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Background and Experience

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.
My name is Michael J. McGarry, Sr. I am President and Chief Executive Officer of Blue
Ridge Consulting Services, Inc. My business address is 2131 Woodruff Road, Ste 2100

PMB 309 Greenville, SC 29607.

PLEASE SUMMARIZE YOUR QUALIFICATIONS AND EXPERIENCE.

Prior to assuming my present position, 1 was Vice President of East Coast Operations
from July 2003 to June 2004 with Hawks, Giffels & Pullin (HGP), Inc. In that position, I
was responsible for developing and oversecing client engagements in utility regulatory
affairs, management audit, and rate case management. From August 2001 to July 2003, I
was an independent consultant working on a number of different projects including a
renewal/update of delivery service tariffs for Illinois Power and several utility strect
lighting cost benefit assessment projects. From June 2000 wmtil August 2001, I was a
senior consultant with Denali Consulting, Inc., a utility supply chain and e-procurement
strategy and implementation firm. From October 1997 through June 2000, I was
employed by Navigant Consulting, Inc. and several of its predecessors or acquired firms
working on a number of different projects including a management audit of Southern
Connecticut Gas Combany and the original délivery service tariff filing for Ilinois
Power. From July 1985 through Qctober 1997, I was with the New Yotk State
Department of Public Setvice (NYSDPS) in its Utility Operational Audit Section where

we conducted focused, operational audits in many facets of utility operations for all



10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony and Exhibits of
Michael J. McGarry, Sr.

sectors of the utility industry including gas, electric, telecommunications, and water.
Prior to my employment with the NYSDPS, I was a rate analyst with Orange and
Rockland Utilities (1981 to 1983) and then Seminole Electric Cooperative (1983 to
1985). 1 received my Masters of Business Administration from the State University of
New York at Buffalo in 1996 and a Bachelor of Arts in Economics from Potsdam

College (SUNY) in 1981.

WHERE HAVE YOU PRESENTED TESTIMONY?

I have presented or supported testimony in Colorado, Delaware, Illinois, Maine,
Michigan, Maryland, New York and Pennsylvania. These proceedings included
testimony involving management decision and prudence impacts, operations and
maintenance expenses, capital investments, revenue requirements, project management,
and other areas. Most recently, 1 have testified in a number of proceedings before the
Michigan Public Service Commission on behalf of the State Attomey General and before
the Maryland Public Service Commission on behalf of Staff. These cases have included
electric and gas base rate, power supply cost recovery and gas cost recovery cases. A list
of these cases is included in Attachment A. As a staff member with the NYSDPS, I
testified regarding the prudence of New York State Electric & Gas Company’s capital
investment in coal cleaning technology, regarding the prudence of Jamaica Water
Company’s investment in a new customer information system, and regarding a show
cause proceeding involving Long Island Lighting’s operation and maintenance expenses.
I have testified on behalf of the Illinois Citizens Utility Board and the Cook County

State’s Attorney’s Office and the City of Chicago in Docket 05-0597 and supported client
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testimony for what is now Ameren-1P related 1o delivery service tariffs filings in 1999
and 2001. I testified on behalf of the Public Advocate of the State of Maine in Docket

2004-813 on the appropriateness of an accelerated cast-iron replacement program.

WITH RESPECT TO MATTERS CONCERNING BASE RATE INCREASES,
CAN YOU HIGHLIGHT BRIEFLY YOUR EXPERIENCE?

I have reviewed, analyzed, and testified on base rate increase filings in a number of
jurisdictions including Consumers Energy Company in Michigan, Delmarva Power &
Light Company in Delaware, Potomac Electric Power Company in Maryland and the

District of Columbia, and Commonwealth Edison in Illinois.

HAVE YOU PROVIDED A MORE DETAILED DESCRIPTION OF YOUR

QUALIFICATIONS?

Yes. A description of my qualifications is included as Attachment A.
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Purpose and Summary of Direct Testimony

FOR WHOM ARE YOU APPEARING IN THIS PROCEEDING?

1 am appearing on behalf of the Ohio Hospital Association (“OHA” or “Hospitals”).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
My testimony will point out several significant shortcomings of the Companies’
proposals related to the overall reasonableness of the ESP and the likely effect of those

shortcomings on customers including OHA.

PLEASE SUMMARIZE YOUR TESTIMONY

I believe that the ESP filing as proposed unfairly burdens customers with costs that have
not been adequately reviewed and evaluated as to their appropriateness and legitimacy by
the parties to this proceeding. The Commission, as a result, should issue an order that
requires Columbus Southetn Power Company (“CSPC™) and Ohio Power Company
("OPC™), subsidiaries of American Electric Power Company, Inc. (“AEP” or “AEP-
Ohio”) to file the necessary schedules, data, and information that would enable the parties
and the Commission to properly evaluate AEP’s ESP filing so that a clear determination
of whether this filings is “more beneficial in the aggregate” than would be a market rate
offer under Ohio Revised Code Section 4928.143. 1 will refer to CSPC and OPC

collectively as the “Companies™.
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Background

Q. PLEASE PROVIDE THE BACKGROUND WITH THIS CASE.
On, May 1, 2008, Amended Substitute Senate Bill No. 221 (SB221) was signed into law
by the Governor of Ohio. SB221 is intended to provide a process to establish generation
rates via an Electric Security Plan or a Market Rate Offer. SB221 required electric
distribution utilities in Ohio establish a standard service offer (“SSO”)' based on a market
rate offer (“MRO”)* or an electric security plan (“ESP”). Electric distribution utilities
are required to file either and ESP and/or a MRO as part of this legislation. On September
17, 2008, the Public Utilities Commission of Ohio (“PUCO” or “Commission”) issued an
Order in Case No. 08-777-EL-ORD adopting rules for Standard Service Offer, Corporate
Separation, Reasonable Arrangements, and Transmission Riders for Electric Utilities
Pursuant to Sections 4928.14, 4928.17, and 4905.31, Revised Code, as amended by
Amended Substitute Senate Bill No. 221. These rules defined the procedural and filing

requirements for electric distribution utilities when filing either ESP or MRO.

Q. PLEASE DESCRIBE YOUR UNDERSTANDING OF THE PURPOSE OF
COMMISSION’S ORDER AND RESULTING RULES AND CHANGES TO THE

OHIO ADMINISTRATIVE CODE.

! "Standard service offer” means an electric utility offer to provide consumers, on a comparable and
nondiscriminatory basis within its certified territory, all competitive retail electric services necessary to maintain
gssential electric service to consumers, including a firm supply of electric generation service.

% "Market-rate offer” means an electric utility plan for the supply and pricing of electric generation service pursuant
to section 4928.142 of the Revised Code.

3 "Electric security plan” means an electric utility plan for the supply and pricing of electric generation service
including other related matters pursuant to section 4928.143 of the Revised Code.
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A.  The Commission’s order sets forth the processes and the required information, rationale,

and data electric distribution utilities must file when justifying the inclusion of various

provisions and costs within their respective ESP and/or MRO. The order modified

sections of the Commission’s rules contained in Section 4901:1-35 of the Ohio

Administrative Code.

Q. PLEASE PROVIDE AN OVERVIEW OF THE COMPANIES’ PROPOSAL.

A. AEP-Ohio filed its application to the Commission on behalf of CSPC and OPC under the

requirements of SB221 on July 31, 2008, for an ESP. The Companies are not seeking an

MRO at this time, but reserve the right to file an MRO at a later date.* The major

components of AEP-Ohio’s ESP include:

A fuel adjustment clause;

A non-fuel base generation annual rate adjustments including environmental
capital carrying costs; |

A provider of last resort (POLR) charge;

A base distribution rate adjustment for enhanced reliability and gridSMART;
An energy efficiency and demand reduction rider;

An economic development rider; and

Recovery of previously authorized distribution regulatory assets.’

If approved by the Commission, this ESP will cover the three year period

beginning January 1,'2009, thru December 31, 2011. In addition, the Companies propose

* Columbus Southern Power Company’s and Ohio Power Company’s Application dated July 31, 2008, page 2.
* Direct Testimony of Joseph Hamrock, Page 10, lines 8-15.
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to limit the effect of any resulting price increases to customers as a result of
implementing the plan components described above to 15% per year for the period of the
plan.® Any excess costs above the 15% will be deferred via the fuel adjustment clause for
later recovery.

Finally, the Companies are proposing several riders that will recover transmission
costs and costs for other government mandates.

Discussion

WHAT IS THE OVERALL DOLLAR IMPACT OF THE COMPANIES’
APPLICATION? ‘
For CSPC, AEP-Ohio is proposing to increase rates to customers by $238,488,844
(13.41%) in 2009, $302,566,237 (15%) in 2010 and $347,242,516 (15%). For this three
year period, AEP-Ohio is proposing to raise customer rates under the ESP by
$889.,010,544 or 50%. For OPC, AEP-Ohio is proposing to increase rates to customers
by $224,453,990 (13%) in 2009, $292,573,199 (15%) in 2010 and $338,459,179 (15%).}
For this three year period, AEP-Ohio is proposing to raise OPC customer rates under the
ESP by $853,486,369 or 50%. If the ESP’s are approved by the Commission, AEP-Ohio

will raise customer rates in Ohio by more than $1.7 Billion over the next three years.

IS THIS ALL THAT CUSTOMERS, INCLUDING OHA, WILL EVENTUALLY

PAY?

