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9
1 Tuesday Morning Session,
2 October 21, 2008.
3 .- -
4 EXAMINER PIRIK: Wewill go on the

5 record. Wearein day 4 of our hearing in Case No.

6 08-935-EL-SSO. Myself, my nameis Christine Pirik,

7 and with meis Greg Price presiding in this case.

8 Ms. Wung.

9 MS. WUNG: Yes. Wearecalling

10 Mr. Gorman to the stand.

11 (Witness sworn.)

12 MS. WUNG: Y our Honor, at thistime we

13 would liketo mark for identification --

14 EXAMINER PRICE: Could we pass one of the

15 long neck microphones down. It would be easier for

16 her.

17 Mr. Lavanga.

18 MS. WUNG: Isthis better?

19 Good morning, your Honor. | think we
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20 havethis now.

21 Good morning, your Honor. We would like
22 tomark for identification the direct testimony of

23 Mike Gorman as Commercial Group Exhibit 1.

24 EXAMINER PIRIK: The document is so

25 marked.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file://IA|/FirstEnergyVol-1V.txt (18 of 569) [10/22/2008 10:22:24 AM]



file/lIA|/FirstEnergyVol-1V .txt

10
1 (EXHIBIT MARKED FOR IDENTIFICATION.)
2 MS. WUNG: The document is the prefiled
3 testimony of Mike Gorman.
4 R
) MICHAEL GORMAN

6 being first duly sworn, as prescribed by law, was

7 examined and testified as follows:

8 DIRECT EXAMINATION

9 By Ms. Wung:

10 Q. Good morning, Mr. Gorman.

11 A. Good morning.

12 Q. Could you please state your name and

13 business address for the record.

14 A. My nameisMichael Gorman. My business
15 addressis 16690 Swingley Ridge Road, Chesterfield,
16 Missouri.

17 Q. Andwho are you employed by?

18 A. Brubaker & Associates.

19 Q. And on whose behalf are you testifying
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20 today?

21 A. On behalf of Wal-Mart Stores, Sam's East,
22 Macy's, and BJs Wholesale Club, The Commercial
23 Group.

24 Q. Thank you.

25 Do you have what has been marked for

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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18

19

11

Identification before you as Commercial Group Exhibit
1?
A. Yes.
Q. Andthat isyour direct testimony on
behalf of The Commercial Group?

A. Yes.

Q. Do you have any corrections or changes to
that testimony?

A. One correction.

Q. Andwhat isthat correction?

A. Page 16, line 24, five words into that
sentence the word "can" should be struck and the word
"may" should be inserted.

That concludes my adjustments or
corrections.

Q. Thank you, Mr. Gorman.

With that correction if | were to ask you
the questions that are in your direct testimony

today, would your answers be the same?
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20 A. They would, yes.
21 MS. WUNG: With that, your Honor, |

22 tender the witness for cross-examination.

23 EXAMINER PIRIK: Thank you.
24 Mr. Bell.
25 MR. BELL: Thank you.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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12
1 CROSS-EXAMINATION
2 By Mr. Bdll:
3 Q. Good morning, Mr. Gorman. My nameis

4 Langdon Bell, and | represent the Ohio Manufacturers
5 Association.
6 A. Good morning.

7 Q. Tell Morris| said hello.

8 A. 1T will.
9 Q. Wego back along, long time.
10 On page 3 of your testimony you state

11 that the proposal of FirstEnergy isinappropriate and
12 unjust alocation asit shifts the burdens of these

13 coststo customers that are most vulnerable to

14 competition with companies around the country and

15 around the world.

16 Do you see that statement?

17 EXAMINER PIRIK: Areyou referring to
18 line 247

19 MR. BELL: Yes, I'm sorry, | forgot to
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20 mention that.

21 A. Yes.

22 Q. Would you agree, Mr. Gorman, that with

23 respect to the current economic downturn, that

24 Wal-Mart and Sam's Club isleast affected within the

25 commercia community?

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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13

MS. WUNG: Objection, your Honor. |
don't see how thisiswithin the scope of his
testimony.

MR. BELL: I'm sorry?

MS. WUNG: | don't see how thisiswithin
the scope of his testimony.

EXAMINER PIRIK: Mr. Bell.

MR. BELL: Histestimony talks about --
on behalf of Sam's and Wal-Mart talks about being

subject to competition within this country and
outside this country, and my question goes to the
fact that the clients that he is representing has
been proclaimed to be less affected by the economic
downturn and, thus, insulated from competition.

EXAMINER PIRIK: | will overrule the
objection.

MR. BELL: Thank you.

Q. (By Mr. Bell) Do you understand the

guestion, Mr. Gorman?
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20 A. Wdll, | believel do.

21 | have not evaluated which class of

22 customers would be most detrimentally impacted

23 through inappropriate price adjustments made in this
24 proceeding.

25 All of the large commercial and

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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14

1 industrial customers have competition, and the

2 question you are imposing would require a detailed
3 review of therelative cost each of those businesses
4 incur relative to -- and how that impacts their cost

5 structure relative to their competition. | haven't

6 donethat analysis.

7 Q. Ontheretal side -- and Sam's and

8 Wa-Mart'sareretail businesses, are they not?

9 A. They are.

10 Q. What foreign competition are they subject
11 to, asyou suggest inthose linesthat | just

12 referenced?

13 A. Wiédl, | mean, you are going way outside
14 my testimony in this, but they are clearly suppliers
15 that different commercial/retail establishmentsrely
16 onthat can be foreign suppliers.

17 Q. Then you do not mean by that statement to
18 suggest that Sam's and Wal-Mart are most vulnerable

19 to foreign competition, do you?
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20 A. Wdl, it was ageneral statement.

21 Commercia establishments will compete with other
22 commercia establishmentsin the area, but they do
23 rely on suppliers, and those suppliers can be

24 international suppliers.

25 Q. How do those international suppliers

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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15

1 impact your competitiveness in the marketplace?

2 A. Because they supply the goods that are

3 resoldinthe retail establishments.

4 Q. Isn't that -- doesn't that inure so Sam's

5 and Wal-Mart's benefit vis-a-vis other smaller

6 commercial customers, commercial outlets,

7 commercial -- commercial businesses?

8 A. I'm not aware of any restriction on any

9 business's ability to buy goods from international

10 suppliers.

11 Q. Could you turn to page 10 of your

12 prefiled testimony.

13 In response to the question appearing on

14 line7, you state "Many industrial and large

15 commercial customers have aready undertaken DSM/EE
16 programsfor many years. Many large users have made
17 significant investmentsin DSM/EE programs, and have
18 modified consumption in order to reduce costs and

19 maximize energy efficiency."
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20 Do you see that?

21 A. Yes.

22 Q. Areyou suggesting in your testimony or

23 recommending that the Commission, in authorizing a
24 DSM recovery rider, should provide a credit to those

25 customersfor actions that may have been taken in

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 2005, 2006, 2007 so asto eliminate, if you will, the
2 vintaging -- vintage pricing of customers?

3 A. No. That isnot my recommendation in my
4 testimony. My testimony recommended that customers
5 that are undertaking these programs on their own

6 should be able to opt out of the utility sponsored

7 DSL energy efficiency programs.

8 Q. By "opting out," they would avoid the

9 cost associated with the rider?

10 A. Itwould avoid the utilities costs

11 associated with the rider, but they would incur their
12 own costs of these programs.

13 Q. Whereas, new customers that don't

14 undertake those measures would be subject to those
15 costs, correct?

16 A. If they didn't qualify for the opt out,

17 they would, yes.

18 Q. Doesn't that distinction rest on the fact

19 that you are distinguishing new customers from old
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20 customers?
21 A. No. Distinguishes on whether or not you

22 qualify for the opt out.

23 MR. BELL: | believethat'sall | have.
24  Thank you.
25 EXAMINER PIRIK: Mr. Small.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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18

19

17

MR. SMALL: No questions, your Honor.
EXAMINER PIRIK: Mr. Yurick.

MR. YURICK: No questions, your Honor.
EXAMINER PIRIK: Ms. McAlister.

MS. McALISTER: No questions, your Honor.
EXAMINER PIRIK: Mr. Porter.

MR. PORTER: No questions.

EXAMINER PIRIK: Mr. Rinebolt.

MR. RINEBOLT: One moment, your Honor, if

CROSS-EXAMINATION
By Mr. Rinebolt:
Q. Good morning, Mr. Gorman. | just have
one question. | hope it doesn't turn into a series.
Does Wal-Mart continue to benefit from
its preexisting DSM energy efficiency investment?
A. Wédll, to the extent it modifiesits

consumption, yes.
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20 Q. Okay. Did those investments meet the
21 companies internal standards for return on

22 investment or investment criteria?

23 A. Widl, | haven't looked at Wal-Mart's

24 hurdleratesin justifying -- making these types of

25 investments, but | presumeit did.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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18
1 MR. RINEBOLT: That'sall the questions |
2 have. Thank you.
3 THE WITNESS:. Thank you.
4 EXAMINER PIRIK: Mr. Smith?
5 MR. SMITH: No questions.
6 EXAMINER PIRIK: Mr. Breitschwerdt.
7 MR. BREITSCHWERDT: No questions, your
8 Honor.
9 EXAMINER PIRIK: Mr. Stinson.
10 MR. STINSON: No questions, your Honor.
11 EXAMINER PIRIK: Mr. Kurtz.
12 MR. KURTZ: No questions, your Honor.
13 EXAMINER PIRIK: Mr. Lavanga.
14 MR. LAVANGA: No questions, your Honor.
15 EXAMINER PIRIK: Mr. Lang.
16 MR. LANG: Yes, your Honor. Jim Lang on

17 behalf of FirstEnergy this morning.
18 | did want to start with amotion to

19 strike one page of Mr. Gorman's testimony, and | hope
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that in this we can continue to define the
relationship of your Honors' previous ruling with
regard to the distribution case and the evidence from
that case and its relationship to the ESP case.
EXAMINER PIRIK: Hold on just a minute.

Also just areminder asfar as motions to

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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19

strike go, as soon as the witness -- prior to any
cross-examination, motions to strike are appropriate
at that time.
Since the cross has been so limited at
this point, I'll allow this one time one exception,
and then we will see what the motion specificaly is,
but really we should receive those prior to any
Cross-examination on testimony.
MR. LANG: Yes, your Honor. | apologize
for not jumping in.
What we are looking at is page 15 of
Mr. Gorman's testimony. And at page 15 he argues
that the 10.5 percent return on equity is
inappropriate based on his opinion of risks faced by

the utilities.

He also makes a recommendation lower down

in the page with regard to the appropriate capital
structureit'sal relating as al relating to

distribution case rates.
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Now, | should point out that at page 20
of the companies Application, paragraph A3D, the
company does propose under the plan to resolve the
distribution case issues by, among other things,
establishing allowed rate of return -- allowed rate

of return and equity at 10.5 percent.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Now, our understanding of your previous
ruling with regard to the distribution case issuesis
that we are not going to revisit or reargue issues
that have already been argued -- evidently issues
that have been argued in the distribution case such
as the merits of the 10.5 percent, yet the companies
are -- the companies are retaining this 10.5 percent
number as part of their ESP to the extent that it's
offered in this one paragraph of the plan as one of
the settlement positions as a way to settle the D

case.

But, you know, we believe to the
extent -- we believe that your prior ruling isto the
extent witnesses are attempting to get into the
evidentiary support for issues that have been argued
in the distribution case that, you know, that we
don't want to reargue all of those issues.

And so | think Mr. Gorman on page 15 of

his testimony, is doing that. Heisrearguing the

file:/lIA|/FirstEnergyVol-1V.txt (39 of 569) [10/22/2008 10:22:24 AM]



file/lIA|/FirstEnergyVol-1V .txt

20

21

22

23

24

25

appropriateness of the 10.5 percent. Heisrearguing
or at least making recommendation with regard to the
capital structure.

And so on that basis we are moving to
strike just this one page of his testimony.

EXAMINER PIRIK: Ms. Wung.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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MS. WUNG: Yes, thisisthe dilemmawe
were facing when we were attempting to parcel out
thereisadeferral on the riders and that is what
Mr. Gorman is sort of addressing in part of page 15.

And the question is how do you want to
parcel that out because the foundation heisusing is
obviously what the company hasin their equity.

EXAMINER PRICE: On the other hand, heis
not proposing a different number for the deferral, he

iIssimply saying that -- he's not proposing, no, the
Commission should not use the return on equity from
the rate case; it should use a different number,
long-term cost of debt.

He is going right to whether the
appropriateness of this number is -- whether this
number is appropriate, not the Commission pick a
different number. Seewhat | am saying?

MS. WUNG: Y eah, we do understand that.

Again, we struggled with this page as
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well. We are not certain exactly how the Commission
wants us to deal with this particular page.
EXAMINER PRICE: And, again, | think part
of the problem isit's difficult to characterize
FirstEnergy's Application because it's unusual to

have an offer of settlement as part of aformal

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 docketed case.

2 | have preferred to look at it as an

3 assumption rather than an offer of settlement because
4 it makes more sense for an Attorney Examiner to view
5 it asan underlying assumption behind the Application
6 rather than we are offering to settle the

7 distribution rate case right now. That's something

8 that needsto be done outside of aformal

9 Application.

10 EXAMINER PIRIK: | think, as we have

11 stated before, the return on equity is going -- that

12 decision will be made in the distribution case.

13 That's not going to be made -- those

14 arguments were set forth there, and to the extent it

15 may beinferred that this paragraph in any way isto
16 affect the distribution case, that is not the case.

17 | mean, it will be taken -- | mean, there

18 isafineline here between what we are going to

19 allow inthisrecord and what the decisions are going
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20 tobein thisrecord.

21 We are going to deny the motion to strike
22 but with the caveat that, you know, it isadifficult
23 line, and we do appreciate you pointing that out,
24 once again, that we need to walk that fine line.

25 MR. LANG: Thank you, your Honor.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 MS. WUNG: Thank you, your Honor.
2 .-
3 CROSS-EXAMINATION
4 By Mr. Lang:
5 Q. Mr. Gorman, good morning.
6 A. Good morning.
7 Q. The Commercial Group that's representing

8 Wa-Mart's, Sam's Club, BJs Wholesale Club, and

9 Macy's, are these what you refer to in your testimony
10 ashigh load factor customers?

11 A. Yes.

12 Q. Theexperience that you identify in your

13 testimony, among other things, | believe, and we had
14 discussed previously you have experience with regard
15 to competitive power solicitations and competitive
16 supplier defaults or negotiations with regard to

17 competitive -- competitive supplier defaults; is that
18 correct?

19 A. Yes
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20 Q. Andwith regard to that experience, your
21 clientstypically have been industrial or commercial
22 customers; isthat correct?

23 A. Industrial customers.

24 Q. Inthe testimony that you have submitted,

25 am/| correct that you were not offering an opinion as
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to whether the electric security plan proposed by the
companies is more favorable in the aggregate than the
expected results from an MRO?

A. 1 didnotlook at their plan from that
standpoint, correct.

Q. Soyou are not offering an opinion on
that particular issue?

A. Correct.

Q. Andyou are not offering an opinion as to
what the expected result from an MRO or market rate
option might be?

A. | didn't look at that, that's correct.

EXAMINER PIRIK: Mr. Gorman, can you pull
the microphone alittle closer?
Thank you.

Q. Now, again, as we discussed previoudly,
your understanding of the Commission's review in this
proceeding is that the Commission will do what the

Commissions traditionally have been, which is apply a
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reasonableness and prudence review to the companies
Application; isthat your understanding?

A. Toensure prices are just and reasonable,
yes.

Q. Now, you state in your testimony, |

believe, at page 3, that 80 percent of the revenue

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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from the plan comes from riders. And you argue that
riders will reduce FirstEnergy's incentive to manage
costs.
Isthat a correct statement of your
testimony?
A. Widll, that's one concern or criticism of
riders, yes.
Q. That criticism does not apply to rider
GEN, G-E-N, correct?

A. Wadll, if it's an automatic pass through
rider, then it would apply to that, yes.

Q. What isyour understanding of how
FirstEnergy will incur costs that are passed through
inrider GEN?

A. My understanding is that the prices
through rider GEN should be equal to or lower than
the prices that would be available under a market
rate option.

There is various methods; the company can
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procure power as a standard offer rate, including
competitive solicitations or other methods which may
entail contract -- federally-approved contracts with
affiliates.

EXAMINER PIRIK: Mr. Gorman, | think your

counsel is even having a hard time hearing you.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Maybe it'sjust not picking up very well.

A. I'msorry, did you hear my response? Is
this better?

Q. | did but, yeah, now | think everyone
else in the room might be able to.

A. Allright. To repeat, my understanding
of how they can procure power for rider GEN would be
through either competitive solicitation contracts
with affiliate generation suppliers, potentially

other means.

The objective of rider GEN asl|
understand it isthat it should be at apricethat is
egual to or lower than a market rate option.

Q. What isyour understanding of how the
companies as proposed in their electric security plan
will acquire the generation that will be then sold to
retail customers understand rider GEN?

A. lsn't that the same question?

Q. Wadll, would your answer be the same?
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20 Your understanding is --

21 A. Could you repesat the question?

22 Q. | amasking for your understanding of the
23 companies proposal intheir electric security plan
24 asto how they are going to acquire generation,

25 power, and capacity that they would provide to retail
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customers under rider GEN.

A. My understanding of the companies
proposal is that they will procure it from an
affiliate company at stated pricesin their electric
security plan. And they represent that those prices
are lower than a market rate option.

Q. Now, back to the issue in your testimony,
under that situation how does, you know, the use of a
rider to pass through the costs of that generation to

retaill customers reduce the companies -- the
utilities incentive to manage costs?

A. Wédll, theissue with therider is
whatever costs the utility incurs, they ssimply pass
it on to the customers.

If it's a competitive solicitation and

the cost is through the rider, the company may not
have as much of an incentive to aggressively manage
those competitive solicitations to ensure they get

the lowest possible cost.
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If it is acontract with the supplier or
an affiliate, there may be less of an incentive on
the companies part to assure that the affiliate
manages its generation split in order to minimize its
cost to generation because al those prices would

simply be passed on to retail customers.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 It takes the economic -- the company --
2 thedistribution utilities economic interest out of
3 theactual price and price management of the

4 generation element.

5 Q. Now, in this case the utilities don't own
6 generation assets, correct?

7 A. Thedistribution utility does not.

8 FirstEnergy owns generating assets.

9 Q. Andwe're here talking about the

10 distribution utilities' electric security plan,

11 correct?

12 A. Waéll, you made that clear now. You
13 didn't a minute ago.

14 Q. Sothedistribution utilities have to

15 acquire power somehow in order to satisfy their
16 standard service -- standard service offer

17 obligation, correct?

18 A. Yes.

19 Q. Thedetermination of the cost pursuant to
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which they acquire that power is not affected one way
or the other asto whether the cost of that

acquisition is passed through to customers using a
rider or whether it's passed through to customers
using something that you might call a generation base

rates, isit?

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 A. Wdl, itis, yes. There'svarious

2 elements of risk associated with providing generation
3 service

4 And competitive solicitation from an

5 industrial you might priceit at afixed rate, where

6 the supplier takes some of that commaodity risk or the
7 volumerisk and other elements of generation supply
8 risk sothereisrisk elementsin the provision of

9 generation service that have to be managed.

10 With arider mechanism, the distribution

11 utility company has no real incentive to manage those
12 riskson behalf of retail customers.

13 Q. If the cost of the generation is under

14 theplan -- strike that.

15 The rider GEN we have been discussing is
16 alarge percentage of the 80 percent of the revenue
17 structurethat's -- that's in riders; is that

18 correct?

19 A. Yes
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20 Q. Do you know what percentage that rider
21 GEN makesup?

22 A. | didn't calculate that, no.

23 Q. Criticism, again, about riders with --

24 and riders relating to incentives to manage costs,

25 that criticism does not apply to riders that are
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designed to recover costs that have been previously
approved by the Commission for recovery; is that
correct?

A. Generdly, yes, athoughin thiscase |
think there is an issue with recovering certain
deferred fuel costs and the carrying charge
methodol ogy proposed to accrue on those deferred fuel
balances while they are being amortized -- cost
recovery from customers so there can be issues
relating to an appropriate charge for those riders
even if they are balances of cost that have been
approved for recovery.

Q. And theissue specifically iscarrying
costs may be calculated or may be determined based on
those deferrals?

A. Inthisinstance, yes.

Q. Now, let'stalk about the -- the issue of
incentives to managed costs.

Am | correct that thisis -- that the
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20 issueistherecovery of coststo beincurred inthe
21 future or carrying costs to be incurred in the future
22 suchas| think in your testimony you reference the
23 nondistribution uncollectible rider?

24 A. That isone element of costs the company

25 isproposing to recover through the special rider,
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1 vyes.

2 Q. And -- turn the page here. Inyour

3 opinion, and I'm looking at page 4 of your testimony,
4 lines 14 and 15, it appears your opinion isthat a

5 utilities incentive to manage its costs is reduced

6 ifitis--your statement here, if it "issimply

7 guaranteed immediate dollar-for-dollar recovery of
8 costs through arider mechanism...."

9 A. Yes.

10 Q. Isthisarhetorical flourish on your

11 part, orisit your understanding of these riders

12 that there isimmediate dollar-for-dollar recovery of
13 costs?

14 A. Wédl, "immediate" may be -- meaning of
15 "immediate" in thisisnot clear, but thereisa

16 relatively quick recovery of the costs incurred and
17 then recovered from customers under these riders.
18 Q. Sowhen arider isused, thereis still

19 delay in cost recovery, but in the instance of
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this -- in the example of this plan, it may be less
delay or areduced regulatory lag as compared to what
you have in atraditional rate case?

A. That'sright.

Q. TheNDU rider which | just mentioned, the

nondistribution uncollectible rider, do you know how

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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often that rider is reconciled?
A. | believeit'sannualy.
Q. And so with regard to that rider and
othersisthere still atime value of money issue
that provides an incentive to the utilities?
A. Wadll, thereis. | mean, from the
standpoint of managing those costsit's -- the
uncollectible expense is recovered through arider.
Thereis no incentive for the utility to
seek collection of those costs from customers that
would pay their bill because they will just passit
on to other customers and will receive payment.
S0 that erodes the companies' incentive
to go after customers that owe them money because it
will simply be recovered from other customers to the
extent customers that don't pay result in
uncollectible expense for the utility.
Q. Do you know whether the costs that are

proposed to be recovered under any of the cost-based
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20 riderswill be subject to Commission review?

21 A. | believe the Commission hasthe

22 authority to review all the costs and the pricesin
23 the ESP.

