrsments, imputed 
capital stnicture, cash 
woridng capital. 
Revenue requiremenls. 

Revenue requirements, 
sBleileaseback. 

Revenue requirements 
detated investigaiion. 

.T KTrivTVirnv Aivm ASisnrTATFS r v r 
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Date 

1/90 

3/90 

4/90 

4/90 

9/90 

12S0 

3«1 

5/91 

9/91 

9/91 

11/91 

Case 

U-17282 
Phase 111 

690319^1 

8g0319-El 

U-17282 

90-156 

U-1/282 
Phase IV 

29327, 
atal. 

9945 

P^IOSII 
P^10512 

91-231 
-e-NC 

U'17282 

Jurisdict 

IA 

FL 

FL 

LA 
19» Judicial 
Districta 

KY 

LA 

NY 

TX 

PA 

WV 

U 

Expert Test imony Appearances 
of 

Lane Kol len 
A s o fJanuary 2008 

Party 

Louisiana PubTic 
Service Commission 
Stalf 

Florida Industrial 
Power Users Group 

Florida Industriai 
Power Users Group 

Louisiana Public 
Senrice Commission 
Staff 

Kentucky Industrial 
Utiity Customers 

Louisiana Pubtic 
Servioe Commission 
Staff 

Multiple 
Intervenors 

Office of Public 
Utilily Counsel 
of Texas 

Aflagheny Ludlum Corp., 
Armco Advanced Materials 
Co., The West Penn Power 
Industrial Usertf Group 

West Virginia Eneigy 
Users Group 

Louisiana Public 
Senrice Commission 
Staff 

Ut i l i t y 

Gulf States 
Utilities 

Ftorida Power 
&LightCa 

Ftorida Power 
&LightCa 

Gulf Stetes 
Utilities 

Louisville Gas & 
Electric Co. 

Gulf States 
Utilities 

Ni£«^ Mohawk 
Power Corp. 

El Paso Electric 
Ca 

West Penn Power Co. 

Monong îela Power 
Co. 

Guff Stetes 
Utilities 

Subject 

Phaswn of River Bendl. 
deregulated asset plan. 

O&M ©tpenses, Tax Refbmi 
Act of 1966. 

O&M expenses, Tax Reftxm 
Act of 1966. 

Fuel clause, gain on sale 
of utility assets. 

Revenue requirements, post-test 
year additions, forecasted test 
year. 

Revenue rsqukemenls. 

Incentive regulation. 

Financial modeling, economic 
analyseŝ  pnxlence of Palo 
V^de3. 

Recovery of CAAA costs, 
least cost fharKRig. 

RecovaryofCAAAcosts, least 
cost financing. 

Asset impairment, deregulated 
assetplwi, revenue require
ments. 

J. KENNEDY AND ASSOCIATES. INC. 
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Date 

1291 

12/91 

a92 

6/92 

9/92 

9/92 

9/92 

9/92 

9/92 

11/92 

11/92 

11/92 

Case Jur i sd icL 

91410-
EL-AR 

10200 

910890£l 

R-00922314 

92-043 

920324€1 

39348 

9108404>U 

39314 

U.19904 

8649 

92-1715-
AU-COI 

OH 

TX 

FL 

PA 

KY 

a 

IN 

FL 

IN 

LA 

MD 

OH 

Expert Testimony Appearances 
of 

Lane Kollen 
As of January 2008 

Party 

AlrPrwtuctsand 
Chemicals, tea. 
Affnco Steel Co., 
General Etectiic Ca, 
Industrial Eneigy 
Consumers 

Ofiice of Public 
Utiiity Counsel 
ofTexas 

Ocddentaf Chemical 
Corp. 

GPU Industrial 
Inten/enors 

Kentucky induslrial 
Utility Consumeis 

Florida Industriai 
Power Users'Group 

Indiana Industeal 

Florida Industrial 
Power Users'Group 

Industrial Consumers 
for Fair UtiB^RMes 

Louisiana Pubiic 
SenA» Commission 
Stsff 

W&sWaooCorp.. 
EastalQo Aluminum Co. 

OhtoManutecturers 
Association 

Ut i l i ty 

Cincinnati Gas 
& Electric Co. 

Texas^ew Mexico 
Power Co. 

Ftorida Power Corp. 

Metropolitan Edison 
Co. 

Generic Proceeding 

Tampa Etectric Ca 

Generic Proceeding 

Generic Proceeding 

Indtena Michigan 
Power Co. 

Gulf Stetes 
Ufilifies£ntergy 
Corp. 

Potomac Edison Co. 

Generic Prooeedfng 

Sulaject 

Revenue requiremenls. phase-in 
pten. 

Finandai i n t e ^ , strategic 
planning, ded^ied business 
stations. 

pension expense. OPEB expense, 
fossil di^anflins, nuclear 
decommissioning. 

Incentive regutetion, peribmftance 
rewards, purchased power risk. 
OPEB expense. 

OPEB expense. 

OPEB expense. 

OPEB expense. 

OPEB expense. 

OPEB expense. 

Merger. 

OF̂ EB expense. 

0PE8 expense. 

J. KENNEDY AND ASSOCIATES, INC. 
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Date Case Jurisdict Party 

Expert Testimony Appearances 
of 

L.ane Kollen 
As ofJanuary 2008 

Uttlity Subject 

12192 

12/92 

12/32 

1/93 

1/93 

3/93 

3/93 

3/93 

3i93 

4/93 

4m 

R-00922378 

U-19949 

RO0922479 

8487 

39498 

92-11-11 

U-19904 
(Sunebuttel) 

93-01 
H.-EFC 

EC92-
21000 
ER92-8O&O0Q 

92-1464^ 
EL-AIR 

EC92. 
21000 
ER92-80W)0Q 
(RebutiaQ 

PA 

LA 

PA 

MD 

IN 

CT 

LA 

OH 

F B ^ 

1 

OH 

FERC 

1 

Annco Advanced 
Materials Co., 
The WPP Industrial 
Inteivenors 

Louistena Pubtic 
Sennce Commission 
Staff 

PhitedelphteArBa 
Industrial Energy 
Users'Group 

Maryland tedustri^ 
Group 

PSI Industrial Gmtip 

Connectictd Industrial 
Energy Consume 

Louistena Pubfc 
Sen/joe Commisston 
Steff 

Ohto Industrial 
Energy Consumers 

Louistena Publto 
Service Commission 
Steff 

AirPmdiir^ 
Arnrwo Steel 
Industrial Eneigy 
Consumers 

Louistena Pubfic 
SenriceComm'issiDn 
Steff 

West Penn Power Ca 

Gulf Stetes 

Ohto Power Ca 

Gulf Stetes 
Utiiates£nteigy 
Corp. 

Cincinna&Gas& 
Etectric Ca 

Gulf States 
Utiiitias/Enteigy 
Corp. 

Incentive regulation, 
performance rewards, 
purchased power risk, 
OPEB expense. 

Soutii Central Bell 

PhitedelpNa 
FInrlricCo. 

BaHimoreGas& 
FIftctricCa, 
Bethtehem Steei Corp. 

PSi Eneigy, Ina 

Connnnfirait Light 
&PowerCo. 

Afliltete transactions, 
oostalocaltons,me(g^. 

OPEB©¥iense. 

OPEB expense, d ^ n e d 
foei, CWIP in rate base 

Refunds due to over-
cdtectionoftaxeson 
MarbteHiUcanceltetion. 

OPEBetpense. 

Merger. 

Corp. 

AlfBiate transactions, fu^ . 

Merger. 

Revenue requirements, 
phaseinpten. 

Merger. 

J. KENNEDY AND ASSOCIATES. INC. 
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Date 

9/93 

9/93 

10©3 

1/94 

m 

5m 

9/94 

9194 

10/94 

10/94 

Case J u r i s d i c L 

93-113 

92490, 
92-480A, 
90^60<; 

U.17735 

U-20647 

U-20647 
(Surrebutial) 

U-20178 

KY 

KY 

LA 

LA 

U 

LA 

U-19904 U 
InitidPosl-
Merger Earnings 
Revtew 

U.17735 

39054J 

525WJ 

LA 

GA 

GA 

Expert Testimony Appearances 
of 

U n e Kollen 
As of January 2008 

Party 

Kentucky Industrial 
Utility Customers 

Kentucky Industrial 
Utility Customers and 
Kentecky Attomey 
Generai 

Louistena PubKc 
SewiceComn&ston 
Steff 
LoutsiwaPubrx: 
Servtoe Commission 
Staff 

Louistena Publto 
SenACe Commisston 
Steff 

Louistena Publto 
Sennce Commisston 
S t ^ 

Louisiana Publto 
Servtoe Commisston 
Steff 

Louisiana Puhfic 
Senrice Commisston 
Steff 

Georgte Publto 
Senrtoe Commisston 
Steff 

Georgia Publto 
Sentoe Commisston 
Steff 

Ut i l i ty 

Kentucky UtiHtes 

Big Rivers Qectec 
Corp. 

Cajun Etectric Pcwer 
Cooperative 

Gulf Stetes 
Utilities Co. 

Giif Stetes 
Utifities 

Louistena Power & 
UghtCo. 

Gulf Stetes 
UtilittesCa 

Cajun Ftrdric 
Power CnnpRrafive 

Southern Ben 
TetephoneCa 

SoulhemBelt 
TetephoneCa 

Sufcdect 

Fuel clause and coal oontract 
refund. 

Disaltowances and restitution for 
excessive fuel cosis, Illegal and 
improper payments, recovery of mine 
ctosurecoste. 

Revenue requirements, debt 
rastructerhg agreement, River Bend 
cost recovery. 
Audit and imnstigaOonlnto fuel 
cteuse costs. 

Nuctear and fossil unit 
perfonnance, fuel costs, 
fuel dause prindptes and 
guidelines. 

Ranning and quanfiftostion issues 
of teast cost integrated resource 
pten. 

River Bend phase^n plan, 
dereguteted asset pten. capitel 
stnjcture, ottier revenue 
requirement issues. 

G&T cooperative ratemaking 
polictes, exduston of River Bend, 
other revenue requirement issues. 

Incentive rate pten, earnings 
revtew. 

Attemative regutetion, oost 
altocation. 

J. KENNEDY AND ASSOCIATES. INC. 
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Dale 

11/94 

11/94 

4/95 

ms 

6/95 

10S5 

10/95 

11/95 

11/95 

12«5 

Case Jurisdict 

U-19904 LA 
Initial Post-
Merger Earnings 
Revtew 
(Rebuttel) 

U-17735 
(Rebuttal) 

R.00943271 

39054J 

U.19904 
Prect) 

9W)2614 

U.21485 
Prect) 

U-19904 
(Sunebuttal) 

LA 

PA 

GA 

LA 

TN 

LA 

LA 

U-21485 U 
(Supptementei Direct) 
U-21485 
(Surrebuttal) 

Expert Test imony Appearances 
of 

Lane Kol len 
A s of January 2008 

Party 

Louisi{»te Publto 
Sennce Commisston 
Steff 

Louistena Publto 
Servtoe Commission 
Steff 

PP&L Industrial 
Customer Affiance 

Georgte Publto 
Sennce Commission 

Loui»ana Publto 
Senrioe Commisston 

Tennessee Ofltoe of 
the Attomey Generel 
Consumer Advocate 

Louisiana Publto 
Sennce Commisston 

Louistena Publto 
Sennce Commission 

Louistaia Publto 
Senrioe Commission 

Utility 

Gulf Stetes 
UtifittesCo. 