5 Direct testimeny of Joseph Hamrock, Page 11, lines 1-3.
? Exhibit DMR-1 page 1 of 2 columns marked “total increase” and “total bill % increase” for 2009, 2010 and 2011.
¥ Exhibit DMR-1 page 2 of 2 columns marked “total increase™ and “total bill % increase” for 2009, 2010 and 2011.

10
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No. The Companies are proposing to limit the increase in rates to 15% per year absent
changes in other government mandates. However, in the first year of the ESP, the
Companies are forecasting that the initial fuel adjustment costs (“FAC”) will be such that
the total itﬁpact to customers will be greater 15%. The Company is projecting that
$112.0 million of FAC will be deferred for CSPC and $300 rﬁil]ion will be deferred for
OPC. The Company is then proposing to include $34.1 million and $115.4 million of
carrying charges in those first three years before the Companies begin recovering the
deferred charges from customers in 2012.° The Companies propose to then collect
additional carrying charges during the period of time that Base FAC revenues exceed
Base FAC revenue requirements. In total, the Companies are proposing to collect $1.012
billion of additional charges related to deferred FAC expenses so that it can limit the
potential increase to customers in the first three years of the ESP'® which will be

recovered through an FAC tracker mechanism. "’

IS THERE ANYTHING ELSE THAT CUSTOMERS, INCLUDING OHA, WILL

EVENTUALLY PAY?

Yes. The Companies are proposing to begin recovery of costs associated with previously

12

authorized regulatory assets.© With carrying changes, the Companies will collect an

? Exhibit LVA-1 page | of | lines marked “Deferred FAC expense™ and “deferred carrying charge” for 2009, 2010
and 2001,

'® For CSPC - $112.0M of Deferred FAC plus $99.4M of carrying charges, For OPC - $300M-+$139M of deferred

FAC plus $361.8Million of carrying charges — See Exhibit LVA-1 page 1 of 1.

! Direct testimony of Lenord V. Assante, page 21, Lines 8-11.
12 These previously approved assets include various costs associated with implementing customer choice in case no.

99-1729-EL-ETP and 99-1730-EL-ETP, rate case expenscs in case no 04-169-EL-UNC, canying charges on
distribution ling extension charges in accordance with the PUCO Order in Case No. 01-2708-EL-COI, the

Monongahela Power Company transfer integration costs and the companies’ voluntary Ohio Green Power Pncmg

program - see Direct Testimony of Leonard V. Assante, pages 31 and 32, lines 20-23 and 1-13, respectively.

11
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additional $304 miilion ($182.4 million for CSPC and $121.6 for OPC) from 2012 to

2018. These costs will also be recovered through a tracker and true-up mechanism.

WHAT IS THE TOTAL OF THE MINIMUM INCREASES THAT CUSTOMERS
WILL INCUR IF THE ESPIS APPROVED?

The Companies are proposing to recover increased costs from customers including OHA
over the next 10 years of $3.059 Billion; more than half of this will be collected in the
first three years. Exhibit MJM-1 contains the derivation of my calculations. This does
not include increases to costs on distribution and non-FAC generation related costs as
well as other government mandates and initiatives that are also likely to be included in

subsequent ESP filings.

ARE THERE ANY COMPONENTS OF THE INITIAL INCREASES IN THE
FIRST THREE YEARS THAT ARE SIGNIFICANT?

Yes. Included in the Companies’ proposed increases under the ESP are increases to two
component, Non-FAC generation and distribution costs. AEP-Ohio is proposing to
increase NON-FAC generation costs annually by 3% and distribution costs annually by
7% for CSPC; and 7% and 6.5% respectively for OPC. In total, the Companies are
seeking to recover more than $272.3 million for non-FAC related base generation and

distribution costs (see DMR-1).

WHAT ARE THESE NON-FAC GENERATION AND DISTRIBUTION COST

INCREASES INTENDED TO RECOVER?

'? Direct testimony of Lenord V. Assante, page 31, lines 7-11.

12
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The Non-FAC generation cost annual cost increase (3% for CSPC and 7% for OPC) is so
that the Company can re;:over the capitalized costs and related carrying charges
associated with investments the Companies made to meet environmental reqﬁirements
during 2001 to 2008 and further anticipated expenditures in 2009, 2010 and 2011."* The
distribution rate increase (7% for CSPC and 6.5% for OPC) are intended to recover costs
associated with enhancing distribution service reliability and Phase 1 of the gridSMART

program in CSP’s service territory."”

WHAT DO YOU CONCLUDE FROM THE INFORMATION YOU HAVE
PRESENTED THUS FAR IN THIS TESTIMONY?

With over $3 billion of proposed increases the Companies are proposing to collect from
its customers including the members of OHA over the next 10 years, it is vital that the
review of the supporting information data and assumptions be thorough and completed

with sufficient due diligence.

DO YOU HAVE ANY CONCERNS RELATED TO THE PROCESS THAT IS
BEING USED TO ESTABLISH THE RATES IN THE COMPANIES ESP
FILING?

Yes. SB221 requires that the Commission issuc an order related to the Companies’ filing

150 days after the initial application filing date.'® This timeframe is much shorter than I

" Columbus Southern Power Company’s and Ohio Power Company’s Application dated July 31, 2008 page 5.

** Columbus Southern Power Company’s and Ohio Power Company’s Application dated July 31, 2008 page 6.
Note: the Company’s application notes that six additional items will be reflected in distribution rates; provider of
last resort, economic development/job retention, energy efficiency/peak demand reduction requirements, alternate
feeder service, line extension charges and Commission ~ authorized distribution regulatory assets.

1 8.B. 221 4928.143 (C) (1). ~

13
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have experienced in other jurisdiction including Ohio. From my perspective, the time
frame is aggressive. The parties to the proceeding including the OHA, Staff, Office of
the Ohio Consumers’ Counsel (OCC), and others have the burden to be expeditious to
obtain, review, analyze, and develop positions on the issues, costs, and undeslying data
that AEP-Ohio submitted in its initial filing.

In this particular instance, the Companies filed its application on July 31, 2008,
and the Attorney Examiner issued a procedural order on August 5, 2008, which was later
revised on September 5, 2008. The revised procedural order required the interveners
including OHA file testimony on October 31, 2008, which is 92 days from the initial
filing. However, as a result of an Order issued by the Commission on September 17,
2008, the Companies agreed to comply. with initial rules which set forth what additional
information would be required in AEP-Ohio’s application."”  As a result of a meeting
with Staff, ordered by the Attorney Examiner on September 23, 2008, AEP-Ohio
submitted additional information on October 16, 2008, 15 days before intervener
testimony is due to be filed. In that filing, the Companies provided what they believe
brought them into compliance with the initial rules as outlined in the PUCO’s September
17, 2008, Order. This information filed on October 16, 2008,ls contains proforma or
projected forecasts of the resulting impacts of the Companies ESP on its financial
earnings for the term of the respective ESPs. As such, several key pieces of information

related to what the overall financial impact of the ESP will have on the earnings of the

'7 See PUCO Order dated September 17, 2008.
¥ For ease of reference I have included the Company’s October 16, 2008, filing as Exhibit MJM-2.

14
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Companies was available for discovery, analysis and review 15 days prior to the

submission of testimony.

WERE YOU ABLE TO ANALYZE THESE PROFORMA STATEMENTS?

No, not in any meaningful sense. Time and the level of effort needed to review the
discovery already submitted in the proceeding along with preparing my direct testimony
in this case did not permit sufficient time to conduct a detailed analyses of these
statements. Considering that discovery turnaround is generally 5-7 days, this left little if

any time for the intervener parties, excluding Staff'® to review this important information.

WHAT IS YOUR MAJOR CONCERN REGARDING THIS FILING?

[ am concerned that OHA is being rushed to judgment on what its position should be on
the reasonableness and accuracy of the filing that the Companies have made in their
respective ESP’s. 1 have described the magnitude of the proposed that all of the
Companies’ customers, including OHA, will face if the ESP plan is approved. While I
understand the need for the actions that the Ohio Legislature and the PUCO have taken is
primarily driven by the expiration of the rate stabilization plans adopted in 2004 at the
end of 2008, I believe the hospitals are being rushed to fully evaluéte the underlying data,
assumptions, increases and resulting impact on their costs. 1 suspect that other parties

may also feel this way.

CAN YOU EXPLAIN THIS CONCERN?

"? Staff will file its testimony on November 7, 2008 — one week after all other interveners.

15
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Let me provide a concrete example. Mr, David M. Roush Direct Testimony contains an
exhibit DMR-1 that I have referenced earlier as it relates to the dollar value of the various
costs and related increases the Companies are seeking to implement in their respective
ESPs. This exhibit shows as its starting point the “current rates” column with amounts
(presumed to be revenues) of $1,778,632,738 for CSPC and $1,726,034,005 for OPC.
From this column, all of the increases that I discussed above are applied for 2009 through
2011. The column is broken down into major components including FAC, Non-FAC
Components, POLR, Distribution, Energy Efficiency and Peak Demand Reductions,
Transmission Cost recovery and Other. Mr. Roush does not mention in his testimony
where the starting column comes from except to say, “Exhibit DMR-1 summarizes each
component of each Company’s request based upon information provided to me by
Companies’ witnesses.”® I could not find where any of the Companies’ witness
provided the source of this “current rates” column in their testimoﬁy. However, 1n
reviewing the Companies’ reply to Staff Data Request No. 10, I found Staff had
requested tie-in to the basis of these amounts shown in the “current rates” column on
DMR-1. Staff request that the Company provide an “update of the Ballpark February
2008 Realization”, The Companies response shows the functionalized (generation,
transmission and distribution) revenues by customer classes (residential, commercial,
industrial and other).? I determined that the information included on DMR-1 as a
starting point for the Companies’ proposed increase under the “current rates” column is

based on what appears to be a class cost of service analysis (Staff Request No. 10).