24 Q. Isthe Commission review and staff

25 review, isthat also an incentive?
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A. Wiédl, it may be an incentive for complete
neglect on the companies part, but as somebody that
used to work for commission staff, it would be
extremely difficult to determine whether or not the
company is extending reasonable and aggressive
efforts to collect uncollectible expense, as an
example.

So the prudency standard which would be

reasonable standard could be raised in those types of
proceedings, but it's a difficult standard to meet
when you are on the Commission staff.

Q. Let mejust ask, isit your viewpoint
from your prior work -- prior work on a commission
staff that the -- that the utilities’ conduct and the
work of the employees of the utility will default to
complete neglect as you have just said?

A. Canyou repeat that, please?

Q. Youjust said that to avoid complete

neglect on behalf of the employeesin, for example,
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pursuing uncollectibles, and | want to know is that
your view from working on a commission staff, that
that the default position -- what you expect to
happen -- if there aren't firm regulations in place,
what you expect to happen on behalf of the utility

employeesis that they will completely neglect their

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 jobsinwhat they are out there doing?

2 A. Wdl, no, it'snot. My understanding is

3 that autility management has afiduciary

4  responsibility to shareholders, and the primary

5 objective of aiding that fiduciary responsibility is

6 increased products, so management would likely direct
7 their employees to put more emphasis on parts of the
8 company that will help it achieve greater earnings.

9 To the extent you eliminate the cost

10 component of that company from the profit center of
11 the company, then it's probable that that will be

12 given lower priority by utility management and

13 employeesto manage.

14 That would be the case with an expense

15 like an uncollectible account that would be recovered
16 inanannual true-up mechanism such asarider.

17 It would not have as great an impact on

18 the bottom line to the utility so it might not get

19 thesame priority it would if it was more of a profit
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20 center lineitem issue.

21 Q. I'mtrying to understand, your argument
22 isthat that's related to collection of those costs
23 through arider versus collection of those costs
24 through atraditional rate case format.

25 How isthat -- how isthe recovery
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through arider that still has time value of money
issue, still has Commission review, how isthat --
how does that create a reduced incentive as compared
to the rate case?
A. Wédl, let'sconsider an example.
A utility had $100 of uncollectible
expense built into its base rates and those base
rates wouldn't be changed until the next rate filing.
Those rates go into effect. The utility has $120 of
uncollectible expense.

The utilities earning -- pretax earnings
would be reduced by $20, so it would have the
incentive to strengthen its earnings to achieve the
authorized return of equity by going after customers
that haven't paid their bill.

So it reduces their profit to allow their
uncollectible expense to rise above that which was
approved in the last base rate case.

Now, let's assume those uncollectible
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expenses are recovered through arider. If the
uncollectible expense goes from $100 to $120 through
arider mechanism, the utilities rider price goes up
and that additional $20 of uncollectible expenseis
passed on to customers that do pay their bill, and it

doesn't impact the utilities earnings.
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So recovering through base rates without
annual adjustment mechanisms makes than an issue that
will impact the utilities' bottom line, so they have
to manage that cost.

If it's recovered through arider, those
Increased costs will simply be passed on to customers
and won't impact the utilities bottom line. So with
the rider mechanisms there is less insensitive for
the company to manage costs.

Q. Withregard to your testimony discussing
the generation charge that's proposed -- the
generation charges that are proposed by the company,
am | correct that you support the company's proposal
for seasonal generation rates that are adjusted by
voltage levels?

A. And thetime of day option, yes.

Q. And | wasgoing to get to that. And you
also support the time of day option.

A. Yes, sorry.
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20 Q. Andyou are not opposed to deferral of
21 thediscount offered off the generation price to
22 trangition to market pricing; isthat correct?

23 A. No. Based on the assumption that is
24 equal to the utilities' actual costs of generation,

25 that would not be -- it would be reasonable to allow
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1 them to defer that and recover it from the customers
2 that got the credit if it's consistent with the

3 companies actual cost of generation.

4 Q. And -- and the deferral, you do recommend
5 that the cost of the deferral should be recovered

6 from retail customer classes on the same basis as

7 the -- as the benefit was obtained from those

8 customers; isthat correct?

9 A. Yes, theclass of customers that got the

10 credit should reimburse the utility for the credit

11 when the reconciliation takes place.

12 Q. Andyou aso agree that whichever

13 deferral mechanism is employed, that that mechanism
14 should provide full cost recovery of these deferrals
15 tothe companies?

16 A. That should be the design of -- | don't

17 oppose that design of that reconciliation process.
18 Q. Withregard to your testimony concerning

19 therider DSE, or the demand-side management energy
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20 efficiency rider, do you agree that high load factor
21 customers such asyour clients you are testifying on
22 behalf here this morning will have the option of

23 avoiding charges under that rider?

24 A. There are avoidance criteriain the

25 rider, yes.
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Q. And, infact, The Commercia Group of
customers desires to have this option available to
them,; isthat correct?

A. Yes.

Q. Andasfar asyou know, are the -- are
The Commercial Group entities interested in having
their DSM and energy efficiency activities at their
facilities qualifying for avoidance both qualifying
as part of the energy efficiency improvements that

the utility is required to make under state law and
gualifying for avoidance under the DSE rider?

A. Wiédll, | understand there is qualification
provisions that allows the customers to opt out, and
those qualification provisions should reflect those
companies ability to reduce energy and reduce peak
demands in line with what the law is prescribing as a
policy for statewide targets.

Q. And| believein your testimony your

recommendation is that to the extent a customer such
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asaWal-Mart or Wal-Mart Stores already have made
significant investments in energy efficiency and that
those investments continue to reduce energy
consumption or peak demand, that those reductions
should contribute to the utilities' requirement to

meet energy efficiency thresholds; isthat correct?
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A. Wiédll, they should qualify for those
companies to be able to opt out of the utilities
demand-side management energy efficiency rider
because they are making those types of investments
reduce their energy and peak demand, and investments
they have made in the past have not fully realized
their energy reductions and peak demand reductions
capabilities.

So simply because it's already been

installed doesn't mean you've fully realized al the
energy efficiencies that can be obtained from those
programs.

Q. Okay. And that'swhat | wanted to ask is
if you could explain how as you are proposing in the
store, for example, you know, makes an investment
toward energy efficiency or, you know, peak reduction
in 2006, which then certainly continues to impact how
that store operates on a going forward basis.

How would you -- how would you determine
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the value of that for purposes of the -- the energy

efficiency targets that start in 2009 and then 2010

and 20117
A. Widll, I think that's what the customer
would show to the Commission to get authority to opt

out in therider to show their investments in these
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programs will continue to create energy efficiencies,
and they are doing it on their own, so they shouldn't
be forced to participate in the utilities' programs.
I'm not going to try to identify all --
al analyses and all concepts that may help make that
demonstration to the Commission. But it iswithin
the realm of possibility possibly even planning for
these types of programs that the energy efficiencies
don't come all at once but can come over time as
either store's load expands because of the increasing
footprint size or other -- other legitimate economic
considerations of those programs.
So | am not trying to limit it, but |
think it's a demonstration those companies and those
customers can show to the Commission in getting
authority to opt out of the DSM. The utilities DSM
and energy efficiency programs?
Q. [ think actually somewhat a perfect segue

to my next question. At page 9 of your testimony,
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20 lines 20 and 21, you state that the types of

21 investments which allow a customer to avoid the DSE
22 rider charge are too restrictive. Can you explain

23 what you mean by "too restrictive'?

24 A. Widl, | think we went over thisin my

25 deposition. Inthetariff thereisactualy
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descriptions of specific programs which would qualify
acustomer to avoid the DSE rider.
| believe that the avoidance criteria
should simply bethat if they are installing energy
efficiency programs, whatever they might be, that
reduce energy consumption or reduce peak demand in
line of the targets set up for you, the utility
company, then that should be a qualifying factor that
allows those customers to opt out of the utilities
demand-side management energy efficiency programs.
It shouldn't constrain it to simple descriptions that
the utility is proposing because you may not have
thought of all the programs or initiatives that are
available in the marketplace.
Q. Sotomakesurel understand it, the
issue is that the categories of programsidentified
in the rider that would qualify a company for
avoidance may leave something -- may leave another

type of energy efficiency or DSM program out that
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could be developed, for example, might be developed
in the future but doesn't fit comfortably into those
categoriesin therider; isthat your -- is that what
you are saying?

A. Wédl, my concernisthat if youtry to

narrow the scope of what would qualify as an energy
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efficiency in a demand-side management program
whether it exists today or existsin the future you
may be missing opportunities for a more efficient
energy efficiency and demand-side management
programs.

The company shouldn't attempt to describe
in atariff al programs that will meet the ultimate
goal of reduced energy and demand.

Q. Aswesdit here today, you don't know what
else you would include in that description in terms
of other categories, do you?

A. Widl, | think we talked about thisin my
deposition. | think the ultimate standard should be
ademonstration by the customer to the Commission
they will reduce energy consumption. They will
reduce peak demand.

It shouldn't be restricted to some
generic descriptions in specific programs as the

company is proposing to do.
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Q. When we talked in your deposition on
October 8, you were unsure whether The Commercial
Group of companies also might have the option of
entering into a reasonable arrangement or a special
contract with the utilities, that you had said you

would have to verify that.
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Have you verified whether that's an
option for those companies?

A. | havenot.

Q. | think we touched on this at the start,
but just your review of the generation rates proposed
In the electric security plan is that they are cost
based, correct?

A. That was my assumption based on the
companies filing. Asl understood it, they were

buying from their affiliate, and those prices that
they stated were at the prices the affiliate was
going to sell to them.

Q. Sotheutilities cost isthe contract
price that the companies will pay to acquire
generation. That's what you mean by cost based.

A. That would be cost, yes.

Q. Inpreparing your testimony for the
electric security plan case, did you review the

companies market rate option proposal ?
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A. | did not.

Q. Isityour understanding that if the
Commission were to reject the company utilities
electric security plan filing that's under review in
this case, that those -- that the company utilities

would have to file another electric security plan
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1 that the Commission finds acceptable?

2 A. Yes.

3 Q. At page 8 of your testimony you make

4 recommendations regarding a possible securitization
5 of the companies deferred generation costs. And |
6 want to just take you through a couple of your

7 recommendations with regard to securitization.

8 One of your recommendations is that you
9 recommend, asincluded in the companies

10 securitization plan, that the Commission should
11 conduct a separate proceeding in the future to

12 investigate the merits of securitization financing;
13 isthat -- do | havethat -- did | correctly relate

14 that?

15 A. Yes, youdid.

16 Q. Thank you.

17 And you recognize the securitization has
18 the potential to significantly lower the cost of

19 carrying these deferrals.
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A. Yes.

Q. Am/| correct that for security -- well,
let me ask you first have -- with regard to the
securitization recommendations that you have in your
testimony, what experience do you draw upon with

regard to securitization, particularly utility

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 securitizations, in making your recommendation in

2 that portion of your testimony?

3 A. Wdl, | participated in many

4 securitization proceedings related to standard cost

5 proceedings that took place in the late '90s on storm

6 damage cost recoveries, securitizations taking place

7 morerecently.

8 All of those proceedings are prior to the

9 current change in the financial markets and whether
10 or not that isthe impact of the securitization

11 financing remains to be seen, but the first -- over

12 thelast 10 years| have been involved in several

13 securitization proceedings.

14 Q. And from your experience for a

15 securitization to succeed, among other things, that

16 would you agree that there needs to be an irrevocable
17 securitization bond charge and reconciliation of bond
18 charge?

19 A. Inorder to achieve the highest corporate
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20 bond rating on the securitization bonds, those are
21 typical featuresthat are required, and in both the
22 legidative approval of securitization bonds and the
23 irrevocable Commission order providing for those
24  features.

25 Q. And are these features that you have
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1 mentioned included in the securitization framework
2 that's Attachment A to the -- to the electric

3 security plan application?

4 A. They are basic featuresin there, yes.

5 Q. And| believe also when we talked about
6 thisinyour deposition, you identified that thereis
7 anlinternal-IRSissue. Isthat -- isthat an issue

8 that requiresthe use of what's called a specia

9 purpose or single purpose entity?

10 A. Yes.

11 Q. And--

12 A. Atleastit hasinthe past.

13 Q. Okay. Andisthat also part of the

14 companies securitization proposal ?

15 A. Theoutline of it, yes.

16 Q. Now, inyour testimony you also discuss
17 the NDU rider, and you recommend that the Commission
18 not approve the NDU rider, correct?

19 | think we are around page 14, pages 13
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20 and 14.
21 A. Yes, that's correct.
22 Q. Do you agreethat the utilities will

23 incur uncollectible costsin providing standard
24  service offer generation to customers?

25 A. Yes
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Q. Andyou also agree that the utilities
should be able to recover their reasonable
uncollectible expenses, correct?

A. Yes.

Q. Am/| correct that you recommend that the
utility recover these costs -- should be able to
recover these costs either as part of distribution
rates or as a component of the generation service
rider?

A. Wéll, my understanding is part of the
distribution rate structure is the generation service
rider, so it should be related to the generation
component of that rate, because I'm certainly
customers will charge the market rate option but will
buy distribution services from the company, so it
should coincide with the companies generation
service rider, or some cost recovery of uncollectible
nondistribution costs should be collected from the

customers that are providing -- receiving that
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20 service from the company which is predominantly
21 generation and transmission service. So it should be
22 dlocated to customers buying generation from the
23 company.

24 Q. Wewill go to the your return on equity

25 discussion, and | just have afew questions. And one

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V.txt (94 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

10

11

12

13

14

15

16

17

18

19

48

aclarifying question at page 15 of your testimony on
line 7. That's a sentence that appears on lines 6

and 7.

In this-- in this paragraph you refer
both to the companies and to FirstEnergy. Y our use
of "FirstEnergy" in the last line of that paragraph,
what do you mean when you say FirstEnergy there?
A. It should be FirstEnergy's distribution

utility affiliates, Toledo Edison, Ohio Edison, and
Cleveland Electric [lluminating Company.

Q. Soyou are using "FirstEnergy"
interchangeably with "companies'?

A. At that point in the testimony, yes.

Q. On page -- on line 10, the same page, you
refer to traditional ratemaking practices. Can you
spell out for me what you mean by "traditional
ratemaking practices'?

A. Traditional ratemaking practices are

proceedings which the Commission monitoring the
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utilities cost to ensure they are just and
reasonable and that the priceis paid by retail
customers -- pardon me.

That the costs incurred by the utility
are reasonable and prudent and that the prices paid

by retail customersisjust and reasonable and
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provides fair compensation to the utility.

Q. Andwhen you get to a determination of
the return on equity, isthat -- those traditional
practices normally include the use of a-- of aDCF
or aCAPM or risk premium studies to estimate the
utilities current market cost of equity; isthat
correct?

A. Yes.

Q. Andthat -- what's donethereisa
forward-looking process, isit not?

A. Widll, it's-- those models use
forward-looking expectations to derive the current

market cost of equity, yes.

Q. Inrecommendation in your testimony that
a-- that return on equity around 10 percent should
be used. You did not perform that traditional
ratemaking analysis, correct?

A. Weéll, not for this case, but | routinely

perform those -- those cases in other rate
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20 proceedingsand | generaly keep informed on current
21 market cost of equity for utility companies.

22 Q. Withregard to what you reviewed, you did
23 not review any testimony filed in the companies

24  distribution case on that subject, correct?

25 A. Correct.
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1 Q. Soyou don't know what the range of

2 recommendations was that was made in the distribution
3 case, correct?

4 A. | know 10.5 percent is staff's pinpoint

5 rangeisidentified in the companies filing.

6 Q. On page 16 of your testimony.

7 A. I'mthere.

8 Q. And another issue we just -- we discussed

9 previoudly at line 16, three-quarters of the way into
10 that line you have a sentence that starts "all

11 incremental additions' and then carrying over, "all

12 incremental additions to distribution plant would

13 then be deferred in a deferral account.”

14 Y our referenceto "all incremental," "all

15 incremental additions," isthat -- isthat a correct

16 description of the companies proposal ?

17 A. That'smy understandingitis. The

18 company is proposing to defer certain line extensions

19 and all incremental plant inductions after 2008 and
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deferred accounts, which include plant investments,
depreciation expense on it, and interest related to
that plant.

Q. And at the bottom of that page 16, line
24, you made a correction to your testimony at the

start changing "can" to "may."
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Did you make that change because you
don't know, you know, sitting here today whether the
change that you are referencing in this sentence,
"This change in net plant and rate base can be
supported at current distribution rates...."
A. That's-- it would depend on the actual
capital additions to the plan relative to the buildup
of the accumulation of depreciation reserves and
deferred income taxes.
Q. Andyou have not conducted that analysis
to determine whether that's the case?
A. That'sright. | didn't seeitinthe
companies filing in this case either to demonstrate
it was necessary or appropriate to allow for those
deferrals.
Q. On page 17 of your testimony where you
discuss the companies performance targets proposal,
| don't see there and you are not suggesting that the

companies should adopt any particular kind of
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20 reliability target, are you?

21 A. | believe the companies proposed SAIDI
22 target set isreasonable. | just don't believe they
23 havejustified an appropriateness of getting a price
24 increase if they achieved their targets.

25 Q. Soyouarenot -- so you are not
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1 recommending a particular target for SAIDI that the
2 companies would use, correct?

3 A. Correct.

4 Q. Andthe companies SAIDI target may be
5 appropriate, correct?

6 A. May be appropriate, correct.

7 Q. If the companies can make the case that

8 they are providing superior service, then you agree
9 that aperformance reward might be justified,

10 correct?

11 A. It might bejustified if the company made

12 that filing, yes -- made that demonstration.

13 MR. LANG: Your Honors, | have no other
14 questions.

15 EXAMINER PIRIK: Thank you.

16 Mr. Wright.

17 MR. WRIGHT: Yes, thank you, your Honor.

18 Could | have just one moment, please?

19
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20 CROSS-EXAMINATION

21 By Mr. Wright:

22 Q. Good morning, Mr. Gorman. | am Bill
23 Wright and | represent the Commission staff --
24 A. Good morning.

25 Q. --inthiscase.
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MR. BELL: Excuse me, could we use the
mike? He's better but it's still alittle light over
there.

MR. WRIGHT: Thank you, Mr. Bell.

Q. Following up on the last line of
guestioning, did | understand you to just testify
that you believe that the companies proposed SAIDI
target in this case is reasonable?

A. ldidnot --

Q. Did I misunderstand?
A. You misunderstood.
| think the question was along the lines
do I have reason to believe it was not reasonable,
and | have no reason to believe it's not reasonable.
| didn't specifically look at the SAIDI
target to determine whether it was an appropriate
target. | ssimply recommended they shouldn't get a
price increase ssimply by providing reliable service

because | think they are already -- have a
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responsibility to provide reliable service.

Q. Isit -- based on that statement, isit
your testimony that if the company -- and | believe
let's talk about CEI, for example -- if the company
is able to establish superior service, that they

should be rewarded in some way for that?
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A. 1 think the question was -- I'm sorry,
that's a new question. | apologize.
If an establishment can be made for
superior service, then the company, | think, could
make a request and show the appropriateness of
receiving some sort of reward for it.
The standard should certainly be
something far outside of what is reasonable to expect
autility to provide in terms of reliability and
show, | would think, that there is some measurable
economic benefit to customers because the reliability
is above and beyond what is reasonable to expect from
autility.
MR. WRIGHT: That'sall | have. Thank
you.
EXAMINER PIRIK: Ms. Wung?
MS. WUNG: May | have amoment, your
Honor?

EXAMINER PIRIK: Yes.
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20 EXAMINER PRICE: Let'sgo off the record.
21 (Discussion off the record.)

22 EXAMINER PIRIK: We will go back on the
23 record.

24 ---

25
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REDIRECT EXAMINATION
By Ms. Wung:

Q. | just have one question, Mr. Gorman. Do
you remember the line of questioning from Mr. Lang
with respect to the forward-looking process or
looking at the return on equity?

A. Yes.

Q. Isitasofair to say that using that
process, would you still use historical numbers for

comparison purposes?

A. Weéll, yeah. | mean, that -- theidea

behind making an -- estimating current market cost of

equity is based on what has happened in the past to

form expectations of what will happen in the future.
For example, the relative relationship of

the authorized return on equity relationship to

contemporary bond to develop risk premiums, that's

generally derived from historical information, use

that historical information to then form expectations
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20 of what will happen into the future.

21 S0 history provides sound information to

22 form expectations of the future, and that generally
23 isused to make estimates of what the current market
24 cost of equity is at thistime.

25 MS. WUNG: Thank you. | have no further
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1 questions.

2 EXAMINER PIRIK: Mr. Bell?

3 MR. BELL: No questions.

4 EXAMINER PIRIK: Mr. Small.

5 MR. SMALL: No questions, your Honor.
6 EXAMINER PIRIK: Mr. Yurick.

7 MR. YURICK: No questions, your Honor.
8 EXAMINER PIRIK: Ms. McAlister.

9 MS. MCALISTER: No, your Honor.

10 EXAMINER PIRIK: Mr. Rinebolt.

11 MR. RINEBOLT: No, thanks, your Honor.
12 EXAMINER PIRIK: Mr. Smith.

13 MR. SMITH: No, your Honor.

14 EXAMINER PIRIK: Mr. Breitschwerdt.
15 MR. BREITSCHWERDT: No questions.
16 EXAMINER PIRIK: Mr. Stinson.

17 MR. STINSON: No questions.

18 EXAMINER PIRIK: Mr. Kurtz.

19 MR. KURTZ: No questions.

56
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20 EXAMINER PIRIK: Mr. Lavanga.
21 MR. LAVANGA: No guestions.
22 EXAMINER PIRIK: Mr. Lang.

23 MR. LANG: No questions.

24 EXAMINER PIRIK: Mr. Wright.
25 MR. WRIGHT: No questions.
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1 MS. WUNG: Your Honor, at thistimel
2 would like to move for the admission of Commercia

3 Group Exhibit 1, direct testimony of Michael Gorman.

4 EXAMINER PIRIK: Arethere objections?
5 MR. LANG: No objections.
6 EXAMINER PIRIK: Hearing none, Commercia

7 Group Exhibit 1 shall be admitted into the record.

8 (EXHIBIT ADMITTED INTO EVIDENCE.)
9 EXAMINER PIRIK: We will take a break
10 until -- why don't we take a break until 25 till, so

11 welll take a 15-minute break and give some time.

12 (Recess taken.)

13 EXAMINER PIRIK: We will go back on the
14  record.

15 Mr. Yurick.

16 MR. YURICK: Thank you, your Honor.

17 if I could have marked as Kroger Exhibit

18 1 whichisthe prefiled testimony of Kevin Higgins.

19 EXAMINER PIRIK: The document will be so
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20 marked.

21 (EXHIBIT MARKED FOR IDENTIFICATION.)
22 (Witness sworn.)