CE^n Etectric 
Power Cooperative 

Pennsylvante Power 
& Light Co. 

SoutitemBeil 
TetephoneCo. 

Gulf Stetes 
UtiirtiesCa 

BetiSouth 
TeiecoiHi i uracabons, 
Ina 

GulfStates 
UtiUties Ca 

Gulf Stetes 
UtiUties Co. 
Diviston 

Gttf Stetes 
Utilities Co. 

Subject 

River Bend phas&to plan, 
dereguteted asset pten, capitel 
structure, other revenue 
tequirement issues. 

G&T cooperative ratemaking pottoy, 
exclusion of River Bend, otiier 
revenue requirement issues. 

Revenue requirements. Fossil 
dismantfing, nudear 
decommisstoning. 

Incentive regutetion, aflitiate 
transactions, revenue requirements, 
reter^nd. 

Gas. ooal, nuctear fuel costs, 
contract pmdence. base/fuel 
realignment 

AffUtete transactions. 

Nuctear O&M, River Bend phased! 
pten, base/fuel realignment, N a 
and AttMIn asset detened texes, 
otiter revenue requirement issues. 

Gas, coal, nuctear fuel costs, 
contract pnxtence, base/fuel 
realigrvnent 

Nuctear O&M, River Bend phasenn 
pten, base/fuel realignment, N a 
and AHMin asset detened taxes, 
ottier revenue requirement issues. 

J. KENNEDY AND ASSOCIATES. INC 
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Data 

1/96 

2/96 

5/96 

7/96 

9/96 
11/96 

10«6 

2fi7 

3fl7 

6/97 

Case Jur iscHct 

95-299-
a^iR 
95̂ 00-
EL-AIR 

PUCNo. 
14967 

9&485^.CS 

8725 

U42092 
U-22092 
(Sunebuttel) 

9 6 ^ 7 

R.00973877 

9 6 ^ 

TaS7-397 

OH 

TX 

NM 

MD 

LA 

KY 

PA 

KY 

MO 

Expert Testimony Appearances 
of 

U n e Kollen 
As of January 2008 

Party 

Indusbisd Energy 
Consumers 

Ofltoe of Publto 
Utility Counsel 

CityofLasCnx»s 

TheMaylvri 
Industrial Group 
andRedtend 
Genstar.lna 

Louisiana Publto 
Sennce Commission 
Steff 

Kentucky Industitel 
( M y Customers, Inc. 

PhHadelpKaArea 
Industrial Energy 
Users Group 

Kentucky Industrial 
Utility Customersv Inc 

MClTetecommuntoations 
Coqx, tea, MCimebD 
Access Transmisston 
Servtoes, Ina 

Ut i l i ty 

TlieTotedo Edison Co. 
TheCtevetend 
Etectric 
iituminafingCo. 

Central Power & 
Light 

EIPasoEtertricCo. 

Baltimore Gas 
&EtectricCa, 

Power Co. and 
ConsteBation Energy 
Corp. 

Entergy Gulf 
Stetes, Ina 

Big Rivers 
EtedricCorp. 

PECOEner^Ca 

Kentucky Power Co. 

SoutiivrestemBeii 
TetephoneCa 

Subject 

Competition, asset writeoite and 
revaluation. O&M expense, ottter 
revenue requirement issues. 

Nuctear decommisstoning. 

Stranded cost reoovery, 
muntoip{diz^ion. 

Meiger savings, tracking mechanism, 
earnings sharing pten, revenue 
requirement issues. 

River Bend phase^n pten. base/foel 
realignment N a and AHMin asset 
deterred taxes, other revenue 
requirement issues, altocation of 
reguteted/nonreguteted costs. 

Environmental surcharge 
recovsrabte costs. 

Stranded cost recoveiy. regutetory 
a s s ^ and liabilities, intengibte 
transjtton charge, revenue 
requlremente. 

Environmental surcharge recoverabte 
costs, system agraements, 
attowance inventory, 
jurisdtotional altocation. 

Price cap regutetion, 
revenue lequiremente. rate 
of return. 

J. KENNEDY AND ASSOCIATES. EVC 
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Date 

6/97 

7/97 

7/97 

SIB7 

8/97 

10/97 

i m 

\mr 

11/97 

Case J u r t e d i c t 

R-009739b3 

R-O0g73954 

i i - '?mA 

97-300 

R-00973954 
(SunebutteO 

97-204 

R-874006 

R-974009 

97-204 
(Rebuttel) 

PA 

PA 

LA 

KY 

PA 

KY 

PA 

PA 

KY 

Expert T estfmony Appearances 
of 

U n e KoHen 
As ofJanuary 2008 

Party 

PhitedelpNa Area 
Industrial Energy 
Users GiDop 

PP&L Industrial 
Customer AHtence 

Louistena Publto 
Servtoe Commisston 
Steff 

itentucky Industitel 
Utility Customers, Ina 

PP&L Industriai 
Customer AUIance 

Atoan Aluminum Corp. 
SouttiwireCa 

Metropofitan Edison 
lndustri£rf Users 
Gnsup 

Penetec Industrial 
Customer ABiaxje 

Atoan Aluminum Corp. 
SouttiwireCo. 

UHll ty 

PECO Eneigy Co. 

Pennsylvante Power 
&LightCQ. 

Entergy Guff 
Stetes, Inc. 

LoutsvffeGas 
& Etectric Co. and 
Kentucky UtiUties 
Co. 

Pennsytvante Power 
& Light Ca 

Big Rivers 
Etectric Corp. 

Metiopoton 
Edison Co. 

Pennsylvante 
Etectric Co. 

Big Rivers 
Etectric Corp. 

Sub jec t 

Restnjcturing, deregutetion, 
stranded costs, regutetory 
assets, fiabilittes, nuctear 
and fossil decommisstoning. 

Restejcturir^, deregutetion, 
stranded costs, reguialoiy 
assets, fiabiHties, nuctear 
and fossil decommisstoning. 

Deprectetionr^esand 
metttedotogtes. River Bend 
phaao^plan. 

Merger poltoy, cost savings, 
supcredit sharing mechanism, 
revenue requirements, 
rate of retum. 

Restmcturing, deregutetion. 
stranded costs, regutetory 
assets, liabiities. nuctear 
and fossil decommisstoning. 

Restnjcturing, revenue 
requiremente. leasonabteness 

Restmcturing, deregutetion, 
stranded costs, regul^ory 
assets. Itebilities, nuctear 
and fossil decommissiorting, 
revenue requirements. 

Reslructering, deregulation, 
stranded coste, regutetory 
assets, HabOities, nuctear 
and fossil decommisstontog. 
revenue requirements. 

RestnjcbJring, revenue 
requlremente, reasonabteness 
of rates, cost aUocation. 

J. KENNEDY AND ASSOCIATES. INC. 
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Date 

11/97 

11/97 

11/97 

11/97 

12/97 

1297 

1/98 

2/98 

Case J u r i s d i c t 

U-22491 

R-O0973953 
(Sunebuflal) 

R-973981 

R.S74104 

R-973981 
(Sunebuttal) 

R-974104 
(Sunebuttal) 

U-22491 
(Sunebuttal) 

8774 

IA 

PA 

PA 

PA 

PA 

PA 

IA 

MD 

Expert Testimony Appearances 
of 

U n e Kollen 
As of January 2008 

Party 

Louistena Pubfic 
Sennoe Commisston 

PNtedelpNaArea 
Industrial Eneigy 
Users Group 

West Penn Power 
Indu^rtet Intervenors 

Duquesne Industrtel 
Intenrenois 

West Penn Power 
Industrial Intenrenors 

Duquesne industrial 
Interveners 

Louistena PubTx: 
Sennoe Commission 
Steff 

Westvaco 

Ut i l i ty 

E i ^ y G u l f 
Stetes, Ina 

PECO Energy Ca 

West Penn 
Power Ca 

Duquesna Light Ca 

West Penn 
Power Co. 

Duquesne Light Co. 

Entergy Gulf 
Stetes. Ina 

Potomac Edison Ca 

S u b ^ 

AKocattonofragutetedand 
nonreguteted coste, other 
revenue requirement issues. 

Restructuring, deregulation, 
stranded coste, regulatory 
assets, Kabitities, nudear 
and fossil decommisstoning. 

Restiucturii^, deregulation, 
stranded coste, regutefany 
assete. Itebilities, fossil 
decommisstoning. revenue 
requlremente, securifi^ation. 

stranded costs, regutetory 
assete, ltebilifies,nudoar 
and fossil decommtestoning, 
revenue requlremente, 
secuntizatxxt-

Resttuduring. deregutetion, 
stranded coste, regulatory 
assets, Haonties, los^ 
decomntissfantog. rwenue 
requiremente. 

Restructuring, deregulation, 
stranded coste. regulatory 
assets, labilities, nudear 
and fossil decommissioning, 
revenue requlremente, 
securitization. 

Altocation of regulated and 

ottw revenue 
requirement issues. 

Merger of Duquesne, AE, customer 
sateguards, savings sharing. 

J. KENNEDY AND ASSOCUTES. INC. 
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Date 

3/98 

a98 

3/98 

10/98 

1CV98 

10/96 

11/98 

12«8 

12/98 

1S9 

Case Ju r i sd ic t . 

U-22092 LA 
(Afiocated 
Stranded Co^ Issues) 

8390-U GA 

U-22092 LA 
(Altocated 
branded Cost Issues] 
(Surrebuttal) 

97.596 

93554J 

U-17735 

U.23327 

(Direct) 

98.577 

98-10-07 

ME 

GA 

U 

LA 

LA 

ME 

CT 

Expert Testimony Appearances 
of 

U n e Kollen 
As of January 2008 

Party 

Louisiana PutAc 
Servtoe Commission 
Steff 

Georgte Natural 
Gas Group, 
Georgte Textite 
Manufacturers Assoa 

Louistena Pubfic 
SenAce Commission 
Steff 

Maine Office of the 
Publto Advocate 

Georgte Publto Sennce 
Commisston Adversary Staff 

Loutetena Publto 
Sennoe Commisston 
Steff 

Louisiana PuUto 
Sentoe Commisston 
Steff 

Louistena Publto 
Servtoe Commission 
Steff 

Maine Offk» of 
Publto Advocate 

Connnctir^ut Induslrial 
Eneigy Consumers 

UtHfty 

EnteigyGulf 
States, Ina 

AflanteGas 
LtohtCo. 

Entergy Gulf 
Stetes, Ina 

Bangor Hydre-
EtectricCa 

Georgte Pcwer Co. 

C f^E tedr i c 
Power Cooperative 

SWEPCO.CSWand 
AEP 

EnteigyGulf 
Stetes, Ina 

Matee Pubfic 
SenriceCa 

United INuminating 
Ca 

Sulsject 

Restnjcturing, stranded coste, 
regutetory assete, securitization, 
regulatory mitigation. 

Restmcturing. unbundling, 
stranded coste. incentive 
regulation, revenue 
requlremente. 

Restmcturing, stranded coste, 
regutetory assete, securitization, 
reguiatory mitigation. 

Restmcturing. unbundling, stranded 
coste, T&D revenue requlremente. 

Affittete transactions. 

G&T coopoF^ive ratemaktog 
policy, other revenue requirement 
issues. 

Merger poficy, savings sharing 
medtentsm, effiiate transadton 
conditions. 