% Direct testimony of David M. Roush, Page 3, lines 21 and 22,

16
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WHY IS THIS A CONCERN?

Since these ESP’s are dealing with increases in distribution rates and others that all
customers, including OHA, will be expected to pay, the Companies should be required to
provide that level of detail to show that these cosis are reasonable and prudent. Since
these figures represent a 2008 “ballpark™ projection, the underlying basis (i.e., the actual
costs) should be reviewed for reasonableness, prudency, accuracy, and appropriateness

for a distribution electric utility.

WHAT ARE YOU SUGGESTING?

According to AEP’s filing, the Companies will have these rates in effect during the three
year term of the ESP. As such, they will not be required to file a traditional base rate
case under these plans. That being the case, there is no way to review whether the
starting point, that is, “current rates” are true, reasonable, prudent, or appropriate. Itis a
disservice to the customers, including OHA, to rush this proceeding without a thorough
and complete review of the starting point rates that are currently in effect. It is my non-
legal understanding that Ohio Revised Code Section 4928.143(CX1) requires the
Commission to approve AEP-Ohio’s ESP application is “more favorable in the aggregate
as compared to the expected results that would otherwise apply” under an MRO. If the
Commission is unable to make this finding, it must disapprove the application. Given the
state of the evidence provided thus far, it does not appear possible for the Commissioﬁ to

approve this application.

! MIM-3 Companies response to Staff Data Request 10.

17
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DO YOU HAVE ANY EVIDENCE TO SUGGEST THAT THESE CURRENT
RATE REVENUES AS SHOWN ON DMR-1 ARE INACCURATE OR NOT
REFLECT OF THE COMPANY’S TRUE COSTS?

The compressed schedule and presentation of key data less than two weeks from when
testimony was due did not permit such evaluation. In fact, early on in this proceeding
(i.e., a little over six weeks ago), the Companies were objecting to providing any
information that could possibly result in even a part of the assessment. For example, in
response to OEG 1-16, where the Companies were asked to provide historical 2007 and
projected 2008 financial income and balance sheet information in FERC Form 1 formats,
the Company objected to the request and refused to provide the information.2 Therefore

it was impossible to determine if any of the starting point costs are true, reasonable,

prudent, or appropriate.

DO YOU HAVE ANY EVIDENCE TO SHOW THAT A REVIEW OF THE
STARTING POINT COSTS WOULD BE BENEFICIAL TO CUSTOMERS
INCLUDING OHA?

Yes. Over the past year, my firm has been engaged by the PUCO to conduct financial
audits of three distribution gas utilities in the review of their gas base rate filings.® In
these engagements our primary responsibility was to validate the informaﬁon,
assumptions, calculations, and back up data to these filings. We also reviewed the filing

and provide PUCO Staff with any potential adjustments based on our review of the

% MIM-4 — Company’s respanse to Ohio Energy Group's Data Request 1-16.

18
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accuracy and appropriateness of the costs and expenses included in the filing. We were
also required to visually inspect a sample of the company’s plant in service that had been
placed in rate base since the company’s last base rate case. We were required to issue a
report which was then released at the same time the PUCO Staff issued its reports on the
respective company’s filing®* Staff's and Blue Ridge’s reviews were thorough and
comprehensive, and were used by the Commission to set distribution rates. These studies
can be downloaded from the Commission’s website at the respective case number docket

listings. The rigor of those analyses is not being performed in this instant proceeding.

WERE THERE ANY BENEFITS TO RATEPAYERS FROM THE FINANCIAL
AUDITS CONDUCTED IN THOSE PROCEEDINGS?

Yes. The results of our analyses gave the Commission assurance that the starting points
of the requested increases were accurate and could be relied upon for setting rates.
During the course of our validation analyses, we did uncover errors in financial
information and calculations and disconnects between information contained in the
filings and the back up data supporting that information. The results of this validation
analyses resulted in the companies agreeing to lower their requested revenue requirement
increases by $1.4 million. This may seem trivial when compared to a $3 billion potential
increase, but it is‘ important to note that this amount was simply for a validation of the

filing itself and mot for the overall combined reductions to rate base or operating

” Duke Energy Ohio, Inc. in Case No. 07-0589-GA-AIR, East Ohio Gas Company (d/b/a. Dominion East Ohic) in
Case No. 07-0829-GA-AIR, and Columbia Gas of Ohio, Inc. in Case No. 08-0074-GA-AIR.

* The PUCO Staff report dealt with the review of regulatory adjustments, cost of capital, cost of service,
depreciation, customer service, rate design and other issues leading to a proposed overall revenue requirement and
cost of service.

19
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expenses, income, or rate design. In total, the requested amount being granted to these
gas companies is only 55% of the more than $192.3 million these three gas utilities
sought to increase base rates by in Ohio®. Obviously, if a more thorough review of the
ESP proposal were to produce a similar outcome as these gas cases, then reducing the
potential increases over ten years by more $1 Billion would obviously have substantial
benefits to customers. As noted in Section 4928.143 (C) (1), the burden of proof of the
reasonableness of the information in the filing rests with the distribution utility. In my
opinion, the information presented in this filing including the responses to data requests
especially related to the starting point of the company’s rates leaves much of that burden

unanswered.
Recommendation

WHAT RECOMMENDATIONS DO YOU BELIEVE THE COMMISSION
SHOULD CONSIDER WHEN DETERMINING THE OVERALL RATE IMPACT
OF THE COMPANY’S PROPOSED RATE PLAN FOR CUSTOMERS
INCLUDING OHA?

I believe that the Commission should not approve these ESP’s for AEP-Ohio and the
Companies until such time that the initial filing, especially the starting point for the
proposed increases, and the basis and assumptions for the proposed increases has been
thoroughly validated and checked for accuracy so that it can be determined whether the

revenues, costs, and expenses are true, reasonable, prudent or appropriate.
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Q.
A.

Direct Testimony and Exhibits of
Michael J. McGarry, Sr.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.



Attachment A - Qualification of Michael J. McGarry, Sr.

Summary

Mr. McGarry’s professional experience spans twenty-seven years within the private and
public sectors. He has conducted over twenty five comprehensive management and operational
audits of investor-owned energy and telecommunications utilities. These audits have included
comprehensive management audits and/or operational audits on most functions with the utility
environment including corporate governance, strategic plenning, internal auditing, capital and
operating budget process and practices, distribution operations and maintenance, fuel
procurement, supply chain management, demand side management, crew operations, affiliates
transactions, commodity trading and construction program practices.

Project Management

Mr. McGarry’s experience includes management of multi-discipline teams for a wide
range of client engagements, development and implementation of detailed work plans and project
schedules. He has analyzed and planned interdivisional resource utilization, supervised,
developed and coached interdivisional team members and created numerous executive reports,
briefings, and presentations.

Regulatory and Rate Case Management

Mr. McGarry has worked with clients to manage all aspects of the regulatory and rate
case process. He has developed efficient processes to prepare supporting analyses and testimony
for submission to the regulatory bodies and interveners. He is a seasoned project manager and
has analytical expertise to respond to interrogatories and data requests from all rate case
interveners in a timely manner. Mr. McGarry has assisted a number of clients in preparing
TEVenue requirement and cost of service analyses. He has also developed rate structure and
billing determinant information analyses, time of day and interruptible rates analyses, fuel and
purchased power reports and annual wholesale rates for member cooperatives. He has developed
complex revenue requirement models to present alternative positions to a utility’s proposed rate
request.

Testimony and Witness Preparation

Mt. McGarry has proffered and for supported testimony in Colorado, Delaware, Illinois,
Maine, Michigan, Maryland, New York and Pennsylvania. These proceedings included testimony
involving management decision and prudence impacts, operations and maintenance expenses,
capital investments, revenue requirements, project management and others.

Utility Management and Operational Audits

Mr. McGarry has conducted over twenty five comprehensive management and
operational audits of investor-owned energy and telecommunications wtilities. These audits have
included comprehensive management audits and/or operational audits on most functions with the
utility environment including corporate governance, strategic planning, internal auditing, capital
and operating budget process and practices, distribution operations and maintenance, fuel
procurement, supply chain management, demand side management, crew operations, affiliates
transactions, commodity trading and construction program practices.

Restructuring, Unbundling, and Cost Allocation

Mr. McGarry has developed the supporting analyses and regulatory filing requirements
needed to support unbundling rates for utilities. This has included detailed studies where the
company’s plant-in-service and depreciation reserve was allocated to each unbundled function.
He has assessed utility management actions to prepare the company for competition, including
the processes and practices used by the utility to prepare to enter new markets and offer new
services.
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Education
Potsdam College, B.A.,, Economics, 1981
University at Buffalo School of Management, MBA, 1996

Regulatory Experience

Before the District of Columbia Public Service Commission

Formal Case No. 1053 - Technical consultant for the Commission in the matter of Potomac
Electric Power Company's request for a $50.4 million increase in base rates.

