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L INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is William Don Wathen Jr. and my business address is 139 East Fourth
Street, Cincinnati, Chio 45202

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by the Duke Energy Corporation (Duke Energy) affiliated companies
as Director, Revenue Requirements.

PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL
QUALIFICATIONS.

I received Bachelor Degrees in Business and Chemical Engineering, and a Master
of Business Administration Degree, all from the University of Kentucky. After
completing graduate studies, [ was employed by Kentucky Utilities Company as a
planning analyst. In 1989, I began employment with the Indiana Utility
Regulatory Commission as a seniot engineer. From 1992 until mid-1998, I was
employed by SVBK Consulting Group, where 1 held several positions as a
consultant focusing principally on utility rate matters, [ was hired by Cinergy
Services, Inc. in 1998, as an Economic and Financial Specialist in the Budgets and
Forecasts Department. In 1999, 1 was promoted to the position of Manager,
Financial Forecasts. In August 2003, | was named to my curreni position as
Director of Revenue Requirements in the Rates Department.

HAVE YOU PREVIOQOUSLY TESTIFIED BEFORE THIS COMMISSION?
Yes. 1 previously testified in a number of cases before this and other regulatory

commissions,
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WHAT [S THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

I sponsor Schedules A-1, A-2, B-1, B-5, B-5.1, B-6, B-6.1, B-7, B-7.1, B-7.2, B-8,
C-1, C-2,C-2.1, C-3, C-3.1 through C-3.23, C-5 through C-10, C-12.1 through C-
13, and D-5. In addition, I will address certain test period operating income and
rate base adjustments. I also sponsor Supplemental Filing Requirements (C)(7),
(C)(8), and {C)(14). Finally, I will be praposing methodologies to be used a new
rider being proposed by Duke Energy Ohio (DE-Chio or Company), namely, the
Distribution Rider (Rider DR).

IL. TEST PERIOD AND DATE CERTAIN

WHAT ARE THE TEST PERIOD AND DATE CERTAIN IN THIS
PROCEEDING?

Pursuant to the Company’s Motion to Set Test Period filed in this proceeding on
June 25, 2008, which was approved by the Commission in its order on July 23,
2008, the test year consists of the twelve months ended December 31, 2008, and

the date certain is March 31, 2008,

M. SCHEDULES AND SUFPLEMENTAL FILING REQUIREMENTS

SPONSORED BY WITNESS

PLEASE DESCRIBE SCHEDULE A-1.

Schedule A-1 is the overall financial summary of DE-Ohio’s electric distribution
operations. The data presented on Schedule A-1 shows that the Company will
earn a 3.56% overall return for the test year and that an increase of $85.6 million
over current electric distribution revenue is required to earn a reasonable rate of

return on its electric distribution rate base at the Company’s current cost of capital

WILLIAM DON WATHEN JR. DIRECT
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of 9.10%.

PLEASE DESCRIBE SCHEDULE A-2.

Schedule A-2 is a calculation of mirrored Construction Work in Progress (CWIP)
revenue surcredit rider. As indicated on this schedule, the Company has no
mirrored CWIP revenue.

PLEASE DESCRIBE SCHEDULE B-1.

Schedule B-1 is the jurisdictional rate base summary. The rate base components
listed on this summary are supported by the various Section B schedules. The
plant in service and reserve for accumulated depreciation were summarized from
Schedules B-2 and B-3, sponsored by DE-Ohio witness Mr, Carl J. Council, Jr.
The working capital and other items of rate base were summarized from
Schedules B-5 and B-6, which [ sponsor. The total jurisdictional rate base, as
shown on this schedule, is $979,490,589 at the date certain, March 31, 2008.
PLEASE DESCRIBE SCHEDULES B-5 AND B-5.1.

Schedule B-3 is a summary of allowance for working capital, which includes cash
working capital, materials and supplies (M&S) and customer service deposits.
Additional detail for all of these items is shown on Schedule B-5.1, including the
average thirteen-month balance and the actual balance as of March 31, 2008, the
date certain in this proceeding.

HOW MUCH CASH WORKING CAPITAL ALLOWANCE IS BEING
REQUESTED BY DE-OHIQO IN THIS CASE?

DE-Ohio is not making a request for Cash Working Capital Allowance in this
proceeding.

WILLIAM DON WATHEN JR. DIRECT
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ITS RATE BASE A REASONABLE REQUEST?

It is. Although the Commission Staff often uses a lead/lag study to determine a
utility’s cash working capital, it has recognized that methods other than strict
adherence to lead/lag studies can produce reasonable results for estimating cash
working capital. A very recent example can be found in the Staff Report issued in
the recent gas rate case involving Suburban Natural Gas Company (Suburban),
Case No. 07-689-GA-AIR. In the report, the Staff made no mention of any
requirement for Suburban to develop a lead/lag study. Instead, the Staff
advocated the use of the “one-eighth method”' for estimating cash working capital
(see Attachment WDW-1, which is an excerpt from the Staff Report in Case No.
07-689-GA-AIR, filed January 9, 2008). It should be noted that Suburban and
DE-Ohio are subject to the same filing requirements under O.A.C. 4901-7-01 for
“large” utilities.

WHY HAS THE COMPANY INCLUDED NO CASH WORKING
CAPITAL IN RATE BASE?

The question in determining the appropriate level of cash working capital to
include in rate base is essentially one of reasonableness. Many jurisdictions
consistently use a formula method, such as the one-eighth method discussed
above, to estimate cash working capital. This method is accepted at the Federal

Energy Repulatory Commission and by several other state regulators, including

' The “one-cighth™ method, sometimes called the 45-day method, involves estimating cash working capital

requirements by dividing a utility’s annual non-fuel operating and maintenance expense by eight.

230108
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the Kentucky Public Service Commission, which regulates DE-Ohio’s subsidiary
company, Duke Energy Kentucky.