Afiocalton of reguteted and 
nonreguteted costs, tex issues, 
and oftar revenue requirement 
issues. 

Restnjctoring, unbundling, 
stranded cost T&D revenue 
requlremente. 

Stianded coste, tovestment tex 
credite, accumulated detened 
income taxes, excess detened 
income texes. 

J . KENNEDY AIVD ASSOCIATES. INC. 
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Date 

3/99 

3/99 

3/99 

3«9 

m 

4/99 

4/99 

4/99 

5/99 

S/% 

^99 

Case Jurisdict 

U-?3358 
(Sunebuttel) 

98474 

98426 

99W 

99-083 

U-23358 
(Supptemental 
SuiTBbuttel} 

99-03^ 

99^-05 

U 

KY 

KY 

KY 

KY 

LA 

CT 

CT 

98426 KY 
9^082 
(Additional Direct) 

96474 
99-063 
(Additional 
Direct) 

KY 

98426 KY 
98474 
(Response te 
Amended AppltosBons) 

Expert Test imony Appearances 
of 

l ^ e Kol len 
As o f Janua ry 2008 

Party 

Louisiana Publto 
Senrice Commission 
Stfiff 

Kentucky Industrial 
Utility Customers 

Kentudcy Industrial 
Utility Customers 

Kentudcy Industrial 
Utility Customers 

Kentudcy Inttestrial 
Utility Customeis 

Louistena PubHc 
SenriceComnfesfon 
Steff 

Connedtout Industrial 
Energy Consumers 

Connedtout Industrial 
Utaity Customeis 

Kentudcy Industrial 
Utitity Custameis 

Kentijcky Industrie 
Utiti^ Customers 

Kentudcy Industrial 
Utili^ Customers 
KentiJdcy Utilities Co. 

Utility 

EnteigyGulf 
States. Ina 

LouisvilteGas 
andEtedricCo. 

Kentajdcy Utilities 
Ca 

LouisvilteGas 
aid Etectric Ca 

Kentudcy UtiRtes 
Ca 

Enteigy Gdf 
Stetes, inc. 

Urtited Illuminating 
Ca 

Connfv«niit Light 
and Power Ca 

LouisvttteGaG 
andEtedricCa 

Kenbjdcy Utilities 
Ca 

LouisvilteGas 
andEtedricCo.and 

Subject 

Altocation of regulated and 
nonregulated coste, tax issues, 
and other revenue requirement 
issues. 

Revenue raquiremente, altemative 
fbrntsofregutetioifi. 

Revenue reqtiremente. altemative 
forms of regutetion. 

Revenue mqiiiremente. 

Revenue requiremer̂ . 

Altocation of reguteted and 
nonregulated costs, tex Issues, 
and other revenue requirement 
issues. 

Regutetory assete and Itebilities. 
stranded coste. recovery 
medianisms. 

Regutetory assete and itebilities 
stranded coste. recovery 
mechanisms. 

Revenue refiiiirements. 

Revenue rs(H3iremente. 

Attemative regutetion. 

J. KENNEDY AND ASSOCIATES. INC 
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Date Case Jurisdict. Party Utiiity Subject 

6199 

6/99 

7/99 

7/99 

7 ^ 

7/99 

a/99 

8/99 

8 ^ 

8/99 

97-696 

U-233S8 

99-03-35 

U.23327 

97.596 
(Sunebuttal) 

98-0452-
E-GI 

88^77 
(Surrebuttel) 

96426 
99-082 
(Rebuttal) 

98474 
98-083 
(Rebuttal) 

9»)452-
E-GI 
[RebutteO 

ME 

LA 

CT 

LA 

ME 

WV 

ME 

KY 

KY 

WV 

Maine Offtoe of 
Publto Advocate 

Loutetena Publto 
Publto Seivtoe Comm 
Steff 

Connndtoiit 
incbjstrtal Eneigy 
Consumere 

Louisiana PubSc 
SenteeCommtsston 
Steff 

Maine Offtoe of 
Publto Advocate 

West Viiginte Energy 
Users Group 

Maine Offfoe of 
Publto Advocate 

Kentudcy Industrial 
UtiK^ Customeis 

Kenludcy Industrie 
Utility Customers 

West Viignte Energy 
Users Group 

BtfigorHydro-
EtedricCo. 

Entergy Gulf 
Stetes, Ina 

United litominating 
Co. 

SoiittmestemEtedric 
Power C a . Central 
and Soutti West Corp. 
and American Etedric 
Power Co. 

Bar^gorl '^ iD-
Fhrtr icCo. 

Monongahete Power. 
Potomac Edison, 
Af^j^achian Power, 
WheeTmg Power 

Maine Publto 
Sennce Co. 

Kentudcy Utilities 
Co. 

LoutsvilteGas 
andEteditoCo.»Kl 
Kentudcy Ulfflfies Co. 

Monongahete Power, 
Potomac Edison, 
Appaiaditen Power, 
Wheeling Power 

Request tor accounting 
onter regarding etectric 
industry restmcturing ixste. 

AffiBatelransadtortt, 
cost atiocations. 

Stranded coste, regutetory 
assets, tax effeds of 
asset divestiture. 

Merger Setttement 
Stiputetion. 

Reslruduitog, unbund/tog, sband&d 
cost T&D revenue requlremente. 

Regutetoiy assete and 
li^Nlities. 

Resbucturihg, unbundling, 
stranded coste, T&D revenue 
raquiremente. 

Revenue requlremente. 

A l t e m a ^ Urns of regulation. 

Regutetory assete and 
fiabttlties. 

J. KENNEDY AND ASSOCIATES. INC 
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Date 

10/99 

11/99 

11/99 

04/00 

01/00 

05/00 

05A)0 

05AQ 

07/00 

oaoo 

Case Jur i sd ic t . 

U^4182 

21527 

U 

TX 

U-23358 LA 
Sunebuttal 
AffiTrab 
Transactions Revtew 

99.l2l2-a.-ETPOH 
99-121JCL-ATA 
99-1214€L^^AM 

U-24182 
(Suirebuttal) 

2000-107 

LA 

KY 

U-24ie2 U 
(Supptemental Direc*) 

A-11055QF0147PA 

2^44 

99-1658-
EL-ETP 

TX 

OH 

Expert Testimony Appearances 
of 

U n e KoHen 
As ofJanuaiy 2008 

Party 

Louistena Publto 
SenrioeCommteston 
Steff 

Ddtes^'tWbilh 
Hospit^ Coundl and 
Coalition of Independent 
Colteges aid Universities 

Louisiana Pubtic 
Servtoe Commisston 
Steff 

Greater Ctevelaid 
GrowttiAssoctetion 

LoiastenaPUbSc 
Servtoe Conutidsston 
Steff 

KentaJdcylnttestrial 
Utitity Customers 

Louistena Publto 
Service Commission 
Steff 

PhitedelphteArea 
Industed Energy 
Users Group 

TheDaRas-FcftWbrtti 
Hospitel Coundl and The 
Coalition of Independent 
Colteges aid Universities 

AK Steel Coq). 

Ut i l i ty 

Entergy Guff 
Stetes, Ina 

TXUFlPrtric 

Enteigy Guff 
Stetes, tea 

nrst Energy (Ctevetend 
Etedric lUuminating, 
Totedo Edison) 

Entergy Guff 
States, Ina 

Kentudcy Power Ca 

Entergy Guff 
Stetes. Ina 

PECO&iergy 

Stetewide Generic 
Prooeedlr^ 

CindnnatiGas&Fter^Co. 

Sub jec t 

Altocation of regulated aid 
nonregulated coste, afnriate 
transactions, tax issues, 
and ottter revenue requirement 
issues. 

Restmcturing, stranded 
oosis, taxes, securitization. 

Seivtoe company afSltete 
transadton coste. 

Historical revtew, stranded cofite, 
regutetoiy assete, tiabitities. 

Afiocation of reguteted and 
nonreguteted ooste, affiliate 
transactions, tax issues, 
and other revenue requirement 
issues. 

ECR suichaige roIMn to base rates. 

Afiitiate expense 
pioforma adju^mente. 

Merger between PECO and Untoom. 

Escatetion of O&M expenses tor 
unbundted T&D revenue requlremente 
inprojediedtestyea'. 

Regutetoiy transition coste, teduding 
regutetory assete aid Itebilities. SFAS 
109, ADIT, EDIT. ITC. 

J. KENIVEDY AND ASSOCIATES. INC. 
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Dale Case Jurisdict Party Utitity Subject 

07/00 U-21453 U Louisiana Pubfic 
Senrtoe Commisston 

SWEPCO Stranded coste, regulatory assete 
and l iab i t^ . 

06/00 U-24064 U 

10/00 PUC 22350 TX 
SOAH 473-00-1015 

Lixiistena Pubfic 
SenrioeCommteston 
3aff 

TtiaD^tes-FtWsrtii 
Hospitel Council and 
The Coalition of 
Independent Cdteges 
And Untvereities 

CLECO 

TXU Etedric Co. 

Aflifiate transaction pricing ratemaking 
prindptes, subsklization of nonregulated 
affiliates, ratemaking adjustmente, 

Restiucturing, T&D revenue 
raquiremente, mitigation, 
regulatory assete and itebitities. 

1000 RO0974104 PA Duquesne Industrial 
Intervenors 

IDuquesneL^Co. Find accounting tor stranded 
coste, induding treatment of 
auction proceeds, taxes, capital 
coste, swltehback coste. and 
excess penston funding. 

11/00 

12ID0 

01/01 

01/01 

01A)1 

01/01 

P-O0001837 
R-009/4008 
P-00001838 
R-OOSr/4009 

U-21453. U 

(SubdodcetC) 
(Sunebuttel) 

U-24993 
(Dired) 

U.21453. U-20925 
and U-22092 
(RiihrindcetB) 
(Sunebuttel) 

Case No. 
2000-386 

CaseNa 
2000439 

KY 

KY 

Mebopotiten Edison 
Industrial Users Group 
Penetec IndiRtrial 
Customer Alltence 

LiXJistena Publto 
Servtoe Convnissjon 
Steff 

Louteiaia Publto 
Seivtoe Commisston 
Steff 

Louisiaia Pubfic 
Servtoe Commisston 
Steff 

Kentudcy Industrial 
Utili^ Customers, Ina 

Kentudcy Indusbial 
Utiiity Customers, Ina 

Metropoliten Edison Co. 
Pennsylvante Etedric Ca 

SWEPCO 

Entergy Guff 
Stetes, Ina 

Entergy Gulf 
Stetes, Ina. 

LouisvilteGas 
& Etedric Co. 

Kentudty 
Utifities Ca 

Final accounting for stranded coste, 
induding treatment of auction proceeds, 
taxes, regulatory assds and 
fiabifiBes. transadton costs. 

Stranded coste, regulatory assets. 

Afiocation of regiiated and 
nonregulated coste, tex issues, 
and other revenue requirement 
issues. 

industry restructuring, business 

stmcture, hoUhanntess 
conditions, finandng. 

Recovery of environmentel coste, 
surcharge mechanism. 

Recovery of environmental coste, 
surcharge mechanism. 