Project Manager: Provide technical expertise to Commission in evaluating the Company’s rate
case filing. If accepted by the Commission, proposed adjustments will reduce the allowed
increase by more than 50%,

Case No. 1032 In the Matter of the Invesiigation into Potomac Electric Power Company's
Distribution Service Rates :

On Behalf of the DCPSC, January 2005-March 2005

Project Manager and Consultant to Commission and Staff. Review and evaluation of Potomac
Electric Power Company compliance filings for class cost of service and revenue requirements
for distribution service pursuit to a settlement approved in May 2002. Provided analysis and
recommended adjustments to Staff on 23 designated issues and 13 Company proposed
adjustments. Proceeding was settled in anticipation of & full rate case for rates to be effective
August 8, 2007.

Case No. 1016 In the Matter of the Application of Washington Gas Light Compamy, District of
Columbia Division, for Authority to Increase Existing Rates and Charges for Gas Service

On Behalf of the DCPSC, June 2003-December 2003

Project Manager and Consultant to Commissioners and Staff. Project Manager for the analysis of
WGL’s rate filings. Provided analysis and recommended adjustments to the DCPSC Staff on
WGL’s proposed increase to base rates. Advised the Commission during deliberations on party
positions and possible recommendations.

Before the Delaware Public Service Commission

Docket No. 07-239F On behalf of the Staff of the Delaware Public Service Commission in the
matter of the application Delmarva Power & Light Company for approval of modifications fo its
gas cost rates. Project Mapager, Oversaw a review of Delmarva Power and Light’s gas hedging
program.

Docket No. 06-287 On behalf of the Staff of the Delaware Public Service Commission in the
matter of Chesapeake Gas Corporation’s implementation of a Gas Hedging program.

Project Manager. Provided industry expertise and suggestions to the Commission on a proposal
plan to implement a gas hedging procurement program at the Company.

Docket No. 06-284 On behalf of the Staff of the Delaware Public Service Commission in the
matter of Delmarva Power and Light Company s request for a $15 million increase in gas base
rates.

Project Manager and testifying witness. Provide expert testimony on several rate base and

revenue requirement issues. Recommended Commission reduce proposed rate increase request to
$8.4 million (56%).

Before the Illinois Commerce Cormmission

Case: 05-0597 On behalf of the lllinois Citizens Utility Board, Cook County States Attorney’s
Office and City of Chicago
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Project Manager and Testifying Witness. Provided analysis and recommended adjustments in the
general rate increase of 20.1% or $320 million filed by ComEd.

Consultant to Ilinois Power Company. Conducted mandated compliance filing to un-bundle
utility’s rate tariffs. Prepared filing requirements and all support schedules analysis to justify
allocation of generation, transmission and distribution. Prepared testimony on behalf of the
Company’s Controller.

Consultant to Hllinois Power Company. Prepared 2001 required update filing for the Illinois
Commerce Commission compliance filing to un-bundle utility’s rate tariffs. Prepared filing
requirements and all support schedules analysis to justify allocation of generation, transmission
and distribution. Prepared testimony on behalf of the Company’s Controller.

Before the Marvland Public Service Commission

Case Nos. 9092/9093 On behalf of the Staff of the Commission in Base Rate Proceeding for
Potomac Electric Power Company — Phase 1T

Project Manager and testifying witness. Provided expert testimony on the appropriateness of
allocations of affiliate related and service company costs. Recommended Commission disallow
cettain reallocations adjustments and that a management audit be conducted on costs incurred by
PEPCO Service Company. Cammission adopted both recommendations.

Case No 9092 On behalf of the Staff of the Commission in Base Rate Proceeding for Potomac
Electric Power Company

Project Manager. Reviewed and analyzed company’s base increase request and all pro formas,
adjustments to test year revenue requirement and supported witness testimony. Commission
‘approved less than 20% of Company’s original request.

Before the Michigan Public Service Commission

Case No. U-15244 On behalf of the Attorney General of the State of Michigan in Base Rate
Proceeding for Detroit Edison

Project Manager and testifying witness. Provided analysis, recommended adjustments and filed
testimony for the Michigan Attorney General on Detroit Edison’s proposed increase to base rates.

Case No. U-15320 Jn the matter of the application of Midland Cogeneration Venture Limited
Partnership for the Commission to eliminate the “availability caps™ which limit Consumers
Energy Company s recovery of capacity payments with respect to ils power purchase agreement
with Midland Cogeneration Venture Limited Partnership. Project Manager. Oversaw project to
provide industry expertise to evaluate issue in case and recommend alternative arguments.

Case No. U-15245 In the matter of the application of Consumers Energy Company for authorily
to increase its rates for the distribution of natwral gas and for other relief.

Project Manager and testifying witness. Provided expert testimony on partial and interim rate
relief, Consumers’ decision to acquire Zecland Power Company from Broadway Gen Funding,
LLC. Provided testimony in permanent phase to reduce company’s net operating income to more
closely reflect the expected costs in 2008.

Case No U-15190 On behalf of the Attorney General of the State of Michigan in Base Rate
Proceeding for Consumer’s Energy

Project Manager. Reviewed the revenue decoupling proposal and supported the witness
testimony.
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Case No U-15040 On behalf of the Attorney General of the State of Michigan in.Gas Cost
Recovery 2007/08 Plan proceeding

Project Manager and Testifying Wimess. Reviewed gas cost recovery plan requirements and
provided analysis of the potential benefits of gas procurement hedging program.

Case No. U-15001 On behalf of the Attorney General of the State of Michigan in Power Supply
Cost Recovery 2007/08 Plan proceeding

Project Manager and Testifying Witness. Reviewed power supply cost recovery plan
requirements and testified to appropriateness of specific components of that factor.

Case No. U-14701-R On behalf of the Attorney General of the State of Michigan in Power Supply
Cost Recovery 2006/07 recanciliation proceeding )
Project Manager and Testifying Witness. Reviewed power supply cost recovery reconciliation.

Case No. U-14547 In the matter of the application of Consumer Energy Company for authority to
increase rates for the distribution of natural gas and for other relief
Expert Witness and Project Manager. Provided analysis, recommended adjustments and filed

testimony for the Michigan Attomey General on Consumers Energy proposed increase to base
rates.

Before the Nova Scatia Utility and Review Board

Case No. P-888 On behalf of the Consumer Advacate of the Province of Nova Scotia in the base
rate proceeding of Nova Scotia Power ,

Testifying witness. Provided an expert testimony on the impact of implementing cost efficienct
recommendations made by the NSURB’s independent consultant in a2 management audit of Nova
Scotia Power.,

Case No. P-886 On bekalf of the Consumer Advocate of the Province of Nova Scotia in the base
raie proceeding of Nova Scotia Power

Project Manager and testifying witness. Provided an evaluation of a management audit of Nova
Scotia Power and that report’s usefulness to assess the Company’s management performance and
operational efficiency within the context of that proceeding.

Before the Public Utilities Commission of Ohio

Case No. 07-0589-GA-AIR On behalf of the Staff of Ohio Public Utilities Commission in the
matter of the Application of Duke Energy Ohio, Inc., for an increase in Gas Rates. Project
Manager. Oversaw multi-discipline team of accountants, auditors, engineers and analyst to
conduct a comprehensive rate case audit of Duke Energy — Ohio’s gas rate filing. Primary goal of
project was to validate information in filing, provide findings conclusions and recommendations
concerning the reliability of information and data in the filing and support Staff in its evaluation
of the reasonableness of the filing.

Case No. 07-551-EL-UNC On behalf of the Ohio Schools Council in the matter of the
Application of First Energy Ohio (and its operating companies Ohio Edison, Cleveland Electric
and Toledo Edison) for authority to Increase rates for distribution service, modify certain
accounting practices and for tariff approval. Project Manager. Hired by Ohio Schools Council’s
attorney for utility matters (Bricker and Eckler, LLP) to provide industry expertise in reviewing
First Energy’s application with respect to cost of service and rate design and the resulting impact
on Council's member school systems energy costs.

Case No. 06-986-EL-UNC On behalf of the City of Cincinnati in the matter of the Application of
Duke Energy Ohio, Inc., to modify its market-based Standard service over. Project Manager.
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Hired by City of Cininnati’s Water and Sewer District attorney for utility matters (Bricker and
Eckler, LLP) to provide industry expertise in reviewing Duke Energy Ohio’s proposal and impact
on City’s project energy costs.

Oregon Public Utilities Commission
Docket No. UP205 Examination of NW Natural’s Rate Base and Affiliated Interests Issues

Co-sponsored between NW Natural, Staff, Northwest Indusirial Gas Users, Citizens Utility
Board. August 2005-January 2006

Project Manager. Led a team that conducted a management audit of NW Natural Gas that
included an evaluation of rate base issues for Financial Instruments (gas and financial hedging)
Deferred Taxes, Tax Credits, Cost for a Distribution System, Security Issuance Costs and
AFUDC calculations as well as Affiliate Transactions for Cost Allocations and Transfer Pricing,
Labor Loading, Segregation of Regulated Rate Base and Subsidiary Investments and Properties,
and validation of tax paid from / to affiliates are proper. Audit was to ensure Company
compliance with orders, rules and regulations of the OPUC, with Company policy and with
Generally Accepted Accounting Principles.