Admittedly, a lead/lag study is a more detailed approach but it is a costly
and time consuming exercise, and it typically invites considerable dispute over the
assumptions used to develop the study. In addition to these reasonable approaches
of using the lead/lag study or the one-eighth method, the Company submits that its
proposal to include $0 for its cash working capital allowance is well within the
bounds of reasonableness, particularly in light of the Commission Staff’s recent
recommendations on this topic.

DESCRIBE HOW YOU ESTIMATED THE BALANCE OF MATERIALS
AND SUPPLIES TO INCLUDE ON SCHEDULES B-5 AND B-5.1.

The Company does not project changes in its other M&S balance as part of the
budget process. Consequently, in order to reasonably estimate the monthly
balance during the test period, the Company has reflected the actual average
balance for the thirteen-months ended March 31, 2008. Using a thirteen month
average is preferable to using the balance at any single point in time as an average
eliminates the impact of any seasonal fluctuations, favorable or unfavorable, that
may exist at any point in time. The process of allocating the M&S balance to
electric distribution is described in Supplemental Filing Requirement (C)(14),

which is discussed later in my testimany.

WILLIAM DON WATHEN JR. DIRECT
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PLEASE EXPLAIN WHY CUSTOMER SERVICE DEPOSITS ARE
INCLUDED AS A SOURCE OF WORKING CAPITAL ON SCHEDULE B-
5.

Customer service deposits represent funds held by the Company in advance of
service. These funds are included an Schedule B-5 because they provide the
Company with a source of capital. The Commission’s rules {0.A.C. 4901-7-01)
specifically identify this item as one to be included on Schedule B-5. It also
prescribes that items included on Schedule B-5 are to be calculated on a thirteen-
month average.

HOW DID YOU DERIVE THE FIGURE SHOWN ON SCHEDULES B-5
AND B-5.1 FOR CUSTOMER SERVICE DEPOSITS?

The estimate of customer service deposits to be included in Schedule B-5 reflects
the actual thirteen-month average balance for the period ended March 31, 2008,
allocated to electric operations based on the ratio of electric customers to total gas
and electric retail customers.

DID YOU MAKE ANY FURTHER ADJUSTMENTS TO REFLECT THE
APPROPRIATE LEVEL OF CUSTOMER DEPOSITS TO DEDUCT
FROM DE-OHIO’S ELECTRIC DISTRIBUTION RATE BASE?

Yes. Because this case only relates to the Company’s electric distribution
business, we included only the portion of customer deposits attributable ta the
electric distribution business. This methodology is consistent with the method
approved in our prior case (Case No. 05-59-EL-AIR) and was also sﬁppoﬂed by

the Staff in the recent case involving First Energy Corp.’s electric distribution

WILLIAM DON WATHEN JR. IRECT
6



10

i1

12

13

4

15

16

17

18

19

20

21

22

23

230108

operations (Case No. 07-551-EL-AIR).

PLEASE DESCRIBE SCHEDULE B-6.

Schedule B-6 is a summary of other rate base items including any adjustments to
these balances as contained on Schedule B-6.1. The items include: customer
advances for construction, post-retirement benefits, accumulated deferred
investment tax credits, accumulated deferred income taxes, and other rate base
adjusiments. The investment tax credit balances for the 6% and the 10% credits
are non-jurisdictional pursuant to the normalization requirements of the Internal
Revenue Code.

PLEASE EXPLAIN THE ADJUSTMENT FOR POST-RETIREMENT
LIFE INSURANCE AND HEALTH INSURANCE BENEFITS INCLUDED
ON SCHEDULE B-6 AS A REDUCTION IN RATE BASE.

In prior proceedings, the Commission has allowed the Company to internally fund
its post-retirement life insurance and health insurance benefits. Accordingly, the
amount included on Schedule B-6 represents cumulative expense recovery included
in rates, net of benefits paid.

PLEASE DESCRIBE SCHEDULE B-6.1.

Schedule B-6.1 summarizes the adjustments to the various other rate base item
balances contained on Schedule B-6. Certain balances are eliminated or adjusted
to reflect the ratemaking treatment of these or related items in this filing.
PLEASE DESCRIBE SCHEDULE B-7.

Schedule B-7 is a summary of the jurisdictional allocation factors used in the

development of the revenue requirement. Prior to deregulation of the generation

WILLIAM DON WATHEN JR, DIRECT
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business and the associated unbundling of electric utility services, the distinction
“jurisdictional” and “non-jurisdictional” costs was more associated with retail
versus wholesale costs. With unbundling, the only “jurisdictional™ costs, ie.,
costs regulated by the Commission, are distribution costs and there are no
“jurisdictional” wholesale distribution customers. Therefore, the allocation
factors shown are those used to allocate certain costs between distribution and
other electric functions (i.e., iransmission and generation).

PLEASE DESCRIBE SCHEDULES B-7.1 AND B-7.2,

Schedule B-7.1 provides statistics used to develop the jurisdictional allocation
factors shown on Schedule B-7. The requirement for Schedule B-7.2 is to p.rovide
an explanation of changes to allocation factors since the prior case.

PLEASE DESCRIBE SCHEDULE B-8.

Schedule B-8 is titled “Reserve Capacity Discussion.” DE-Ohio requested a
waiver from this standard filing requirement because it relates to generation
information. The Commission granted this waiver request by the entry dated July
23, 2008.

PLEASE DESCRIBE SCHEDULE C-1.

Schedule C-1 sets forth the Company's jurisdictional pro forma income statement
for the twelve months ending December 31, 2008, at both the current and
proposed rates, and assumes that the total amount of the requested increase
calculated on Schedule A-1 is authorized in this proceeding. The current adjusted
operating results for the test year were summarized from Schedule C-2. Test year

revenue at the proposed rates was developed by adding the increase in revenue as

WILLIAM DON WATHEN JR. DIRECT
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set forth on Schedule E-4 to the adjusted operating revenues. The pro forma
results {column C) were developed by calculating the operating income effect of
the requested increase (column B) and adding these amounts to the adjusted
revenue and expense (column A). If the full increase were to be authorized, the
resulting rate of return would be 9.10%, which is the Company’s proposed rate of
return,

PLEASE DESCRIBE SCHEDULE C-2.

