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1 1. Q. Please state your name and business address. 

2 A. My name is Carlos J. Garcia. My business address is 180 East Broad 

3 Street, Columbus, Ohio. 43215-3793 

4 

5 2. Q. By who are you employed? 

6 A. I am employed by the Public Utilities Commission of Ohio. 

7 

8 3. Q. What is your present position with the Public Utilities Commission of Ohio 

9 and what are your job duties? 

10 A. I am a Utility Specialist 3 in the Accounting and Electricity Division ofthe 

11 Utilities Department. My duties include performing detailed investigations 

12 of rate case applications, preparing and reviewing lead/lag studies, assisting 

13 and supervising team members, preparing schedules and text for the Staff 

14 Report of Investigation, and preparing and presenting testimony supporting 

15 the Staffs position. 

16 

17 4. Q. Would you briefly state your educational background and work experience? 

18 A. I graduated from the University of Guadalajara with a Bachelor of Science 

19 Degree in Business Administration with a major in accounting. After 

20 graduation I worked for the certified public accounting firm of C.G. 

21 Ramirez in Guadalajara, Mexico. In 1976 I immigrated to the United States 

22 of America. I was employed by la Raza Unida of Ohio from 1977 to 1978 



1 as a Junior Accountant. In 19791 was employed by Isabelle Ridgway 

2 Nursing Home as Office Manager. In July of 1980 I was employed by the 

3 Commission as a Staff Accountant and was assigned to my present position 

4 in January of 2005. 

5 

6 5. Q. What is the purpose of your testimony in this proceeding? 

7 A. I will respond to the Applicant's Objection numbers 1, 2, 3, 4, and 5 and 

8 The Ohio Energy Group Objection number 4. 

9 

10 6. Q. By its Objection number 1, the Applicant objects to the Staffs computation 

11 ofthe working capital allowance by including in that computation the 

12 effects of what the Applicant claims are various incorrectly calculated Staff 

13 C-3 adjustments. Additionally, the Applicant believes the Staff made 

14 mathematical errors in its calculation ofthe Weighted Dollar Days 

15 component ofthe cash working capital requirements shown in Column G of 

16 Staffs Schedule B-5.1. Specifically, the Applicant claims the Staff incor-

17 rectly multiplied the Adjusted Jurisdictional Amount by the Lead/Lag Days 

18 for Electric Revenues, Other Revenues, and Employee Benefits. The 

19 Applicant claims these errors resulted in an incorrectly calculated working 

20 capital requirement. Will you comment? 

21 A. Yes. The first part ofthe Applicant's Objection, if determined by the Com-

22 mission to be correct, would have a flow-through effect. In the second part 



1 ofthe Applicant's Objection, the Staff agrees with the Applicant that there 

2 were mathematical errors made in the Staffs calculation ofthe Weighted 

3 Dollar Days component on the Staffs Schedule B-5.1 that resulted in an 

4 incorrectly calculated cash working capital requirement for Electric Rev-

5 enues, Other Revenues and Employee Benefits. The Staff will correct these 

6 mathematical errors in Staffs Schedule B-5.1. 

7 

8 7. Q. Will you respond to the Applicant's Objection number 2 regarding the 

9 Applicant's claim that Staff made certain modifications to the calculation of 

10 Electric Revenues and Other Revenues but did not adjust the lead/lag days 

11 shown in Staffs Schedule B-5.1 to reflect those modifications? 

12 A. Yes. After further review ofthe Applicant's Objection, the Staff agrees 

13 with the Applicant that the lead/lag days assigned to Electric Revenues and 

14 Other Revenues should be adjusted. The Staff recommends that its calcu-

15 lation ofthe revenue lead/lag days for Electric Revenues be adjusted to 

16 reflect the exclusion of generation revenue associated with Energy for 

17 Education. The Staff also recommends that its calculation for the revenue 

18 lead/lag days for Other Revenues be adjusted to reflect the exclusion of 

19 ATSI ground lease revenues. These revenues should not be part ofthe 

20 lead/lag study in that they have been excluded by Staff in its determination 

21 of adjusted test year revenues. The will reflect the changes in Schedule B-

22 5.1. 