Before Maine Public Utilities Commission
Case No 2004-813 Maine Public Utilities Commission Investigation into Maintenance and

Replacement Program for Northern Utilities Inc.’s Cast Iron Facilities

On behalf of Maine Public Advocate

Project Manager and Testifying Witness. Litigated proceeding and led a consultant team to assist
the State of Maine Public Advocate to investigate the need for the program and the company’s
management of the repair or replacement of its cast iron facilities.

Before the Public Utilities Commission of the State of Colorado

Docket No. 04A-050E Review of the Electric Commodity Trading Operations of Public Service
Company of Colorado

On behalf of the COPUC Staff, March 2004-September 2004

Project Manager. Focused operational audit within the bounds of a litigated proceeding to
determine if ratepayers were subsidizing or negatively impacted by PSCo’s energy trading
function.

South Carolina State Senator

Advised Senator on regulatory process for requesting States Public Service Commission for a
comprehensive review of Duke Power Company’s storm and restoration and right of way
management. Reviewed and advised Senator of results of report finding.

Before the Missouri Public Service Commission

Consultant to Ameren UE. Conducted revenue requirement analysis in preparation of Missouri
Public Service Commission compliance filing to un-bundle utility’s rate tariffs. Prepared the
filing requirements and all support schedules analysis to justify allocations of generation,
transmission and distribution.

Southern Connecticut Gas
Consultant. As part of a team that conducted a comprehensive management andit of the
management and operations of the Company, completed the capital budgeting area of the andit.

Before the New York Public Service Commission

Case: 94-C-0657

Commission Staff. Proceeding to evaluate the compliance of NYNEX with Commission rules and
orders related to operational support system costs to competitors. Part of staff panel to facilitate
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discussion between company and potential competitors (i.e., users of operational support systems}
and report back to Commission.

Focused review of the preparedness of RG&E and ConEd for competition in the electric industry.
Evaluated alt aspects of the company’s management actions to prepare for competition including
strategic planning, goals and objectives and senior management’s attention to the company
operations in a de-regulated industry

Case: 97-M-0567

Commission Staff. Litigated proceeding to determine the benefits of a proposed merger of
LILCO / Brooklyn Union Gas. Analyzed the proposed synergy savings.

Case: 96-E-0132 Show Cause Proceeding Regarding Rate Relief for Ratepayers of Long Island
Lighting Company

Commission Staff and Testifying Witness. Litigated proceeding where Staff proffered testimony
containing a benchmark study showing that Long Island Lighting Company’s operations and
maintenance expenses were excessive compared to a peer group of 24 utilities. Panel testimony
concerning the findings and conclusions resulting from the benchmark study.

Case: 96-M-0838 Prudence Investigation into the Scrap Homdling Practices in the Western
Division of Niagara Mohawk Power Company

Commission Staff and Testifying Witness. Litigated proceeding as a result of allegations of
bribery and corruption in company practices related to a specific vendor who purchased company
scrap metal. Lead team of 10 staff examiners to quantify the extent to which the Company paid
excessive rates 1o this vendor. Testified to the findings of the analysis. Case settled with
ratepayers receiving a credit to bills

Case: 91-C-0613 Operational Audit of the Outside Plant Construction and Rehabilitation
Program of New York Telephone Company

Commission Staff. Comprehensive operational audit of the company’s management and
implementation of a $150 million capital program to rehabilitate the outside plant distribution
network. Served as Staff Examiner responsible for crew supervision, goals monitoring,
contractor oversight, and report preparation.

Case: 91-W-0583 Prudence Proceeding Regarding the Operations and Management of Jamaica
Water

Commission Staff and Testifying Witness. Litigated proceeding as a result of audit to determine
extent to which management inattention and inappropriate practices resulted in excessive costs to
rate payers. Testified on a Staff panel to the excessive costs associated with management'’s
inattention to sound business practices related to the design, purchase and installation of the
Company customer information system.

Case: 92-W-0030 Operational Audit of Jamaica Water Company Operations and Management
Commission Staff. Comprehensive management audit of company operations. Responsible for
work plan development, and specific topics areas including engineering, contracting, and
information technology. Findings led to prudence proceeding.

Case: 92-M-0973 Management Audit of Rochester Gas and Electric
Commission Staff. Comprehensive management audit of company operations. Responsible for

work plan development, supervision of staff and specific topics areas including purchasing and
internal controls.
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Case: 93-E-0918 Operational Audit of the Demand Side Management Function at Rochester Gas
and Electric

Commission Staff. Comprehensive operational audit of the demand side management function
including program planning, management and energy savings verification. Developed and
supervised the implementation of the work plan.

Case: 88005 Operational Audit of the Materials and Supply Function at National Fuel Gas
Commission Staff. Comprehensive operational audit of the materials and supplies function
including warehouse operations, inventory control and procurement. Developed and
implemented the work plan for this project.

Operational Audit of the Fuel Procurement and Contracting of Long Island Lighting Company
Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on non-nuclear fuel. Provided research and data evaluation expertise to the project.

Operational Audit of the Fuel Procurement and Contracting of Consolidated Edison Company of
New York

Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on non-nuclear fuel. Provided research and data evaluation expertise to the project
Case: 50007 Operational Audit of the Fuel Procurement and Contracting of Central Hudson Gas
and Electric

Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on non-nuclear fuel. Provided research and data evaluation expertise to the project

Operational Audit of the Fuel Procurement and Contracting of Orange and Rockland Utilities
Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on non-nuclear fuel. Provided research and data evaluation expertise to the project

Operational Audit of the Fuel Procurement and Contracting of Rochester Gas and Electric
Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on nuclear fuel. Provided research and data evaluation expertise to the project

Case: 98-E-115 Prudence Proceeding to Investigate the Construction Cosis Associated with the
Homer City Coal Clearing Plamt

Commission Staff and Testifying Witness. Litigated proceeding as a result of audit to determine
extent to which management inattention and inappropriate practices resulted in excessive
construction charges related to the Homer City Coal Cleaning Plant. Testified on a Staff panel to
the fuel price differential costs resulting from the failure of the coal cleaning plant to function as
designed as well as surrebuttal testimony on the cost of a flu-gas de-sulfurization plant and
ancillary equipment and facilities, Case settled with customers receiving $125 million credit.

Case: 87003 Operational Audit of the Homer City Coal Cleaning Plant

Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on the construction of the Homer City Coal Cleaning Plant jointly owned by NYSEG
and Penelec. Responsible for fuel and construction costs analysis, benchmarking costs and
alternative methods for meeting EPA Clean air restrictions, cantracting practices and report
preparation.

Case: 87003 Operational Audit of the Fuel Procurement and Contracting of New York State
Electric and Gas
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Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on non-nuclear fuel. Responsible for fuel cost analysis, benchmarking costs,
contracting practices and report preparation.

Case: 86007 Operational Audit of the Field Crew Supervision and Utilization of New York State
Electric and Gas Company

Commission Staff. Comprehensive operational andit to determine effectiveness of field crew
utilization and supervision. Staff examiner responsible for verifying supervisor activities,
reporting, goals attainment and report preparation.

Case: 86005 Prudence Proceeding to Investigate the Fuel Procurement and Coniracting
Practices at Niagara Mohawk Power Company

Commission Staff. Litigated proceeding as a result of audit to determine extent to which
management inattention and inappropriate practices resulted in excessive fuel charges to
customers. Responsible for fuel cost analysis and benchmarking costs, contracting practices and
testimony preparation. Case settled with customers receiving $66 million credit.

Case: 86005 Operational Audit of the Fuel Procurement and Contracting of Niagara Mohawk
Power Company.

Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on non-nuclear fuel. Responsibie for fuel cost analysis and benchmarking costs,
contracting practices and report preparation.

Casc: 85001 Operational Audit of the Research and Development Function of Consolidated
Edison Compeny of New York

Commission Staff. Comprehensive operational audit to determine effectiveness of ratepayer
funds spent on R&D activities. Staff examiner on the project responsible for reviewing projects
documentation and control, ontside contracting a report preparation.
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Steven T Nourse
Senior Counsel -
Regulatary Sezvices
(614) 716-1608 (7
(614) 716-2014 {(B)
stnoarsc@acp com

MJM-2
Page 1 of 18

Amarican Elociric Power
1 Rivarside Piaza

Calurmbus OH 43215-2373
AEFcom

October 16, 2008

The Honorable Greta See

The Honotable Kimberly Bojko
Attorney Examiners

Public Utilities Commission of Ohio
180 East Broad Street

Columbus, Ohio 43215

Re: In the Matter of the Applications of
Columbus Southern Power Co. and Ohio
Power Co., Case Nos. 08-917-EL-SS0 and
08-918-EL-SSO

Dear Examinets:

With its July 31, 2008 applications, Columbus Southern Power Company and Chio
Pawer Company (“AEP Ohio” o1 the “Companies™) filed a motion for waivers
relating to then-proposed rules concerning SSO filing requirements that were being
considered for adoption by the Commission in Case No. 08-777-EL-ORD. On
September 17, 2008, the PUCO issued a Finding and Order initially adopting rules
that, when ultimately effective, will govern MRO and ESP applications. On
September 19, 2008, the Attotney Examiner issued an Entry in these proceedings -
that denied the Companies’ waiver requests and directed AEP Ohio (in patagraph 5} i
to file additional information encompassed by the tentative rules The Attorney
Examiner issued a subsequent Entry on September 23, 2008 which directed the Staff
and AEP Ohio to establish a reasonable timeline for submitting the financial
information and descriptions necessary to supplement AEP Ohio’s SSO filings.