23 MR. YURICK: Mr. Higgins-- isthis on?

24 ---

25
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KEVIN C. HIGGINS
being first duly sworn, as prescribed by law, was
examined and testified as follows:

DIRECT EXAMINATION
By Mr. Yurick:

Q. Mr. Higgins, could you please state your
full name, spell your last name for the record, and
state your business address, please.

A. Yes. My nameisKevin C. Higgins,
H-1-G-G-1-N-S. My business address is Energy
Strategies, 215 South State Street, Suite 200, Salt
Lake City, Utah 84111.

Q. And, Mr. Higgins, by whom are you
employed?

A. I'memployed by Energy Strategies.

Q. And on whose behalf are you offering
testimony in this proceeding?

A. | am here on behalf of The Kroger

Company.
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20 Q. Showing you what's been marked Kroger's
21 Exhibit No. 1, isthat your prefiled direct testimony
22 inthis case?

23 A. Yes,itis.

24 Q. Do you have any corrections or changes to

25 that testimony?
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1 A. | donot.

2 Q. If I wereto ask you the questions set

3 forthinyour prefiled testimony, would your answers
4 Dbethe same as they were in the testimony?

5 A. Yes, they would.

6 MR. YURICK: Y our Honor, the witnessis

7 tendered for cross-examination.

8 EXAMINER PIRIK: Thank you.
9 Mr. Bell.

10 MR. BELL: Thank you.

11 ---

12 CROSS-EXAMINATION
13 By Mr. Bdll:

14 Q. If you turn to page 3 of your prefiled

15 testimony, Mr. Higgins. By the way, my nameis

16 Langdon Bell, and | represent the Ohio Manufacturers
17 Association.

18 A. Good morning, Mr. Bell.

19 Q. Online 14 where you speak of the overall
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20 impact of the generation rates, you mean the overall
21 impact of the generation rates to be charged under
22 the ESP for the next three years?

23 A. Yes

24 Q. You are speaking in terms of the total

25 revenues to be received by the company over those
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three years, are you not, and the increases in those
revenues from year to year?

A. Yes dir. Thetota revenues, and that
would be excluding the companies proposal to defer
certain generation revenues.

Q. | understand that. We aren't talking
about authorized revenues; we are talking about the
collected revenues, are we not, over the -- over the
three-year period?

A. Exactly.
Q. Thank you.

Now, you do not address in your testimony
in any way, shape, or form the companies proposed
distribution of revenue responsibility for those
revenues in each of those years between each of the
three companies, do you?

A. Between each of the three companies, no,
| do not.

Q. You recognize, do you not, Mr. Higgins,
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that the company has proposed rate increases --
revenue increases, so that we are using the same
terminology here, to be collected twice the increase
on Toledo Edison customersin terms of total revenue
than it has proposed collecting from CEI and Ohio

Edison?
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A. Wedl, | redlize that thereis -- that
there is differences in the revenues, and subject to
check, I'll accept what you said in terms of the
Impact on Toledo Edison with respect to revenue.
Q. | guessmy point issimply this, did you
not attempt to inquire into the reasonableness or the
alleged bases upon which the company is suggesting
that revenue collection distribution is reasonable or
appropriate in this case?
A. That iscorrect.
Q. Turnto page 4 of your filed testimony.
Y ou address the issues of the impact of the
companies proposals upon high load factor customers
and then state, beginning on line 5, "To remedy this
problem, | recommend that the Commission modify the
generation charge rate design for any rate schedule
that has |oad-factor-differentiated generation
rates."

Could you identify those particular rate
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20 schedules?

21 A. For al practical purposes, it would be

22 dl nonresidential rate schedules with the exception
23 of street lighting.

24 Q. Thank you.

25 In effect then it -- it includes rate
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schedul es beyond those rate schedul es under which
Kroger's secures service; is that correct?
A. That iscorrect.
Q. Andthat isto eliminate, if | understand
your testimony correctly, the substantial impact upon
high load factored tariff classes; isthat correct?
A. No,gir.
Q. Aren'tyou indicating that the impact --
you are attempting to portray for the Commission the
difference in impacts upon tariff schedules that
currently have a demand component in the rates?
A. I'm-- I'midentifying a problem that
affects every rate schedule that has a demand
component or aload factor related component in the
generation rate.
The proposal though speaks to affects
within each rate schedule as opposed to across the
different rate schedules, and so you might have a

rate schedule, for example, that was not a
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particularly high load factor rate schedule.

Within that rate schedule there are going
to be customers who would be higher load factor
customers than others, and so my proposal speaksto
the differential impacts within each rate schedule

with respect to load factoring and attempts to
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address a problem | see with the companies proposal.
Q. Thank you, Mr. Higgins.

Have you attempted in your review of the
rate design embodied in the ESP what is the -- what
rate schedule sustains the greatest revenue increase
In terms of a percentage increase?

A. Ingenerd, it'sthe GT rate schedule.
Q. Isitnot -- isit not -- excuse me.
Isit not afact, Mr. Higgins, that some
rate schedules actually have decreases in revenues?

A. For Toledo Edison, that's the case.

Q. And what rate schedulesin Toledo Edison
would actually sustain a rate decrease under these --
this ESP?

A. Widll, I don't have thelist in front of
me, but | would -- my recollection isit's most of
them.

Q. Most of them?

A. Most of the rate schedules for Toledo
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20 Edison would experience arate decrease under the
21 companies proposal, except under GT, as| recall.
22 Q. And that would be true you are suggesting
23 even with respect to if those tariff rate schedules
24 that have higher than average load factors?

25 A. Wdl, | would -- I'm not quite following
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your guestion. | would presume that GT probably has
the highest load factor on average, and so it
receives -- it does receive arate increase under the
companies proposal.

Q. You have not attempted to quantify it,
those rate increases?

A. Wdl, I've seen them. | mean, they are
aready in the record.

Q. Now, isit correct that on the basis that
you are recommending the approval of the proposed
charges to be levied upon customers and collected
from customers over the next three years from --
under the ESP plan?

A. Didyou ask meif | was recommending
approval of that?

Q. Yes

A. No. | don't make a specific
recommendation to approveit. | indicate that it --

it may be reasonable, but | don't recommend its
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20 specific adoption.

21 | realize there will be other factors

22 that the Commission will consider that are put before
23 it and will be weighed by the Commission.

24 Q. You state in your testimony, do you not,

25 that it ismodest, and as aresult of its being
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modest, it may be reasonable?

A. That iscorrect.

Q. Might it also be unreasonable?

A. That goes-- that is certainly possible
aswell.

Q. And it might be unreasonably high or
unreasonably low from your analysis?

A. | don't think it's unreasonably low.

Q. Upon what basis do you arrive at that
conclusion?

A. Widl, if it was unreasonably low, | don't
believe the company would have proposed it.

Q. Wadll, the companies proposing it, could
the companies propose it on the basis of the
collection of those revenues would meet their cash
flow requirements during the three-year period?

A. If that was -- if that was the companies
motivation, it would still be the case ahigher rate

would provide more cash flow than alower rate and
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20 so, again, | don't believe that the -- that the rate
21 is-- that the rate will be too low.

22 Q. You are specifically opposing the

23 generation deferral, are you not?

24 A. Yes | am.

25 Q. Andthebasisfor that isit's
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1 intergenerational transfer of responsibility?

2 A. Yes. Insignificant part, yes.

3 Q. Isthat something along the lines of

4 passing off cost that we incur today to our children

5 and our grandchildren, our successive customers?

6 A. That's-- yes, that isareasonable

7 anaogy.

8 Q. Andif, infact, those deferrals enable

9 usto receive service today that we can't afford and,
10 asaresult, pass those costs on to future

11 generations, isthat not, Mr. Higgins, something akin
12 to the sub-prime problem that we've had where -- may
13 | finish the question and then we can have an

14 objection -- where we allow individuals who can't

15 afford homesthat are not creditworthy to purchase
16 homes and then we bail it out with future generations
17 paying the cost in government bailouts?

18 MR. YURICK: Mr. Bell, | apologize for

19 cutting you off, but with all due respect to my
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20 distinguished colleague, Mr. Bell, there will be an
21 objection. | think that question goes far beyond the
22 scopeof Mr. Higgins' testimony.

23 MR. BELL: | am asking him for the

24 rationale and is that not in affect an analogous

25 dituation.
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1 EXAMINER PIRIK: I'll allow the question.
2 Objection overruled.
3 MR. YURICK: Thank you very much.

4 A. Mr. Bdl, | don't believe that that is --

5 thatisnot how | would characterize the analogy. |
6 don't--1 don't believeit isquite as extreme as

7 the sub-prime lending problems that we've

8 experienced.

9 | do agree with the portion of your

10 characterization that saysit does create a Situation
11 inwhich consumption occurstoday. There are
12 benefitsthat occur today. And the cost is left for
13 some -- perhaps some other party to pay at alater
14 date. | agree with that.

15 EXAMINER PIRIK: Mr. Higgins, could you
16 pull your microphone towards you alittle?

17 THE WITNESS: Sure.

18 EXAMINER PIRIK: Thank you.

19 Q. Would you also agree that the beneficiary
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20 today isthe company, to the extent that the current
21 benefit in increased cash flow and current benefit
22 insofar as deferred cost recognition has the affect
23 of increasing the reported earnings of the company?
24 A. | agree that the company would benefit

25 from de -- would -- there would be a benefit to the

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (134 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

68

1 company in deferring recovery of the generation

2 expense for the reasons you indicated and, you know,
3 it createsa-- aregulatory asset that would create

4 the basisfor future earnings for the company.

5 Q. Mr. Higgins, does not the companies

6 proposal effectively and substantially reduce the

7 quality of the companies reported earnings?

8 A. Could you repesat that question, please,
9 Mr.Bdl?
10 Q. Does not the companies propose -- as|

11 havejust outlined it for you with respect to the

12 deferrals, has -- which has the tendency to increase
13 reported earnings, you will agree with me there, do
14 you not?

15 A. Yes.

16 Q. Does not that proposal substantially

17 impair the quality of the reported earnings?

18 A. Mr. Bell, | haven't made an analysis of

19 the extent to which the quality of the companies
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reported earnings would be -- would be impaired.

Y ou know, | seethe thrust of your point
in that these are earnings that are -- are really
deferred and so they are not cash in hand and so one
might view that as less desirable than cash in hand,

but | have not made an attempt to analyze that, sir.
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Q. With respect to the deferrals, you also
do not recommend deferral of distribution-related
cost, do you?

A. That iscorrect. | recommend against
that.

Q. Could you turn to the bottom of page 7 of
your prefiled testimony, Mr. Higgins. You state
there, do you not, "l realize there is precedent on
the FirstEnergy system for deferring current

generation expense for future recovery. While this
may be appropriate in certain extenuating
circumstances, the general practice of deferring
current generation expense for later recovery raises
concerns with respect to the intergenerational
equity."

Focusing on that statement, you're
comparing the Commission's past deferrals with -- the
practice of the Commission in granting past deferrals

with the deferrals that are requested in this case,
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are you not?
A. 1I'm not comparing but I'm -- so much as
to say acknowledging that they have occurred in the

past, and I'm not really commenting on those so much
asto say that it isimportant to view the current

proposal on its own merit and to really seriously
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1 consider the consequences for intergenerational

2 equity of adeferral of these magnitudes.

3 Q. With respect to intergenerational
4 equity --

) A. Yes.

6 Q. -- the current generation versus the

7 succeeding generation, in the past when the

8 Commission has authorized deferrals, those deferrals
9 have been of fixed, known, measurable, and costs that
10 have been determined to be reasonable by the

11 Commission, have they not?

12 A. Mr. Bell, I'm generally aware of some of

13 thedeferrals. | don't havethe -- | can't say that

14 | can confirm what you just said.

15 Q. Wadll, let's say storm damage.

16 A. Yes.

17 Q. Would that fall into that category?
18 A. Generaly | would expect it would.
19 Q. How about experienced fuel costs?
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20 A. Generaly | would expect it would fall

21 into that category.

22 Q. Could you name me of one past deferral

23 where this Commission has authorized the deferral of
24 unknown, unmeasurable, nonfixed future generation

25 costsor future costs of any kind?
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1 A. | amnot aware of any specific incidents.
2 MR. BELL: That'sal | have. Thank you,
3 Mr. Higgins.
4 THE WITNESS. Thank you, sir.
5 EXAMINER PIRIK: Mr. Sites, do you have
6 any questions?
7 MR. SITES. Your Honor, no questions.
8 EXAMINER PIRIK: Mr. Small.
9 MR. SMALL: Thank you, your Honor.
10 ---
11 CROSS-EXAMINATION
12 By Mr. Small:
13 Q. [ just have one or two questions,

14 Mr. Higgins. Jeff Small, Office of Consumers

15 Counsdl.

16 A. Good morning, Mr. Small.

17 Q. | have acouple of questions concerning
18 page 11 of your testimony and in particular on and

19 around line 18 at the bottom of page 11.
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20 A. Yes, dir.

21 Q. And hereyou discuss and you have in

22 parenthesis "ESP generation rider," do you see that?
23 A. Yes, dir.

24 Q. For your purposes, your stated purposes

25 inyour testimony, wouldn't it be simpler and more
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direct to just introduce into the FirstEnergy rate
design, the demand charges that the company took out
In going from current rates to their proposal in this
case?

A. Not necessarily, but | do believe that
there could be an approach along the lines that you
are describing.

It wouldn't be just the demand charge,

but FirstEnergy has quite a number of what are called
hours-use charges which are charges that are
expressed as kilowatt hours per kW of demand or
kilowatt hours per kVA, and those types of charges
are dl -- are very load-factor sensitive.

They are designed to be, and so you would
also have to replicate those charges and, in essence,
I'm -- I'm suggesting that that set of charges all be
retained, and to your point one could either apply a
percentage rider as | have proposed or designin a

percentage change to each of those components, both
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the demand charges and the hours-use energy charges,
and they would accomplish the same thing.

Asto which one would be ssimpler, | would
leave that to someone who is administering that, but
to me it seemed simpler to expressit the way |

recommended, but it could also be done another way.
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[ —

Q. Okay. Soif | understood your answer

2 then, and | realize you went beyond the -- my

3 suggestion that it reintroduce the demand charges,

4 Dbut it could be taken care of -- for purposes that

5 you state in your testimony could be taken care of by
6 reintroducing the type of charges not limiting it to

7 demand the types of charges that were taken out by
8 the company in their present proposdl; is that

9 correct?

10 A. Yes, dir.

11 MR. SMALL: Thank you very much. | have

12 no further questions.

13 EXAMINER PIRIK: Ms. Wung.

14 MS. WUNG: No questions.

15 EXAMINER PIRIK: Ms. McAlister.

16 MS. McALISTER: No questions.

17 EXAMINER PIRIK: Mr. Rinebolt.

18 MR. RINEBOLT: No questions, your Honor.
19 EXAMINER PIRIK: Mr. Porter.
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25 Honor.

MR. PORTER: No questions.
EXAMINER PIRIK: Mr. Smith.

MR. SMITH: No questions.
EXAMINER PIRIK: Mr. Breitschwerdt.

MR. BREITSCHWERDT: No questions, your
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1 EXAMINER PIRIK: Mr. Keiffer.
2 MR. KEIFFER: No questions.
3 EXAMINER PIRIK: Mr. Stinson.
4 MR. STINSON: No questions, your Honor.
) EXAMINER PIRIK: Mr. Kurtz.
6 MR. KURTZ: Yes, your Honor, thank you.
7 .- -
8 CROSS-EXAMINATION

9 By Mr. Kurtz:

10 Q. Good morning, Mr. Higgins.

11 A. Good morning, Mr. Kurtz.

12 Q. | want to ask you about your rate design
13 recommendation.

14 A. Yes.

15 Q. Firstof all, let's sort of define rate

16 design. Asl'm going to use that term, assume that
17 theutility, any utility, allocates or wants to

18 recover $1 million -- or $100 million from arate

19 schedule, they can design their rates any number of
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ways to collect that -- that amount of money; is that
correct so far?

A. Yes. It speaksto how you collect a
revenue requirement that has been assigned to the
class of customers.

Q. Andyou could collect it all through an
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energy rate, akilowatt hour charge is onerate
design?

A. Correct.

Q. Couldyou collect it al through a demand
charge would be another rate design?

A. Correct.

Q. You could collect it al through an
hours-use blocking mechanism you described with
Mr. Small.

A. Yes.

Q. You could even, in an extreme case,
collect it al in acustomer charge, charge every
customer the same amount per capita?

A. Yes, you could.

Q. Okay, sorate designisreally how you
collect money within arate schedule, and it has no
inter -- interclass implications; is that correct?

A. Thatiscorrect.

Q. Soyour business rate design would have
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20 no affect on residential customers?

21 A. Correct, it would have no affect on

22 residential customers.

23 Q. Itredly has an affect between the high
24 |oad factor customers on the rate schedule and the

25 low load factor customers on the rate schedule.
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A. Exactly.

Q. Andit asoisrevenue neutral to the
utility.

A. Yes itis

Q. Okay. Now, the current design of the --
of the operating company tariffs has aload factor
sensitive design; is that correct?

A. Yes. For the chargesthat are generation
related they are very load factor sensitive.

Q. Do you know -- do you know that the
operating companies currently own no generation?

A. Yes.

Q. Do you know that they currently buy all
of their electricity from FES, an affiliate, under a
FERC-approved contract on a straight kilowatt hour
basis?

A. I'mnot familiar with that contract but |
accept.

Q. Assume -- assume for this question that
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the operating companies are buying right now, today,
on a straight kilowatt hour charge from FES.

If that assumption is correct, they could
still -- and they are dividing up or designing rates
with aload factor sensitive mechanism as you've

described.
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1 A. Certainly. That'stheratesthat are --

2 those aretheratesthat are in effect right now.

3 Q. Okay. Now, the proposal of the companies
4 isto--again, inthisESP, isto buy all of their

5 éectricity from FES; is that correct?

6 A. Correct.

7 Q. Andthey are going to buy it al from FES

8 onaflat kilowatt hour charge, $75 per megawatt hour
9 year one, 80, then 85.

10 A. Weéll, they are going to -- yes, that's my

11 understanding, yes.

12 Q. Okay. And but your objectionis--is

13 that they are proposing to radically change the rate
14 design from the existing tariffs.

15 A. Yes, itisaradical change.

16 Q. Okay. Andyour -- their proposal isto

17 charge every member of the rate schedule the same
18 price per kilowatt hour with a seasonal adjustment, |

19 guess.

file:/lIA|/FirstEnergyVol-1V .txt (153 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

20 A. Yes. Anditwould -- but your statement

21 iscorrect that even with the seasonal adjustment,

22 every member of the rate schedule would pay the same
23 charge per kilowatt hour.

24 Q. Andas| understand your testimony, that

25 hasavery disparate or very far reaching implication

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (154 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

10

11

12

13

14

15

16

17

18

19

78

on the customers within the rate schedule depending

on their load factor?

A. Yes. On page 10 of my direct testimony |

cited an example in the case of the Ohio Edison

service territory for the GP rate schedule

FirstEnergy indicates that the impact on that rate

schedule isjust 5.33 percent of -- of its 2009 rate

impact for the schedule as awhole.

However, the companies workpapers
indicate that for a-- if acustomer is 500 kW with a
low load factor, they would experience arate
decrease of 38 percent in the summer and arate
decrease of 42 percent in the winter, whereas, the
very high load factor customer would see arate
increase of 38 percent in the summer and an increase
of 23 percent in the winter.

And so, you know, just around this
average of 5 percent you see these very, very

dramatic swings from a decrease of 42 percent all the
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20 way to anincrease of 38 percent in the summer, so
21 that's-- you know, we can add those together.

22 | mean that's -- that's an 80 percent

23 swinginrateimpact all for arate schedule that is
24  experiencing this seemingly, you know, relatively

25 modest 5 percent rate increase.
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1 Q. If one of the Commission'sgoalsin this

2 casewas to have customer continuity or no rate shock
3 for customers, isthe companies proposal consistent
4 or inconsistent with that?

5 A. The companies proposal is grossly

6 inconsistent with that and would have a-- what |

7 would consider to be avery significantly divergent

8 Impact on customers that would be detrimental .

9 Q. And | understand your proposal is

10 relatively straightforward. You just ssmply apply 5
11 percent rate increase to the rate schedule, apply 5

12 percent increase to each of the billing components
13 essentially.

14 A. For generation, yes. | would focuson

15 generation but, yes, you would target the generation
16 rate schedulefor therate -- for that -- target the

17 generation rate component for the rate schedule

18 applying equal percentage change either as arider to

19 the generation component or, as Mr. Small indicated,
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could -- suggested you could apply a percentage
change to each individual component. It would get
you to the same place.

Q. Areyou familiar with the energy
efficiency and peak demand reduction goals of Senate

Bill 221?
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A. I'veread the Bill, and I'm generally
familiar that that's an objective. | couldn't tell
you the specifics of the objective.

Q. Istherate design proposed by the
company consistent with promoting energy efficiency
and peak demand reduction in your opinion?

A. | don't think it's consistent with the
goal of promoting peak demand reduction in that it
doesn't provide any recognized value for generation
capacity.

Since there would be no demand charges,
there would be no recognition of that whatsoever. In
that sense it would not be consistent with promoting
conservation of capacity or recognizing peak demand
ISsues.

Q. Let mego back to your example of a5
percent rate increase to the schedule and 40 percent
increase to high load customers. Why wouldn't the

customer just shop at that point, just leave the
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20 system?
21 A. | believe acustomer that experiences
22 that kind of rate increase would probably have to
23 takeaseriouslook at shopping, athough in my
24 understanding of the companies proposal is that

25 there are -- there are certain impediments to
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shopping that are also being built into the proposal.

So even though on the surface the
indication would be if you don't like these rates,
you can go shop, there are other aspects of the
proposal that are not terribly friendly towards
shopping.

Q. Would one of those aspects be the $10 per
megawatt hour MDS charge that you have to pay if you
are going to shop?

A. Certainly.
MR. KURTZ: Thank you, your Honor.

EXAMINER PIRIK: Mr. Lavanga

CROSS-EXAMINATION
By Mr. Lavanga:
Q. Good morning, Mr. Higgins. My nameis
Mike Lavanga, I'm an attorney for Nucor Steel Marion.
A. Good morning, Sir.

Q. Just acouple of very quick questions and
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then following up on some of the other questions.
Y ou are recommending here that to -- to
address the disproportionate impact on higher load
factor customers that you would -- you would have
a-- basically have a percentage adder rider on top

of the generation charge for those customers; is that

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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correct?

A. Yes.

Q. For those specific load factor
differentiated generation rates?

A. Yes. Thefirst step would be, of course,
to retain the existing generation rates and then,
yes, and then to apply percentage rider as you
described.