1 8 . Q. The Applicant in Objection 3 claims the Staff failed to use the service 

2 period midpoint in its calculation ofthe lag days associated with accrued 

3 vacation. The Applicant also states the Staff failed to mclude its adjust-

4 ment for test year labor expense in its calculation ofthe lag days assigned 

5 accrued vacation. Will you respond? 

6 A. Yes. With regard to the first part of Applicant's objection regarding the 

7 Staffs calculation of accrued vacation lag days, I do not agree. The Staff 

8 believes that the lag between the point in time at which an employee earns 

9 vacation and when the company actually pays for that vacation should be 

10 recognized in the weighted average lag in the payment of wages. The 

11 Applicant assumes that the appropriate lag is from the midpoint ofthe 

12 service year to the first day ofthe following year, or 182.5 days. The 

13 Applicant's 182.5 days incorrectly assumes that each company's employee 

14 takes his or her vacation on the first day that he/she is entitied to it. This 

15 scenario obviously does not occur. Consequently, the Applicant's figure 

16 improperly measures the lag of vacation pay. 

17 

18 In calculating the accrued vacation lag days, the Staff used a methodology 

19 which more accurately measures the amount of vacation pay recognized by 

20 the company on an accrual basis during the test year. Staffs methodology 

21 which has been approved by the Commission in prior cases, measures the 

22 number of days between the time an employee earns vacation and the time 



1 the company actually pays the employee for that vacation. The above 

2 mentioned methodology simply calculates the accrued vacation lag days, 

3 applied to test year accrued vacation pay as follows: average accrued 

4 vacation liability balances as of December, 2005 and December of 2006, 

5 divided by December 31, 2006 average daily accrued vacation amount 

6 recognized on an accrual basis. 

7 

8 The Applicant claims the Staff erred in not including the Staffs adjust-

9 ment to test year labor expense in its calculation ofthe expense lag days 

10 Staff assigned to Payroll shown on Schedule B-5.1. The Staff disagrees 

11 with the Applicant's claim. Traditionally, utilities have provided the Staff 

12 with lead/lag studies that have included known historical data fi-om which 

13 the Staff was able to calculate revenues and expenses lead/lag days. Since 

14 those studies typically contained information that was known and actual, 

15 there was no need on Staffs part to make adjustments to the data in arriv-

16 ing at the cash working capital requirements ofthe utility. As such, the 

17 Staff does not believe it is appropriate to make any adjustments to the data 

18 contained to the Applicant's lead/lag study utilized by the Staff in deter-

19 mining the companies' cash working capital requirements in this proceed-

20 ing. The Staff believes its position with regard to this objection is con-

21 sistent with its treatment of this issue in prior cases. 

22 



1 9. Q. In its objection 4, the Applicant objects to the Staffs inclusion of an 

2 expense lag associated with interest payments on long-term debt. Would 

3 you respond to this objection? 

4 A. Yes. The Applicant contends the Staff erred in assigning an expense lag in 

5 its lead/lag study for long-term debt interest payments. The Applicant 

6 argues that it is inappropriate to treat long-term debt interest as an operating 

7 expense. As such, the Applicant believes the staff erred in assigning an 

8 expense lag to those costs. The Staff disagrees with the Applicant's con-

9 tention, and believes it has appropriately assigned an expense lag to the 

0 payment of interest on long-term debt consistent with past Commission 

1 decisions. 

13 The Staff believes and the Commission has concurred that the interest 

14 payments made to bondholders ofthe Applicant's long-term debt represent 

15 an operating expense incurred by the Applicant that should have an expense 

16 lag assigned to it. {See In re CEI, Case Nos. 84-188-EL-AIR and 84-414-

17 EL-AAM (Opinion & Order at 15) (March 7, 1985). The Applicant 

18 collects revenues fi'om its utility customers on a continuous basis during the 

19 course ofthe month. A portion of a monthly revenue collection represents 

20 a long-term debt return on rate base. However, the Applicant pays its long-

21 term debt interest in arrears on a semiannual basis with an average of 91.2 

22 lag days. Therefore, it is evident that the Applicant collects revenues well 



1 in advance of its required cash long-term debt interest payments. There is a 

2 payment associated with interest which is why the Staff applied lag days of 

3 91.2 days. As such, for all intents and purposes, the utility customers have 

4 invested capital in the company for which they should be compensated. 