In response to those Entries and after reviewing the tentative tules, AEP Ohio
personnel met with the Commission’s Staff to establish what additional information
needed to be filed in ordet to ensure that AEP Ohio’s applications substantially
comply with the rules, when ultimately effective, conceming SSO filing
requirements. As a result of those discussions, it was determined that the enclosed
information brings AEP Ohio's applications into substantial compliance with the
tentative rules  Accordingly, AEP Ohio requests that the Commission make-a
determination, in accordance with Section 4928.143(A), Ohio Revised Code, that
AEP Ohio has timely conformed its application to the tentative rules.



http://AEP.com

Thank you for your attention to thiz matter

cc: Parties of recard
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teven T. Nourse
Senior Attorney
AEP Service Corporation
1 Riverside Plaza, 29 Floor
Columbus, Ohio 43215
Telephone: (614) 716-1608
Facsimile: (614) 717-2950
E-mail: smourse®@agp.com

;?wtfuﬂy Submitted, '
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Fuel Procurement, AEP Ohio Generation Units, and Other Fnel Related
Information

a. General Fuel Requirements
The generating units of CSP and OPCO (AEP Ohio) and the other AEP System-

East Zone operaling companies, which are predeminantly coal-fired, are managed to
ensure adequate fuel supplies to meet normal burn requitements in both the short-term
and the long-term. American Electiic Power Service Corporation (AEPSC), acting as
agent for AEP Ohio, is responsible for the procurement and delivery of fuel and
chemicals used for environmental compliance (cousumai:les) to AEP Ohio's gencrating
stations. AEPSC’s primary objective is to assure a continuous supply of quality fuel at
the lowest cost reasonably possible. Deliveries are arranged so that sufficient fuel and
consumables are available at ail times. The quality of the delivered coal is fundamental
to achieving and maintaining compliance with the applicable environmental limitations
and operating efficiencies. AEP Ohic proposes to pass any net gains on the sale of
emission allowances through the FAC. AEP does not have a practice of re-selling coal
contracts, however, if it did so it would pass any cost savings or profits related to Ohio
genesating resources through the FAC.
b. Coal and Gas Procurement Process

Coal delivery requirements are determined by taking into account existing coal
inventory, forecasted coal consumption, and adjustments for contingencies tﬁat
necessitate an increase or decrease in coal inventory levels. Sources of coal are
determined by taking into account contractual obligations and existing sources of supply.
AEP Ohio’s total coal requirements are met using a portfolio of long-term arrangements,
and spot-market pinchases Long-termn contiacts support a relatively stable and

consistent supply of coal. Spot purchases are used to provide flexibility in scheduling
1
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contract deliveries, to accommodate chenging demand, and to cover shortfalls in
deliveries caused by force majeure.and other unforeseeable or unexpected circumstances.
QOccasionally, spot purchases are also made to test-butn any promising and potential new
long-term sources of coal in order to determine their acceptability as a fuel source in a
given power plant’s generating units.

All long-term and most spot purchases of coal for AEP Ohio’s plants are made
based on the evaluation of competitive bids. Additional short term purchases are made
based on an evaluation of offers (both solicited and unsolicited) from suppliers compared
to current published woarket piices as well as other offers for tonnage of acceptable
quality. In all cases, the goal is securing the lowest reasonable delivéted ptice on a cents
per million BTU-basis.

AFP-Ohio's day-to-day needs for natural gas are generally unpredictable and are
generally purchased on a day-ahead and intra-day basis as needed for peaking
1equirements. Natuzal gas is competitively purchased and primarily obtained in the spot
market with prices on a daily index or a daily fixed price. The Company has arranged for
both firm and interruptible transportation service from vatious inter-state pipelines, which
provide flexible supplies from multiple production areas.
¢. Inventory

AEP Ohio attempts to maintain in storage at each plant an adequate coal and
consumables supply to meet normal burn requireroents. However, in situations where
coal supplies fall below prescribed minimum levels, the Company attempts to conserve

coal supplies. In the event of a severe coal shortage, AEP Ohio and the AEP System-East
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Zone operating companies would implement procedures for the orderly reduction of the
consumption of electricity, in accordance with the Emergency Operating Plan.
d. Units _

The genel.aﬁng units that AEP Ohio owns are included in the table below. The
table also lists major environmental equipment that has heen added to the units: Flue Gas
Desulfirization (FGD) for the control of SO2 emissions, and Selective Catalytic
Reduction (SCR) for the control of NOX emissions. The costs associated with these
units are included in the FAC for 2009 as set out in the Company’s testimony in its ESP

filing.
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AEP Ohlo
Existing Generations Capaclty as of June 1, 2008
in-
init Service Mode of ‘ FGD

Plant Name No. bate Operatlon Fusl Type SCR FGD Upgr
CSP
Beckjord 6 1969 Base Coal - 2012 -
Coneaville 3 1962 Base Coal - - -
Conesvile 4 1973 Base Coal 20089 2009 -
Conesvilla 5 1978 Base Coal 2014 1976 -
Conesvills & 1978 Base Cosl 2014 1978 2008
Picway 5 1985 Base Coal - - -
Stuart 1 1971 Base Coal 2004 2008 —
Stuart 2 1970 Base Coal 2004 2008 -
Stuart 3 1972 Base Coal 2004 2008 -
Stuart 4 1974 Basa Coal 2004 2008 -
Zimmer 1 1991 Base Coal 2004 1991 2009
Waterford (CC) 18 2002 (a) Intermediata/Pkg Gas 2002 - -
Darby (CT) 18 2002 Paaking (CT) Gas 2002 - -
Siuart Diessl 1969 Peaking Qil - - -
OPCo
Amos 3 1973 Base Coal 2004 2008 -
Cardinal 1 1987 Base Coal 2004 2008 -~
Gavin 1 1974 Basa Coal 2004 1994 2010
Gavin 2 1975 Base Coat 2004 1984 2010
Kammer 1 1958 Basa Coal - - -
Kemmer 2 1958 Base Coal - - -
Kammer 3 1959 Base Coal - - -
Mitchelf 1 1871 Base Coal 2007 2007 -
Mitchell 2 1871 Base Coal 2007 2007 -
Muskingum River 1 1953 Bass Coal - - -
Muskingum River 2 1854 Base Coal - - -
Muskingum River 3 1957 Base Coel - - -
Muskingum River 4 1958 Base Coal - - -
Muskingum River 5 1968 Base Coal 2005 2015 ~
Spom 2 1950 Base Coal - - -
Sporn 4 1952 Base Coal - - -
Sporn 5 1950 Base Coal - - -
Racine Hydra 1983 Base Hydro - - -

(2) Actuired iy 2005

SV
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Fuel Procurement, AEP Ohio Generation Units, and Other Fuel Related
Information

As a result of the different air emission standards, environmental equipment
installed on the units, and differences in the boiler designs, the coal supplies for the
various coal units vary in order to match the differing quality requirernents of the units.
¢. Purchased Power

AEP Ohio makes power purchases from affiliates, non-affiliated companies and
through the PJM market that will be included in the Companies’ proposed FAC. AEP
Ohio has confracts to purchase power ﬁom OVEC and Buckeye Power generating units,
and from its affiliate, American Electiic Generating Company’s (AEG) Lawrenceburg
plant. AEP Ohio also proposes to solicit some of its power requitements though an RFP
process to serve Ohio retail load.

f. AEP Power Pool and PJM

The 2009 FAC reflects the AEP Ohio gencrating resowaces being operated under
the AEP Interconnection agreement. AEP is a member of PIM and operates its fleet,
including AEP Ohio’s generating resources, in accordance with PJM protocols.

g. Economic Dispatch |

AEP, along with other generators in PIM, “offer(s)” available generating units
into the PTM market on a daily basis. PIM performs an economic dispatch for the PIM
footprint to meet the load requirements with all available generation. After the end of the
month AEP reconstruets, for cost allocation purposes, the economic dispatch for its units
based on hourly generating unit output. This reconstruction assigns the generation used

for Off-System sales for each hour of the month. The units at the top of the stack, i e, the
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Fuel Procurement, AEP Qhio Generation Units, and Other Fuel Related
Information

more expensive units, are assigned to Off-System Sales resulting in lower generation
costs assigned to internal load customers. The 2009 FAC reflects the forecasted cost

reconstruction of the AEP generating units.
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Assumptions Used in the Projected Financial 8|

The AEP Interconnection Agreement, the AEP Transmiasion Agreement and the
Interim Allowance Agreement continue

All current AEP Ohio generation assets and entittements are maintained through
the forecast period.

Utility Operations selfls generation beyond the system internal load requirements
into the wholesale market. ,

The assumed load forecast is provided below.