Q. My question is couldn't you -- couldn't
you take that approach and apply it to al the
existing rate schedules, have just a5 percent adder
on all the existing rate schedules in order to assure
consistency and to maintain the relationship between
classes?

A. Soyou're-- are you suggesting rather
than arate schedule specific percentage but to apply
instead the same percentage for al its customers?

Q. Yeah, I'mbasicaly saying you retain the

current rate schedules and the -- whatever the
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20 generation increase approved under the ESP, say, 5
21 percent, you would apply that 5 percent to all those
22 existing rate schedules.

23 A. That is-- that's not my specific

24 proposal, but | could -- | could certainly see that

25 proposal being extended in that fashion.
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1 Q. Would that be reasonable?
2 A. | wouldimagineit to be within the range
3 of reasonableness.
4 MR. LAVANGA: Okay. That'sal | have.
5 Thank you.
6 THE WITNESS. Thank you.
7 EXAMINER PIRIK: Mr. Petricoff.
8 MR. PETRICOFF: No questions, your Honor.
9 EXAMINER PIRIK: Mr. Lang.
10 MR. LANG: A few questions.
11 ---
12 CROSS-EXAMINATION

13 By Mr. Lang:

14 Q. Good morning, Mr. Higgins.

15 A. Good morning, Sir.

16 Q. If I couldjust clarify, reviewing your

17 testimony it looked like you had testified previously
18 on several occasions -- several occasionsin Ohio

19 regulatory proceedings severa involving the
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21 Can you just identify for me which

22 proceedings you've testified inin Ohio, say, in the
23 last fiveyears?

24 A. Certainly. | testified in the

25 FirstEnergy rate stabilization proceeding which was
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1 CaseNo. 03-2144-EL-ATA. l'vetestified -- that was
2 in2004.

3 In 2005 | testified in the AEP IGCC cost

4  recovery proceeding which was Case No. 05-376-EL-UNC.
5 And I've submitted testimony in the FirstEnergy

6 distribution proceedings which is Case No. 07 point

7 07-551-EL-AIR, et cetera.

8 Q. Didyou also provide testimony in the

9 FirstEnergy market rate option case?

10 A. Oh,yes, gr, | did.

11 Q. Andinthe market rate option case, am |

12 correct that you -- your opinion in that case was

13 that the MRO was an unattractive option as compared
14 tothe ESP?

15 A. Yes. My testimony wasthat it appeared

16 to be unattractive in light of the companies

17 estimate that it would cost customers about $1.3

18 billion more than the ESP.

19 Q. Andtheninyour testimony filed in this
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case, the ESP case, you were -- you were not offering
an opinion as to whether the ESP here is more
favorable in the aggregate than the expected results
of an MRO, correct?

A. That's correct.

Q. Youdoagreeinthiscasel believein

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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your testimony that what you -- that the -- the rates
that you propose or the deferral of a portion of the
generation price of the retail customers does produce
anear-term benefit to retail customers, correct?

A. Certainly within the three-year period

those customers would not be paying those -- those
dollars, so they would experience a benefit in that
term, yes.

Q. Andas| understand it, you're
recommending with regard to overall retail pricesis
to strip off that deferred portion of the generation
price and have the Commission approve aplan that's
close -- at least close to the overall price
increases that are shown -- that are proposed by the
company for that three-year period, correct?

A. Yes.

Q. And sofor the -- but the prices that are
shown for that three-year period Mr. Bell asked you

your opinion is that those prices would have a modest
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20 impact on the overall customer rates during that

21 period?

22 A. Yes. You asked me that question, and my
23 answer isyes, | seeit as a modest impact.

24 Q. Andincomparison if the -- if the

25 deferred portion of the generation priceis not
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1 deferred but is added into pricing in the 2009, 2010,
2 2011 pricing, your opinion would be that the ESP plan
3 atleastinthat case would be |less favorable?

4 A. Yes, it would be less favorable and |

5 believe would raise serious questions as to whether
6 it should be adopted.

7 Q. We had talked before, we talked about

8 your experience with the -- the Utah Energy Office.
9 If you could -- was it seven and a half years you

10 were with the Utah Energy Office?

11 A. Yes.

12 Q. Andwhat was -- what was the purpose of
13 the Utah Energy Office? Describe its function.

14 A. Sure, the Energy Utah Office was part of
15 state government in Utah, part of the executive

16 branch, and it had the charge to recommend and

17 implement state energy policy and that focused on
18 state energy conservation programs as well as

19 research and development.
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20 Q. And so that's a separate entity from

21 the-- the entity that regulated public utilitiesin
22 Utah?

23 A. Yes

24 Q. That would be either the Public Utilities

25 Commission or Public Service Commission?
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1 A. InUtah thereisaPublic Service

2 Commission that regulates utilities and then thereis
3 also aseparate regulatory staff that participatesin

4 therate cases called the Division of Public

5 Utilities, and the Utah Energy Office was separate

6 from each of those.

7 Q. And the Energy Office that you were

8 associated with, that was kind of a-- part of the

9 executive branch that was a -- kind of promoted

10 policy with regard to utility regulation; is that

11 correct?

12 A. It proceed -- it -- the office was

13 involved in the policy development and some of that
14 touched upon utility regulation, although it was not
15 Ilimited to utility regulation.

16 Q. Okay. Inthe seven and a half yearsyou

17 wereinvolved with the Utah Energy Office, how many
18 examples of deferrals of utility costsin the

19 accounting sense did you deal with in Utah?
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A. Youknow, | don't recall having dealt
with any deferrals. Of course, the period of time
was 1983 to 1990 which | was there, so that -- when |
left the Energy Office some 18 years ago.
But to the best of my recollection, I'm

not aware of my personal participation in the

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 deferra of energy-related costs for a utility.

2 Q. Inyour testimony where you recognize

3 that thereis -- there has been precedent for

4 deferralsinthe FirstEnergy area, isit your opinion

5 that the Commission was wrong in those casesin

6 approving those deferrals because all deferrals have
7 thisintergenerational issue you described?

8 A. No, that is not my opinion that the

9 Commission waswrong. | accept the Commission's
10 de-- you know, | acknowledge that's a decision that
11 the Commission has made and | make no attempt to --
12 to comment on it except to acknowledge that it's

13 being done and | recognize that's occurred in the

14 past, soit's not my opinion that the Commission was
15 wrong in doing that.

16 Q. Isthe question of whether deferrals are

17 appropriate -- appropriate or not in a particular

18 casea-- apolicy issue that the Commission hasto

19 consider in the -- when it looks at the overall
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20 reasonableness of a proposal?

21 A. Yes.

22 Q. When Mr. Bell asked you earlier about

23 whether you knew of any Commission approval of -- |
24 can't go through the list that he did but essentially

25 Commission approval of future nonfixed costs, you
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1 said you were not aware of any.
2 Have you had occasion to analyze all of

3 the Commission orders that -- in Ohio that regard

4 deferrals?
5 A. No, | have not.
6 Q. With regard to your recommendations on

7 ratedesign | will try not to retread the same

8 ground.

9 Am | correct that your proposal is

10 based -- isit based on your opinion that higher |load
11 factor customers used fixed assetsrelatively

12 efficiently as compared to lower load factor

13 customers?

14 A. That -- that is a statement in my

15 testimony and it's a statement that istrue. But my
16 proposal is not solely based on that consideration.
17 My proposal is also tied to the overall

18 reasonable -- reasonableness of the companies

19 proposal and particularly the fact that the company

file/lIA|/FirstEnergyVol-1V .txt (177 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

20

21

22

23

24

25

has emphasized in its Application that the proposal
has modest impacts on customers.

And so the purpose of my rate design
recommendation would be to ensure that the modest
impacts that the company has advertised, if you will,

in fact, come to fruition when applied to actual

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 customers rates because as proposed, the impacts on
2 many, many customers would be anything but modest.
3 And so even though the fact that high

4 load factor customers use the system efficiently isa

5 consideration that warrants ensuring that they do not

6 recelve an unduly punitive rate impact the -- my

7 proposal isreally broader than that because it

8 gpeaksto the general reasonableness of the

9 companies proposal.

10 Q. Withregard to the intraschedule impacts

11 that you've described in your testimony, if the

12 changes are made that you propose, would that accord
13 Kroger as ahigher load factor customer some

14 mitigation with respect to generation rates?

15 A. Yes. Relative to the companies proposed

16 ratedesign, it would.

17 Q. Andwould theflip side of that also be

18 that it would impose substantial increases on lower

19 load factors customers within the same customer
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20 class?

21 A. Not necessarily, and | think it's

22 important to really parse this question a bit in my
23 answer.

24 As proposed just in the example | cited

25 inmy testimony for the GP rate scheduled for Ohio
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Edison, low load rate customers would significantly
decrease, double digit rate decreases.
Now, under my proposal in that particular
rate schedule those low load factor customers would
experience a 5.33 percent rate increase.
So if the thrust of your question is
would my proposal deprive those customers of a
42 percent rate decrease in exchange for a5 percent
rate increase, if that's the imposition of costs,
then | would agree mathematically that's what occurs.
But my proposal certainly would treat
high load factor and low load factor customers
equally. They would each receive a5 -- in the case
of Ohio Edison GP they would each receive a5 percent
rate increase.
Soit's -- that'swhy | think it's
important to clarify what I'm proposing would not
reverse the situation and I'm -- and award a low rate

increase to high load factor customers and a high
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rate increase to low load factor customers. They
would be treated the same.

Q. But ascompared to the -- the companies
proposal that's based on charges based on kilowatt
hours, that proposal versus your proposal, again,

there is very different impact within each customer
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class asto who has -- who has increases and who has
decreases. That's essentially your testimony,
correct?

A. Yes. The companies proposal for GP has
an 80 percent swing in terms of the rate impact on
customers, you know, when we look at either side of
the 5 percent average increase in my proposal would
give every customer in the rate schedule a5 percent
rate increase and so that is, in essence, the

difference between our proposals.

Q. Andyou were previously asked about the
impact of kilowatt hour charges on demand-side
management and energy efficiency.

Isthe -- if you do have the kilowatt
hour charges, am | correct that the -- that the
impact of that on energy efficiency would be that it
would promote reduction of consumption essentialy if
it's -- if you have a straight charge based on, you

know, energy usage, then that's an incentive to
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20 reduce energy consumption?

21 A. Waédll, al things equal, the higher the

22 energy charge, the greater the incentive to reduce
23 energy consumption, | agree with that.

24 And, you know, to the extent you want to

25 send price signals to customers to conserve in some
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fashion and to the extent you don't want to
overcharge them, you know, you are looking for
balance between the signal that you send to properly
conserve peak demand which isto signal -- you would
send for ademand charge versus energy, which isthe
signal you would send for the kilowatt charge.

Q. Interms of peak demand reduction
programs would you agree that there are other waysto
implement peak demand reductions other than three --
the signal of having ademand charge in arate
component?

A. Yes, but | believe you need to start with
the right price signals.

Q. Haveyou performed an analysis of
customer load shape and market pricing for the Kroger
operations in Ohio?

A. Areyou asking meif | looked -- if I've
looked at the impact of -- I'm sorry. Could you

please -- | am not really sure | understood your
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guestion so | want to make sure | answer it as asked.
Q. I'mjust asking if you personally have
analyzed customer load shape and potential impact of
that on the pricing what Kroger operations were
paying in Ohio either through the standard service

offer or through competitive retail electric service
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providers?

A. We-- | have looked at what the impacts
would be on Kroger from the companies proposed
standard service offer. | have not analyzed what
Kroger would pay under a market price.

Q. If the -- if the companies proposal has
the impact on high load factor customers that -- that
you are saying it will, can we expect competing
suppliers to design products for those high load
factor customers, particularly those suppliers that

own their own generation assets?

MR. YURICK: Objection to the form of the
guestion. | think --

EXAMINER PIRIK: I'm sorry, Mr. Yurick, |
can't hear you.

MR. YURICK: Sorry. It'soff. There
would be an objection to the form of the question. |
think he's asking the witness to speculate.

EXAMINER PIRIK: Objection overruled.
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20 A. | imagine that competitive suppliers

21 might attempt to reach this market, given the

22 severity of the rate increase that would occur under
23 the companies rate design.

24 And athough, you know, they will also

25 Dbe-- same suppliers would also have to consider some
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of the disadvantages in the economics that are also
part of the companies ESP proposal, so in short, |
think I'm sure that competitive suppliers would see
what opportunities there were for higher load factor
customersin terms of making sales under the
companies proposal.
Q. Do you recognize that the companies
proposal isaprovider of last resort standard
service offer proposal that has to be provided to all
customers, whereas, CRES suppliers can design
whatever products they think work best for them to go
after whatever customer groups they think are most
attractive to their business plans?

A. Yes.

Q. You haveadiscussion at page 12 of your
testimony that's about the proposal, the utility
companies proposal, with regard to new generation
capacity.

A. Yes
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20 Q. Andyou have -- youinclude |l believe

21 it'sthe FirstEnergy utility statement in your

22 testimony that adding generating capacity through
23 thisprovision will aleviate the burden of capacity
24 constraints.

25 Do you have -- do you have -- do you
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agree with that statement that that will be the
impact of this proposal ?

A. | don't disagree withit. | don't know

to what extent it will -- to what extent it would
resolve concerns about capacity constraints, but
certainly directionally adding generation would
generally logically help aleviate aproblem like
that.

Q. Andyou aso refer in your testimony to a
statewide concern over the lack of generating
capacity. Do you agree that is a concern?

A. I'mgenerally familiar with concerns that
have been expressed about generating capacity.

Q. Soyou agree that's a concern in Ohio?

A. | haven't specificaly studied that
guestion, but | have no reason to disagree with that,
and I'm generally familiar with that conclusion.

Q. Andyouincludein your testimony a

suggestion that capacity expansion needs might be met
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20 Dby reintroducing cost-based generation service for
21 the benefit of customers.

22 | think that's coming at the top of page

23 13 of your testimony.

24 A. Yes.

25 Q. If thisisdone -- if that is done, that
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1 could have either a positive or a negative impact on

2 rates, correct?

3 A. Itcould. | makethe suggestion at a

4 very high level recognizing that if such an approach
5 were adopted, it could lower customer ratesin the

6 long run but not -- but there also could be periods

7 of timewhere it was more expensive than pure market
8 purchases.

9 Q. Soyour testimony isintheway of a

10 suggestion that this be examined going forward but
11 you can't say today whether it would benefit

12 customers?

13 A. Correct. | think that'safair

14 characterization.

15 Q. Isthisaproduct that a CRES supplier

16 could offer today?

17 A. I'mnot aware of a CRES supplier could

18 offer thisproduct today. The context of my proposal

19 isnot inthe nature of a product that a CRES
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supplier would -- | should -- my recommendation in
examining thisissue is not in the nature of having a
CRES supplier offer this product to an individual
customer but is more in the nature of having the
utility structure part of its acquisition on a

standard service offer power from a cost-based
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source.
And so | don't know that -- soit's
really about a different set of suppliers than CRES
suppliers. Itisadifferent set of customers. It's
not the individual customers, but it's the utilities
customers on behalf of itsretail customers.
Q. At page 14 of your testimony, lines 7 and
8, you refer there to deferrals associated with storm
damage expense and also certain changesin line
extension recovery costs.
Do you see that?
A. Yes gir.
Q. Andthenyou have starting at line 9
there is a question and answer that goes through line
18 on that page 14.
Am | correct that your assessment and
recommendation that's on lines 9 through 18 does not
relate to those two categories of deferrals; the

storm damage and line extension recovery costs?
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20 A. Yes, that iscorrect.

21 Q. Soyour assessment islimited to the
22 deferralsthat you also discuss above that with
23 regard to distribution capital investment?

24 A. Yes. Itrelatesto the items described

25 onlines 3 through 5 of page 14 of my testimony.
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1 Q. Those expenses alleged charges proposed

2 for deferral as part of the distribution capital

3 investment are not included in current distribution

4 rates, correct?

5 A. Thatiscorrect.

6 Q. Okay. Am | correct that your

7 recommendation isto deny those deferralsin exchange
8 for removing the benefit that the company receives

9 from thefive-year freeze on new distribution rate

10 cases?

11 A. Yes, yes. Under my recommendation, these
12 deferrals would not take place but there would not be
13 adistribution rate freeze in effect either. The

14 company would be free to file distribution rate

15 cases.

16 Q. Soyou are not saying that the utilities

17 shouldn't recover these expenses and charges. It's

18 more of an issue of what you do is the most

19 appropriate way for them to do that?
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20 A. Yes, dir.

21 Q. Withregard to your discussion of the
22 companies proposal for DSI rider.

23 A. Yes

24 Q. You, again, in your testimony repeat

25 certain statements that you say isfrom the
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1 Application and including the statement that the DSI
2 rider revenue will help the utilities manage the

3 increasing costsin providing distribution service.

4 Do you have any basis for challenging the
5 utility statement that they are faced with increasing
6 costs of providing distribution service?

7 A. No.

8 Q. Now, again, looking at what's in your

9 testimony, do you have any basis or challenge from
10 theutilities statement they need to expand capital
11 for equipment far earlier than before?

12 A. No.

13 Q. Do you have any basisfor challenging the
14 utilities statement that they need to train new

15 employees and replace retirees?

16 A. No.

17 Q. Inaddition to reviewing the discussion

18 inthe Application of these challenges that the

19 company isfacing, did you also have occasion to

file:/lIA|/FirstEnergyVol-1V .txt (199 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

20 review Mr. Schneider -- Donald Schneider's testimony
21 that also addresses those same challenges?

22 A. Yes, | did.

23 Q. And Mr. Schneider in histestimony and

24  aso here yesterday addressed | believe he refers --

25 refersto rather unique demographic challenge with
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regard to employee retirement.

Are you making any statement in your
testimony in terms of the accuracy of Mr. Schneider's
testimony?

MR. YURICK: There would be an objection
to the extent the question is based on
Mr. Schneider's testimony that occurred yesterday
because | don't think there has been a foundation
established that this witness has any knowledge of

what Mr. Schneider's testimony yesterday was.

To the extent that it's based on the
prefiled testimony that the witness has testified
that he's seen, | have no objection to the question.
And | would just -- the objection would be to ask for
l[imitation.

EXAMINER PIRIK: Mr. Lang, areyou
[imiting it to the previous filed testimony?

MR. LANG: Yes. Let merephrase. |

think that's afair -- that's afair objection.
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20 MR. YURICK: Thank you.
21 MR. LANG: You're welcome.
22 MR. YURICK: | just wanted to make sure

23 the court reporter got that.
24 MR. LANG: That's on the record.

25 Q. (By Mr. Lang) As-- as your counsel
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stated, isit correct that you were not here for
Mr. Schneider's testimony yesterday?
A. That iscorrect.
Q. Andyou have not reviewed his testimony
that he provided yesterday?
A. That iscorrect.
Q. Just with regard to the statements that
you reviewed in his prefiled testimony and in the
Application, are you attempting to challenge in any
way the testimony that the company is facing a unique
demographic challenge with regard to employee -- the
number of employee retirements coming over the next
three to five years?

A. | make no challengeto that -- to that
statement in the companies' testimony. | do not see
that those circumstances warrant thisrider or this
charge but | don't challenge the description of the
demographic situation in his testimony.

Q. And Mr. Schneider's prefiled testimony
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which you reviewed, he also referred to what he
thought was the companies' greatest challenge was
obtaining capital which he filed several months
before what we are facing today with regard to
capital.

Do you have any basis for challenging
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Mr. Schneider's statement with regard to the
companies challenge concerning obtaining capital ?
A. No, | do not.
Q. Infact, would you agree with that
statement?
A. | don't know -- | don't have an opinion
about the extent to which the company may have
challenges raising capital.
Q. Andas| understand it, your -- your
position is not that there's -- challenges aren't
being faced by the company, am | correct your
position is, again, that the costs of those
challenges should be dealt with using a traditional
approach of using rates looking at a snapshot of time
of the traditional rate case?
A. It might -- my responseistwo-fold. It
IS, yes, | believe that traditional rate caseisthe
appropriate mechanism for addressing those challenges

and also that | do not see that this proposed
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20 rider -- | do not believe this proposed rider is an

21 appropriate mechanism to address the challenges that
22 the company hasraised in Mr. Schneider's testimony
23 oritsApplication.

24 Q. Youare-- am| correct you are not

25 offering an opinion as to whether the utilities
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1 currently are providing reliable service?

2 A. That's correct.

3 MR. LANG: | have no other questions.
4 Thank you.

) EXAMINER PIRIK: Mr. Wright.

6 MR. WRIGHT: Yes, your Honor.

7 .- -

8 CROSS-EXAMINATION

9 By Mr. Wright:

10 Q. [ think just one.

11 EXAMINER PIRIK: Could you please use the
12 microphone?

13 MR. WRIGHT: Yes, | will.

14 Q. Thank you.

15 Good morning, Mr. Higgins. I'm Bill

16 Wright and | represent the Commission staff.

17 A. Good morning, Mr. Wright.

18 Q. Thelast line of questioning that you

19 wereengaging in with Mr. Lang | believe you
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20 indicated that you do not believe the DSI rider isan
21 appropriate way for the company to address some of
22 the challengesthat you've identified in your

23 testimony; isthat right?

24 A. Weéll, to be specific, they are the

25 challenges Mr. Schneider identified in his testimony.
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Q. Yes, dir, I'm sorry, yes, that's right.
A. But, yes, yes, | do not believe the
proposed rider is the correct mechanism to address
those.
Q. Andwhy do you believe that to be the
case?
A. Wédl, | believefor startersthe
proposed -- when | read the companies Application
and Mr. Schneider's testimony, it strikes me that the
company and Mr. Schneider are being very careful not
to say that thisrider is going to recover costs, per
se.
It does not -- so it does not appear to
me to be a connection or a direct connection between
the rider and the costs that the company is actually
going to incur to meet the challengesit has
identified.
So on those grounds alone | believeitis

not an appropriate mechanism, and to the extent that
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the company is facing certain challenges for which it
needs to recover additional costs, then a
distribution rate case is the right vehicle.
Further, some of the challenges the
company identified in Mr. Schneider's testimony do

not necessarily seem to be challenges that are going
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1 toincrease costs.

2 For example, if you have alot of

3 employees who are about to retire and you are going
4  to replace them with new employees, you expect

5 generaly they are going to be lower paid employees.
6 Now, | acknowledge there is going to be

7 sometraining required and that you -- there may be
8 some costs associated with that, but in my mind it's
9 an open question as to whether replacing older

10 retiring employees with new employees on net is going
11 to produce acost increase.