Schedule C-2 shows the Company's jurisdictional adjusted electric operating
income associated with its distribution operations for the test year at current rates.
This schedule includes unadjusted jurisdictional revenue and expense amounts
from Schedule C-2.1, and a summary of the adjustments per Schedule C-3.
PLEASE DESCRIBE SCHEDULE C-2.1.

Schedule C-2.1 lists the unadjusted test period operating revenue and expenses, by
account. These amounts were derived from the Company's financial records and are
summarized and carried forward to Schedule C-2.  Also shown on Schedule C-2.1
is the jurisdictional allocation of each cost to electric distribution.

PLEASE DESCRIBE SCHEDULE C-3 AND THE ADJUSTMENTS
SHOWN ON SCHEDULES C-3.1 THROUGH C-3.23.

Schedule C-3 is a summary of the jurisdictional adjustments to operating revenues
and expenses set forth on Schedules C-3.1 through C-3.23. The effect of each
adjustment on Net Operating Income is shown on Line 43. The cumulative
impact of the adjusiments is summarized on Schedule C-3, page 1 of 4, and

carried forward to Schedule C-2.

WILLIAM DON WATHEN JR. DIRECT
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WHY ARE ADJUSTMENTS TO TEST YEAR ACTUAL AND BUDGET
INFORMATION NECESSARY?

These adjustments are required to reflect the representative ongoing level of
revenues and expenses that the Company would experience in a normal year, Some
adjustments are required to even out or eliminate the impacts of journal entries
made to the actual book accounting data that comprise the first three months in our
test year. Other adjustments are to reflect the level of revenue and expenses that
would have occurred had all known prospective changes been in effect during the
test year.

The test year adjustments ensure that prevailing revenues and expenses are
properly included in the determination of an ongoing level of rates. We must
reflect a proper level of cost in order to give the Company a reasonable
opportunity to earn its authorized return. Not capturing these adjustments and
reflecting them in the Company’s test year would impair the Company’s ability to
earn a fair rate of return on its electric distribution operations or could result in the
Company over-recovering its costs.

PLEASE EXPLAIN THE ADJUSTMENTS TO OPERATING INCOME,

Schedule C-3.1 adjusts test period revenue and expense in order to: (1) annualize
revenue; (2) eliminate “unbilled” revenue; (3) eliminate Rider TCR revenue; (4)
reflect the impact of a proposed change to certain pole attachment fees; and (5)
include in the test year revenue attributable to two special contracts. The federal
income tax effects of this adjustment are shown on Schedule C-3. The combined

jurisdictional adjustment is a net $10,964,586 decrease in operating revenue.

WILLIAM DON WATHEN JR. IHRECT
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PLEASE EXPLAIN WHY YOU ANNUALIZE REVENUE.

Because the test year includes three months of actual data, it is necessary to make
certain adjustments to ensure that the revenue included in the test year is
representative of the annual level the Company can expect from its ongoing
operations. Also, the methodology employed by the Company to budget revenue
for the nine months used in the test year is based on averages to simplify the
budgeting process. The revenue by Rate Code as developed on Schedule E-4,
applying currently approved rates to test year sales, 15 a more precise method for
determining the test year revenue and is the level that should be used in this
proceeding.

WHY DID THE COMPANY ELIMINATE UNBILLED REVENUE AND
EXPENSE?

The Company eliminated the estimated unbilled revenue and expense from its
operating results to be consistent with the revenue and volume computations
contained on Schedule E-4. The revenue and volume amounts on Schedule E-4 are
based on adjusted test vear billing statistics and do not reflect estimated unbilled
sales.

PLEASE DESCRIBE THE OTHER ADJUSTMENTS INCLUDED IN THE
FILING.

Schedule C-3.2 eliminates Demand Side Management/Energy Efficiency revenue
and expense levels from the test year since these amounts are recovered from

customers through a separate rider. This jurisdictional adjustment results in a

WILLIAM DON WATHEN JR. DIRECT
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decrease in revenue of $19,238,882 and a decrease in operating and maintenance
(O&M) expense of $10,552,012.

Schedule C-3.3 adjusts operating income for the estimated cost of
presenting this case. The Company proposes to defer this expense and amortize it
over a three-year period. The Company also proposes to eliminate the
amortization of rate case expense approved in Case No. 05-39-EL-AIR that is
included in the test year. The rate case expense approved in that case will be fully
amortized before the new rates go into effect; consequently, we made an
additional adjustment to eliminate existing rate case expense amortization from
the test period. The three-year amortization period reflects the approximate time
we expect between rate cases and is consistent with the Staff’s recommendation in
the most recently filed electric distribution rate case, Case No. 07-551-EL-AIR,
involving the First Energy Companies. A copy of the relevant pages of the Staff
Reports in that case is attached as Attachment WDW-2 to this testimony
supporting the three-year amortization period. The net jurisdictional adjustment
results in a decrease in annual operating expenses of $90,475.

Schedule C-3.4 adjusts operating income 1o reflect the annualization of the
Company’s payrell costs based on the number of fuli-time, part-time, and
temporary employees, and their respective rates of pay in effect at May 1, 2008.
This schedule details the calculation of DE-Ohio’s direct labor as well as labor
allocated to DE-Ohio from the service company and other affiliated companies,
consistent with the service agreements previously filed with the Commission and

consistent with the methodology approved in the Company’s prior retail rate

WILLIAM DON WATHEN JR. DIRECT
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cases.