GWh 2009
AEP Ohio iResidential 15,380 15,524 15,676
Commerclal 14,967 16,208 15,350
Industrial 20,150 20,008 19,959
Other Ultimate 139 139 140
Total Retail 50,836 50,877 51,025
CSP Resldental 7,702 7,794 7,837
Commercial . 9,011 8,164 9,271
Industrial 5,753 5,675 5,631
Qther Ultimate 55 55 56
Total Retail 22,520 22,688 22,796
OPCO Residental _ 7,679 7.731 7.738
Commerclal 5.956 8,042 6,079
industrial 14,397 14,332 14 328
Other Utimate 84 84 84
Total Retail 28,116 28,189 28,229

Market purchases were included representing 5%/10%/15% of OPCo and CSP
retail load in 2009/2010/2011.

The AEP east operaling companies continue to operate in the PJM ISO.

The AEP OATT is based upon the formula rate currently under review by FERC.
Pole attachment revenues in the forecast are based on the trending of actual
revenues. No negative adjustment is assumed in pole attachment revenues from
the FCC's Notice of Proposed Rulemaking posted on the Federal Register
February 2008 due to uncertainty of outcome.

Long-term interest rates are assumed to be 8% for all new issuances.

The capital structures of the companies are maintained at approximately 50% debt
and 50% equity throughout the farecast period.

Current depreciation rates were assumed to continue through the forecast period.
Projections were developed on an individual operating company basis and the
combined results are the simple addition of the forecasted results for the two
companies.

The financially significant components of the companies’ ESP filings are included
in these projections.

Page 1of 10
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Projected Financial Statements Prepared Consistent with Filing
INCOME STATEMENT
{$000)
Combined AEP Ohlo
2009 2010 2011

REVENUE

Sales of Electricity 5,798,122 6,491,098 7,192,142

Other Operating Revenue 140,828 143,725 140,281
Total Revenue 5,938,951 6,634,825 7,332,403
COST OF SALES

Total Cost of Sales 3,257,043 3,515,574 3,087,968
Gross Margin 2 B81,907 3,119,251 3,344,435
OPERATING EXPENSES
Operations & Maintenance 1,204,992 1,251,828 1,263,820
Texes Gther Than Income 3g4.421 408413 426,691

(n
{(12)

(19)
(14)
(15)
(16)
(17)
(18)
(19)

(20)
21}

TOTAL OPERATING EXPENSES
Operating MargiovEBITDA
Depreciation & Amortization
Cther {Income} / Deductions
EBIT

Total Interest Expense

Total Income Taxas

Preferred Stock Dividends

NET INCOME

ROE*

1,589,413 1,660,241 1,690,581

1,082,495 1453010 1,663,854

489331 521,261 532,708
(30,780) (35.323) (32,018)
623,944 673,072 1,153,164
258,077 292,148 299,787
105,527 213612 271,537
733 733 733
261,607 466,582 581,107

5.7% 27% 11.7%

* Excludes the 0SS margin effect on ROE of 4 3% in 2003, 3.1% in 2010 and 3 4% in 2011,

Fage 2 of 10
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Projected Financial Statements Prepared Consistent with Filing

Line
)

@
3
)
(5)

(€)
o)

(8)
(9)
(10)
(11
(12)
(13)

{14)

(15)
(16)
(17}
(18)
(19)

0

1
22
(23)
(24)
25)

(26)

@7

BALANCE SHEET
{$000)
Combined AEP Ohio
200%
Aszets
Gross Plant in Service 15,367 843
Construction Work In Progress 208,731
Gross Plant in Service 15,577,574
Accumulated Depreciation 5,498,035
Net Utility Plant 10,079,539
Other Property and Investments 492,758
Cumrent and Accrued Assets 974,616
Unamortized Debt Expense 27,352
Unamorlized Loss on Reacquired Debt 18,277
Regulatory Assets 851,948
Other Net Deferrals 507,059
Total Assets 12,951,548
Equity and Llabilities
Common Stock 4,689,743
Prefarred Stock 16,627
Other Comprehensive Eamings 608,994
Total Equity 4 637,378
Long-Term Debt 4,580,485
Capital Leases 34,311
Other Nen-Current Liabilities 307,828
Short-Term Debt 24,323
Other Current and Accrugd Liabiities 1,345,237
Defarred Credits 2,012,587
Total Equity and Liabilifies 12,851 ,54%
Total Debt/Capital 50.1%

2010

16,034,981
289,115
16,324,096

5,883,620
10,440,476

488,183
878,057
24,976
18,277
1,013,596
508,843

13470408

4,881,577
16,627
89,152)

4,829,052

4,765,461
34,311
307,829
38,489
1,352,997
2,142,269

13,470,409

50.0%

MJM-2
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20

16,722,637
341,547
17,084,184

6,283,208
10,780,976

483,088
980,531
22,962
18.277
1,089,419
609,808

13,885,062

5,019,055
16,627
88,309

4,988,873

4,916,147
34,31
307,829
33,798
1,362,232
2,274,373

13,885,062

50.1%

Page 30f 10
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Projected Financial Statemenis Prepared Consistent with Filing

Line
(1

2)
3)

4
(5)
(6)

3
9

(10

(1)
(12)
(13)
(14

(15)
(16}
(17
(18)
{19)
(20)
(21)
(22)

(23)
(24}
(25)

CASH

{5000}

Gombined AEP Ohio

Operating Activitios
Balance for Common

Adjustmants to Net Income
Dapraciation and Amoriization
Defarred Income Tax
Changes in Regulatory Assets
Changes in Working Capital
Other Adjustments to Net income

Cash From Operations

Investing Activities :
Construction Expenditues
AFUDC Debt/Capitalized interest

Cash Used Ininvesting

Financing Acfivities
lssuance of Long-Term Debt
Retirement of Long-Term Debt
Change in Sharl-Term Debt
Equity Contributions
Dividends Paid
Other Financing Activity

Cash From Financing Activities

Total Change in Cash
Beginning Cash amd Cash Equivalants

Ending Cash and Cash Equivalents

2009

251,607

499,331
90,843

(410,361)
27424

418,939

587.784

(894,632)
(22,120)
(916,752)

808,714
(477 500)
(127.043)
100,000
(75,000}
(733)
28,438

(530)
2450

1,829

2010 2011
466,582 581,107
521,261 632,708
126862 128882
(152,426) (80,928)
7,390 8,201
228272 170,970
1,197,748 1,360,740
(839,287) (827,026)
{(18,075)  (20.726)
(858,362)  (847.751)
625,000 150,000
(450,000)
11,653 (10,254}
(525,000) (850,000}
{733) {733}
£330,080) (510,987)
306 2,001

1,920 2,226

2,226 4,227

Page 4 of 10
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Projected Financial Statements Prepared Consistont with Filing
INGOME STATEMENT
{$000)
Ohio Powor
2009 2010 2011

REVENUE

Sales of Elsctricity 3,409,812 3,789,517 4,149,233

Other Operating Revenue 94,104 93,29 88,032
Total Revenue 3,503,916 3,852,807 4,237,254
COST OF SALES

Totel Cost of Sales 2,001,613 2,185.763 2,403,150
Gross Margin 1,502,303 1,697,044 1,834,114
OPERATING EXPENSES
Cperations & Mzintehance 704,544 731,361 738526
Taxes Other Than Income 203,771 213,940 222706
TOTAL OPERATING EXPENSES §08,315 945301 959,232
Operating Margin/EBITDA 593,988 751,743 874,882
Depreciation & Amortization 325,502 334873 341,234
Other (Income) / Deductions (13,590)  (23,893)  (23,980)
EBIT 287,077 440,763 557,628
Total interest Expanse 173,051 165840 200,787
Total Income Taxes 27,233 72994 112,092
Freferred Stock Dividends 733 . 733 733
NET INCOME 86,060 174,197 244,035

(20)

Page 5 of 10
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(6)
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(8)
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(10)
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{19)
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Projected Financial Statements Prepared Consistent with Filing
BALANCE SHEET
{$000)
Ohio Power
2009 2010 2011
Assets
Gross Plant in Service 9,973,187 10,343,604 10,727978
Construction Work In Progress 80,602 118,368 121,443
Gross Flant in Service 10,083,783 10,462,062 10,849,422
Accumulated Depreciation 3455427 3,702,683 3,356,385
Net Utility Plant ‘B,60B,356  6,750409 6,893,037
Other Property and Invesiments 325,166 323,380 326,947
Current and Accrusd Asseis 624,883 620,979 633,679
Unamartized Debt Expense 16,205 17,525 18,064
Unatmortized Loss on Reacquired Debt B 226 8,226 8,228
Regulatory Assets 594,799 818,700 943,160
Other Met Deferrals 332,632 332,832 332532
Tatal Asgets 8,513,265 8,890,850 9,153,744
Equuity and LiabiliHes
Comman Stock 3,108,267 3251491 3,356,817
Preferrad Stock 16,627 - 16,627 16,627
Qther Comprehensive Earmings 44,234 44,234 44,234
Total Equity 3,080,661 3,223,884 3,329210
Long-Term Debt 3,053,361 3204008 3279408
Capital Leases 27,057 27,057 27,0587
Other Nan-Cumrent Liabliities 210,377 210,377 210,377
Short-Term Debt 15,970 19,768 21,950
Other Current and Accrued Liabilities 780,348 788,615 782285
Deferrad Cradits 1,335,491 1,417,111 1,503,488
Total Equity and Liabiities 8,513,265 8,890,650 9,153,744
Total Debt/Capital 50 1% 50.2% 50 0%

27

Page 8 of 10
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Projected Financlal Statements Prepared Consistent with Filing