J. KENNEDY AND ASSOCIATES. INC 
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Date 

02»1 

03/01 

04/01 

04/01 

05/01 

07(01 

10*1 

11/01 

Case Jurisdtet 

A-110300I'0(I95 PA 

A-110400F0040 

P4)0001860 PA 

P-000(}1861 

U-21453, LA 
U^0925, 
U^2092 
(SubdodcetB) 
SelttementTemn Sheet 

U-21453. LA 
U-20925, 
U^2092 
(Subdod^B) 
Contested Issues 

U-21453, U 
U-20925. 
U-22092 
(Subdod(et6) 
Contested tesues 
Transmission and Distiibution 
(Rebuttel) 

Expert Test imony Appearances 
of 

l ^ n e Kol len 
As o f January 2008 

Party 

Met^ Industrial 

Users Group 

Penetec Induslrial 

Customer Atltencs 

MBt€d Industrtel 

Useis Group 

Penetec Industrial 

Customer Aflianoe 

Louistena Pubfic 
Pubfic Sennce Comm. 
Steff 

Louistena PubUc 
PubficSewiceComm. 
Steff 

Louistena Pubfic 
Pubfic Seivtoe Comm. 
Steff 

U^U'vl, LA Loutelana Pubfic 
U-20y25, Pubfic Sentoe Comm. 
U-22092 St^ 
(SubdodcetB) 
Transn̂ sston and Distribution Tenn Sheet 

14000^ GA 

14311-U GA 
(DirecQ 

GeorgiaPubUc 
Ser̂ rice Commisston 
Advetsay Staff 

Georgte Publto 
Senrica Commisston 
Adversary Staff 

Udtlty 

PU.Ina 

FBStEneigy 

M r̂opditen Edison 

Ca and Pennsylvante 

Etedric Ca 

EnteigyGulf 
Stetes, Ina 

Enteigy Guff 
Stetes. Ina 

Entergy Gulf 
Stetes, Ina 

Enteigy Guff 
Stetes, Ina 

Georgte Power Company 

Atiante Gas Light Co. 

Subject 

Merger, savings, refiabifity. 

Recoveiy of coste due to 

provtoer of test resort obligation. 

Business separation pten: 
ŝ Hement agreement on overafi plan 
stmcture. 

Business separation pten: 
agieemerte, hoM hanntess conditions, 
^)arations mtihodcdogy. 

&isiness separation pten: 
^leem^ite, hdd hanntess conditions, 
Separations m ĥodotogy. 

Business separation pten: settiement 
agreement on T&D issues, agreemente 
necessary to imptement T&D separations, 
hoM harmtess conditions, separations 
methodotogy. 

Revenue requiiemente, Rate Pten, fuel 
cteuse recoveiy. 

Revenue requiremente, revenue forecast 
O&M expense, depredation, pla\t additions, 
cashworidr̂ carHtal. 

J. KENNEDY AND ASSOCIATES. INC 
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Date 

11/01 

02)02 

(i?Kt2 

mj2 

msz 

Case J u r i s d i c t 

U-256B7 
(Dired) 

mio 

U-?SfiB7 
{Surrebuttal} 

14311-U 
(RebulteQ 

001148^1 

04102 u - ? m r 
(Supptementei SunebutteT 

04/02 

06102 

08A)2 

09102 

11/02 

01/03 

LA 

TX 

LA 

GA 

FL 

LA 

U-21453, U.20925 
andU-^f2092 
(RiihdndietC) 

aoi-
8 8 ^ 

U-^888 

2002-00224 
2002-00225 

2002-00146 
20U2-00147 

2UU2-O0169 

FERC 

LA 

KY 

KY 

KY 

Expert Testimony Appearances 
^4 

l u i n e K o l l e n 
As ofJanuary 2008 

Party 

Louistena Pubfic 
Servtoe Commisston 

Uti l i ty 

Entergy Guff Stetes, Inc. 

Oaites Fl.V\torth Hospitel TXU Etedric 
Coiindt&ttieCoafitionof 
Independent CoUeges & Universities 

Louisiana Pubfic 
Servtoe Commisston 

Georgia Pubfic 
Sevtoe Commisston 
Advaisary Steff 

Soutii Ftorida Hosptiai 
andHeatticaBAssoa 

Loui»atePia)lto 
Servtoe Commisston 

Louteiaia Pubtic 
Servtoe Commbston 
Steff 

Louistena P i ^ 
Service Commteston 
SteR 

Louisiana Pubfic 
Servtoe Commtesion 

Kentudcy Industrial 
Utifities Customeis, Ina 

Kentudcy Industrial 
UtSities Customers, Ina 

Kentudcy Industrial 
Utifities Customers, Ina 

Enteigy Guff States, Ina 

Atiante Gas Light Co. 

Ftorida Power &Ughi Co. 

Enteigy Guff Ststes, Inc. 

SWEPCO 

Enteigy Servtoes, tea 
and The Entergy Operalhg 
Companies 

Entergy Guff States, Inc. 
and Enteigy Loutelana, inc. 

Kentedcy Utilities Co. 
LouisviUeGas&EtedricCa 

Kentudcy unifies Co. 
LouisvBteGas&FtentricCa 

Kentudcy Power Co. 

Sub jec t 

Revenue requiremente, capitel strodure, 
aHocation of reguteted and nonreguteted coste. 
River Bend uprate. 

Stipulafion. Regutetoiy assete, 
securitization ftoandng. 

Revenue requiremente, corporate fifanch'ise 
tex, conversion to LLC, River Bend uprate. 

Revenue raquiremente, eamings sharing 
pten, sennce quaiily stendards. 

Revenue requiremente. Nuctear 
JIfte esdenston, stomi damage accruals 
and reserve, capital steicture, O&M expense. 

Revenue requiremente, corporate franchise 
tex. conveiston to a c . River Bend uprate. 

Business separation pten, T&D Temn Sheet, 

conditions. 

System Agreement, production oost 
equafization. taifls. 

System Agreement production cost 
disparities, pmdence. 

Une tosses and toel dause recovery 
assodated witii of^system sates. 

Environmentel oompfiance coste and 
surcharge recovery. 

Environmentel compRance coste and 
surcharge recovery. 

J. KENNEDY AND ASSOCIATES. INC 
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Date 

04/03 

04103 

06103 

OW03 

11/03 

11/03 

i?/ai 

12m 

12C3 

Case Jurisdict 

2002-00429 
20U2-00430 

U-26527 

aoi-
Sd^XX) 
Rebuttel 

MiWO^ 

ER03-753^)00 

K( 

LA 

FERC 

KY 

FERC 

ERD3^83^)00, FERC 
ER03^SO01.and 
ERQ8-5634)02 

ER0^€81-000, 
ER03«81-001 

ER03^82-000, 
ER0&«62-001,and 
ER03^82.002 

ER03-7444)00, 
ER03-744-O01 
(Consdklatod) 

U-26527 
Surebutial 

200^0334 
2003^)335 

U-27136 

LA 

KY 

U 

Expert Test imony Appearances 
of 

Lane Kol len 
A s of January 2008 

Party 

Ksntudcy Indusbtel 
Utitity Customers, Ina 

Louteiaia Publto 
Seivtoe Commteston 

Loutetena Puijfic 
Seivtoe Commteston 
Steff 

Kentudcy Industrial 
Utifily Customeis 

Louisiana Publto 
Senrioe Commisston 
Steff 

Louisiana Pubfic 
Sennce Commteston 

Louistena Pubfic 
Seivtoe Commteston 

l^r^udcy Industrial 
Utifity Customeis, ina 

Louistena Publto 
Service Commisston 

UtUity 

Kentudcy Utifities Co. 
Lotisvilte Gas & Etedric Co. 

Entergy Guff Stetes. Ina 

Entergy Servtoes, Ina 
and tfie Entergy Operating 
Con̂ tentes 

Kentedcy Utilities Ca 

Entergy Servtoes, Inc. 
and ttie Enteiw Operating 
Compantes 

Entergy Servtoes, Inc., 
the E i ^ Operating 
Compantes, EWO Maries 
Ing, LP, and Entergy 
Power. Ina 

Enteigy Guff Stetes, Inc. 

KenfirkyUtil^Ca 
Loute^ Gas & Etedric Ca 

Entergy Louistena, Ina 

S u b j e c t 

Extenston of meiger surcredlt, 
flaws in Compantes* studtes. 

Revenue raquiremente, corporate 
frandiisetex,comerstontoLLC, 
Capitel stnjdure, post test year 
ArUiRtmente. 

System Agreement produdion cost 
equalization, tarifte. 

Environmentel oost recovery, 
correction of base rate enor. 

Unit power purohases and sate 
cost-based terfff pursuant to System 
Agreement 

Unit power purchase and sate 
agreemente, contractual provistons, 
projected coste, tevefized rates, and 
fbmitite rates. 

Revenue requirements, corporate 
ficandiise tex, converston to LUC, 
C ^ ^ s t m d u r e , post test year 
atfjustinente. 

Eamings Shaii^Medtanism. 

Purohased power contrads 
between affifiates. tenns and 
condlfians. 

X KENNEDY AND ASSOCUTES. INC 
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Date Case J u r i s d i c L Pa r t y Ut i l i ty S u t ^ e c t 

03/04 U-26527 LA 
Supptemental 
Sunebutt^ 

03104 20034)0433 KY 

Loutetena Pubfic 
Servtoe Commisston 

Kentudcy Indusbtel 
Utility Customers, Ina 

Enteigy Guff States, Ina Revenue requiremente, corporate 
franchtee tax, converston to LLC, 
capitel structure, post test year 
adjustmente. 

Louisvifie Gas & Etedric Co. Revenue requiremente, depred^ton rates, 
O&M expense, deferrals and amortization, 
eamings sharing mechanism, merger 
surcredK. VOT surcredit 

03/04 20034)0434 KY Kentucky industrial 
Utiiity Customers, Ina 

Kentudcy Utifities Co. Revenue requiremente, depredation rates, 
O&M expense, defenals and amortization, 
eamings sharing mechanism, merger 
suFcredit VDTsurcredJL 

03«4 SOAHDodc^ TX 
4734I4-24S9, 
PUCDodcet 
29206 

Cities Served by Texas-
New Mexico Power Ca 

Texas-New Meodco 
Power Ca 

Stranded coste tnie-up, induding 
induding valuation issues, 
ITC, AOrr, excess eamtogs. 

0504 

06/04 

06/04 

04-169-
EL-UNC 

OH 

09/04 

SOAHOodcet TX 
47J044555 
PUCDodcet 
29526 

SOAHOodcet TX 
473<I44556 
PUCDodcet 
29526 
(Suppl Dired) 

DodcetNa 
U-23327 
SubdodcetB 

LA 

Ohto Eneigy Gnxjp, Ina 

Houston Coundl for 
Health and Education 

Houston Council tor 
Heatth and Education 

Louisiana Pubfic 
Senftoa Commisston 

Cotombus Soulhem Power 
Co. & ONo Power Co. 

CenteiPoint 
Eneigy Houston Etedric 

CenteiPoint 
Eneigy Houston Etectric 

SWEPCO 

Rate stabilization plan, deterrals, T&D 
rate increases, earnings. 

Stranded coste tniOHJp, induding 
vatoatiofl issues, ITC, EDIT, excess 
mitigation credits, capacity auction 
tfue-up revenues, interest 

Interest on stranded cost pursuant to 
Texas Supreme Court remand. 

Fuel and purohased power expenses 
recoverabte tiirough fuel adjustment cteuse, 
trading activities, compliance witii tenns of 
various LPSC Orders. 

10/04 DodcetNa 
U-23327 
Subdodi^A 

LA Louistena Pubfic 
Seivtoe Commisston 

SWEPCO Revenue requiremente. 