12 Q. Andwould it be correct to say that asa

13 result of your review of Mr. Schneider's testimony,
14 the challenges that have been identified including an
15 aging work force, those -- those would be the types
16 of challengesthat would be faced by any utility; is
17 that not correct?

18 A. Yes.

19 MR. WRIGHT: That's all the questions |
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20 have. Thank you.

21 EXAMINER PIRIK: Thank you.
22 Mr. Yurick.
23 MR. YURICK: Your Honor, if | could have

24 amoment with my witness.

25 EXAMINER PIRIK: Yes. A couple of
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1 minutes. We will wait for you.
2 (Discussion off the record.)
3 EXAMINER PIRIK: Mr. Yurick.
4 MR. YURICK: | just have one or two
5 clarifying questions, your Honor.
6 EXAMINER PIRIK: I'm sorry, we are back
7 ontherecord.
8 .-
9 REDIRECT EXAMINATION
10 By Mr. Yurick:
11 Q. Mr. Higgins, in response to a question by

12 Mr. Lang, | believe the question was you would agree
13 that the companies proposal represents a modest

14 impact overall.

15 | just wanted to make sure your -- |

16 think you agree with Mr. Lang that the companies

17 proposal would provide a modest increase in revenues
18 overdl; isthat correct?

19 A. Thatiscorrect.
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20 Q. But given the companies -- the way the
21 companies proposal is structured at this point, the
22 impact on a particular customer within a customer
23 class could be anything but modest; isn't that

24 correct?

25 A. Yes. Whilethe overal revenue increase
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1 issomething that | would characterize as modest,

2 higher load factor customers on the companies rate

3 schedules could experience -- would experience severe
4 rateincreases. And that's the generation rate

5 designissuethat I've addressed in my testimony.

6 MR. YURICK: Thank you. | don't have

7 anything further, your Honor.

8 EXAMINER PIRIK: Mr. Bell.

9 MR. BELL: No questions. Mr. Bentine

10 threatened to tackle meif | asked any.

11 MR. BENTINE: Therewould have been

12 others.

13 EXAMINER PIRIK: Mr. Sites.

14 MR. SITES. No questions, your Honor.

15 EXAMINER PIRIK: Mr. Poulos.

16 MR. POULOS: Y our Honor, OCC does not

17 have any further questions.
18 EXAMINER PIRIK: Okay. Ms. McAlister.

19 MS. McALISTER: No questions.
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EXAMINER PIRIK: Mr. Rinebolt.

MR. RINEBOLT: No questions, your Honor.
EXAMINER PIRIK: Mr. Smith.

MR. SMITH: No questions.

EXAMINER PIRIK: Mr. Breitschwerdt.

MR. BREITSCHWERDT: No questions, your

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 Honor.

2 EXAMINER PIRIK: Mr. Keiffer.

3 MR. KEIFFER: No questions, your Honor.
4 EXAMINER PIRIK: Mr. Stinson.

5 MR. STINSON: No questions, your Honor.
6 EXAMINER PIRIK: Mr. Kurtz.

7 .- -

8 RECROSS-EXAMINATION

9 By Mr. Kurtz:

10

11

12

13

14

15

16

17

18

19

Q. Very quickly, on this modest increase you
use the example about 5 percent for Ohio Edison. Do
you remember that?

A. Yes.

Q. That waswith a 10 percent deferral; is
that correct?

A. Yes. Tobevery clear, the deferred
generation costs are excluded from that 5 percent.

Q. Right. And soif you add the 10 percent

deferral, do you have an opinion of whether the rate
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20 increase would be modest, or do you just not know?
21 A. | would not -- | would not describe it as

22 amodest rate increase if the 10 percent generation
23 rate deferral were included in current recovery.

24 Q. Andthat'sreally what we are talking

25 about here, aren't we, the real increase without the
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deferral?
A. Correct. And | tried to be careful to
characterize it that way in my direct -- in my

prefiled testimony.

MR. KURTZ: Thank you, Mr. Higgins.
EXAMINER PIRIK: Mr. Lang.

MR. LAVANGA: No guestions, your Honor.
EXAMINER PIRIK: Mr. Petricoff.

MR. PETRICOFF: No questions, your Honor.
EXAMINER PIRIK: Mr. Lang.

MR. LANG: No questions.

EXAMINER PIRIK: Mr. Wright.

MR. WRIGHT: No questions, your Honor.
EXAMINER PIRIK: Ms. Wung.

MS. WUNG: No questions.

EXAMINER PIRIK: You're excused.

Mr. Yurick.

MR. YURICK: At this point we would move

19 theadmission of Kroger's Exhibit No. 1.

file/lIA|/FirstEnergyVol-1V .txt (219 of 569) [10/22/2008 10:22:25 AM]



file/lIA|/FirstEnergyVol-1V .txt

20 EXAMINER PIRIK: Arethere any

21 objections?

22 Hearing none, Kroger Exhibit 1 shall be

23 admitted into the record.

24 (EXHIBIT ADMITTED INTO EVIDENCE.)

25 MR. YURICK: Thank you, your Honor.
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1 EXAMINER PIRIK: We will go off the
2 record.
3 (Discussion off the record.)
4 EXAMINER PIRIK: We will go back on the
5 record.
6 Mr. Kutik.
7 MR. KUTIK: Your Honor, at thistime the

8 companiescall Gregory F. Hussing.

9 EXAMINER PIRIK: Thank you.
10 .-
11 GREGORY F. HUSSING

12 being first duly sworn, as prescribed by law, was

13 examined and testified as follows:

14 DIRECT EXAMINATION

15 By Mr. Kutik:

16 Q. Pleaseintroduce yourself.

17 A. My nameis Greg Hussing. | work for

18 FirstEnergy Service Company in the rate department.

19 Q. Mr. Hussing, do you have before you
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20 Companies Exhibits 4 and 10?

21 A. By 10 areyou referring to the errata
22 sheet?

23 Q. Yes | am.

24 A. Yes, | do.

25 Q. You havejust identified Exhibit 10.
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1 What's Exhibit 4?
2 A. My testimony.
3 Q. Do you adopt the errata items included on

4 Exhibit 10 that have your name next to them?

5 A. Yes | do.

6 Q. Do you have any other additions or

7 correctionsto make to your testimony today?

8 A. No, | do not.

9 Q. If | asked you the questions that appear
10 in Exhibit 4 subject to the errata that's on Exhibit
11 10, would your answers be the same?

12 A. Yes, they would.

13 MR. KUTIK: No further questions, your
14 Honor.

15 EXAMINER PIRIK: Thank you.

16 OCC.

17 MR. POULOS: Thank you, your Honor.
18 ---

19 CROSS-EXAMINATION
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20 By Mr. Poulos:

21 Q. Mr. Hussing, my nameis Greg Poulos and |

22 represent Ohio Consumers Counsel and | have afew
23 questions for you regarding your prefiled testimony.

24 As part of your testimony, you sponsor

25 the companies proposed residential AMI program,
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1 correct?
2 A. Thatiscorrect.
3 Q. And that's the advanced metering
4 infrastructure program?
) A. Yes.
6 Q. And the parameters of that program were

7 filed as Attachment F of the Application?

8 A. Yes.

9 Q. The program as proposed would include 500
10 residential customers, correct?

11 A. Yes, but 500 is an approximate number.

12 Q. And how -- and why isit an approximate?
13 What isit based on?

14 A. The company's proposing to commit a

15 million dollarsto an AMI pilot, and the 500 customer
16 number is an approximation of what the costs may be
17 tofulfill apilot around amillion dollars.

18 Q. And the program's expected to last for

19 theduration of the ESP term, correct?
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20 A. Yes

21 Q. Now, the size of the program, the 500
22 customers, that was determined by you, correct?
23 A. Yes

24 Q. Andyou just stated that it was based on

25 spending amillion dollars. Butisn't it also true
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1 that the 500 is based on working within the current
2 company infrastructure?

3 A. Yes, inorder to mitigate the cost, the

4 company is proposing to try and use as much of its
5 existing infrastructure as possible.

6 Q. Infact, isn't one of the most important

7 aspects of the program is not to place -- not to put

8 into place any new systems but to stay within that

9 infrastructure?

10 A. Inorder to mitigate costs as much as

11 possible, we would try and use the existing systems
12 so, yes, where we can utilize existing systems, we
13 will usethemto -- in order to save money against
14 the million dollars.

15 Q. Andwhen you talk about referring to

16 systems, for the record could you state what systems
17 vyou arereferring to?

18 A. | would characterize them as changes to

19 our billing system or changes to metering systems.
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20 Q. Now, at the end of the program after the
21 last summer period, the companies will assess the
22 results, correct?

23 A. Where are you referring to?

24 Q. I'mreferring to the attachment, if you

25 haveacopy of it, Attachment F.
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1 MR. KUTIK: To be clear, we are talking

2 Attachment F to the Application?

3 MR. POULOS: Yes. | do have extra

4 copies, if the Bench needs copies, or anyone else.

5 A. What page are you on?

6 Q. Page-- thefirst page of Attachment F.

7 A. Okay.

8 Q. Long paragraph at the end on page 1,

9 rightinthe middleit talks about "Following the

10 last summer period during which it would be in place,
11 the Companies will assess the results of the proposed
12 AMI pilot program...."

13 A. Yes, | seewhereyou are at.

14 Q. So based on that, the companies will

15 assessthe program at the end -- after the last

16 summer, correct?

17 A. Yes, but thereis also a continuation of

18 assessment in that the companies have offered a

19 collaborative process by which they will -- its other
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interested stakeholders can review the results of the
program and the results of the pilot before the
last -- last summer period.
Q. And as part of that collaborative, the
company will consider the information provided by the

collaborative?

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (230 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

10

11

12

13

14

15

16

17

18

19

116

A. Yes, that's correct.

Q. Sothefinal say will be the companies

in making a determination of the evaluation?
A. Yes.

Q. Reading alittle further on there"...as

part of the collaborative to make a determination of
whether such AMI implementation is cost
effective...."

Isthat correct as| read it?

A. Yes.

Q. Now, theresidential AMI program as
proposed is not intended to ook at potential
operational cost savings?

A. No, that is not the purpose of the pilat,
to look at operational savings. The purposeisto
look at metering technologies and pilot and test the
metering technologies and also customer response to
pricing programs.

Q. Andthat'sin part because it's 500 --
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20 approximately 500 customers within the current

21 infrastructure?

22 A. That iscorrect.

23 Q. And the proposal is not intended to

24  evauate how much the company will pay in adding new

25 technology, correct?
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1 A. Yeah. Once again, that's not the purpose

2 of thepilot.

3 Q. And not the purpose but it is not

4 designed to give the companies information about the
5 metering costs for afull implementation in an AMI

6 program?

7 A. Itwon't provide the company the cost of

8 afull -- full metering implementation. That'sa

9 large -- large number of meters that you would be

10 changing out. But it will provide information on

11 metering and metering types and different smart

12 metering technologies.

13 Q. And the proposal is not designed to give

14 you information about IT costs of afull

15 implementational program.

16 A. Thatiscorrect.

17 Q. And the program is not intended to give

18 you information about the communication costs of a

19 full implementation of an AMI program?

file:/lIA|/FirstEnergyVol-1V .txt (233 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

20

21

22

23

24

25

A. Wewill be able to test some
communication means by which to communicate with
smart meters, but it won't be the end result
communication infrastructure put in place. It's not
intended to.

Q. So the company will be reviewing the cost

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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effectiveness of the program but it won't be looking
at those measures that we just discussed in
determining that?

A. When you say "cost effectiveness,” what
do you mean?

Q. Asreferred to in the attachment as
proposed by the company, the company is proposing to
make a determination of whether AMI implementation is
cost effective.

A. |thinkit'sreferring to looking at not
only the results of the pilot and information gained
from the pilot, but it's also looking forward to the
costs associated with afull implementation.

Q. Aspart of the -- going alittle further
on here also looking at the best interest of
customers and the companies when the company is
making its determination.

A. Whereareyou at?

Q. Reading the last part of that sentence,
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20 "...adetermination of whether such AMI

21 implementation is cost effective and in the best
22 interests of customers and the Companies.”

23 A. Yes, | seethat.

24 Q. And companies will be making that

25 determination, correct?
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A. Once again, we'll have a collaborative

process that will allow us to understand everybody's

viewpoint but, yes, it will be the companies

assessment.

Q. Now, the company did not hirea

consultant to help them with this evaluation, did

they?

A. No, they did not.

Q. The company does not planto hirea

consultant going forward, does it?

A.
Q.
A.

Q.

For the AMI pilot?
Yes.
No.

Now, in respect to the collaborative that

we have been talking about that the companies

proposed, that would include any interested parties

including the OCC, correct?

A.

Y es, that would.

Q. And as stated before, it'sonly to
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provide input on the AMI process.
A. |think "input" isavery valuable word
and very valuable tool that the interested parties
can provide input to not only the program but input
to, you know, the rate designs or communications to

customers or even equipment.
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1 Q. Now, | want to talk to you alittle bit

2 about your background in proposing the AMI program.
3 Asbackground material, you reviewed the programs of
4 other companies, correct?

5 A. | reviewed the programs of two other

6 companiesand also reviewed the information from EEI.

7 Q. One of the programs you reviewed was from
8 Gulf Power?

9 A. That iscorrect.

10 Q. And the name of that program is Good

11 Sense, correct?

12 A. Yeah, that isthe Good Sense program.

13 Q. And areyou aware that program has about
14 7,000 participants?

15 A. The program has been in place for a

16 number of years. It'san operational program.

17 Q. And areyou aware that 7,000 --

18 approximately 7,000 out of 450,000 customers?

19 A. Yes, | am aware that there's -- there'sa
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20 large number of customersin the program.

21 Q. Areyou also aware that that program has
22 threeintervalsinits AMI program?

23 A. Yes. Whenyou say "interval," threetime
24 periods?

25 Q. Yes, threetime periods.
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Now, the other program that you looked at
was Baltimore Gas Electric Company?

A. Baltimore Gas & Electric, that's correct.

Q. And that program, are you aware that it
IS approximately 5,000 customers, correct?

A. TheBaltimore Gas & Electric programisa
pilot, and it'sapilot of testing 500 customerson a
critical peak pricing program similar to the one the
company has proposed in its testing another 500
customers on the peak time rebate program.

Q. Soit'syour understanding it's 500
customersin the program?
A. Yes.
Q. And are you aware that program has been
just -- just started in the last year?
A. lt'sapilot program.
Q. Now, were you aware one of the goals of
that program is to determine how the AMI system could

be integrated with the companies' current system?
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20 A. | looked at the program from arate

21 design perspectiveto look at the different features
22 that program was offering. | didn't look at it from
23 theintent of what it wastrying to ultimately

24 incorporate into the companies' future.

25 Q. Isthat ano, you weren't aware it was
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trying to integrate with the current system?
A. That iscorrect.
Q. Andthelast thing you said you looked at
an article, Edison Electric article.
A. Yeah, it'sa45-page report from Edison
Electric Institute, its foundation is a consultant
from Brattle and it basically is entitled quantifying
the benefits of dynamic peak pricing and goesinto a
number of comparing programs and looking at different
rate designs.
Q. Those are the only resources you looked
at when designing this program?
A. Besidesour -- my interna staff | use as
well.
Q. | wantto talk to you alittle bit about
the cost of the program as proposed. Right now, it
is proposed in the attachment as a $500 per interval
meter estimate.

Do you see that?
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20 A. Yes, that isan estimate.

21 Q. That's Attachment F of the Application.
22 What do you base that $500 estimate on?
23 A. $500 estimate comes from our meter

24  department as the approximate cost of a Smart meter.

25 Smart meters could come in arange of costs,
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depending on the communication technology that you
are using with the meter.

Q. Do they have a specific meter they were
looking at?

A. They arelooking at various manufacturers
of meters.

Q. Doyourecal any of their names of the
various manufacturers?

A. | recal some of their names. Well --

Itron is one of the companies.

Q. Any others?

A. | don't know of the other ones they may
have contacted.

Q. Andit'sa500 and aso in Attachment F
you put an estimate of 500 to 1,000 dollars per
installation of customer side usage information
system.

A. Yes.

Q. Andwheredid you arrive at that number?
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20 A. That isan estimate that incorporates

21 cost of ahome area network which would allow the
22 meter to talk from the side of the house wirelessly
23 through a Digby protocol to the customer through a
24  home interface device and that's where I'd be very

25 interested in the collaborative to find out which
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home interface device would be best used for
customers.
They could range from little devices to

much larger desktop devices that allow customersto
view the information that the metering is providing.

Q. What -- how did the company arrive at the
$500 to $1,000 figure?

A. That'sjust -- that's just an estimate
based on some home area net -- home displayed devices
and an insulation cost.

Q. Earlier with the Good Sense program we
talked about three intervals, three time periods. |
wanted to talk to you about the time periods for your
program -- proposed program.

Now, the companies proposal limitsit to
evaluation of summertime usage only, correct?

A. The program would run during the summer,
that's correct.

Q. Andit looks at only the two different
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20 time periods. One would be a peak and one would be a
21 nonpeak period.

22 A. Yes. It hasanon peak and off peak.

23 Q. Andwhat isthe peak period?

24 A. Peak period as shown in Attachment F is

25 11 am.to5 p.m. Monday through Friday, excluding
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1 holidays, and off peak would be the other time

2 periods.

3 Q. And that was your decision to decide out

4  of two peek -- the two period program, correct?

) A. Yes.

6 Q. Can you describe how you determined the

7 peak pricing rates of the -- that's listed on page 2

8 of Attachment F?

9 A. Yes. Thetwo -- the pricing shown on

10 Attachment F comes from the existing time of use.
11 Thebasisof it isthe existing time-of-use rates

12 that the company has offered in rider GEN. And that
13 isthe on and off-peak period pricing.

14 And then the critical peak pricing was an

15 evaluation based on looking at the other utilities

16 programs. The other utilities program and according
17 to EEI critical peak pricing or dynamic peak pricing
18 programs, the critical peak period when you are going

19 to change the price of the on-peak tends to be two to

file:/lIA|/FirstEnergyVol-1V .txt (249 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

20 threetimes higher than in the normal period.

21 Q. Anddid you do research to figure that

22 out?

23 A. The research was reading the -- my

24 reading of the EEI dynamic pricing from Brattle and

25 aso evauating both the Baltimore Gas & Electric
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program and also the Gulf Power program which their
critical peaks were three times.

Q. Now, when you talk about the Gulf Power
program, the Good Sense, they have three -- three
interval periods, correct?

A. Yeah. They refer to them as shoulder
periods, yes.

Q. Now, you considered using three periods,
didn't you?

A. Yes, | looked at it.

Q. But you dismissed the idea without doing
any other research besides that?

A. Asapilot program, that's the benefit of
apilot program. Y ou don't have to make hard, fast
decisions on everything.

The pilot that | would propose going
forward for rolling this out initially would be two
periods because of eliminating customer confusion

over athree period.
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20 | look at it from my own perspective as a
21 residential consumer and thought if | was going to
22 try and offer thisto a customer, just on peak and
23 off peak may be the simplist thing to start with.

24 Q. Now, the company doesn't propose having

25 thermostats as part of the proposal, does it?
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A. The -- the thermostats as of interfacing
athermostat with the AMI system?

Q. Correct.

A. Wedidn't -- | didn't look at that
aspect. The system may be capable of doing that.

And that's something we could look at. We aso could
include customers that are involved in our direct
load control program that have thermostats.

Q. Now, you would agree that the thermostats
would help the customer be able to determine the time
periods alot quicker, wouldn't you?

A. My understanding of athermostat involved
in these kind of programs, the thermostat can tell a
customer that itsacritical price or thisisthe --
we are on the on-peak price and off-peak price.

Price as well as a home interface device.
| know Baltimore Gas & Electric uses the orb which
glows different colors during the on and off peak or

critical peak.
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Q. Soyou would agree those would help the

customers making it ssmpler for evaluation of on peak

and off peak?
A. Yes. A device whether it's a thermostat
or some other home -- home display or information

would help customers.
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| want to turn your attention now a

little bit to adifferent subject to talk about the

deltarevenues. And just generally deltarevenues

are revenues that are forgone as a result of discount

and special arrangements, correct?

A. Yes.

Q. And the deltarevenue rider recovers

those revenues, correct?

A. Yes, going forward the deltarevenue

rider would provide that recovery.

Q.

And special arrangements are specia

contracts with businesses, correct?

A.
Q.
A.

Q.

Special arrangements are -- yes.
Asused intherider.
Asused intherider.

Now, those special arrangements would not

be with residential customers.

A.

Special arrangements are arrangements

19 that would be deemed by the Senate Bill or Commission
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rules, the Commission would grant the special
arrangements.

Q. | want to turn your attention to the
testimony on page 11, have you look at line --
starting with line 8, at the end of line 8.

The -- where it says "The approval of a

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (256 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

10

11

12

13

14

15

16

17

18

19

129

special arrangement must also include approval of
complete revenue recovery resulting from such an
arrangement.”

Now, with that statement are you stating
that the customers must bear all the costs of those
deltarevenues?

A. I'msaying that there needsto be a
recovery mechanism associated with specia
arrangements.

Q. Andafull -- afull recovery mechanism?

A. That's correct.

Q. Sothat would pass all those costs on to
customers, correct?

A. Yes, it would.

Q. And the next sentence -- and the next
sentence talks about the reasons, correct, "To do
otherwise jeopardizes the financial viability of the
Companies because of the limited ability to absorb

such lost revenue."
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20 Do you see that?

21 A. | seethat.

22 Q. And the reason that the company can't

23 absorb those discounts associated with generation is
24 that the law has changed and the inability of the

25 company to absorb those costs, correct?
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A. Yes, that iscorrect.

Q. And that includes new contracts as they
are developed by the company.

A. Asdeveloped by -- or approved by the
Commission.

Q. Yes. Andthat's pointed out in the next
sentence where it says on line 13, "they," meaning
the companies, "cannot absorb the costs of discounts
from Commission-approved tariffs...."

Correct?

A. Costsin discounts from
Commission-approved tariffs.

Q. Now, those Commission-approved tariffs,
those -- those discounts that would be approved by
the Commission, those are from contracts that are
first negotiated by the companies, correct?

A. The contractsthat I'm referring to are
contracts that would have been approved by the

Commission and have -- have provided for our
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20 contract.

21 Q. And proposed -- those are proposed

22 contracts by the companies first though, correct?
23 A. No. Under the -- under the rules

24  associated with special contracts as part of Senate

25 Bill 221, the customers can come to the Commission or
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1 the processis an application process by which then
2 the Commission reviews the application for -- for a
3 gpecia contract.

4 Q. Wadll, asapart of that, let'slook at

5 thereasonable arrangement of the rider which isin
6 Schedule 3A, page 141 of 190. Do you have that?
7 A. Which company are you referring to?