Line
(N

(@)
&

)
{5)
(6)
@)
8
©

(10}

(1)
(12)
(13)
(14

(15)
{16)
(17)
(18)
{19)
(20}
(21)
{22)

{23)
(24)

(25)

2010

171,187

MJM-2
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20H

244,635

325802 334,673 341,23

CASH FLOW
($000)
Ohio Power
2009

Operating Activities
Balance for Commen 86,060
Adjustments to Net Income

Depreciation and Amortization

Deferred Incoma Tax 50,9895

Changes in Regulatory Assels (303,084)

Changes in Working Capital 19,288

Cither Adjusiments to Net income 270,833
Cash From Operations 449,593
Investing Activities

Construction Expenditues (420,529)

AFUDC Debl/Capitalized Interest {13,797)
Cash Used in investing (494,325)
Financing Activiies

Issuance of Long-Term Debt 516,930

Retirement of Long-Tern Dabt (477,500}

Change in Shor-Tarm Debt {94,397)

Equity Contributions 100,000

Dividends Paid

Other Financing Activity {733}
Cash From Financing Activities 44,300
Total Change in Cash 432)
Beginning Cash and Cash Equivalents 432
Ending Cash and Cash Equivalents 0

78,415
(213,761}

6,168

195,218

571,915
{458,955}

(13,541)
{472,497)

350,000
{200.000)
1,314
(250,000)
(733)
(89,418)
®

©

0

82,669
(108,892)

9,562

121,857

689,685
(445,553)
{13,267)
(458,820)
75,000
(3.411)
{300,000)
{733)
{229,144)

1,701
(0}

1,701

Page 7ol 10
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Projected Financial Statements Prepared Consistent with Flling

Line

{n

2)
(3)
4)
)

(®)

(8)

{9

(10)
(1)
(12}
(13)
(14)
(15)
(16}
(17
(18)
(19)

(20)

Columbus Southern Power

REVENUE

Sales of Electricity

Other Operating Ravenue
Total Revenue

COST OF SALES
Total Coat of Sales
Gross Margin

OPERATING EXPENSES
Operaticns & Maintenance
Taxes Other Than Income
TOTAL OPERATING EXPENSES

Operating MargiyEBITDA
Depreciation & Amortization
Cther {Incoms) / Deductions
EBIT

Total Interast Expense
Tolal Income Taxes
Preferrad Stock Dividends

NET INCOME

ENT

2009 2010 201

2,388,310 2,701,585 3,042,910
46,724 50,434 52,229
2,435,034 2,752,017 3,005,138

1,255,430 1,329,810 1,584,818

1,179,604 1422207 1,510,321

500,448 520,468 527,384
180,649 134,472 203,985
631,008 714,940 731,348
498507 707,267 778872
173,830 186,588 191,474
(12,190)_ (11,631)  (8,039)
336,867 532,309 595,537

83027 86307 93,019

78204 140817 150445
175,546 295385 337,073

Page 8 of 10
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Projected Financlal Statements Prepared Consistent with Filing
LANCE SHEET
{$000}
Columbos Southern Power
2009 2010 2011
Assets
Groes Plant in Saervice 5,394,682 5,691.287 5,994,659
Construction Work In Progress 118,128 170,747 220,103
Gross Plant in Service 5513,791 5862034 6,214,762
Accumulated Depraciation 2042608 2,180,887 2,325,823
Net Utility Plant 3,471,182 3,681,047 3,887,939
Other Property and Investmenis 167,593 162,803 156,141
Current and Accrued Assets 349,733 347,079 346,852
Unamortized Debt Expense 8,148 7451 6,858
Unamortized Loss on Reacquired Debt 10,051 10,051 10,051
Regulatory Assets 257,149 194,898 148,259
Other Net Deferrals 174,428 176,211 177,178
Totsl Assets 4,438,284 4,579,558 4,731,318
Equity and Liabllities
Common Stock 1,581,476 1,830,086 1,682,238
Prefarrad Stock
Other Comprehensive Earnings (24,760} (24,31B) {25,075)
Total Equity 1,556,716  1605,168 1,637,163
Long-Term Debt 1,536,124 1,561,452 1,636,739
Capital Leases 7,255 7,265 7.285
Other Non-Current Liabilities 97.452 97452 97,452
Short-Term Debt 8,353 18,691 11,448
Other Current and Acgrued Liabilities 554,888 564,382 569,977
Deferrad Credits 677,496 725158 770,885
Total Equity and Liabilites | 4,438,284 4,579,558 4,731,318
Total Debt/Capital 49 9% 49 7% 50.3%

{27)

Page 9 of 10
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Projected Financial Statements Prepared Consistent with Filing

Line
(1

@
3)

()
(8)
&)
)
(8
(9)

(10

(11}
(12)
(13)
(14}

{15)
{16)
17
(18)
(19}
(20)
(21)
(22)

(23}
24

(25}

CASHFLO
{$000)
Columbus Southern Power
2009

Operating Activities
Balance for Commeon 175,546
Adjustments to Net Income

Cepreciation and Amortization 173,530

Ceferred ncome Tax 39,848

Changes in Regulalory Assets (107 278)

Changes in Working Capital 8,136

Other Adjustments to Net Income 148,106
Cash From Operations 438,191
Investing Activities

Construction Expendiiues {414,104)

AFUDC Debt/Capitalized Interest {8,323)
Cash Usad in Investing (422 427)
Financihg Activities

Issuance of Long-Term Debt 91,784

Retirement of Long-Term Debt

Change in Short-Tarm Debt (32,646)

Equity Contributions

Dividends Paid (75,000

Other Financing Activity
Cash From Financing Activities {15.862)
Total Change in Cash {68)
Beginning Cash and Gash Equivalonts 2,018
Ending Cash and Cash Equivalenis 1,920

2010
285,385
186,588

48,248

61,325

1,224

33,065

625,833
(380,332)

{5,534)
{385,866)

275,000
{250,000)
10,338
(275,000)
(239,662)
308
1,020

2225

2011
337.073
191,474
45,013
48,763
{1.361)
49,113
871,075
(381,472)
(7.459)
(388,031)
75,000
(8 243)
(350,000)
(281,843)
201
2,226
2527

Pags 10 cf 10
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STAFF REQUEST NO, 10 Page 1 of 5
CASE NO. 98-917-EL-550 & CASE NO. 083-918-EL-S80

REQUEST;
Please provide an update of the Balipark Februaiy 2008 Realizations. Sce attached spreadshes

for format.

If possible, the revenues and sales in the updte should tie to sales and revermes in Roush
Exchibits 1-7.

NSE:

FPlease see the Companies” response to Staff Request No. 19-1, Attachment 1. The valies differ
slightly due to rounding.

Prepared by: D. M. Roush
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AEP OHIO’S RESPONSE TO
OHIO ENERGY GROUP’S
DISCOVERY REQUEST
FIRST SET
CASE NO. 08-917-EL-SSO
CASE NO. 08-918-EL-SSO

INTERROGATORY REQUEST NO. 16

Q16. Division (E) and (F) of section 4928.143 of the Revised Code provide for tests of
the ESP with respect to excessive eamings. Please provide the following
information for the total electric utility as well as functionalized as to distribution,
transmission, and generation activities for calendar year 2007 and the 12 months
ending June 30, 2008:

a.

Balance sheet information on at least the level of detail required by FERC
Foim 1.

Income statement information on at least the level of detail required by
FERC Form 1.

Capital budget requirements for future committed investments in Ohio.

Provide the Company’s earmed 1eturn on equity for calendar year 2007 and
the 12 months ending June 30, 2008. Provide and describe all
assumptions, all data, and afl computations, including electronic
spreadsheets with formulas intact.

Provide the return on equity that was eamed during calendar year 2007
and the 12 months ending June 30, 2008 by publicly traded companies that
face comparable business and financial 1isks as the electiic utility, if such
returns were computed and used by the Company for purpose of the text
of excessive eamings. Provide and describe all assumptions, all data, and
all computations, including electronic spreadsheets with formulas intact.

Provide copy of all other analyses prepated by or on behalf of the
Company for the purpose of the test of excessive earnings. Describe the
purpose of cach such analysis and the conclusions relied on by the
Company. In addition, provide and describe all assumptions, all data, all
computations, including electronic spreadsheets with formulas intact, and
a copy of all source documents relied on
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RESPONSE

Objection. Division (E) of Section 4928 143, Ohio Rev. Code, only permits a
prospeciive review for the existence of significantly excessive eamings for a proposed
ESP that exceeds three years, exclusive of phase-ins or deferrals, and then only when
going into the fourth year and every fourth year thereafier. The Companies’ ESPs each
has a texm of three yeats, and so Division (E) wifl not apply to them. Consequently, to
the extent that the information requested is sought in otder to apply the eamings test of
division (E) to the Companies for the calendar year 2007 ox the twelve months ended
Tune 30, 2008 it is neither relevant nor reasonably calculated to leed to the discovery of
admissible evidence.

Division (F) of Section 4928.143 calls for an annual retrospective review for the
existence of significantly excessive eamings. However, that review will not occur until
2010 for the first time. And, when division (F) is applied for the first time in 2010, it will
apply to earnings dwing 2009, not to earnings during calendar veat 2007 or the twelve
months ended June 30, 2008. Consequently, the requested information is neither refevant
nor reasonably calculated to lead to the discovery of admissible evidence for this
proceeding.
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