J. KENNEDY AIVD ASSOCIATES. INC 
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Date Case Jurisdict Party Utility Sul^ect 

12104 

01/05 

02/05 

02/05 

02/05 

03105 

06/05 

06/05 

CaseNa 
20044)0321 
CaseNa 
20044)0372 

30485 

186384J 

186384J 
Paiel witii 
TonyWadceriy 

KY 

TX 

GA 

GA 

186384J GA 
Panel with 
MtohefleThebert 

CaseNa 
20044)0426 
CaseNa 
200400421 

20054)0068 

050045-EI 

wr 

KY 

FL 

Gafiatin Steel Co. 

Houston Coundl for 
Heatlh and Education 

Georgte Publto 
ServfisB Commission 

Georgte Pubfic 
Sentoe Commisston 

Georgte Pubfic 
Servioe Commisston 

Kentudcy Industrial 
Ut i% Customers, Ina 

Kentudcy Indusbtel 
UtiK^Cuslomere,lna 

South Ftorida Hospitel 
aidHealNhcaeAssoa 

East Kentudcy Power 
Coopertiive, Inc., 
Big Sandy Reocetal. 

CenteiPoint Energy 
Houston Etedric, a c 

Atiana Gas Light Ca 

Atiante Gas Light Ca 

Atiante Gas Light Co. 

Kentijdcy Utifities Co. 
LouisvffleGas&Ftedric 

Kentudcy Power Co. 

Ftorida Power& 
Light Co. 

Environmental cost recovery, qualified 
coste. TIER requiremente, cost aHocation. 

Revenue requirements. 

Comprehensive rate pten, 
plpelne reptecement program 
surcharge, perfonnance based rate plan. 

Energy conservation, eoonomto 
(t^fetopment and tariff issues. 

Environmentel cost recoveiy. Jobs 
Creation A d of 2004 and § 199 dedudton. 
excess common equity ratio, deferral and 
amortization of nonrecunlng O&M expense. 

Environinentel cost recovery, Jobs 
CreationAdof2004and §199dediir«nn, 
margins on aUowances used for AEP 
system sates. 

Stomi damage expense and FBsenre, 
RTOcosb, O&M expense prc^edtons. 

08/D5 31056 TX TlieAHianceof AEP Texas 
VaBeyHe^thcare 

retum on equity perfonnanoe Inoentive, 
capital structure, setective second phase 
post-test year rate increase. 

Stranded cost tnje^ip Induding regutetory 
C e n ^ Ca assete and Itebilities, ITC, EDIT, 
capadty auction, proceeds, excess mitigation 
credite. retrospective and prospective ADIT. 

09/05 2029e-U GA Geoigte Pubfic 
Servtoe Commisston 

Atmos Energy Corp. Revenue raquiremente, rolMn of 
surcharges, cost recovery through suroheege, 
reporiing requiremente. 

J, KENNEDY AND ASSOCIATES. INC. 
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Date Case Jurisdict Party UtiHty S u l ^ e c t 

09/05 20298-4J GA 
Panel witi) 
Victoria Taytor 

11/05 20054)0351 KY 
20054)0352 

i ons 0442 DE 

01/06 20054)0341 KY 

Geoigte Pubfia 
Sennce Commisston 

Kentudcy Industrial Ufitt^ 
Customers. Ina 

Commisston Steff 

Kentudcy Indusbtel 
Utiiity Customere. Inc. 

Atmos Energy Corp. 

I^ntudcy Utifities Co. 
Louisvilte Gas and 
Etectric Ca 

Artesian Water Co. 

Kentucky Power Ca 

Affifiate transactions, cost afiocations, 
capitefization, cost of debt 

Wbridinos Separation Program oost 
reoovery and shared savings through 
VDTsurcredlL 

System Sates Clause Rkter. Environmentel 
Cost Recovery Rkler. Net Congestion Rkter, 
Stonn damage, vegetetion management 
program, depreciation, off-system sates, 
maintenance nonnatization. penston and 
OPEB. 

03A)6 
05/06 

03K)6 

3106 

4 ^ 

om 

07/06 

osm 

31994 
31994 
Supptementei 

051453, 
1^20925, 
U-22092 

NOPRReg 
10438&OR 

U-25116 

31994 

R4)0061366, 
aal 

u-21453, 
U-20925 
Û f2092 
(Siihdodcet J) 

TX 

LA 

IRS 

U 

TX 

PA 

U 

Cities 

Louisiaia PuUto 
Senrice Commisston 

A H i a i c e f o r V ^ 
HeaNh Care a id Houston 
CouncS for HeaSh Education 

Louistena PubUc 
Servtoe Commisston 

CStesSenndby 
Texas-Mextoo Power Co. 

Met-Edlnd. Users Group 
Penreylvaraalnd. 
Customer AHtence 

Louistena Publto 
SenitoeComm. 

TexasJ4ewMextoo 
Power Co. 

Enteigy Guff Stetes, Ina 

AEP Texas Central 
Company and CenterPk^nt 
Eneigy Houston 
Etedric 

Entergy Louistena, Ina 

Texas T4ew Mexkx) Power 

Metropofitan Edison Ca 
Pennsylvante Etedric Co. 

Enteigy Guff 
Stetes. Ina 

Stranded cost recovery ffuough 
competition transition or diange. 
Retrospective AD/F. prospedns 
ADFIT. 

Jurisdtotional separation plan. 

Proposed Regutetions affecting ftow-
through to ratepayers of excess 
defened income texes and investment 
Tax cradite on generation plant tiiat 
tesoklorderegidated. 

2002-2004 AutStofFud Adjustment 
GauseFilings. Affifiatetiansadtons. 

Recovery of NUGnelated Stranded 
coste. government mandated programs 
costs, stomi damage coste. 

Jurisrfidtonal separation pten. 

J. KENNEDY AND ASSOCIATES* INC 
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Date 

07A)6 

11A)6 

1210& 

(mr 

03A)7 

m>7 

03/07 

03fl)7 

04A)7 

04A)7 

04A)7 

05^)7 

Case J u r i s d i c L 

U-23327 LA 

05CVH03-3375 OH 
Frankfin County 
Court Afftoavit 

U-23327 U 
SubdodcetA 
Reply Testtenny 

U ^ 7 6 4 

33309 

33310 

20064)0472 

U-29157 

U-29764 
Supptementei 
And 

ER07-6824)00 
Afftoav^ 

ER07-6844)00 
AffklavH 

ER07-6824)00 
Affidavit 

LA 

TX 

TX 

KY 

U 

LA 

FERC 

FERC 

FERC 

Expert Testimony Appearances 
of 

Lane Kollen 
As ofJanuary 2008 

Party 

Louistena PubKc 
Senrtoe Commisston 

Various Taxii^Auteorities 
(Non-UfilHy Proceeding) 

Louistena PubUc 
Sennce Commission 

Louistena Publto 
Servtoe Commisston 

CHtes 

Cifies 

Kentijdcy Induslrial 
Utifity Customers, tea 

Louistena Pubfic 
Senrice Commisston 

Louistena Pt^K 
Sennce Commisston 

louistena Pubfic 
Servtoe Commisston 
Staff 

Louisiaia Pubfic 
Servioe Commisston 
Steff 

Louistena Publto 
Servtoe Commisston 
Steff 

utility 

Soutiiwestem 
Etedric Power Co. 

State of Ohto Oepatment 
of Revenue 

Soutiiwestem Etedric 
Power Co.. 

Enteigy Guff States, Ina, 
Enters Louistena. a c 

AEP Texas Central Co. 

AEP Texas North Ca 

East Kentudcy 
Power Cooperative 

Cteco Power, a c 

Entergy Guff Stetes. Ina 
Entergy Louisiana, a c 

Entergy Servtoes, Inc. 
and tiie Entergy Operating 
Compantes 

Entergy Servtoes, Ina 
and tiie Entergy Operating 
Compantes 

Enteigy Senrices, Inc. 
and tiie Entergy Opereting 
Compantes 

S u b j e c t 

Revenue requiremente. tbrniula 
rate pten, banking proposal. 

Aoxxmling tor nudear fuel 
BSsambHes as manutectured 
equipment and (tepitefized ptenl 

Revenue requiremente, fonnute 
rate plan, banking proposal. 

Jurisdtotional afiocation of Enteigy 

remedy rec^]te. 

Interim rate increase, RU8 ban 
covenante, credit fadfity 
requiremente, finandai condition. 

Pemianent (Phase II) stonn 
(temage cost recovery. 

Jurisdtotional aHocation of Entergy 
System Agreanent equafization 
remedy receipte. 

AHocation of Mangibte and general 
ptent and A&G expenses to 
production and stete income tex 
efteds on equafization remedy 
receipte 

Fuel hedying ooste and oompfiance 
witii FERC USOA 

Altocation of intengibte and general 
ptent and A&G expenses to 
produdton and account 924 
efteds on MSS-3 equalization remecly 
paymente and receipte. 

J. KEIVNEDY AND ASSOCIATES. INC 
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Data Case JurisdicL Party Utility Subject 

06/07 U-29764 LA Louisiana Pubfic 
Senrtoe Commisston 

Enteigy Louistena, LLC 
Enteigy GulfStates, Ina 

Show cause tor vtolating LPSC 
Order on fuel hedging coste. 

07/07 20064)0472 KY Kentucky Industrial Utility 
Customers, Inc. 

East Kentucky Power 
Cooperative 

Revenue requiremente, post test year 
ad ĵstmente, TIER, surcharge revenues 
and coste, finandai need. 

07̂ 07 ER07.8564)00 U 
Afftoavit 

Louistena Publto 
Servtoe Commisston 

Enteigy Servtoes, Inc. Storm damage coste related to Hurricanes 
Katrina and Rita and effecte of MSS-3 
equafization paymente and receipte. 

10/07 05-UR-103 Wl 
Direct 

Publto Seivtoe Commisston 
ofWisoonsto 

Wisconsin Etectric Power 
Company 
Wisconsin Gas, LLC 

Revenue requiremente, canying charges 
on CWIP, amortization and retum on 
ragutetory assete, woricing capital, incer^ 
compensation, use of rate base in fieu of 
capitalization, CWIP in rate base, 
quantification and use of Point Beach sate 
proceeds. 

10«J7 OWJR-103 Wl 
Sunebuttel 

Pubfic Sennce Commteston 
of Wisconsin 

Wisoonsto Etectric Power 
Company 
WteconsinGas,LLC 

Revenue requirements, carrying charges 
on CWIP. amortization and retum on 
regulatory assete, woridng capital, incentive 
compensation, use of rate base in Iteu of 
capitafizatton, CWIP in rate base, 
quantiScation and use of Point Beach sate 

10/07 25060^ GA 
Dired 

Georgia PubKc Servtoe 
Commisston 

Geoigia Power Company Affifiate ooste, incentive compensation, 
consofidated income taxes, §199deductton. 

11/07 064)033^-CN WV 
Drroct 

West Virginia Energy Users 
Group 

Appatechten Power Company IGCC suroharge during oonstnidton period 
post-4n-servtoe date. 

11/07 ER07-6824)00 FERC 
Direct 

Louisiana Publto Servtoe 
Commisston 

Entergy Senrices, Inc. 
and tiie Entergy Operating 
Compantes 

Functionafizatton and aHocation of 
intengibte and general ptent and A&G 
expenses. 