Specifically, as detailed on work paper WPC-3.4b through WPC-3 4i, the
annualized straight-time labor for DE-Ohio employees is calculated, by employee
classification, by multiplying the number of employees times the annual hours
worked to arrive at the number of straight-time hours worked. The hours are then
multiplied by an average hourly rate to arrive at the total straight-time labor
dollars. Overtime is then added based on percentages derived from actual data for
the twelve months ended December 31, 2007, to arrive at total labor. Total labor
is then multiplied by an electric O&M expense percentage, alsf) derived from
actual data for the twelve months ended December 31, 2007, to calculate the
electric O&M labor expense. The calculation is similar for labor expense
allocated from the service and affiliated companies. The only difference is that
the service company/affiliate total labor expense is muitiplied by a percentage
derived from actual data for the twelve months ended December 31, 2007, to
allocate to DE-Ohio its proportionate share of labor before the electric O&M
expense percentages are applied. This jurisdictional adjustment to salaries and
wages represents a decrease in expenses of $5,409,871.

Schedule C-3.5 adjusts operating income to annualize depreciation expense
based on the utility plant included in rate base and the depreciation accrual rates
proposed in this proceeding. Annualized depreciation expense is calculated on
Schedule B-3.2, and is sponsored by Mr. Council. This jurisdictional adjustment
results in an increase in depreciation expense of $7,979,420.

Schedule C-3.6 adjusts operating income to include, as an operating

WILLIAM DON WATHEN JR. MRECT
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expense, interest computed at 5% per annum on the thirteen-month average of
distribution business’s share electric operations customer service deposits. This
jurisdictional adjustment results in an increase in O&M expense of $177,590.

Schedule C-3.7 adjusts operating income to eliminate test year revenue
and expense related to the existing Distribution Reliability Investment Rider
{Rider DRI) approved in the prior case, Case No. 05-59-EL-AIR. The adjustment
results in a $7,072,470 decrease in operating revenue and a corresponding
decrease in amortization expenses.

Schedule C-3.8 adjusts operating income to annualize property tax
expense based on the Ohio Average Property Tax Rate for 2007 (per $1,000 of
valuation) and the estimated valnation percentages on date certain plant. Also
inciuded in this computation is the property tax on the average electric distribution
M&S balance. This jurisdictional adjustment to property tax expense results in a
decrease in taxes other than income taxes of $567,398.

Schedule C-3.9 is an adjustment to eliminate from the test year, non-
jurisdictional operating expenses that were allocated to DE-Ohio from Duke
Energy Shared Services, Inc. This adjustment results in decrease in O&M
expense of $84,870.

Schedule C-3.10 adjusts operating income to reflect interest expense
deductible for federal income tax purposes. The pro forma tax deduction is based
on the embedded weighted cost of long-term debt of 2.69% as shown on Schedule
D-1A. This adjustment reflects federal income tax at 35% on the interest cost

included in the cost of cé.pital. The adjustment has been determined by

WILLIAM DON WATHEN JR. DIRECT
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multiplying the weighted cost of long-term debt and the jurisdictional rate base, as
indicated on Schedule B-1. Also included as a part of this adjustment is the
elimination of interest-related tax Schedule M items and deferred taxes. This
jurisdictional adjustment results in a $66?,709 decrease in income tax expense.

Schedule C-3.11 is an adjustment to eliminate, consistent with past
Commission precedent, a portion of the Company’s Edison Electric Institute dues
that are not traditionally approved for recovery in retail rates by the Comuuission.
This adjustment also adds to expense an amount of the dues that was
inappropriately allocated to gas operations. The net effect of this adjustment
decreases O&M expense by $80,108,

Schedule C-3.12 adjusts operating income fo eliminate the Ohio Excise
Tax Rider (“kWh tax™) revenues and expenses from the test year. This
jurisdictional adjustment results in a decrease in revenue of $73,173,261 and a
decrease in taxes other than income taxes of $73,128,969.

Schedule C-3.13 adjusts operating income to eliminate the “non-business"
expenses related to the Hartwell Recreation Center. These costs were summarized
from Schedule B-2.5 and have been allocated to electric operations. This
adjustment is similar to the adjustment performed in prior cases and adopted by
the Commission. This jurisdictional adjustment results in a $32,901 decrease in
Q&M expense and a decrease in taxes other than income taxes of $10.

Schedule C-3.14 adjusts operating income to eliminate non-jurisdictional
expenses from the test year. Included in unadjusted test year expense are club

dues, amortization of wholesale merger expense, and advertising expenses that are

WIHLLIAM DON WATHEN JR. DIRECT
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not recoverable in electric distribution rates. The Company proposes to eliminate
these charges through a jurisdictional adjustment that decreases O&M expense by
$95,962.

Schedule C-3.15 adjusts operating income to annualize the Commission
and Ohio Consumers’ Counsel annual assessments to the latest known levels.
This jurisdictional adjustment results in a $124,473 decrease in O&M expense.

Schedule C-3.16 adjusts operating income to annualize uncollectible
expense based on the adjusted base revenue shown on Schedule C-2, less
interdepartmental revenue times the uncollectible expense factor shown on
Schedule C-10. This adjustment is consistent with the methodology used in prior
proceedings. This jurisdictional adjustment resulis in a $22,958,114 decrease in
O&M expense.

Schedule C-3.17 adjusts operating income to annualize pension and
benefits expense based on annualized labor expense, as determined on Schedule
C-3.4, and the budgeted loading rate. This jurisdictional adjustment is similar to
the adjustrnent performed in prior cases and adopted by this Commission and
results in a decrease in O&M expenses of $3,849,322.

Schedule C-3.18 adjusts regulatory asset amortization approved in Case
No. 05-39-EL-AIR to (1) eliminate amortization of disconnect moratorium
expenses that will cease in 2008, and (2) adjust the amortization of the gain on the
sale of the Lattice Towers that is being credited to customers over a three-year
period. The Company is simply proposing to take the remaining amount of the

gain on the sale of the towers, which is the total amouni of the gain less the
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amount that has already been amortized, and amortize it over three years. Details
are provided on work paper WPC-3.18a. This jurisdictional adjustment results in
a net increase in O&M expense of $201,326.