8 Q. ThisisCleveland, CEI. | have copiesup
9 hereif anyone needsit.

10 A. What page were you referring to?

11 Q. 141 of 190.

12 A. Yes.

13 MR. KUTIK: Just for therecord, it's

14  included in Exhibit 9D asin David.

15 MR. POULOS: Thank you.

16 Q. Doyou haveitinfront of you?

17 A. Yes, | do.

18 Q. At thetop "Reasonable Arrangement

19 Rider"?
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20 A. That iscorrect.

21 Q. Andthisrider is approximately four
22 pages, it isfour pages?

23 A. Yes

24 Q. And do you recognize thiswriter?

25 A. Yes, | do.
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Q. Andthisisone of the special
arrangements that this rider provides for some
special arrangements?

MR. KUTIK: May | have the question read,

please.
(Record read.)

MR. KUTIK: I'm sorry, it appears there

are two questions there, so I'm objecting.

EXAMINER PIRIK: Could you restate your
guestion.

MR. POULOS: Yes.

Q. Thereasonable arrangement rider would
include -- or strike that.

Specia arrangements that would have
deltarevenues and are aresult of those special
arrangements, the reasonable arrangement rider
includes some of those, correct?

A. The reasonable arrangement rider is an

application process by which then customers would
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20 make application for areasonable arrangement.

21 Q. And asaresult, there could be delta

22 revenues, correct?

23 A. If the Commission approved the reasonable
24 arrangement.

25 Q. And before the Commission could approve
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1 it, the company would submit that, would approveit,
2 correct?

3 A. The companies rolein the processisto

4 just facilitate the collection of the information and
5 provide that to the Commission.

6 Q. Going to have you turn to page 3 of 4.

7 If you see under the heading "Application."

8 A. Yes

9 Q. "The Company shall provide the customer
10 an application form (" Standard Application Form")
11 upon request by the customer.”

12 Do you see that?

13 A. Yes.

14 Q. And that's the application form you were
15 just referring to?

16 A. Thereisan application form that goes

17 aong with thisrider, yes.

18 Q. And then the second paragraph there "Any

19 approved application by the Company shall supersede
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20 and replace any prior application approved by the
21 company...."

22 Correct?

23 A. Yes

24 Q. So the company would have to approve

25 these applications before submitting to the
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1 Commission, correct?

2 A. Once again, the company is reviewing the

3 application for al of the parts of the requirements

4 and to make sure that it's a complete application.

5 Q. And then would submit to the Commission
6 for their approval as part of the process.

7 A. Yes. The Commission would have the --

8 would be the one that's reviewing it and setting

9 the-- setting any level of special arrangements.

10 Q. Now, as part of thisreasonable

11 arrangement rider, there are alot of conditions put
12 in herefor companies of what they have to do to get
13 areasonable arrangement, correct?

14 A. Yes, there'sterms and conditions.

15 Q. Arethere any terms and conditionsin

16 herethat quantify what percent discount the company
17 that isapplying will get?

18 A. No, thereisnot.

19 Q. Sowho makes that determination?
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20 A. The Commission would make that

21 determination.

22 Q. And who proposes that determination?

23 A. Thecompany isnot -- doesn't have any

24 opinion onthat. That would be up to the Commission

25 todetermine.
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1 Q. But the company -- the companies

2 submitting the Application would submit it to

3 FirstEnergy first before submitting it to the

4 Commission, correct?

5 A. Yeah. Based on therulesthat were

6 proposed, the rules proposed, an application process
7 by which customers would make an application, so this
8 isjust fulfilling that requirement.

9 Q. Andif the Commission approves any delta
10 revenue -- strike that.

11 If the Commission approves less than full
12 payment of delta revenues, then the company can

13 strike the agreement, the arrangement, correct?

14 A. Where areyou referring to?

15 Q. Thelast page, "Delta Revenue Recovery."
16 A. Yes, that iscorrect.

17 Q. Now, generally there are contracts that

18 the company, FirstEnergy, can negotiate with other

19 companies as -- to receive special discounts,
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correct?

A. Under the Commission proposed rules the
special arrangements would follow a process dictated
by the special arrangement rules, the new rules which
would fulfill an application process and then a

Commission review.
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1 Q. And who would set the number -- who would
2 initially set anumber of what the discount would be?
3 A. | don't know. The-- what | do know is

4 the Commission would review that and set the

5 discount.

6 Q. Isit your position that the company will

7 not -- FirstEnergy will not set the discount, the

8 proposed discount rate, will not negotiate that rate?

9 A. | don't know what will happen in the

10 future. That's a speculative event. But | do know

11 the Commission reviews and approves the contracts.
12 Q. Isityour position that if the company

13 does, you are not certain if the company does, the

14 company being FirstEnergy, the companies do negotiate
15 that discount rate, the companies should be involved
16 inthose negotiations?

17 MR. KUTIK: | guess| object, | am not

18 surewhat customersyou are referring to. Arewe

19 talking about all customers? The customer's
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20 potential counterpart to the contract? So | will

21 object to the form.

22 EXAMINER PIRIK: Could you just clarify,
23 please.

24 MR. POULOS: Yes.

25 Q. Isityour position that if the
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FirstEnergy companies do negotiate special discounts
with a company applying for a special discount, that
customersin general, customers of FirstEnergy,
should be able to negotiate -- should be a part of
those negotiations?
A. |don't-- | don't know. It'snot my --
my position to speculate on what customers are -- or
the company is going to do.
| understand the application process, and
the application process that we are presenting here
Is the customer would make an application for a
specia arrangement. That application would then be
processed and reviewed and sent to the Commission.
Q. Yes. | understand that, and we have been
over that, but my question is because you are
uncertain whether the company -- the FirstEnergy
companies will have arole in negotiating the
discount, correct?

A. I'm not sure what you mean by
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20 "negotiating the discount." The discount would be
21 something that the Commission would approve, o |
22 qguess| am saying I'm not sure of what that would be.
23 EXAMINER PIRIK: I'm sorry. First of

24  dl, it's 12:30 and we said we were going to take our

25 break at 12:30, but before we take our break I'm a
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1 little confused.
2 A customer makes an application to the
3 company proposing the discount.
4 THE WITNESS: That's correct.
) EXAMINER PIRIK: So the customer can

6 propose any discount, and the company will then pass
7 that arrangement on to the Commission for approval ?
8 THE WITNESS. For review and approval.

9 EXAMINER PIRIK: So the company -- |

10 mean, literaly the customer could come in with any
11 discount amount, and the customer isjust going to

12 passthat on without negotiating with the customer
13 for that what that special arrangement would be?

14 THE WITNESS:. The companies are following
15 what we feel are the rules established.

16 EXAMINER PIRIK: | just needed ayes or
17 no answer.

18 THE WITNESS. Could you repeat the

19 question then.
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20 EXAMINER PIRIK: So the company will just
21 passthat proposed special arrangement on to the

22 Commission without negotiating what that arrangement
23 would be or what that discount would be?

24 THE WITNESS:. Yes.

25 EXAMINER PIRIK: We will take our break
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now, and then | believe you all will call us when you
are at the conclusion of your negotiations?

MR. BURK: Yes. Thank you, your Honor.

EXAMINER PIRIK: Thank, Mr. Hussing. We
will see you after the break.

(At 12:32 p.m. alunch was taken until

2:10 p.m.)
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1 Tuesday Afternoon Session,
2 October 21, 2008.
3 - -
4 EXAMINER PIRIK: We will go back on the
5 record.
6 MR. POULOS: Thank you, your Honor.
7 .- -
8 GREGORY F. HUSSING

9 being first duly sworn, as prescribed by law, was
10 examined and testified as follows:

11 CONTINUED CROSS-EXAMINATION
12 By Mr. Poulos:

13 Q. Mr. Hussing, before the break we were
14 talking about the reasonable arrangement rider and
15 applications that the company submitsto the

16 Commission,

17 Do you recall that?

18 A. Yes.

19 Q. And from questions from the Bench one of
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your answers was basically the company -- FirstEnergy
companies just pass through applications through
without negotiating the discounts, correct?

A. Yes. The reasonable arrangement rider
has a set of conditions on it already, and those are

basically the prescriptive terms that a customer
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would need to fulfill in order to meet the
Application for the Commission review.

Q. And aswe went through, | believe,

before, there is nothing in here or the Application
that talks about what percentage discount or how to
determine what percent discount a company applicant
should get?

A. That iscorrect.

Q. Soinconclusion, the companies are
submitting an Application that they are passing
through and saying the companies -- the FirstEnergy
companies can't afford to pay for any of that
discount; isthat correct?

A. That iscorrect.

Q. Now, thereasonable raterider isone
type of arrangement where there would be a delta
revenue, correct?

A. That ismy understanding.

Q. Andthereisother onesinthe delta
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revenue -- recovery rider, such as economic
development schedules, energy efficiency, and
government special contracts, correct?

A. The deltarevenue rider would recover
revenues for going from special arrangements, from

reasonable arrangement, or unique contracts.
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Q. Let'stalk about unique contracts.

Unique contract situations where the company would
be -- FirstEnergy would be negotiating discounts?

A. The unique contract under -- it's my
understanding under the proposed rules the customer
can contact the Commission directly, large customers,
or there would be an arrangement with the company and
the company would approach the Commission.

Q. Widll, | want to focus your attention on

the ones where they would be negotiated with the
companies, okay?

With those would you agree with me that
the companies are in the best position to know what
the cost of generation is?

A. The companieswould know the cost of
generation that they are providing to their
customers.

Q. Yes, correct. Correct?

A. Yes
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20 Q. Theway you answered that it sounded like
21 aquestion.

22 So then the companies, when they are

23 submitting those contracts, those negotiated

24  contracts, to the Commission, they are in the best

25 position to know if they can pay that discount,
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1 correct?

2 A. Going forward the companies are

3 distribution operating companies with just

4 distribution revenues, so the only revenue source

5 they haveisdistribution revenue which isalimited
6 resourceto fund a special contract.

7 MR. POULOS: Could | have the question

8 read back, please.

9 (Record read.)
10 A. Theanswer isthey can't pay the discount
11 with limited resources as distribution revenues.
12 Q. So the companies are submitting an
13 Application to the Commission knowing that they can't
14 pay that amount -- that discount.
15 A. They would be making an Application in
16 thiscontext of aunique contract for approval of a
17 delta-- or unique arrangement and ask for recovery
18 through the deltarevenuerider.

19 Q. Inthose negotiations -- in those
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21 referringto, it isthe FirstEnergy companies

22 negotiating with the applicant, for lack of a-- for

23 clarity sake.

24 A. There would be some negotiation, once

25 again, we're -- it's aprospective area here. And
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that negotiation then would then be presented to the
Commission, which the Commission would have ultimate
approval.

MR. KUTIK: Could we go off the record
for aminute?

EXAMINER PIRIK: Yes.

(Discussion off the record.)

(Record read.)

MR. POULOS: Thank you.

Q. Unique arrangements where the company,
the FirstEnergy companies are negotiating those
with -- with an applicant, that could be the
percentage of discount is dependent upon the
negotiation, correct?

A. Yes.

Q. Soit could be anywhere from a 90 percent
discount to a5 percent discount.

A. That'sapossibility.

Q. It could be any range.
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20 A. It could be any range.

21 Q. And it isthose unique arrangements that

22 isthe company, FirstEnergy companies, that would
23 have the most knowledge about the cost of generation
24 costs.

25 A. Maybe one group of people that would know
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cost, yes.

Q. And those unique arrangements, there
wouldn't be residential customersinvolved in those
negotiations, correct?

A. Unique contracts, | believe, are for
larger customers or mercantile customers, according
to Commission rules.

Q. If you had amercantile customer who is
In negotiation with the FirstEnergy companies,

residential customers wouldn't be a part of that
discussion.

A. Not between the company and the customer.

Q. Yetyou'reasking customers, including
residential customers, to be the ones that are to pay
the full amount of that delta revenue discount,
correct?

A. All customers would pay as part of a

social benefit to -- to the economy for economic

development and economic growth, job retention, those
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20 would be reasons why all customers should pay for
21 reasonable arrangements.

22 Q. Thereason that all customers should pay
23 for reasonable arrangements that were negotiated by
24 the FirstEnergy companies?

25 A. But those arrangements would be
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1 ultimately approved by the Commission.

2 Q. Sotheanswer is, yes, reasonable

3 arrangements that were negotiated by FirstEnergy
4 companies?

5 A. Negotiated and approved by the

6 Commission, yes.

7 Q. Thank you.

8 EXAMINER PRICE: Mr. Hussing, just to
9 follow-up, you have stated that in your Application
10 vyou've asked for full recovery of deltarevenues
11 because now first -- the FirstEnergy operating

12 companies are distribution-only companies; is that

13 correct?
14 THE WITNESS: Yes.
15 EXAMINER PRICE: Inthe past FirstEnergy,

16 when it was an integrated utility, did not get full
17 recovery of deltarevenues; isthat not correct?
18 THE WITNESS. Asthat ismy

19 understanding.
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20 EXAMINER PRICE: Infact, generdly it
21 wasmore like 50 percent; isthat correct?

22 THE WITNESS. I've heard that term. |
23 don't know the value of it but it was -- it'sa

24 portion.

25 EXAMINER PRICE: Let's assume
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1 hypothetically it was 50 percent in the past. One

2 can understand that sinceit's no longer an

3 integrated utility, that 50 percent is not the right

4 number, but why isthe right number for FirstEnergy's
5 contribution something that is less than 50 percent

6 and more than zero percent, and what would be the

7 right number if that was the case?

8 THE WITNESS: | think it's best explained

9 inanexample.

10 If | look at an industrial customer's

11 total bill and | looked at the distribution portion

12 of that bill, the distribution portion of that bill

13 for atransmission customer is about 1 percent of the
14 hill.

15 To a-- maybe agenera service primary

16 or subtransmission customer that may be 5 percent.
17 And -- of the total hill.

18 So if, for example, a special arrangement

19 weregranted and it's 5 percent off the total bill

file:/lIA|/FirstEnergyVol-1V .txt (293 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

20 for the transmission customer, the utility not only
21 has zero distribution revenue, it's losing money on
22 the transaction.

23 And for the 5 percent discount, on 5

24 percent of the distribution total bill then they have

25 zero distribution revenue.
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EXAMINER PRICE: Fair enough. Thank you.
Thank you.
MR. POULOS: Thank you.
Q. (By Mr. Poulos) To further that example,
Mr. Hussing, if you are in a situation where you are
negotiating knowing that you are going to lose money
on a negotiation on the delta revenue, wouldn't you
agree you shouldn't propose such a discount?
MR. KUTIK: Objection. Assumes contrary
to the evidence in the case so far.
EXAMINER PIRIK: Objection overruled.
A. The company would be requesting full
recovery of that example 5 percent discount.
Q. Wouldn't you agree though the company
knowsit can't pay that discount, correct?
A. Would be-- yes, it can't pay the
discount, but it would be requesting that discount be
recovered through a deltarevenue rider.

Q. If the company -- if thereisa
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20 negotiation with the discount the company couldn't

21 pay and expected customers to pay, wouldn't you agree
22 that customers should be a part of the negotiation?

23 A. The customer could be part of a

24 negotiation when the Commission is reviewing the

25 contract.
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Q. Shouldn't the customer be part of the
Initial investigation or negotiation?

A. Excuse me. When you mean customer, are
you -- what are you referring to? What customer?

Q. Thank you.

The FirstEnergy customers who will be
paying the deltarevenue that the -- the company is
negotiating -- FirstEnergy companies are negotiating
and is saying they can't pay.

A. It'smy understanding when the Commission
would review the Application for unique contract or
process dealing with delta revenue or revenues, that
that would be something that would be in aforum that
people could participate in.

Q. Butyou arenot in aposition to say the
customers who will be paying the delta revenue can be
in the negotiation for the discount.

A. Widll, | think | am saying the customers

may have the opportunity when the Commission is
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20 reviewing the contract.

21 Q. | wantto go flip over back to your
22 testimony, page 11.

23 One of the things that your -- address
24 the hypothetical you were addressing the

25 companies -- FirstEnergy companies ability to pay
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the costs of generation and itsinability to do that,
and here in this testimony you talk about that as
well to do otherwise jeopardizes the financial
viability of the companies.
Do you see that?
A. Yes, | do.
Q. Now, in our discussions about the
companies financia viability, isn't it true that
you couldn't state for certain anything more than not
receiving 75 percent of the recovery of the delta
revenues would affect the companies financial
viability?
A. Inour -- when you referred to our
discussion, our deposition.
Q. Yes
A. Basically what our context of our
discussion was at what point in time or what level
was the companies financial viability jeopardized,

and my answer was | don't know. We went through
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20 various number of points, and | don't know.

21 But when | come back to my scenario that
22 | just pointed out, if the company is-- has --

23 doesn't have any distribution revenue or is not

24  collecting any distribution revenue, then | don't

25 think that isafinancia viable situation where the
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company is-- isselling at aloss.
Q. Now, asyou recall, in our deposition |
did ask you about 50 percent which isthe --
another -- you don't get 50 percent of the discounted
revenue, if that would affect the financial viability
of the company, and you said yes, you were aware that
would be a situation where the financial viability of
the company would be affected, correct?
A. Yes, | agree.
Q. Andthen at 75 percent you were not sure
at that point, correct?
A. No, that's not correct. My answer is
that the -- you know, | don't know what level that
the financial viability ultimately of the company
would be affected but, once again, | come back to my
scenario if it'sa 50 percent, that's a significant
impact on distribution revenue of the company.
Q. Now, let me clarify something for the

record. When we talk about financial viability as
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20 you useit in this sentence here, your definition of
21 "financial viability" isthe companies ability to
22 maintainitsrate of return.

23 A. That's correct.

24 Q. Sowhen we are talking about 25 or

25 50 percent deltarevenue, it's not about the company
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going out of business. It's about the company being
able to maintain its rate of return, correct?

A. Thatiscorrect.

Q. Andyou haven't done any studies about
the companies financial viability and what it
could -- what it could take in or absorb, correct?

A. No, | haven't done any studies, but when
you look at the rate of return, if acompany isn't
collecting any distribution revenue because its

supporting a contract, then it's not maintaining its
rate of return.

Q. Soas| understand it, you have not done
any studies?

A. No, | have not done any studies.

Q. Andyou have not done any analysis of the
companies financial -- how not getting delta
revenues would affect the financial viability of the
company, correct?

A. Thatiscorrect.

file:/lIA|/FirstEnergyVol-1V .txt (303 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

20

21

22

23

24

25

Q. If youlook alittle further down in the
same -- on paragraph or -- excuse me, sentence No.
11, "To do otherwise jeopardizes the financial
viability of the Companies because of the limited
ability to absorb such lost revenue.”

Do you see where I'm discussing that?
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A. Canyou repeat the line number, please?

Q. No. 11.

A. Yes.

Q. Now, you state thereis alimited ability
to absorb such lost revenue. Y ou have not done any
studies to absorb the lost revenue, correct?

A. | have not done any studies but I'm
referring to the distribution revenues of the
company.

Q. You haven't done any studies and you aso
have not done any analysis on the companies limited
ability to absorb the lost revenues, correct?

A. Thatiscorrect.

Q. Infact, you can't state a breaking point
where the company will not have the ability to absorb
that lost revenue, isn't that true?

A. | havenot donea-- any studies. I'm
just presenting the -- ageneral scenario of what the

impact of lost distribution revenues -- lost revenues
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20 would be.

21 MR. POULOS: Can | have my question read
22 back, please.

23 (Record read.)

24 MR. KUTIK: Your Honor, | believe he

25 answered the question.
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1 EXAMINER PIRIK: Could you restate your
2 answer then, please?
3 MR. KUTIK: Could weread it?
4 EXAMINER PIRIK: | think could you answer

5 the question that she just read again, please.
6 THE WITNESS: Did | have the answer? |

7 thought | answered the question.

8 EXAMINER PIRIK: Could you read the

9 question.

10 THE WITNESS: And the answer.

11 EXAMINER PIRIK: | asked you to restate

12 the answer.

13 Go ahead and read the question again,
14 it'sbeenawhile.

15 (Record read.)

16 THEWITNESS: Yes, | can't state the
17 breaking point.

18 Q. (By Mr. Poulos) Thank you.

19 With economic development or with unique
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20 arrangements comes new customers, correct?

21 A. Economic development or retention, that
22 could be aresult.

23 Q. Aspart of thereason for -- let's just

24 stick to economic development.

25 With economic development there would be
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new customers, correct?

A. Yes, that could be the result of an
economic development.

Q. Do the FirstEnergy companies receive any
benefit when there are new customers?

A. You know, there may or may not be a
benefit. | don't know. | haven't done astudy or |
have abasisto -- to form an opinion, but if there
Isaspecia contract or reasonable arrangement

associated with that and the companies don't have
full recovery, then there may be aloss associated
with that, and | wouldn't consider that a benefit.

Q. Would you agreethat if thereis new
customers, it would at least provide the company an
extra source to recover the companies facility
COsts?

A. Once again, there may or may not be
benefits of a new customer would be providing

distribution revenues to the company.
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Q. These economic development situations
where there is an arrangement made with the company,
it's, again, FirstEnergy companies negotiating these
deals, correct?

A. Onceagain, it would be whether the

customer is seeking a reasonable arrangement process
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1 through the reasonable arrangement rider or would it

2 beunder aunique contract. Which one are you

3 referring to?

4 Q. Economic development.

5 A. Economic development a customer could ask
6 for reasonable arrangements. Under the reasonable

7 arrangements process or economic development can be
8 done through a unique contract. Which one are you

9 referring to?
10 Q. All right. I'm referring to the ones
11 where the company negotiates them, so under a unique
12 arrangement.
13 A. Under aunique arrangement.
14 Q. Yes.
15 A. What was your question?
16 Q. My question was when we have a unique
17 arrangement, the company, for economic development --
18 the FirstEnergy companies are the onesthat are

19 negotiating that discount, correct?
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A. Under an economic development process
depending on the size of the customer, again, the
customer could be requesting that economic
development discount with the Commission directly
under unique arrangements rules or the company could

be presenting that with the customer to the
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Commission, it's my understanding.

Which one are you referring to?

MR. POULOS: I'm sorry, would you read
that answer back again.

(Record read.)

Q. I'mreferring to the ones where the
company is negotiating, FirstEnergy companies are
negotiating with the applicant.

A. Okay. And what was your question?

Q. Inthose situationsit isthe FirstEnergy
companies that are negotiating the discounts,
correct?

A. They are -- they would be negotiating
a-- some form of discount but, once again, the
Commission would be approving that discount through
the Commission process.

Q. Andin those situations the FirstEnergy
companies would be submitting this proposal to the

Commission to approve, as you were stating, they
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20 would be aluding to the fact they could not pay that
21 themselves, correct?