5 

6 10. Q. Would you respond to Objection 5 that states the Staff erred in using 

7 adjusted jurisdictional revenues and expenses as opposed to using Staffs 

8 proforma revenues and expenses in its lead/lag study used to develop a 

9 working capital allowance? 

10 A. Yes. The Applicant argues that the Staff should have used diproforma 

11 income statement at the approved revenue requirement level in its lead/lag 

12 study to develop a proper working capital allowance. The Staff disagrees 

13 with the Applicant's argument. The Staff is ofthe opinion that the purpose 

14 and the method of calculating a working capital allowance should be aimed 

15 at creating a proper rate base component which should reasonably represent 

16 the shareholders investment in working capital in addition to their invest-

17 ment in plant. Since the plant is determined as of a date certain, working 

18 capital should similarly be measured at and reflective ofthe same date cer-

19 tain. Thus, the use of proforma revenues and expenses to compute cash 

20 working capital would be improper. Since working capital is a component 

21 of rate base it is therefore, appropriate that the date certain level of invest-

22 ment be assigned to the individual components ofthe working capital 



1 allowance calculation. The Staff believes and the Commission has agreed 

2 that the use of proforma revenues and expenses to compute cash working 

3 capital would be improper srncQ proforma figures are not consistent with 

4 the date certain concept. (See Ohio Edison Company, Case No. 84-1359-

5 EL-AIR (Opinion and Order October 29, 1985), at 14). The Staff realizes 

6 the Commission has wide discretion in determining a reasonable allowance 

7 for cash working capital, but continues to believe that the adoption by the 

8 Commission ofthe use of proforma revenues and expenses would not be 

9 appropriate and would affront the date certain concept. 

10 

11 Rate base should not be value on speculation. Proforma taxes are com-

12 puted base w^on proforma revenue levels. It follows, therefore, that if 

13 proforma taxes should not be used in the calculation of working capital, 

14 Xĥ n proforma revenues should also not be used in the calculation of work-

15 ing capital. Hence, use of proforma revenues and expenses to compute 

16 cash working capital is improper. 

17 

18 This issue has been addressed by the Commission in numerous cases since 

19 1983. {See In re Ohio Edison Co., Case No. 84-359-EL-AIR (Opinion and 

20 Order at 14) (October 29, 1985); In re CEI, Case No. 86-2025- EL-AIR 

21 (Opinion and Order at 25) (December 16, 1987); In re Toledo Edison Co., 

22 Case No. 86-2026-EL-AIR (Opinion and Order at 17) (December 16, 

8 



1 1987); In re Columbia Gas of Ohio, Inc., Case No. 89-616-GA-AIR 

2 (Opinion and Order at 15) (April 05, 1990). In all of these cases, the 

3 Commission has rejected the use of proforma revenues and expenses to 

4 calculate working capital. 

5 

6 11. Q. Would you comment on Objection 8 from The Ohio Energy Group regard-

7 ing their contention that both the Staff and the companies improperly set 

8 the computed negative cash working capital to $0 despite the fact that both 

9 the computed CWC and the broader quantification of working capital were 

10 negative? 

11 A. Yes. Working capital is the average amount of capital provided by 

12 investors in the company over and above the investments in plant and other 

13 specifically rate base items. The Staff recommends against reducing rate 

14 base, otherwise justified, by authorization of a negative working capital. If 

15 investors are not required to provide additional capital, working capital 

16 should be set at zero and not used to reduce rate base. 

17 

18 The fact that the company may have a negative calculated working capital 

19 may be the result of good management. An electric company traditionally 

20 has relatively large balances in materials and supplies and other working 

21 capital components aside from cash working capital enough to offset a 

22 negative cash working capital. A company which has achieved good cash 



1 management by collecting revenues in a timely manner and by posting 

2 payments beyond the time service is rendered should not be penalized by 

3 having its rate base reduced. 

4 

5 It appears that the Commission believes the Supreme Court has addressed 

6 this matter, but I am not a lawyer and can offer no opinion. {See Cincinnati 

1 Bell Telephone Co., Case No. 84-1272-TP-AIR) (Opinion and Order at 9) 

8 (October 29, 1985); In re Toledo Edison Co., Case No. 86-2026-EL-AIR 

9 (Opinion and Order at 17) (December 16, 1987). 

10 

11 12. Q. Does this conclude your direct testimony? 

12 A. Yes it does. 

13 

10 
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