Schedule C-3.19 amortizes a portion of the merger savings already
provided to customers in 2006. As DE-Ohio witness Mr, Paul G. Smith discusses
in his direct testimony, the Company is proposing to ensure that it is made whole
on its prior agreement regarding the sharing of merger savings between customer
and shareholder. The regulatory asset he proposes to create will be amortized
over the same period as rate case expense - three years. This jurisdictional
adjustment results in a net increase in O&M expense of $6,836,400.

Schedule C-3.20 is marked as “Reserved for Future Use”, which indicates
that no adjustments have been made on this schedule.

Schedule C-3.21 adjusts federal and siate income tax expense to reflect a
100% phase<out of the Ohio Franchise Tax and a 100% phase-in of the
Commercial Activities Tax. This jurisdictional adjustment results in a net
decrease in income tax expense of $209,356.

Schedule C-3.22 adjusts operating income to annualize payroll taxes based
on annualized salaries and 'wages as of May 1, 2008, as determined on Schedule
C-3.4. This adjustment includes payments for Social Security under the Federal
Insurance Contributions Act for both Old Age Survivors and Disability Insurance
and for Medicare tax at the current tax rates. The percent of wages taxable used in
this calculation represents the actual 2007 level. This jurisdictional adjustment

results in a decrease in taxes other than income expense of $842,513.

WILLIAM DON WATHEN JR. DIRECT
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Schedule C-3.23 adjusts operating income to annualize unemployment
taxes based on annualized salaries and wages as of May 1, 2008, as determined on
Schedule C-3.4. This adjustment includes federal and state unemployment taxes.
The tax rates and taxable bases used for each tax represent the latest known
information at the time this case was prepared. This jurisdictional adjustment
results in a decrease in taxes other than income tax expense of $28,193.

PLEASE DESCRIBE SCHEDULES C-5, C-6, AND C-7. -

Schedule C-5 is entitled “Social and Service Club Dues.” No costs are reflected
in this case for employee social or service clubs membership dues. Schedule C-6
entitled “Charitable Contributions” indicates that there arc no charitable
contributions charged to jurisdictional electric operating expenses. Schedule C-7
provides detail, by account, of test year Customer Service and Informational
Expense, Sales Expense, and General Advertising Expense.

PLEASE DESCRIBE SCHEDULE C-8.

Schedule C-8 sets forth the estimated expense of presenting this case. The top
half of this schedule compares the expenses estimated to be incurred in this
proceeding versus the expenses for the Company’s prior two rate cases. The
Company proposes to defer this expense and amortize it over a three-year period.
This amount is included in test year operating expense through the adjusiment
contained in Schedule C-3.3.

PLEASE DESCRIBE SCHEDULE C-9.

Schedule C-9 contains a summary of all payroll costs and related benefits and taxes

included in Q&M expense for the test year. The adjustments made to labor expense,

WILLIAM DON WATHEN JR. DIRECT
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pension and benefits expense, FICA taxes, and unemployment taxes from Schedules
C-34, C-3.17, C-3.22, and C-3.23 were also included on this schedule to arrive at
the total adjusted payroll cost.

PLEASE DESCRIBE SCHEDULE C-9.1.

Schedule C-9.1 is the Total Company Payroll Analysis for the most recent five
years. Page 1 summarizes the total Company payroll information while pages 2
through 4 reflect the same information for the various employee classifications.
PLEASE DESCRIBE SCHEDULE C-140.

Schedule C-10 sets forth the calculation of the gross revenue conversion factor.
The revenue conversion factor is used on Schedule A-I, Line 7 to compute the
revenue deficiency.

WHAT ITEMS ARE INCLUDED IN THIS REVENUE CONVERSION
FACTOR?

The revenue conversion factor includes the City of Cincinnati Franchise Tax; the
Commercial Activities Tax, the Commission and Ohio Consumers’ Counsel
assessments, municipal income taxes, and federal income taxes. The rates used
represent either the latest known rates or statutory rates. Also included in this factor
is an uncollectible account factor of 1.677%. The conversion factor does not
include any state income tax rate since it is being phased out by and replaced by the
Commercial Activities Tax as discussed further in the direct testimony of DE-Ohio
witness Mr. Keith G. Butler.

PLEASE DESCRIBE SCHEDULES C-12.1, C-12.2, C-12.3, AND C-12.4.

Schedules C-12.1 through C-12.4 set out the electric sales statistics for the total

WILLIAM DON WATHEN JR. DIRECT
19



10
11
12
13
14
15
16
17
18
19
20
21
2

23

230108

company and the jurisdictional revenues in this proceeding. The years 2003
through 2007 are based on actual data. The test year twelve months ending
December 31, 2008, reflects three months actual and nine months projected data.
Years 2009 through 2013 are projected and provide information from the
Company’s electric sales forecast.

PLEASE DESCRIBE SCHEDULE C-13.

Schedule C-13 is an analysis of the reserve for uncollectible accounts for the most
recent three calendar years and the test year. Shown on this schedule is the
beginning reserve balance, the current year provision, recoveries, charge-offs, and
ending balances. The ratio of net write-offs and the ratio of uncollectible expenses
are also computed. Beginning in February 2002, DE-Ohio’s receivables have been
sold to Cinergy Receivables Company LLLC. The reserve that existed at that time
has been reversed over time and no additional reserves are necessary; therefore, the
batance is $0.

PLEASE DESCRIBE SCHEDULE D-5,

Schedule D-5 contains comparative financial data for the years 1998 through 2007
and the test vear ending December 31, 2008. This information was obtained from
various departments throughout the Company.