22 A. That iscorrect. They would be asking

23 for recovery through the delta revenue rider.

24 Q. Looking at your testimony, again, | want

25 totakeyou down tothelast lineon page 11. Or
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1 actualy line21 and 22.

2 "L ess than compl ete recovery of foregone

3 revenue would also hinder the companies abilities to
4 undertake the significant investment the companies
5 have committed to improve the energy delivery

6 system...."

7 Do you see where I'm referring to?

8 A. Yes | do.

9 Q. lsn'tit truethat you can't name a

10 specific project that was affected by the fact the
11 companiesdid not get full recovery in the past?

12 A. Yes, | can't name an investment but, once
13 again, I'm presenting a Situation that could occur,
14 and | go back to my exampleisif companies are --
15 thediscount islarger than the distribution

16 revenues, then the companies aren't able to use

17 distribution revenues in their operations whether
18 to-- for operations of the service of the companies

19 or to make any investment in infrastructure or run
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the business.

Q. Sowhat you are saying then based on your
extra part of the answer, the second part, that if
there's any delta revenue that's lost, even a small
percent, that it -- that it would impact

significantly the companies ability to improve the
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energy delivery system.

A. Yes. | amsaying it affectsthe
distribution utility business.

Q. Significantly.

A. Yes.

Q. So $1,000 off of adiscount would
significantly affect the companies ability to
Improve the energy delivery system?

A. Inyour hypothetical $1,000 off, is that
asingle customer or isthat a continuing process or
such asthe -- just if it's a one-time occurrence,
it's not going to significantly affect the
investment, but if it happens over and over and over
again, yes, it does, it will have a significant
impact on the company.

Q. Haveyou done any study on the
significance -- what it would take to significantly
impact the energy delivery system?

A. No, | have not.
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20 Q. Haveyou done any analysis of what it

21 would take to impact the energy delivery system?

22 A. No, | have not.

23 Q. Andyou are aware that -- that the

24 negotiated discounts the FirstEnergy companies have

25 donein the past have given a 50 percent discount,
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1 correct?

2 A. I'mnota-- | am not aware of the

3 gpecificsof -- of the recovery of -- of the revenues
4 or deltarevenues of the existing contracts.

5 Q. And those -- some of those -- some of

6 those delta revenue loads discounted on contracts are
7 going forward, correct?

8 A. Yes. They have been extended through

9 2010.

10 Q. Andyou are the sponsor of those

11 contracts as well, correct?

12 A. I'm sponsoring the delta revenues

13 associated with those contracts moving forward in
14 2009 with the ESP plan, yes.

15 Q. But you are not aware of the amount of

16 discount for those?

17 A. Under the current structure, no.

18 EXAMINER PRICE: Areyou aware of the

19 amount of revenue you are asking for under that
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20 rider?

21 THE WITNESS:. Yes.

22 EXAMINER PRICE: Would you careto tell
23 me?

24 THE WITNESS. | will give you an example.

25 I'mreferring to my Schedule 5N, it is $78.5 million

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (320 of 569) [10/22/2008 10:22:26 AM]



file/lIA|/FirstEnergyVol-1V .txt

161

1 in 20009.

2 EXAMINER PRICE: Thank you. That'sthe
3 amount of therider in the rider to be recovered?

4 THE WITNESS: Y eah, that isthe amount in
5 therider to be recovered.

6 EXAMINER PRICE: Thank you.

7 Q. (By Mr. Poulos) Mr. Hussing, | would

8 liketo turn your attention to a different part of

9 your testimony regarding the delivery service

10 improvement rider, and | would like you to look a
11 schedule 51 inthe Cleveland -- for CEl.

12 A. Pageb5I?

13 Q. Thereare-- there are four pages,

14 correct?

15 A. Yes.

16 Q. Do you recognize these -- this four

17 pages?

18 A. Yes | do.

19 Q. Areyou the sponsor for these four pages?
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20 A. Yes | am.

21 Q. Referring to the table on page 1 of 4,

22 which would be the answer to your question 4, would
23 you please explain the numbersin column B starting
24 with the $131.

25 A. That's131 million.
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Q. Yes. Could you explain how you arrived

at that number?

A.

| received that number from -- from our

energy delivery group.

Q. Would that be the same answer for the

1187

A.

Yes.

Q. The second -- that's in column No. 2 of

B?

A.

Q.

Yes.
And the same for the $46?
46 million.

46 million. And in the total number as

Yes.
That's $295 million.
That is correct.

Could you explain to me in column E how

19 vyou arrived at the 112,942,418 figure?
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20 A. If you see on the page there isthe DSI
21 rider charge, it'sadollar per megawatt hour? It's
22 the .002.

23 Q. Yes?

24 A. You take .002 times the annual kilowatt

25 hours of 56,471,209,081, you will arrive at the
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1 112,942,418.

2 Q. Andwhere did you get those figures from?
3 A. Which figure are you referring to?

4 Q. Let meask you DSI charge, .002.

5 A. | received that number from Mr. Blank.

6 Q. 1s.002 kilowatt per kilowatt hour, is

7 that the correct amount of the DSI charge --

8 A. Yes

9 Q. --tothebest of your knowledge?

10 A. Yes.

11 Q. Isthe.002 per kilowatt hour charge cost
12 based?

13 A. My understanding that the DSI is not

14 cost -- the DSI chargeis not cost based.

15 Q. Andwhat isyour understanding?

16 A. My understanding isthat thisisan area
17 that Mr. Schneider covered yesterday.

18 EXAMINER PRICE: Mr. Schneider didn't

19 answer that question yesterday, so he didn't cover
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that part of it. Y ou will have to pick a different
witness to direct that question to.

A. Yes, it'smy understanding the DSI
dollars are not cost based.

Q. If they are not cost based, what are

they?
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A. I'm supporting the mechanics of the
rider. Mr. Schneider was supporting in his testimony
the -- the sources and the uses to help, you know,
improve and help support the distribution system.
Q. Soisyour answer you don't know?
A. | don't know.
MR. POULOS: If I may have amoment, your
Honor.
EXAMINER PRICE: If | could have a
moment, please.

MR. POULOS: Yes.

EXAMINER PRICE: You said that you are
supporting the mechanics of the rider? Does that
mean you are simply supporting the mechanics of how
the rider is collected and how much revenue it will
generate?

THE WITNESS. Yes, I'm alocating the
.002 centsto the rate classes in producing the

revenue.
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20 EXAMINER PRICE: Does your testimony
21 encompass whether or not the expenditures will be

22 subject to audit by the Commission staff?

23 MR. KUTIK: I'm sorry, | didn't hear your
24 question.
25 EXAMINER PRICE: Whether the expenditures
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will be subject to audit by the Commission staff.

MR. KUTIK: You asked him if that's the
plan?

EXAMINER PRICE: | am asking him if
that's parts of histestimony.

THE WITNESS. No, that's not part of my
testimony.

EXAMINER PRICE: Can you tell me who the
proper witness to direct that to would be? And don't
say Mr. Schneider because that was my question
yesterday.

THE WITNESS:. Waell, then Mr. Blank.

EXAMINER PRICE: That was his answer as
well.

Thank you.

Q. (By Mr. Poulos) | have just one further
guestion for you. If | could have you look at page
21 of the Application.

A. Yes
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20 Q. Thetop of the page it saysin paragraph

21 labeled E, do you see that?

22 A. Yes

23 Q. And the last sentence of that paragraph,

24  "The DS rider shall be a nonbypassable distribution

25 charge equal on average, prior to the annual
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adjustment described from paragraph A.3.f., 10 0.2
cents per kilowatt hour in 2009 through 2011."

The numbers we were just talking about
were .002.

A. But it represents .2 cents per kilowatt

hour.

MR. POULOS: | have no further questions,
thank you.

THE WITNESS. Thank you.

EXAMINER PIRIK: Mr. Sites.

MR. SITES. No questions, your Honor.

EXAMINER PIRIK: Mr. Bell?

MR. BELL: Yes, | have anumber. Thank
youl.

CROSS-EXAMINATION

By Mr. Béell:

Q. Good afternoon, Mr. Hussing. My nameis

Langdon Bell, and | represent the Ohio Manufacturers
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20 Association.

21 Could you turn to page 1 of your

22 testimony. You are employed as director of
23 regulatory analytics?

24 A. Thatiscorrect.

25 Q. Report to Mr. Blank, don't you?
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1 A. Yes | do.

2 Q. Your testimony is awful hazy about when
3 you assumed your current position as director of

4 regulatory analytics. Online 15 you just say

5 ™"..and prior to my current position, | have

6 hed.."
7 When did you assume your current
8 position?

9 A. About two years ago.

10 Q. Now, isit correct that as suggested in

11 some of the cross-examination that's just been

12 completed, that Mr. Blank tells you what the revenue
13 targets are and then you make a construct into which
14 tofulfill Mr. Blank's request; is that correct?

15 A. Inwhat specific rider or part of the

16 plan areyou talking about?

17 Q. Wadll, let'stalk about distribution

18 rates, thetariff rate schedules. Did hetell youin

19 designing the rates, for instance, from CEl what the
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20 revenue requirement was for CEI?

21 A. 150 million are you referring to?

22 Q. | am asking you whether he told you what
23 thetarget was, regardless of what the amount was.
24 A. Mr. Blank told me about the -- the

25 revenue targets of 150 million.
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Q. And hetold you the revenue target with
respect to Ohio Edison, didn't he?

A. Yes.

Q. And he gave you the revenue target with
respect to Toledo Edison, didn't he?

A. Yes.

Q. Did he give you the rationale underlying
his proposed revenue increase for each of those three
companies?

A. Hedidn't give metherationale. That
would be something you would ask Mr. Blank.

Q. Do you know what the rationale was
independent of whether Mr. Blank gave you this
rationale or not?

A. | donot.

Q. Thenyou are not in aposition to
indicate why, for instance, Toledo Edison was
assigned twice the increase that CEI and Ohio Edison

was assigned; isthat correct?
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A.
Q.
A.

Q.

That's correct.
Y ou have no idea?
| designed rates per the 150 million.

And with respect to the the riders and

24  the applications of the riders, did you design the

25 construct of those riders so as to ensure that the
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1 revenuetarget for each of those riders that

2 Mr. Blank provided you was met?

3 A. Distribution targets, yes.

4 Q. With respect to the distribution riders.

5 A. Thedistribution riders and the DS

6 rider, yes. Excuse me. Thedistribution isthe base
7 distribution, it'snot arider.

8 Q. With respect to the economic development
9 rider, which you characterize, | believe, asa

10 reasonable arrangement, correct?

11 A. The -- we have areasonable arrangements
12 rider and an economic development rider.

13 Q. With respect to the economic development
14 rider, did he give you the revenue target?

15 A. The economic development rider isa

16 revenue neutral rider. Thereisn't atarget.

17 Q. Sothere'sno risk of underrecovery or

18 overrecovery from the companies standpoint, correct?

19 A. It'sarevenue neutral mitigation effort
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20 under the -- are we speaking about the economic
21 development rider?

22 Q. Yes.

23 A. It'sarevenue neutral rider used to make
24 rateincreases. And it did have atarget. I'm

25 sorry, it had atarget of which we used for
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mitigating rate increases.
Q. With respect to theseriders, did not
Mr. Blank instruct you on the construct for the
revenue recovery provided for in those riders?
A. Could you repesat the question?
MR. BELL: May | have the question
reread.
EXAMINER PIRIK: Could you reread that.
(Record read.)
A. No.
Q. Would you turn to page 12 of your
prefiled testimony.
With respect to the deltarevenue
recovery rider mechanism to recover the delta revenue
associated with existing special contracts that
continue past December 31, 2008 -- strike that.
With respect to exist -- respect to
existing contracts, you are recovering those only on

agoing-forward basis from CEl customers; isthat
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20 correct?

21 A. Thatiscorrect.

22 Q. Asshownonline7 of page 12.

23 A. Yes

24 Q. But with respect to other reasonable

25 arrangements or unigue contracts, you're recovering
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the lost revenues from all three of the companies
customers, are you not?

A. That isour proposal, yes.

Q. Didyou make that decision or did
Mr. Blank tell you to make that construct with
respect to the riders?

A. That isacollaborative decision that was
made within the rate department and Mr. Blank was a
part of that, and we are using the provisions of the
Senate Bill for that.

Q. Did Mr. Blank tell you to recover the
special contract revenues from CEI customers -- from
CEIl customers and the reasonable arrangements
revenues from all other customers -- all other
companies customers from al -- al of the
companies customers?

Strike that.
In one case you are recovering CEIl lost

revenues from CEI customers, but with respect to the
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20 other riders, Toledo Edison lost revenues will be

21 recovered from Ohio Edison and CEI customers, will it
22 not?

23 A. Going forward for any new contracts.

24 Q. Yes

25 A. Yes. The new contracts, whether they are
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1 inToledo or Ohio Edison or CEl, would be recovered
2 from all customers.
3 Q. Andwere you not instructed to so

4 construct the recovery by Mr. Blank?

5 MR. KUTIK: Objection, asked and

6 answered.

7 EXAMINER PIRIK: Objection overruled.
8 A. No.

9 Q. Could you turn to page 3 of your prefiled

10 testimony. You said, and | quote, "In order to

11 illustrate the ESP's year to year comparisons, the

12 hilling determinants for Schedules 1A through 1C have
13 been kept constant,” do you not?

14 A. Which page are you on?

15 Q. Page 3, the last sentence beginning on

16 line 16 through line 18.

17 A. Yes.

18 Q. Wasthe purpose of that for purposes of

19 illustration to this Commission and for purposes of
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20 meeting the targets established by Mr. Blank to
21 assure the company made its revenue projectionsin
22 each of the three years covered by those schedul es?
23 A. The purpose of having the billing units
24 remain constant was to show the affect of the riders

25 vyear after year.
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1 Q. Now, if, for instance, Mr. Hussing, your

2 rate design, by the way, recovers fixed demand and

3 generation costs through an energy collection

4 component, doesit not? Your rate design?

5 A. When you mean fixed generation costs what
6 areyou referring to?

7 Q. Costs -- fixed costsin providing

8 generation.

9 A. | don't know the terms of the generation

10 procurement.

11 Q. Regardiess of the terms of the generation

12 procurement agreement, would you agree that the terms
13 of the agreement provide for the recovery of variable
14 and fixed costs including areturn?

15 A. Which agreement are you talking about?

16 Q. Haven't we been talking about the

17 procurement agreement?

18 A. Which procurement agreement?

19 Q. The procurement agreement between CEl,
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20 Toledo Edison, Ohio Edison, and FirstEnergy

21 Solutions.

22 A. | have no knowledge of the procurement
23 agreement. | did the rate design on the distribution
24  portion of the ESP case.

25 Q. Areyou stating to me that for purposes
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of assuring revenue recovery and meeting CEl, Toledo
Edison, and Ohio Edison, and indeed FirstEnergy
holding companies return requirements, i.e., cost of
capital, you don't know whether or not the rates that
you have designed will or will not recover fixed
generating costs?

A. 1 did not design the generation rates.

Q. Inthe procurement contract.

A. | didn't design any generation rates.

Q. Did you design the means by which CEl,
Toledo Edison, and Ohio Edison will recover fixed
generation costs?

A. I'msaying | didn't design any of the
generation rates in the ESP case.

Q. All right. Let'sassume for purposes of
illustration that FirstEnergy Solutions, an affiliate
company, has entered into a contract with each of the
three operating companies that provides for it the

recovery of itsfixed costs.
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20 Can you make that assumption with me,
21 dir?

22 A. Canyou define what you mean by "fixed
23 costs'?

24 Q. Oh, generating plant, very expense fixed

25 costs. That's not avariable cost, isit?
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1 A. It'sa--it'sagenerating plant.
2 Q. Isthat afixed cost or don't you know?
3 A. | don't know.
4 Now, if the assumption, the illustration

5 that you aludeto on page 3, does not hold true, and
6 asaresult of asevere economic downturn less

7 kilowatt hours are sold than were sold during the

8 base period that you utilize for purposes of

9 illustrating kilowatt hour salesin 2009, 2010, and

10 2011, do you know whether or not it islesslikely or
11  more likely that the company will meet the revenue
12 requirementsthat Mr. Blank established for you?
13 A. The revenue requirements that we had for
14 distribution, the companies' distribution rates, are
15 ademand-based rate.

16 And the only affected revenue that would

17 beif there was less kilowatt hours would be the

18 residential customers, which is a kilowatt hour based

19 rate.
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20 Q. Itwouldn't affect the generation fixed
21 cost at all.
22 A. | thought your question was would there

23 belessrevenue.
24 Q. If your industrial sales went down in

25 2009, '10, and '11, that would not affect the
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1 revenuesfor those classes?
2 A. Your gquestion to me was the targets that
3 Mr. Blank gave me.
4 Q. That'scorrect.
5 A. He gave me the distribution targets.
6 Q. And those targets do not contemplate

7 diminishing kilowatt hour sales coverage?

8 A. What I'm explaining is that the

9 distribution rate design is a demand-based rate

10 design.

11 Q. On page 4 of your testimony, you

12 acknowledge that -- and I'm referencing now line 13,
13 "Due to the extent and nature of the changes,

14 portions of the current tariffs have been completely
15 deleted and replaced.”

16 Isthat aradical change from the

17 companies past practice when securing arate

18 increase?

19 A. Thechangeis-- the changeisreferring
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20 tothat the current legacy rate schedules have been
21 replaced with new rate schedules that are common
22 between all of the operating companies.

23 Q. And doesthat change itself impact the

24 ratesthat tariff customersin each of the three

25 companies will receive?
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A. Yes.
Q. Sothat aside from the increase, even
absent an increase in authorized revenues, those
changes will impact tariff classes and individual
customers within each tariff class of each of the
three companies, will it not?
A. Yes.
Q. Now, did you make that decision or did
Mr. Blank make that decision?
A. The movement to the common rate schedules
was initiated in the companies' distribution case.
Q. For purposes of illustration if we wanted
to determine the amount of the rate increase for each
company as aresult of both the increased revenues
which you are requesting as well as the changes
flowing from these significant tariff provision
changes that we've discussed, we could identify
that -- those revenue increases, could we not,

through an examination of each of your schedules?
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20 A. If you arereferring to Schedule 1A.

21 Q. Yes, forinstance, in Schedule 1A, you

22 have, do you not, and I'm referencing now page 1 of
23 3, do you have your schedules with you, Mr. Hussing?
24 A. Yes, | do.

25 Q. Pagel of 3, that covers Toledo Edison,
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doesit not, for the year 20087

A. Wasthat page 33?

Q. Rateimpact, No. 33, yes.

A. Yes, that isfor 2009.

Q. Forinstance, online 9, column F, it
shows 940,112,777 revenue dollars, does it not?

A. Thatiscorrect.

Q. And by theway, just for purposes of
interpreting this sheet, could we go to column C?
That portrays the number of customer bills rendered
for each of the tariff classifications set forth in
column B, doesit not?

A. Yes.

Q. Sothat we could take, for instance,
general service transmission 63 and divideit by 12,
recognizing some customers go in and some customers
come out during the 12-month period, you could have a
fractional average number of customers being

impacted, could you not?
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20 A. Yes

21 Q. Andwould you agree that the 63 divided
22 by 12is5.25 customers?

23 A. Yes

24 Q. Stated differently, the 5.25 customers

25 generated revenue in 2008 of $9,014,762, correct?
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1 A. Yes, for general service subtransmission.
2 Q. Andfor that tariff class, they generated

3 .76 percent of the companies' total revenues?

4 A. Thatiscorrect.

5 Q. Now, if we wereto take the 2011 revenues

6 asshown on your schedule 1C, page 1 of 13, rate

7 impact 123, that would show us the revenue expected
8 from that class from those 5.25 customers, would it

9 not, for the year 20117

10 A. Yes.

11 Q. Andsmilarly it would indicate the

12 percentage responsibility proportional to the total

13 revenueresponsibility for Toledo Edison?

14 A. Yes.

15 Q. Now, if -- and we could do that virtually

16 for every class shown there, could we not, to

17 determine the dollar impact -- the percentage impact?
18 A. Yes.

19 MR. BELL: | would like asingle page
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20 document marked for purposes of identification, if |

21 may, Ohio Manufacturers Exhibit 1.

22 EXAMINER PIRIK: The document will be so
23  marked.

24 (EXHIBIT MARKED FOR IDENTIFICATION.)
25 Q. Now, forgive me, Mr. Hussing, | lack the
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1 resourcesthat The Kroger Company and the Ohio Energy
2 Group of having a paid consultant. |I'm the Ohio

3 Manufacturers consultant in this case, aswell as

4 itsattorney, and | constructed this document.

5 But would you agree that taking the class

6 that wejust went through in the manner in which it

7 was constructed, that would represent the

8 subtransmission line for Toledo Edison?

9 A. Yes.

10 Q. And it would represent proportionally

11 both the percentage increase or decrease each tariff

12 classfor each of the three companies would receive?
13 A. Subject to doing the calculation, yes.

14 Q. And doesthat not, in fact, demonstrate

15 that Toledo Edison customers as awhole are bearing a
16 19 percent increase as well as Ohio Edison and CEl's
17 receiving a 10 percent increase?

18 A. Going from year 2008 through 2011, yes.

19 Q. Sothat effectively your rate designis
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accomplishing revenue targets established either by
the infamous Mr. Blank, who | dearly love, or this
collaborative group; isthat correct?
A. Therate design -- or the numbers that
you are referring to would have come from Mr. Warvell

for the generation and transmission. | would have
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done the distribution portion of the bills or

distribution portion of the riders.

Q. Looking at transmission in Toledo Edison,

how many customers are there in Toledo Edison on the

transmission tariff?

Would you accept, subject to check, based

upon the same computation that we just went through

on the subtransmission that there is alittle over 56

average customersin that class?

A.

Subject to check, yes.

Q. And those 56 customers are asked to

generate for Toledo Edison an additional 120 --

$124 million in revenues?

A.
Q.
A.

Q.

From 2008 to 2011, yes.
Correct. Your answer was?
Yes.

Okay. And the same would be true with

respect if the percentage increases or decreases

19 shown on thefar right, isthat not correct?
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20 A. Yes

21 Q. Now, to use your own testimony, wasn't
22 your objective in designing rates to provide for

23 gradualism, mitigation of rate impact? |sthat your
24 testimony?

25 A. That ismy testimony, yes.
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1 Q. Andisit your testimony that the

2 increases which we've just covered accomplish that
3 mission?

4 A. Wedl, thefirst point that | see on your

5 sheet you are covering atwo-year period.