J. KENNEDY AND ASSOCIATES. INC 
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O E G - S E T l 
Witness: Young 

Question 16 
Page 1 of 2 

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 Electtic Illuminating 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 describe how the Companies account(ed) for the deferred Ohio state 
Question #16 income taxes that have and/or will become excess deferred inoome taxes as the 

Ohio state corporate income tax is phased out. 

b. Please describe whether, and if so, how the Companies flowed back to 
ratepayers through a reduction in the claimed 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. If the Companies 
have not done so. then please explain why they have not done so. 

c. For each Company, please provide the amount of Ohio state deferred income 
taxes at December 31, 2004. December 31.2005, December 31,2006, and May 
31.2007 by temporary difference. 

d. For each 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 for 2007 by temporary difference. Separate these amounts into 
amounts that were flowed back as the result of nomrtal reversals of temporary 
differences and those amounts that were deemed excess defen'ed income taxes 
due to the phase-out of the Ohio state corporate income tax. 

Response: 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 wort̂ papers supporting these 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. 



OEG-SETl 
Witness: Young 

Question 16 
Page 2 of 2 

c. CEI Ohio DIT balance by timing difference -
12/31/04 
12/31/05 
12/31/06 
5/31/07 

12.188,089 
4,564.433 
3.405.956 
3.231,839 

OECO Ohio DIT balance by timing difference -
12/31/04 
12/31/05 
12/31/06 
5/31/07 

24,343,937 
(4.672,547) 
(2,673.112) 
(2,569,136) 

TECO Ohio DIT balance by timing difference 
12/31/04 
12/31/05 
12/31/06 
5/31/07 

17,204.068 
(246.338) 
(397.548) 
(419.506) 

CEI Ohio DIT - normal reversals 
2005 
2006 
2007 

747.817 
1.158,477 

683.996 

CEI Ohio DIT - excess due to phase-out 
2005; 6,875.839 

OECO Ohio DIT - normal reversals 
2005 
2006 
2007 

(544,465) 
1.999.435 
1.032.777 '.* 

OECO Ohk) DIT - excess due to phase-out 
2005: 28.439.019 

TECO Ohk) DIT - normal reversals 
2005: 244.957 
2006: 36.095 
2007: 10,478 
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EXHIBIT ^ ( L K - 8 ) 



O E G - S E T l 
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 Illuminating Company and The Toledo 
Edison Company for Authority to Increase Rates for Distribution Sen/ice, Modify Certain 

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 Companies 
Qaestion #6 propose to use only the service cost component of pension expense in the 

revenue requirement. Please cite all 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. 

Response: The Companies' test-year claim for pension expense Is t>ased on the actuarial-
determined service cost component of pension costs under Statement of 
Financial Accounting Standards ("SFAS") No. 87. The service c»st component 
represents the actual present value of benefits accmed 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 cun-ent cost of 
benefits earned 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 retums, which tend to be impacted 
based upon the timing of such contributions and maricet conditions. Any excess 
or shortfall related to the expected retum on plan assets are not included 
because ttieir Inclusion would artificially reduce or increase total costs and result 
in the recovery of more or less than the actual nonnna] cost of service. Using the 
service cost component of pension expense in the revenue requirement ignores 
investment retums on the invested furuls and focuses on the actual costs and 
benefits to participants each year. 

'-• 
The Companies object to ttw request for the authorities on which they rely for 
their position In this proceeding. The infonnation Is confidential attomey work 
pnxjuct and is therefore not discoverable. 



O E G - S E T l 
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 Illuminating 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 Refer to Schedule C-3.6 and WPC-3.6a. Please provide a copy of the source 
Question #7 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 

Response: Please see "OEG Set 1 - 7_Attachment 1.xls" and "OEG Set 1 - 7_Attachment 
2.xls" for the preliminary source documents from Hewitt Associates supporting 
the budgeted pension costs for the years ending December 31, 2007 and 2008, 
respec^ely. 

Please see "OEG Set 1 - 7_Atlachment 3.xls" and "OEG Set 1 - 7_Atlachment 
4.xls' 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 
requirement 

Please see "OEG Set 1 - 7_Attachment 5.xls" 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 pertanlng to certain of FirstEnergy's 
subsidiaries that are not included in Case No. 07-551-EL-AIR. 
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ill ̂ ^̂  

e e e o 

g o a | o 

goo go 

§§§ § 

^S"? U 

III i| 
sis sS 

| | | | | 



0 £ G - S £ T 1 
Witness: KalaU 

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 Illuminating 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 Refer to page 8 lines 2-4 of Mr. Kalata's Direct Testimony. Please explain why 
Qaestion #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 to OEG - Set 1. Question #6. 



O E G - S E T l 
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 Illuminating 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 • Refer to Schedule C-3.6 and WPC-3.6a. Please explain why the Companies 
Question #9 propose to use only the service cost component of OPEB expense In the 

revenue requirement Please cite all authorities, including prior PUCO Orders, if 
any. that the Companies rely on for using only the service cost component of 
OPEB expense in the revenue requirement. 

Response: Similar to the Companies* test-year claim for pension expense, the OPEB 
expense daim is based on the actuarial-determined service cost component 
under SFAS No. 106. The service cost corr^nent represents the actual present 
value of benefits accrued under the OPEB benefit fomnula for services rendered 
during the test year. Inclusion of the service cost component rn rates provides 
for recovery of the current cost of benefits earned by plan participants during the 
test year. This method provides the most reasonable bng-tenn 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. 

• • 
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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 Illuminating 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 Refer to page 8 lines 2-4 of Mr. Kalata's Direct Testimony. Please explain why 
Question #10 the Companies' use of only the service cost component of the OPEB expense 

"appropriately ignores the funded status of the plan." 

Response: The service cost component represents the actual present value of benefits 
accrued under the OPEB plan benefit formula for services rendered during the 
lest year. Inclusion of the service cost component in rates provides for recovery 
of the current cost of benefits earned 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 retums. which 
tend to be impacted based upon the timing of such contributions and maricet 
conditions. Any excess or shortfall related to the expected return 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 
servioe. Using the service cost component of the OPEB expense in the revenue 
requirement ignores Investment retums on the Invested funds and focuses on 
the actual costs and benefits to participants each year. 

I f 





OEG-SETl 
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 Illuminating Company and The Toledo 
Edison Company for Authority to Increase Rates for Distribution Service. Modify Certain 

Accounting Practices and for Tariff Approvals 

OEG-SETl 
Question #20 

Response: 

RESPONSES TO DATA REQUESTS 

a. Please provide the amount of incentive compensation expense by program 
included in each Company's revenue requirement, including, but not limited to, 
executive 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. 

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

Certain employees of the Companies and FirstEnergy Service Company are 
eligible for short-term and/or long-tenm Incentive compensation. Please see 
below for the amounts of each of these incentive compensation programs 
that are included in the Companies' respective revenue requirements: 

a. 

Comoanv 
CEI 
OE 
TE 

Short-Term 
$5,502,412 
$2,711,095 
$2,740,305 

Lonq-Tenm 
$4,622,679 
$5,077,858 
$2,218,013 

Total * 
$10,125,091 
$7,788,953 

'« $4,958,318 

* Includes direct company costs arKt costs assessed 
from FirstEnergy Service Company. 

b. FirstEnergy views the requested information related to its incentive 
compensation programs as confidential and will make the Information 
available only upon pnsper execution of a mutually agreeable non-disclosure 
agreement. 

c. Test year short-term incentive compensation expense is based on prpjected 
base salaries. Including estimated wage increases, and assumes that 
incentive compensation wHI be paid out at target levels, as exposed to 
threshokJ or maximum levels, as outlined In Attachment 1. Test year long-
term incentive compensation is based primarily on assumptions related to the 
performance of FirstEnergy's stock. 
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UNBUNDLED COST OF SERVICE § 
RATE PURSUANT TO PURA« 39.^1 § 
AND PUBLIC UnLTTY COMMISSION S 
SUBSTANTIVE RULE $25344 § 

ORDER NO. 42 
INTERIM ORDER ESTABLESHENG 

RETURN ON EQUTTY AND CAPITAL STRUCTURE [ 

Based upon the evidoice, briefs, and arguments of the parties, the Commission 

adopts a generic return on equity (ROE) of 11 ̂ % and a gexieric capital struceme of 60% 

debt ami 40% equity for the transmission and distrilnition utilities (TDUs) in Texas for 

ratemaking puiposes, starting in 2002. As the Commission noted in the preliminary 

ordexs in the utility-specific unbundled cost of service (UCOS) cases,' the resolution of 

an issue in diis genexic proceeding is to be applied in each utility's UCOS proceeding. 

L Jhrocedurfti fflstay 

The generic issue, posed in Order No. 3, "Should the Conunissicm adopt uniform 

or generic standards for inc^itiye- or performance-based rates, the 4>proi^ale capital 

* AppUcadon t^Shaiybmd UtUUUi, LP.. f»r Approval of Unbundled Cost t f Service Hate Punwmt to PVHA 
§ 39.20J aad P.U.C SUBSr. A 25J44, Docket No. 2234S (peodiiig}; AppUcation pf Texas îenf Mexico Power 
Company par Aj^^oval of Unbundled Cost ef Seivice Rate Pursmuu to PURA g S9.20I and PM,C SVBST, ft. 2SJ44, 
Dockd No. 22349 (peainj^; Api^ca^ont^ TXU SJeetne Company far AppmfoiefUnbun^ed Cost (^ Service RtUe 
Pummt to PURA § 39.201 and P,U,C 5tasr R. 25344, Deckel Na 223S0 (pendiiig); AppUcation nf Southwestern 
PubUc Service Coa^tany far Approval cf Unbundled Cost «f Service RaU Pursuant to PURA § 39.201 aid P.U.C. 
SvaST, R. 25344, Docket No. 22351 (pending); AppHeaiion ef Centnd Povfer A Ught Company for Approval of 
UnbmuUed Cost qf Service Rate Pummt to PURA i 39003 and P.U.C Attn: R. 25.344, Docket Na 22352 
(pentSag); Application ef Soutkwestem Electric Power Company for Approvid ef (hbun^ed Cost ^Service Reu 
Pursuant to PURA § 39.201 and P.U.C StftST. R. 25344, Docket No. 22353 (peoding^ Apptkadon efWest Texas 
Utilities Company for Approval ef Ut^unOed Cost ef Service Rate Ptamant to PURA $ 39J201 and P. U.C Suasr, R. 
25344, Docket ffo. 22354 (pending); AppHeodon pf Reliant Energy HLAP for Approved of UnbtauBed Cost ef Service 
Rate Pursuant to PURA 9 J9J0i and P,UC Simsr. R. 25.344, Dodcet Na 22355 (pencfii^); AppUcation t̂ f Entergy 
Qi^StateSt bic, for Approved of (Mun^Ued Cost ttf Service Rate Purmant to PURA f 39,201 and P.U.C SVKT. R. 
25.J^. Dotto Na 22356 pending); hcieUttftef. iiKBvldaal UCOS CHOI. 

6>8f 
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stmctuie of a TDU, and fiu authorizing a return on equity (tf n»»e than 200 bads points 

above the utility's average yield on txmds" was first addiessed by the Commissaon in 

Order No. \7? Alter consideriiig the patties' biie&, the Commissicm entered Older No. 

17 which, Rcognizing the inter-ielatedness oi these matters, discussed the lelatxvdy low-

zisk natuxe of transnussioi and distribution business, the Introduction ctf a potendally 

gieater lislc if an incentives program weie ad(^)ted, and the reflection of such a program 

in a company's RCffi. 