PLEASE DESCRIBE SUPPLEMENTAL FILING REQUIREMENT (C)(7).
Supplemental Filing Requirement (C)(7) requires the filing of working papers
supporting the schedules provided in the Application. The electronic worksheet
files are supplied on compact disc as part of the Application. A list of these

electronic files is provided as Supplemental Filing Requirement {C)(7).
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26



10

11

12

13

14

15

16

17

I8

19

20

21

230108

PLEASE DESCRIBE SUPPLEMENTAL FILING REQUIREMENT (C)8).
Supplemental Filing Requirement (C)(8) is a worksheet showing, by FERC
account, monthly test year data, which agrees with Schedule C-2.1, Column 1.
Taxes Other Than Income Taxes are itemized and totaled.

PLEASE DESCRIBE SUPPLEMENTAL FILING REQUIREMENT (C)(14).
The information provided in response to Supplemental Filing Requirement (C)(14)
describes the calculation of the M&S compenent listed on Schedule B-5.1.
Supplemental Filing Requirement (C)(14)(a) asks for the computation of the M&S
used for construction, additions, and extensions. The percentage of M&S applicable
to new construction is developed on Supplemental Filing Requirement {C)14)(c).
Supplemental Filing Requirement (C)(14)(b), page I, lists the monthly balances of
M&S by function, and page 2, lists the balances by account. The Company does not
maintain its inventory in such a way that it can list the balances by function. The
functional balances were estimated using a percentage developed on Supplemental
Filing Requirement (C)(14)(c), which also lists monthly withdrawals by function.
PLEASE DESCRIBE SUPPLEMENTAL FILING REQUIREMENT (C)(23).
Supplemental Filing Requirement {C)23) requests information regarding the Fuel
Stock companent of working capital listed on Schedule B-5.1. DE-Chio
requested a waiver of this Supplemental Filing Requirement as it relates to
generation, which is not part of this proceeding. The Commission granted this

waiver by the entry dated July 23, 2008.

WILLIAM DON WATHEN JR. DIRECT
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WHAT INFORMATION DID YOU RECEIVE FROM OTHER DE-OHIO
WITNESSES IN THIS PROCEEDING?

[ received Plant in Service data from Mr. Council, which he presented on
Schedules B-2 through B-4.2 and B-6.2. I received accumulated deferred
investment tax credit and accumulated deferred income tax balance information
from Mr.. Butler, which 1 used on Schedule B-6. [ also received the federal
income tax rate, Ohio property tax valuation notice, and average Ohio property tax
rate from Mr. Butler. I received cost of capital information from Mr. De May,
which he presented on Schedule D-1. This schedule also includes the
recommended rate of returmn on common equity proposed by DE-Ohio witness Dr.
Roger Morin,

IV.  DISTRIBUTION RIDER

PLEASE DESCRIBE THE DISTRIBUTION RIDER BEING PROPOSED
BY THE COMPANY IN THIS PROCEEDING?

As DE-Ohio witness Mr. James E. Mehring discusses in his direct testimony, the
expectation for the next few years is that the Company will make substantial
investments in its distribution system.

The Distribution Rider (Rider DR) is intended to balance the needs of the
Company to maintain its financial stability and its commitment to shareholders,
with the needs of its customers to minimize costs and provide safe, reliable, and
efficient service. Rider DR is loosely modeled after the Company’s Rider AMRP
(Accelerated Main Replacement Program) for gas service. The objective is timely

recovery of a return of and on incremental investment in electric distribution plant
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and recovery of incremental electric distribution expenses, net of any benefit
derived from growth in the number of customers. The rider will be charged on a
“per bill” basis to all customers based on the cost of service study approved in this
case.
WHAT TYPES OF COSTS WOULD BE INCLUDED IN RIDER DR?
Rider DR will be limited to only those plant and O&M accounts that are
specifically distribution or distribution-related, including investments associated
with the SmartGrid project. All of the information will be auditable and much of
the information will be readily available in the Company’s Form 1 filed with the
Federal Energy Regulatory Commission (FERC). (The same information is filed
in the Company’s annual reports to the Commission.}

For incremental net plant, Rider DR would be based on the year-end
electric distribution plant original cost net of accumulated depreciation and will

not include any construction work in progress (CWIP). Electric distribution plant

original cost and accumulated depreciation is provided in the Form 1. Net plant

will also include DE-Ohio’s electric distribution share of hardware and sofiware
development (collectively, information technology or IT) costs included in plant
accounts other than electric distribution plant accounts, The adjustments to be
included in the calculation of electric distribution rate base are for accumulated
deferred income taxes (ADITs) associated with electric distribution plant (account
282), 3% and 4% Accumulated Deferred Investment Tax Credit (ADITC) on
electric distribution plant, ADIT on uncollectible accounts, and the balance of

Regulatory Assets — Meters being requested in Case No. 08-711-EL-AAM.
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Although detailed information on ADITs and ADITC is not publicly available, it
is readily available from the Company and will be included in the proposed annual
filings.

Incremental operation and maintenance expense would be limited to direct
electric distribution expenses, FERC Accounts 580 through 598, and distribution-
related Administrative and General Expense (A&G) accounts, FERC Accounts 901
through 910. The eligible direct distribution Q&M expenses include such costs ag
vegetation management and meter expenses. The distribution-related A&G
accounts include such costs as call center and customer billing expenses. All of
this information is available in the Form 1.

Finally, we propose to include depreciation expense on electric
distribution plant (also available in the Form 1), property taxes on electric
distribution plant, and allocated IT costs. Property taxes are not reported in the
Form 1 on a distribution-only basis but the information is estimable and will be
included in the annual filings.

The return on the incremental electric distribution rate base will be the
overall pre-tax weighted-average cost of capital established in this proceeding.
Unlike the Rider AMRP, however, we are not proposing to recover any post-in-
service costs {e.g., depreciation, carrying costs, etc.).