AdditionaUy, in Order No. 17, the Comnusslon acknowledged a trend toward 

more uniform o ^ t a l structures for the utilities, noting tint most utilities proposed a 

50/50 split brtween ddbi and equity in thcjr UCOS filings. The C<Mnmission concluded 

that a 60/40 d ^ to equity ratio was an i^ipropriate policy goal, but recognized that some 

milities may fiue dxcumstances that would make the 60/40 ratio miw<»kable. The 

Commisdon found that the detranination of the ^plicable ratio for each company would 

be decided <m a case-by-case tiasis in the individual UCOS cases. 

At the September 7,2000 open meetii^ tiw Commisaon determined Uutt, should 

unanimous agreement on a consensus incentive plan not be reached, the Conmiission 

would hear the ROE and ca|)ital structure issues in this g^ieric proceeding.' At the Open 

Meeting on Septnnber 20, 2000, in addition to ruling against the use of the incentives 

plan, the Commisdon dedded to conduct the analysis of ciqiital structure in this generic 

proceeding.^ The cqiital strucmre analysis, premised <m the 60/40 debt to equity ratio 

goal stated in Order No. 17, would d^esniine whetiier a single, g/eaetic capiuA structure 

diould be adtqMed for applicatioa to all TDUs in Texas, or whetiwr exceptions would be 

created on a cQnq»ny-by-coDipany basis. 

^ In Older No. 17, RnUng on Otogny B luoes, bnied on July 24, 2000L die ComnUutea 16aiMl tiut 
<tev>to|riiig > nwlhodology lo daienaiiie m nipfO]>riite WMS ihould be •ddwwed to ibe gBneric dodcet Hie 
Q«ioaisiiim conclDded flMt the detembittkin of w ^ ^ 
i> an eppEopdate number It dbectty lied lo fiie devdoyoBat of a ttandard InoflDdves prafnm. In tbtt aider, the 
CoDintosioo dicecied die peAies lo woifc togedier to devdop • cowcneui document outtiidng an feicentivee pcQgnm. 
Ibe CmsBiiidoa detennined ibat, oooe the panics developed i oomennii npnKng die inoendvet piogmi and 
leponed it beck to die Cansduion. d» KCSIMK - wfaediBr il AouU be tower or U ^ dM^ 
wonU be addneaKd and reacflved in tUi genedc docket 

' Open Meedng Tr. ai ] 12-113 (Sept 7,2000). 

* Open Metfing IV. tt 12-16,20,22. Md 203-204. 
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Subsequentiy, the Commission issued Order No. 28,^ in which it found that a 

gen^ic ROE is an apfuiopriate issue to be determined in a hearing in this docket la 

reaching this conclusion, the Commisdon oonsideted the bade underiying similarities of 

the transmisdon and distribution utilities, including the level of regulatory overdght and 

conqmrable levels of risk. The Commisdcm s t a ^ tiiat it would ccmsid^ tiie KOE issue 

togedier with the issue of capital structure in this proceeding, and, if necessary, would 

detennine a specific ROE for each utility, excqptSharyland Utilities. A hearing date of 

November 6, 2000, was scheduled for tiie '1(0E/Capital Structure" jdiase of tiiis 

proceeding. 

Direct testizmmy regardmg the capital structure issue was idoitified by the 

utilities in their initial UCOS filings, and filed in this generic proceeding <m Septeihber 

27, 2000. Utilities' direct testimony on the ROE issue was also filed on September 27, 

2000. On Octobtf 19, 2000, a noiHmanimons stipulation and agreement (Niisf was 

filed by certain non-utility parties. Intorvenor and Commisdon Sta£f testimony on both 

issues was filed on October 20,2000. 

On November 6, 2000, the Conunisdon heard evidence in connection with tiie 

estaMishment of ROE rates and o^ ta l structure ratios for use in the utilities' individual 

UCOS cases curraitiy pending at the State Ofi&ce of Administrative Hearings (SOAH). 

Initilal and re|dy post-hearing briefs west filed by the parties on Noveihber 22,2000, and 

December 4, 2000, respectively. The Coninusdcm conddeted this matter in the q>en 

meeting cm Dec^nber 13,2000. 

' In Older No. 28, Interim Older Ruling on iDoeniive Plaa and I K ^ 
dw Comndasion addrested the fidlwe of thn paitiei to leach I Goosensut on an inccotiva plM, c 
ineendves |dan is not appropriate at dUa dne^ and detennined diat pcrfbanance-bMed Mccnakiqg plans pnpMed by 
some udUdes In dwir origioa] unbundled ooit d service {UCOS) filii^ iriU not be cooaidemd in setting ROB in tfiis 
dodnt or in die iodividQal IKXK5 cases. 

* Tbe NUS was signed by Ae fidlo<wing patties: Goaandssiaa Staff, Chios served by TXU, Rdlant. C 3 ^ 
WIV, INMP (Odes), a t y of Houston, TDBC State of Texas, New Bnefgy. Enron Energy Services, Texas Indnstika 
CnO), DsDai^FDct Worth Hoipitd Council and Coalitioa of Independeni Colleges ami UniveraitiBa (I»nVHC and 
dCUX Cbommer Owned Fower SyaCetts (COPS), City Public Service of San Antonio (CPS), Soutii TKESS Electiio 
Cotqmative. Teat-U, NbfUicaai Texas Electiic Cw^^ecailve, Sam lUytaum O d ^ 
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ILIMscusdon 

A. Return OP Eoirftv 

The NUS sign^ories proposed that a reasonable ROE is 10.75%, assuming a 

60/40 debt to equity ratio for cagitBl stiucniie. They based their iff< )̂osal on the 

propodtion titot PURA^ establishes pure TDUs that will be subject to less risk than 

integrated utilities with generation and fiiel supply respcmdbilities. The NUS dgnatorles 

pointed to evidence showing that major bond rating agencies, which assess companies' 

risk, accept this proposition. The NUS dgnatodes presented expert witnesses who 

recognized that risks would be diminished because the tmlamdled TDUs will not own 

generation or be respondble fot fhel procurement, have high asset concentration, or be 

subject to certain regulatory risks. In additi<m, TDUs will be monopoly providers of an 

essential service m tiidr service areas and wiU have rates set on a cost-of-service basis. 

The NUS wittkesses utilized a constant growth discounted cash flow (DCF) analyds and, 

in some instances, a capital asset pricing model (CAFM) analysis, as a check on the 

reasonableness of their results. 

Hie NUS dgnatories stated that the investor-owned utilities (lOU) made no e ^ r t 

to determine a reasonable ROE for a pure TDU, but instead, relied on the untenable 

propodtion that the newly formed TDUs will have the same, or even greater, risk than 

integrated utilities, particularly during the trandticm period. They also stated that the 

NUS-pioposed ROE is a near perfect conq)romise between those arguing f(x a 10.1% 

ROE and the lOUs seddng an 11.5% ROE. Moreover, the dgnatories argued that the 

NUS proposal reasonably compensates the TDUs for any potential increase in the 

financial risk because of the mc»e highly leveraged cq>ital structure, and permits the 

newly farmed conyanies to maintain financial integrity and the ability to attract c ^ t a l at 

reasonable rates. They based this conclosion on tiie evidence tiiat shows cash flow 

interest coverage ratios companng favorably with coverage guidelines set forth by the 

bond rating agencies of 2.0% to 3.25% for TDUs with A and BBB ratings. 

^ Fid)lk;UtiU^n%ulatoiyAct,l%X.UnLCoisANN.tMl.001-64.158(Veinoa2000)a^^ 
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The Office of Public Utility Counsel (OPUC) and Qties served by Entergy (EGSI 

Gties) proposed that a reasonable ROE is 10.125%, assuming a 60/40 debt to equity ratio 

for capital structure. Th^ argued that the utilitres' recoomsendation of an 11.5% ROE, 

with a 50/50 debt to equi^ ratiot does not adequately recognize the significandy reduced 

business risks for the stand-alone wires con̂ [>anies, as well as the intpacts fi:om major 

risk-reducing events, such as TDUs' loss of both generation-related and other, 

ccmunodity-related, risks. 

More specifically, OPUC/BOSI Cities contended that the Comntisdon's adoption 

of a Transmisdon Cost Recovery Factor (TCREO eliminates the lOUs' perceived risk of 

potential revenue instability caused by tariff features. Funhermore, they stated that the 

current integrated utility c^tal structure is not justified for the new TDUs, given the new 

companies' reduced operational risk as conqwred to tiie integrated utilities' risk, 

induding the commodity risk. OPUC/BGSI Cities claimed tiiat firms with lower 

budness risk can be cq)italized with less equity ci^ital and m(»e debt than those witii 

higher business risk because they their income streams and cash flows ate more 

{Miedictable. They dso stated that the utilities' witnesses overstated the nature and extent 

of the new TDUs' business risk because tiiey did not consider the unpact of various 

potential risk-reducing events. 

OPUC/EGSI Cities noted tiiat tiie following risk-reducing evenU are likely or 

certdn to occur for the TDUs: (1) they will retab theh: monopoly status and continue to 

be regulated by the QHumisdon on a cost-of-service basis; (2) cash flows will remdn 

predictable due to known mtemakii^ standards; (3) they will shed risks associated with 

the production side, including changing fuel prices and generation demands; (4) tiieir 

asset concentration will be reduced and thus be subject to IOWOT risk than that of the 

vertically-integrated utilities; and (5) they will not foce marketing and sales rides. 

Witii regani to tiie NUS, OPUC/EGSI Cities argued tiiat tiie i»X)posed ROE is too 

high and will allow TDUs to earn an excessive retum, thus resulting in umiecessarily 

high rates. OPUC/BOSI Cities also argued that thdr (ffoposal of 10.125% ROE witii a 



DOCKET NO. 22344 ORDERNO.^ Pftge6^12 

60/40 debt to equity ratio for c^tal structure Is sufOd^it to allow tiie TDUs to attract 

o^ital at reasonable rates, yet minimizes overall costs to rttbepay&Es, 

The lOUs proposed that a leasonahle ROE is 11.5%, or greater, assummg a 50/50 

to 55/45 debt to equity ratio Ux c^tal structure. They argued tiiat tiie NUS dgnals a 

belief that a BBB, or lowo:, bond rating is ac^ptable, and that ti» long-term financial 

viability of these con^Htnies is less important than the short-term policy ^>al of creating 

headroom. Hie IOUsi»>ted tiiat tiieir own proposal is consistent with the risk premium 

analyds presented by a Commisdon Staff witness, Martiia Hinkle. Furthermore, they 

argued that the NUS does not correctiy detennine the riskiness of tiie new TDUs because 

it does not condder what otiier tutors might affect TDUs beycmd tiie loss of generation. 

According to the lOUs, sodi factors include tbe uncertainty mherent in restructuring and 

new risks in tiie restructured environment, such as substantial c<Mistruction outlays, 

reliability mandates, credit risks, nuclear deccnmnlsdoning cost recovery, revenue 

instd^ility, and regulatory risk. 

The lOUs also argued that fundammtal principles of firumoe require that the 

substantial increase in debt lev^nge proposed by the NUS yield a ct^respondtng increase 

in the RC^ as well as corresponding increase m the cost of debt The lOUs pointed out 

that from the capital market's perqiective, requirements to build a large amount of new 

transmisdcm fiicilities to intnc(»nect new powor plants and eliminate transmission 

consuiaints and an mcrease in investment to meet substantially higher relialnlity standards 

create addirional risk to the TDUs. They claimed that the NUS serioody understated the 

TDUs' cost of ci^ital and would srad a harmfhl signal to the optal markets. 