Attachment WDW-3 is an illustration of the Rider providing estimated
calculations for years 2009 through 2011.

HOW DOES DE-OHIO PROPOSE TO ADJUST RIDER DR?

DE-Ohio proposes to make an annual filing seeking approval to recover the Rider

WILLIAM DON WATHEN JR. DIRECT
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DR revenue requirement, including investments related to the SmartGrid project.
DE-Ohio proposes to make an annual pre-filing on or before November 30 using
nine months of actual data and three months of estimated data of Rider DR
costs/benefits for the current calendar year. DE-Ohio will update the filing by
February 28 with an application and twelve months of actual data for Rider DR
costs/benefits. DE-Ohio will use its best efforts to resolve any stakeholder
objections by April |, and DE-Ohio requests that, if any Commission hearing is
required to resolve stakeholder objections, that such hearing be held in early
April, such that the new Rider DR rates can be implemented with the May billing

cycle.

In addition, DE-Ohio commits that it will file a deployment plan with the
Commission by August 1 annually, setting forth the SmartGrid deployment
activities and other distribution invesiments that DE-Ohio plans to make during
the following calendar year. DE-Ohio will include the expected costs, how the
customer benefits for SmartGrid will be calculated, and the rate impacts. Absent
any Commission ruling to the contrary by October 1 each year, DE-Ohio requests
that such expenditures be presumed to be prudent such that, if any stakeholder
seeks to assert in a subsequent Rider DR proceeding or a subsequent general rate
proceeding that such expenditures were imprudent, then that stakeholder shall
bear the burden of proof the expenditures were imprudent and sﬁould be

disallowed.

Finally, DE-Ohio recognmzes that, in modern times, technologics

occasionally become obsolete within a short time frame — as seen with personal
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computers, cellular phones and music formats, to name a few examples. If,
therefore, some unexpected change occurs in technology, customer needs or DE-
Ohig’s business operations occurs, such that DE-Ohio determines that all or part of
the SmartGrid project shoufd be suspended or abandoned, then DE-Ohio requests
that it be permitted to recover such costs, even though the costs might not meet the
Commission’s traditional “used and useful” standard for cost recovery, as long as
the costs were subject to Commission review and approval as part of DE-Ohio’s
annual deployment plan.
ARE THERE ANY SPECIAL CIRCUMSTANCES RELATED TO THE
SMARTGRID PROJECT THAT NEED TO BE ADDRESSED | FOR
DEVELOPING RATES?
There is an issue with the treatment of costs for the existing meters that will be
replaced as part of the SmartGrid project.
PLEASE EXPLAIN.
A cornerstone feature of the SmartGrid project is the replacement of existing
meters that have limited technological capabilities, with much more advanced
“smart” meters. As discussed by DE-Ohio witness Todd W. Arnold, the
Company plans to begin switching out existing meters with advanced meters
before year-end 2008 and to have all of the meters completely switched out within
the next few years. The issue is that the existing meters have book value
remaining fo be recovered after they have been replaced.

Generally Accepted Accounting Principles require that these costs be

removed from plant in-service and accumulated depreciation as retired. The
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Company is proposing to establish a regulatory asset to ensure full recovery of the
investment in existing meters replaced as part of the SmartGrid in a manner,
which will have the least economic impact to customers.

HOW WILL THE REGULATORY ASSET BE DETERMINED?

In the current case, the Commission will approve in rates some level of annual
depreciation on existing meters. As these meters are replaced, the net book value
of the meters retired plus the depreciation expense on the balance of existing
meters less the depreciation expense allowed in rates will be the amount of
activity booked to the Repgulatory Asset. As the existing meters are being retired,
the Regulatory Asset will generally increase. Thereafter, the Regulatory Asset
will begin decreasing. Any remaining balance will be included in the Company’s
next electric base rate case.

The ultimate effect of this regulatory asset treatment is that remaining
book value of the existing meters will be expensed over the same period as if they
were never replaced. Attachment WDW-4 provides an illustration of how the
Regulatory Asset will be calculated.

WILL THIS REGULATORY ASSET AMORTIZATION BE REFLECTED
IN RIDER DR?

Yes. The sum of the actual depreciation on existing meters and the amortization
expense on the regulatory asset, described above, will essentially equal the dollar
amount of depreciation expense proposed in this case for existing meters. The
combined expense will continue at this fixed amount and will be included in

Rider DR until the balance of the regulatory asset is $0. Similarly, the
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unamortized balance of the regulatory asset, combined with the net plant of the
unretired meters and ADITs, will be included in the rate base component of Rider
DR.

V. CONCLUSION
WERE ALL OF THE SCHEDULES AND SUPPLEMENTAL FILING
REQUIREMENTS YOU SPONSOR PREPARED BY YOU OR UNDER
YOUR DIRECT SUPERVISION?
Yes.
DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.
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Case No. 83-T09-EL-AIR
Attach. WDW-1
Page2of2
SUBLIRBAN NATURAL GAS CO.

Case No. 07-669-GA-AIR

Depreciation Reserve

The Applicant maintains depreciation reserve, by account, on a total company
basis. In order to determine if the Applicant's booked reserve for depreciation is
proper and adequate, the Staff generally finds it useful fo compare the booked
reserve with a calculated theoretical reserve as a guide to whether past accrual
rate calculations have been appropfiate. The Staff compared the Applicant's
total company booked reserve level with a calculated theoretical reserve based
on December 31, 2006 plant balances and the Staffs recommended accrual
rates discussed below. The Staff determinad that the overall booked reserve is
in close agreement with the theoretical reserve calculation. The Staff is of the
opinion that the jurisdictiona! reserve, as adjusted by the Staff on Scheduie B-3,
is reasonable and recommends ifs use for purposes of this proceeding. The Staff
adjusted the Applicant's depreciation reserva to exclude reserve associated wilh
the adjustments as discussed in the Plant in Service section. These adjustments
are summarized on Schedule B-3.1

Depreciation Accrual Rates and Depreciation Expense

The Applicant's current depreciation accrual rates were prescribed by this
Commission in Case No. 05-1246-GA-AAM. The Staff is of the opinion that the
current accrual rates are proper and adequate for use in this proceeding.