The lOUs also ccmtmided that in establishing the q>propriate ROB levels and 

capital structures, the Commisdon should condd^ both the various business risks ofthe 

TDUs and the inq)licit relationship between the ROE and tiie fiaiandal risk associated 

witii a specific capital structure. 
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B. Capital Structure 

The NUS dgnatories adopted a debt/equity ratio for c^ptal stnicture of 60/40, and 

stated tiiat it was appropriate because it reflected tiie Commisdon's articulated cqntal 

strucdue policy goal. Additionally, tiie NUS signatories affirmed tiiat tbe 60/40 ddit to 

equity ratio recognized tiiat the TDUs would face substantially lower risks than those 

cunentiy faced by the integrated utilit»s. Hiese recbiced risks inchtde business, 

generation, fuel, asset concentration, cash flow variability, regulatory, and collection 

ridtis. The NUS dgnatories contended that the reduction in tiie various risks would allow 

for an increase m debt lev -̂age for the newly f(Hmed companies. 

The NUS dgnatories also argued tiiat tiie NUS rqnesents a settiement snqtported 

by numerous parties, who performed proper analyses of the relevant proxy groups. 

Further, they stated that the indudon of preferred securities in the calculati<m of the 

proposed 60% debt has the practicd effect of increasing dd>t cov^age ratios over what 

they ĉ wrwise would be, since the rating agencies exdude interest payments on preferred 

securities when cdculating debt leverage. This means that a 60% debt level will not 

necessarily result in a downgrading of a TDU's credit ratmg. The NUS dgnatories 

affirmed their belief tiiat the NUS equitably balances mterests to allow the TDUs to 

attract capital, while providing revenue savings to ratepayers. Finally, tiie NUS 

dgnatrvies argued that the Commisdon should not establish cq>ital stnicture based on a 

worst-case scenario, as advocated by the lOUs. 

OPUC/EGSI Cities supported the debt/equity ratio of 60/40, as set forth in the 

NUS. They stated tiiat the NUS capital structure iq>|»oiaiately reflects the lower 

operating risks tiiat TDUs will face starting in 2002. Furtiier, OPUC/EOSI Qties 

affirmed their belief that there are no significant trandtion risks assodated with opesa^ 

an unbundled TDU. 

OPUC/EGSI Qties argued tiiat the rating agencies do not require utilities to 

mnintftin t\^. nurrtant capital stmctures in ftfdef to mflintJiin euirent credit ratings. Instead, 

they assoted that rating agoicies would lode at a variety of factors when determining the 
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appsopndic rating. They also asserted that adopting the lOU's prc^iosed c^>ital structure 

would have a dgnificant revenue requirement inq>act. 

OPUC/BOSI Qties stated that tiie lOUs' daln^ tiiat tii^ need a lower debt ratio 

to contiruw operations during the times of financial sdvemty are unfounded, since tiie 

risk of sudiadverdtyaheady exists today for the integrated utility. Firudly, OPUC/EGSI 

Qties asserted that the lOUs fiuled to address evidence that the lOUs cunentiy have a 

40% equity ratio. Jf this w«e the case and risks were reduced, ratmgs should not be 

affected. 

For tiie purposes of setting a gmeric cental structure, the lOUs requested a ratio 

consisting of 50-55% debt, which tiiey believe corresponds to an ROE <^ not less than 

11.5%. This proposal was based <m die assun^on that titie'ciq>ital stnicture recognizes 

that a higher debt ratio should give rise to a higjier cost of equity. Additicmally, the lOUs 

requested that the Commisdon make changes to the caspitd structure m a gradual, 

incrranental numnw. 

The lOUs did not agree that the TDUs would face substantially low^ risk than 

existuig int^rated utilities; on the contrary, they argued that sonoe risks could increase. 

T h ^ stated that their pmgosed capital structure is condstent with a risk |»smium 

analysis for tbe j^ipn^Kriate ptoxy groups which lOUs believe should be the local gas 

distribution conq»nies. Hie lOUs asserted that this cajntal structure will allow the TDUs 

to meet the finandai challrages presented by a con^ietitive maricet and that it would 

si^jport a sins^ A bond rating. They also asserted that the rate filing package 

presun^on of a 200 basis point risk premium as impropriate did not represent the final 

detuminationbytiieCommissicm. The K)Us maintained that the c ^ t a l structure shodd 

notbe detennmedbased s d d y on adesire to reduce the revenue requirement. 

UL Coramtbsioa CmichidiMi 

Jn ^proaching the issues of the appcopnatt ROE and ci^ital structure, the 

Commisdon notes two underiying condderations that served as a starting pdnt in the 

decidcmf-making process. Hrst, tiiese deddons are made for ratemakmg purposes for the 
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newly unbundled TDUs during the trandtion period; and, second, the deddons are based 

on the close o^ielatimi between tiie ROE and o^tal structure. 

Tiie foctors the Commisdon conddered when detomdning an ^sproisiate and 

reascmable ROE for the unbundled TDUs in Texas indude: (1) the levds of busmess and 

finandai risk; (2) the Commission's deddons In the rate dedgn phase of this case; (3) tite 

need to maintain reasonable rates; (4) the need for new transmisdcm c^iadty; (5) the 

maintenance of adequate reliability standards; and (6) the ccHO ânies' ability to attract 

new capital. 

The Commissicm reviewed analyses of various proxy groups, indudmg 

generarion-divested, integrated, and water utilities and local gas distribution conqumies, 

for indications of risk levds and maricet OHicems. The Commisdon finds that, while the 

generation-divested utilities most dosdy resembled the functions of the unbundled 

TDUs, significant differoices in nuoket restructuring in Texas and the size of the sample 

grotq) do not allow for ger̂ ralizaticMis. The Commisdon also finds that the otiier sample 

groiqps provided useful inf<»mati(m and need to be conddered. 

Based on these reviews, the Oommisdtm concludes there is strong evidence to 

support the presumption tiiat, relative to the existing maricet stnicture, unbundled TDUs 

in tiie Electric Relialnlily Council itf Texas (ERCOT) will be exposed to less risk.* The 

following 6bs»v{dons support the assertiim that the Texas market is dgnificantiy 

different fiom othra- jurisdictions and should resdt in lower risk for the IDUs: (1) 

conq)lete separation of generation and transmisdon and distributicm functions, thus 

virtual elimiruition of commodity risk; (2) a requiranent on retail electric providers 

(REI^) to be the point of sales for retail customers; (3) Commisdon-approved substantive 

rules related to registration and financial requirements to mmimize a posdbUity d a REP 

defeult on payments ficnr contracted services;' and (4) P.U.C. SUBST. R. 25.193 to ensure 

' Direct Ibstiniony of Xtotba HinUe. pp. 8-9, n , and 19, Slid NUS JoiM Reply Bri^^ 

' P.U.C SUBST. I t 25.107, lelating 10 GectiScation of ReiaU ElectiiG Providcci (REFs), ^ 
25.108, lolatiag to I^UHidal Standards flx Retdl Elflctfie Piovklen Reganliv 
Quttges. 
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speedy recovny of transmisdon expenditures related to expansion of the transmisdon 

netwwk. Therefore, the CcHnixdsdon ccmdudes tiiese fav<M:able market and regulatory 

conditions in Texas should resdt in a lower business risk to Texas TDUs. 

Additionally, m its consideration of an ^jprc^iiate and reasonable ROE, tiie 

Commisdon reviewed a range of methods and models, as proposed by the parties: 

discounted cash flow (DCF)> nmlti-«tage DCF, capital asset pricing modd (CAFM), and 

risk premium metiiod. The Commisdon finds that the multi-stage DCF analysis as 

proposed by the lOUs does not accuratdy cs^»tnre the lower busuiess risk for Texas 

TDUs.*** 

In its detennination of an s ^ r t ^ a t e ROE, tiie Commission considered the NUS 

reccmimendation of 10.75% as a reascmable starting point" It also lies in the middle of 

the ranges (^ reasonable ROB admitted mto evidmce. Further review of OPUC/BGSI 

Qties CAPM analyds indicated tiutt tiie NUS ROB is compatible witii a 60% debt in tiie 

capital structuie.^^ The Commisdon, however, provides for an u p w ^ adjustments to the 

ROB of 0.5% to account for (1) the Comndssicm decision in the rate dedgn phase of this 

proceeding;'^ (2) potentid ratuig uncertainty due to higher debt, based on the adoption of 

60% debt and 40% equity for ctqiital structure in this proceeding; and (3) a risk prNnium 

recdculation as indicated in a Conunisdtm Staff witness' errata testimony.'^ 

Acondhigly, the Commisdon q>proves an ROE of 11.25% for the Texas unbundled 

TDUs, starting in 2002. 

With regard to tiie issue of c ^ t a l structure, tbe Commission recognizes that the 

ultimate determination of tbe qypropriate relaticMiship between the levd of debt and 

' ' iHieet Testimony of 0 . 1 1 6 ^ pp. S-ia 

" IMiect Testimony of D . l k ^ and M. Hinlde; Mff obo NUS toitiai Biiei; pp. 12-19. 

" lOU Reply Biie^ Bidiifait Q JM also Direct Testimooy of Hill, S c l i e ^ 

" I h e Commisdon adopted a 'Hansmission Cost Recoveiy Factor. «diich may increase risk fbr tbe 
disttlbiition corapany. Also adopted was an S0% ntcbet for die distribution company, wbicti may result in mon 
stieanilined cash flow, however, the addled raidiet was the lowest mw praposed. 

*̂ Staff ExUbit IB. Bnata to Martha Hlnkle's ITSrect TsstimoKy; see also November 6, 2000 Heating 
Transcript at 1309>n. 
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equity and the corresponding ROE is not an exact science. As a general propodtion, 

however, the Commisdon finds that an increase in debt shodd result in an increase in 

ROE unless offset by lower business risk. 

Botii NUS and OPUC/EGSI Qties prc^osed debt to equity ratio of 60/40. These 

parties presented substantial evidence showing that the unbundled TDUs would not be 

adversdy affected by high^ levels of debt, dther in terms of adequate cash flows or 

market perception. The Ccnnmisdon agrees with these parties that any increase in the 

financid risk due to tiie higher debt leverage would be ofliset by tiie lower business risk to 

the TDUs. The Commisdon is not persuaded by the lOUs' arguments that greater debt 

leverage would have a detrimeatd intact on the TDUs. The Commisdcm finds that the 

TDUs are able to carry a higher levd of dd>t and still adueve a favourable credit rating, 

which will allow capital to be raised at accqptable rates. 

Therefore, the Commisd(Hi finds that a ci^ital structure of 60/40 debt to equity 

ratio is reasonable and tiiat it will allow TDUs to attract sufficient c ^ t a l at reasonable 

rates, while minimizing costs to the ratepayers. Tbe Commisdon also finds that any 

increase in the financial risk due to the higha: debt leverage is offeet by the lower 

business risk faced by the TDUs. The Commisdon, therefore, adopts a 60% ddH and 

40% equity ratio as tiie capitd stnicture for ratemaking purposes fas Texas TDUs.'^ 

NlX5InftidBrieCpp.4-n. 
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