The Staffs calculation of depreciation expense, based on the jurisdictional plant
in service balances at date certain and the Staff recommended accrual rates
discussed above, is shown on Schedule B-3.2.

Construction Work In Progress (CWIP)

The Applicant did not request an allowance for construction work in progress in this
case and nons is recommended by the Staif as indicated on Schedule B-4.

Woaorking Capital

The working capital allowance is based upon the fomwula approach, which has been
approved by the Commission in previous cases. Under this method, the
revenuelexpense lag dollars of working capital represents one-eighth of adjusted
opegration and maintenance expense. The materials and supplies componant reflects
the test year thiteen-month average balance of materials and supplies held for normal
operations and maintenance. One-fourth of adjusted laxes other than income taxes
(excluding FICA and the .75% portion of Ohio Gross Receipts Tax) and current federal
income taxes are used to partially offset working capital.
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FIRSTENERGY Page 2 of 3
OHIO EDISON COMPANY
Case Nos. 07-551-CL-AIR at al.

Reclassification of Interest on Customers’ Deposits

Consistent with the treatment of customers' deposits as an offset to the
Applicant's rate base, the Staff reclassified the associated interest expense lo
operating expenses. The Staff's adjustment is on Schedule C-3.16.

Rate Case Expense

The Staff used the Applicant's estimated rate casa axpense of $447,000 for this
proceeding, for all three operaling companies and the service Company. The
Staff amortized the expense over a three-year period. The Slaffs adjustment
can be found on C-3.17.

The Staff recommends that the Commission review the Applicant's revised
esfimate of rate case expense which should be submitted as z late filed exhibit
before making a final determination of the appropriate level of rate case expense
for use in this proceeding.

Forfeited Discounts Revenue
The Staff adjusted test year forfeited discounts revenues to reflect the Staff's

adjustment to operating revenues. StafPs adjustments are shown on Schedule
C-3.18. - : :
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Qriginat Cost
Accum. Depraciation

Net Biok Value

Reguiatory Assot

Original Cost
Accum. Depracraion

Net Bogk Value

Regulateny Assal

Qriginat Cost
Agrum. Depraciation

Net Bagk Valus

Reguiaiory Asset

QOriginal Cost
Accum, Depreciaton

Nel Bock Valus

Regulatory Asset

Regulztory Asset

Regulatony Asset

Reguiatory Asset

Reguiatory Asset

Regulatory Assat

Raguiaiory Asset

Balance
Hiv/e8

77,500 900
(19,808,848}

5787390

Balance
A210%

58,266,679
(23,707 420}

34,559 359

12.994 672
Halance
1231110

38844 453
(17,490 706)

2133887

21,585.851

falance
o

19,422,226
(7 .059,549)

YUY

28,448,057

Balance
2Rz

39,967 808

Balance

1231113

33,224 412

Balance
1231114

26,481.0156

Balance
IS

19,737,618

Batance

12,994,221

Balance
hFAataid

Duke Energy Chie
Distribution Reliabiiity Rider
Reg Asyel A lation and Amorti
Flant Depreciat Depreciation
Retired Expense in Rates
(19,422,227}
19422227 {10.325.827) (&)
14,459,990 10,326,027 (11.800.945) (a)
Plant Depreciation Depraciation
Retired Expenae in Rxtes
[19,422,228)
19,422,226 {4,244,823)
11,519,753 4214623 (6,743,397
Pland Depreciation Degraciation
Ratireg Expanse in Rates
{19,422.227)
10,422 227 {2.528,774)
10,675,829 2,528,774 (6.743,397)
Plant Depraciation Qepraciation
Batired Expense In Ratas
{19,422 226)
19,422 226 (842.929)
12,382 677 842,825 (6,743,397}
Mant Gepreclation Depreciation
Betired Expenso In Rates
6,743,397}
Plant Depreciati Depreciats
Retired Expense in Rateg
8,743,397;
Plent Gepreciation Depreciation
Betired Expense n Ratey
{6.743,397)
Plant Depreciation Depreciation
Aetired Expense in Rates
6,743,357}
Plant Depreciation Depreciation
Ratired Expenat in Rates
{6.743,397)
Fant Depracistion Dapraciation
Retired Expense in Rates
(6.250 g24)

(=) Depraciation Expange and Degeeciation n Rates for 21 mpnths, from date cedain (0 127312009
(£} Reg Asset Activilty in 2012 includaes balanca of Acoum Depreciatien at 123172012,

Paga 1ol 1

Reg Asset
Actlvity

{128534.872)

12994 872

Reg Assel
Bctivity

(8,990.979)

8900978

Rag Azset
Activity

{6,462 206}

6,482,206

Reg Asaet
Activity

(11,519,752

11,518,752 {b)

Req Asset
mctivit

(6.743 397)

Reg Asset
Activity

(6.743.397)

Reg Assel
Activily

(8.743.307)

Reg Asset
Activity

(6,743,347}

Reg Asset
Activity

{B,743,397)

Reg Asset
Activity

(8.250,924)
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Batance
123u6%

58,266,679

(23,707,420
34 539,259

12.994.872

Balance
1Ue

38,844,452
(17.490.796)

21,353,857

21,885 851
ook

Balance

zwan

19,422,226
(7.059.540)

12,362,677

26,448,057

Balance
123112

b
D

D

39,967,609

Balance
12139113

33.224.412

Balance
122104

26,481,015

Balanca
1243118

19,737,618

Ralanca
12(31H8

12,994,221

Balance
1UIMHT

5,250,824

Balarxe
123118

g
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