6 Q. | left out the intervening period simply

7 for -- for ssimplifications. The net result | could

8 have added the second year, but if we take the

9 revenuesin thethird year and subtract the 2008,

10 doesn't that increase reflect the total increase one,
11 two, and three.

12 A. That would reflect the three-year

13 increase, yes.

14 Q. What'syour point in bringing out that |

15 omitted the second year for purposes of illustration?
16 A. Wdl, | think it's -- when you look at

17 percentage, you can't just takealook at a

18 percentage number. You have to also take alook at

19 what the current position of a customer class group
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IS.

For example, the Toledo Edison number is
alarge number, but when you look at maybe Ohio
Edison, it's a smaller number, and the difference in
the two numbersis that the Toledo Edison

transmission group was a much lower starting point
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1 than the transmission customers for Ohio Edison.
2 Q. Wouldyou --

3 MR. KUTIK: Hold on a second.

4 Had you finished your answer?

5 Q. Had you finished? | thought you had.

6 A. Yes.
7 MR. KUTIK: Sorry. Go ahead.
8 EXAMINER PIRIK: Mr. Kutik, could you

9 take the microphone just in front of Mr. Jones so |

10 don't miss.

11 Q. Doesthe consideration of that gradualism
12 also require understanding and quantification of

13 potential impacts derived from these riders?

14 A. Yes.

15 Q. Wereyou -- wherel, asan Ohio Edison

16 customer, are paying for credits given to Toledo

17 Edison customers under reasonable arrangements, et
18 cetera, et cetera?

19 A. No.
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20 Q. | thought that with respect to the delta
21 revenue recovery associated with these that all
22 customers pay for.

23 A. That's going forward.

24 Q. Aren't wetaking about gradualism not

25 looking over our shoulder on what was the last rate
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1 increase and how did that get me but on a

2 going-forward basis?

3 A. Excuse me, | thought you were talking

4 about the delta revenue.

5 Q. Let'stak about the deltarevenue.

6 On agoing-forward basisin any of these

7 customers, any of the -- either of the three

8 companies know what the impact of the deltarevenue
9 creditswill be and their revenue responsibility for

10 those credits or discounts?

11 A. For the CEI current contracts, yes, those

12 areintherights-- in the rates, but any new -- any
13 new contract that would be established is not shown
14 because the contract doesn't exist.

15 Q. Sofor standpoint of mitigation [, in

16 reviewing the impact upon me as atransmission

17 customer that's getting a 52 percent increase without
18 theriders, | should ignore how much that rider is

19 going to impact me; isthat correct?
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20 A. | don't know the value of that or what

21 the cost would be.

22 Q. Haveyou made any analysis with respect
23 totheimpact of a 52 percent increase upon a

24 customer class and the customers served within that

25 class asto whether or not they can sustain that
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Increase or they might have to go out of business?
A. That wasn't your job, wasit? | didn't
do anindividual customer impact on any of what a
rate impact would be.
Q. Would you agree, based upon the
companies proposed recovery of generation costson a
kilowatt-hour basis, that even within a class, higher
load factor, customers' higher than average load
factor, customers will receive an increase higher
than the class increase has shown?
MR. KUTIK: May | have the question read,
please.
EXAMINER PIRIK: Yes.
Q. I'll restateit.
The increases and decreases by class
shown on Ohio Manufacturer's Exhibit 1 reflects class
increases or decreases, doesit not?
A. Thatiscorrect.

Q. It doesnot reflect individual increases
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that customers -- individual customers within the
class might be subject to, doesit?

A. Yes, it does not.

Q. Given your recovery of generation cost on
a kilowatt-hour basis, would you agree that higher

than average load factor customers within agiven
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1 classwill receive agreater increase than that

2 depicted on Ohio Manufacturer's Exhibit 17?

3 A. Theincreases shown are based on the

4 current rate structure to the proposed rate

5 structure. So if the current rate structure had

6 benefited the customer, then | would agree. If the

7 current rate structure was a kilowatt-hour rate, then
8 therewould be no difference in load factor.

9 Q. | think we all understand what you said,

10 although it was alittle difficult to follow.

11 Under the companies proposed rate

12 structure as opposed to the current rate structure,

13 would ahigher -- would a customer within a given
14 class having aload factor greater than the class

15 load factor average receive increases or decreases --
16 increases greater than the percentage increases shown
17 on my far right-hand column?

18 A. Where|I'm having troubleis your

19 comparison to -- from the current rates to the
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20 proposed rates.

21 Q. 2008. What we are paying today? We are
22 trying to measure impact and I'm trying to measure
23 theimpact of both the rates and the rate design.

24 Do you want me to restate the question,

25 Mr. --
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A. Yes.

Q. Would you agreethat if | am a customer
within any one of these tariff rate classes having a
load factor greater than the average load factor for
that class, | will receive a greater increase than
the class percentage shown on the far right column?
Yes or no.

A. | don't know. | would have to look at
the -- look at the data on that customer.

Q. But you haven't done that, have you?

A. No.

Q. But your job asfar as being director of
analytical -- | believe it was director of regulatory
analytics, you made no analysis of that, did you?

A. My analysiswas at the class level.

Q. Yetonpage5 of your testimony, line
7 -- let me back up to line 4.

First consideration was to generate the

revenue targets established by Mr. Blank for the
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20 companies and for the classes, wasit not? Isn't
21 that your first consideration?

22 A. Which line are you referring to?

23 Q. Line4, whereit saysthe "first

24 consideration."

25 Do you see that?
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1 A. Yes | do.

2 Q. And that wasto generate the revenue

3 targets provided to you by Mr. Blank, was it not?
4 A. Itsays"Thefirst considerationisto

5 utilize the rate classifications developed in the

6 Companies distribution rate case."

7 | was referring here to utilizing the new

8 rate schedules.

9 Q. All right. What's the second major

10 consideration that you utilize for designing these
11 rates? Isit to incorporate the concept of

12 gradualism through a reasonable approach; is that
13 correct?

14 A. Yes.

15 Q. Avoid substantial adverse impacts on
16 customers, or was that irrelevant --

17 A. Yes--

18 Q. --inyour designing the rates?

19 A. | tried to mitigate rate increases.
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Q. Would you agree, Mr. Hussing, that your
first and last responsibility in thiscaseisto
design rates which produce the revenues that
Mr. Blank instructed you to generate?

A. Mr. Blank provided me with the DSI number

and the distribution -- distribution levels.
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Q. You did not determine the revenue
responsibility to be assigned to each of the three
companiesin this case, did you?

A. 1 did not do the generation or
transmission rate design.

Q. Andyou did not determine the increases
to be generated from each of the tariff classes of
each of these three companies, did you? The revenue
targets?

A. | took the revenue targets that Mr. Blank
gave me for distribution and flowed those through the
distribution tariffs.

Q. But Mr. Blank, as| understand it, gave
you no instructions or directions with respect to
rate design; isthat correct?

A. Therate design for distribution was
utilized out of our distribution case.

Q. Withrespect to therate design in this

case, you are the only witness sponsoring it, are you
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20 not?

21 A. Mr. Warvell was sponsoring the

22 transmission and generation rate design.

23 Q. Okay, | stand corrected to that extent,
24 Mr. Hussing.

25 On page 7, line 17, where you talk of
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1 the--and | will let you get to that page first.

2 A. Thank you.

3 Q. Line 17, whereyou say "The new rate
4 classifications will be utilized for al

5 nondistribution related rate calculations."

6 Do you see that?

7 A. Yes | do.

8 Q. Wereyou responsible for those rate

9 classifications and calculations?

10 A. | wasresponsible for the nondistribution
11 uncollectible portion. But Mr. Warvell did the
12 generation and transmission.

13 MR. BELL: Thank you, Mr. Hussing, |

14 think that'sal | have.

15 | think | stuck pretty close to my

16 estimate.

17 EXAMINER PIRIK: Mr. Yurick.
18 MR. YURICK: Just afew questions.
19 ---
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20 CROSS-EXAMINATION

21 By Mr. Yurick:

22 Q. Mr. Hussing, you talked alittle bit
23 about specia contractsin the context of delta
24 revenues?

25 A. Yes

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (380 of 569) [10/22/2008 10:22:27 AM]



file/lIA|/FirstEnergyVol-1V .txt

10

11

12

13

14

15

16

17

18

19

191

Q. Historically has the company entered into
special contracts?

A. The company has historically entered into
special contracts, yes.

Q. Andisone of the reasonsthat the
companies entered into special contracts is because
the company economically benefits from special
contracts in certain respects?

A. | don't know. They may or may not have.

Q. It'spossible that the company may have
economically benefited from specia contractsin the
past; isthat right?
A. | don'tknow. | don't have abasisto
make that determination.

Q. Let'stake ahypothetical contract where
the company entered into a special contract with a
company and as part of the contract, they are
required to demonstrate financial viability. Okay?

A. Thecustomer.
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20 Q. If the customer isrequired to

21 demonstrate financial viability, okay?

22 Isthat potentially an economic benefit
23 tothe company?

24 A. | don't know.

25 Q. Soyou don't know whether the fact that a
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1 company hasto show -- make a showing of financial
2 viability would lessen the risk that the company

3 would have to write off a bad debt, for instance?

4 MR. KUTIK: May | have the question read,
5 please.

6 EXAMINER PIRIK: Yes.

7 (Record read.)

8 A. | don't know.

9 Q. Soyou would say you don't know whether

10 if acompany hasto show financia viability to enter

11 into acontract with your companies that that would

12 lessen the risk of an uncollectible expense? You

13 wouldn't think that would follow or you just don't

14  know?

15 A. Yes, | wouldn't know if that would -- |

16 don't know.

17 Q. Let meask you this, to the extent a

18 company were -- the FE companies were to enter into a

19 specia contract with auser and that company was
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required to purchase a certain amount of power and
energy from the FE companies for a certain period of

time, do you think that would be afinancia benefit

to the company?
A. Onceagain, | don't -- | don't have a
basis to form an opinion.
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Q. Soyou don't think or you don't have a
basis to form an opinion, as you say, that if a
company is locked into a special contract that that
wouldn't -- you don't know whether that would reduce
the risk of that company shopping? You just -- no
idea?

A. Yes | don't have abasistoforman
opinion.

Q. Youwould agree with me you would have an
opinion that shopping risk is at least potentially a
financial cost of the company, wouldn't you?

MR. KUTIK: You are talking about the
company. Who are we talking about?

MR. YURICK: I'm sorry, let me rephrase.

EXAMINER PIRIK: Would you be redl
careful, Mr. Yurick, you are using company in two
different ways. | don't know if you want to use
customers as opposed to.

Q. If acustomer is-- do you -- would you

file:/lIA|/FirstEnergyVol-1V .txt (385 of 569) [10/22/2008 10:22:27 AM]



file/lIA|/FirstEnergyVol-1V .txt

20 agreewith methat if the FE companies --

21 MR. YURICK: Could you have the last

22 question -- could you have the last question read
23 Dback. | don't remember what | was thinking. | lost
24 my train of thought there.

25 (Record read.)
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Q. My question is you would agree with me or
would it be your opinion that the risk of customers
shopping is at least potentially afinancial cost to
the FE companies?

A. Areyou referring to an operating company
like Ohio Edison?

Q. Yes

A. The operating companies are distribution
utilities and their revenue is based on distribution

revenues.

Q. Sothere'sno -- there's no shopping risk
to the generation companies? That's not a potential
cost? Isthat what you are saying?

A. Inyour hypothetical the --

Q. Just answer that question first.
MR. KUTIK: I'll object at this point,
thiswitnessisn't awitnessto testify in any way,
shape, or form about shopping risk. That's beyond

the scope of histestimony.
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EXAMINER PIRIK: | understand the
objection. I'm going to overrule it and ask the
witness to answer the question if heis able.

A. What | was saying isthe distribution
utilities are -- receive distribution revenue whether

a customer shops or not.
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1 Q. | heard that, so my question isyour --

2 it'syour testimony that shopping risk is not a cost
3 either real or potential to the generation company?
4 MR. KUTIK: Objection.

5 A. | don't know.

6 Q. Okay. Couldyou please turn to your

7 exhibit Schedule 1A.

8 A. Yes | haveit.

9 Q. Okay. If you could follow me, line 3,

10 for example, "GP, general service primary."

11 Do you see that?

12 MR. KUTIK: Arewe on thefirst page?
13 MR. BELL: Could we have areading?

14 MR. YURICK: Schedule 1A, page 1 of 15.
15 MR. BELL: How about the impact sheet?

16 That would help us alittle better up in the upper
17 right-hand corner. | couldn't remember why your, oh,
18 rateimpact 1.

19 A. Yes, | haveit.
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20 Q. Thethird column over, "Current Average
21 Rates," do you see the number .08540?

22 A. Yes, | do.

23 Q. And then proposed rates for 2009, do you
24 see the number .089957?

25 A. Yes
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1 Q. Thefirst number, .08540, does that

2 number represent the average of all of the customers
3 inthat particular class?

4 A. Yes.

5 Q. Sowould | be correct in stating that no

6 oneinthat class may be charged that specific rate?
7 That's an arithmetic average?

8 A. Thatiscorrect. That is correct.

9 Q. The.08995, that's the proposed rate

10 generally across that class?

11 A. That'sthe average rate.

12 Q. Okay. When you say 2009/2008 percentage
13 increase 5.33 percent, do you see that?

14 A. Yes.

15 Q. That'sjust an average increase; is that
16 correct?

17 A. Representsthe increase of the average.
18 Q. Sothat doesn't represent the actual

19 increasein coststo any particular ratepayer within
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20 that customer class; isn't that true?

21 A. Yes, that'sjust the average of the
22 class.
23 MR. YURICK: If | could have just one

24 moment, your Honor.

25 Q. Turning to page 13 of your testimony I'm
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1 going to ask questions about lines 2 through 7, you
2 aretaking about -- there about CRES suppliers,

3 correct?

4 A. Yes.

5 Q. And CRES suppliers you are talking about
6 competitiveretail electric suppliers, right?

7 A. Yes.

8 Q. You state there they can select which

9 customers they wish to supply, do you see that?

10 A. Yes.

11 Q. Andyou say "the companies,” which | take
12 it to mean the FE companies, "serve as the default
13 service provider and, therefore, have ultimate

14 responsibility for service to customersin their

15 serviceterritories."

16 Do you see that?

17 A. Yes.

18 Q. Youthensay "CRES suppliers can

19 edtablish their own credit rules to minimize
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20 uncollectible accounts."

21 Correct?

22 A. Yes

23 Q. Okay. Could you explain or do you mean
24 by that statement that since CRES suppliers can have

25 rulesor conditions under which they will enter into
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a contract with the prospective customer, that they
can limit at least potentially the occurrences of
uncollectible accounts?

A. Yes.

Q. And my question kind of going back is

would you agree with me that one of the waysthat a

CRES supplier could potentially protect itself
against uncollectible risk would be to have a
potential customer prove their financia viability?

MR. KUTIK: Objection. Asked and
answered.

EXAMINER PIRIK: Mr. Yurick?

MR. YURICK: | don't think he answered
the -- | think he said he didn't know.

MR. KUTIK: That's an answer.

MR. YURICK: Then the new question refers
back to this -- histestimony. | think it'sa
dlightly different question.

EXAMINER PIRIK: | will overrule the
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20 objection.

21 THE WITNESS. Can you restate the
22 question.

23 MR. YURICK: Could you read it back,
24  please.

25 (Record read.)
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A. | don't know.

Q. (By Mr. Yurick) Okay. If you could look
on that same page on lines 9 and 10, you say "The
Companies uncollectible cost, in contract -- in
contrast, are the result of implementation of state
policy."

Do you see that?

A. Yes | do.

Q. Now, if you look at page 1 of 4 on your

reasonable arrangement rider --

EXAMINER PIRIK: Where are you referring

to?

MR. YURICK: I'm sorry, it's Schedule 3A,
page 141.

MR. KUTIK: Could you say that again,
please?

MR. YURICK: Schedule 3A, page 141 of
190, and it also says original sheet 85, page 1 of 4.

MR. KUTIK: Thank you.
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A. Which company are you referring to?
Q. Cleveland Electric IHluminating Company.
A. Could you repeat the page?
Q. I'msorry, it's page 141 of 190.
Areyou there?

A. Yes | am.
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Q. Okay. Youseewhereit says"New or

2 Expanding Facilities?' That sub-heading --

3 A. Yes.

4 Q. --under "Qualification"? Look at

5 numerdl little e). One of the requirementsas| read

6 thisof thisreasonable arrangement rider isin order

7 to get aspecia arrangement, a company has to

8 demonstrate financial viability; isn't that correct?

9 A. Thatiscorrect. These arethe

10 Commission -- the proposed rules that the Commission
11 provided as -- as qualifications.

12 Q. It doesn't -- do you have an opinion or

13 would you agree with me that the fact that an

14 applicant must demonstrate financial viability would
15 tend to lessen therisk, of the uncollectible?

16 MR. KUTIK: Objection.

17 EXAMINER PIRIK: Could you repeat the
18 question, please.

19 (Record read.)
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20 MR. KUTIK: My objection, your Honor, was
21 thisisnow I think the third or fourth time the

22 question has been answered -- or been asked.

23 EXAMINER PIRIK: | think -- | think

24 that'strue when it comesto therisk issue, so I'm

25 going to sustain the objection.
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1 MR. YURICK: | don't have any further

2 questions. Thank you very much.

3 EXAMINER PIRIK: Ms. Wung.
4 MS. WUNG: Yes, your Honor.
5 .- -

6 CROSS-EXAMINATION

7 By Ms. Wung:

8 Q. Good afternoon, Mr. Hussing. My nameis
9 Grace Wung, | am here on behalf of The Commercial
10 Group. Just afew questions.

11 Can you turn to page 10 to 11 of your

12 testimony. Specifically on page 11 you state there
13 that "In an effort to encourage customersto

14 implement energy efficiency initiatives, therider is
15 structured in such away that customers may avoid a

16 charge by implementing customer-sited programs...."

17 |sthat correct?
18 A. Thatiscorrect.
19 Q. Doyou havealist of customer-sited
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20 programsthat you were referring to?

21 A. No, | do not.

22 Q. Do you have a concept of what

23 customer-sited programs would be acceptable to the
24 company?

25 A. No, | do not, but we have an application
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that isin the rider that would be an application

that a customer would submit to the company for
avoiding the -- avoiding the demand-side management
energy efficiency rider charge.

Q. You say thereis an application you
submitted to the company. It's the companies
determination then they will make the determination
based on the Application as to whether or not the
customer qualifiesto be exempt from the rider
charge?

A. Itwould be aqualification but we -- we
would also look for the Commission aso to -- to ook
at that as well.

Q. Do you have any criteria as to what you
would use to determine whether or not the customer

has satisfied both the companies and the
Commission's requirements?

A. The qudifications that the -- the

gualifications listed on the rider.
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Q.

Well, let's turn to the rider then. I'm

actually looking at Schedule 4C, page 10 of 23.

A.

Q.

Q.

For which company?
For Ohio Edison Company.
What page was that again?

Page 10 of 23. | think it's sheet 97.
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A. Didyou say page 10 of 93?
Q. Of 23.
EXAMINER PIRIK: Schedule 4C.
THE WITNESS. Thank you.
Q. Just let me know when you're there.
A. That's 2011 tariffs.

Q. Yes, yes, sorry. | liketo jump forward.

8 When you guys --

9

10

11

12

13

14

15

16

17

18

19

EXAMINER PIRIK: | don't think heis
there yet.
A. I'mthere.
Q. Excdllent, thank you.
When you guys were -- when you were
creating the tariff and the programs within the
tariff, did you review Senate Bill 2217?
A. | don't have any programs.
Q. I'msorry, when you guys -- when you were
crafting the tariff sheets there on your demand-side

management energy efficiency rider, what
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20 considerations did you use in crafting those

21 provisions?

22 A. Wewere utilizing the Commission rules,
23 Q. Sodidyou use Senate Bill 221 asa

24 qguideline?

25 A. The -- the Commission proposed rules on
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1 reasonable arrangements and -- the reasonable

2 arrangements, and there is some energy efficiency

3 ruleshbuiltin there.

4 Q. So specifically with regardsto the

5 energy efficiency rulesdid you review Senate Bill

6 221 for energy efficiency targets for electric

7 distribution companies?

8 A. Yes, | havereviewed the energy

9 efficiency targetsin Senate Bill 221.

10 Q. Turning to thetargets, let'slook -- are

11 vyou still on Schedule 4C?

12 A. Yes.

13 Q. If youto turnto page 11, the next page,

14 11 of 23, you have a Section 2b there?

15 A. Yes.

16 Q. Andyou guys have percentage. You have a
17 set percentage of reduction of .045 percent for

18 servicein 2009, 1.2 percent for servicein 2010, and

19 2.25 percent for servicein 2011, and it goes on so
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20 onand so forth; isthat correct?

21 A. Yes

22 Q. How did you guys set those particular
23 targets?
24 A. Those targets are one and a half times

25 therequirementsthat are in Senate Bill 221.
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Q. And how did you settle on one and a half
times the requirements?

A. The company, in order to avoid the
charge, instead of asking customersjust for the
average if they are going to avoid the charge if they
could be over the average.

Q. Soyou are seeking higher targets than

what's under Senate Bill 2217?

A. Toavoid the charge.

Q. Toavoid--right. So you are setting
higher targets for customersin order to avoid the
chargethat is set forth in Senate Bill 2217

A. Wedll, Senate Bill 221 targets are for the
company to achieve. These targets are to avoid the
charge for customers to provide customer-sited
programs so the company can achieve the company
targets.

Q. So, again, you are -- again, | guess so

I'm clear, you are setting targets for customers who
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20 want to opt out, who are seeking to opt out that are
21 higher than what the company is required to achieve
22 under Senate Bill 221; isthat correct?

23 A. No. We're -- we're asking for targetsin

24 theframethat you're -- you are asking your

25 question, maybe | can clarify, isthat the Senate
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1 Bill 221 targets are -- are established for the

2 company to meet.

3 The numerical number that isin thereis

4 higher than the Senate Bill 221 number by one and a
5 half times.

6 Q. Again, and that's the target that

7 customers were opting to -- who are seeking to be

8 excused fromin your rider charge must be in order to
9 satisfy the requirements for the company.

10 A. Yes.

11 Q. Thank you.

12 And let's turn to page 12 of that same

13 schedule. On the section where you have a"Failure
14 To Comply."

15 Do you see that section?

16 A. Yes.

17 Q. And there essentially you are saying if

18 the customer failsto demonstrate they have met the

19 target that you've established for them, that then
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20 they will be subject to the rider.

21 A. Yes.

22 Q. Haveyou considered scenarios in which a
23 customer may meet, let's say, 95 percent of the

24 target, are they still subject to the rider?

25 A. | think the language that's -- specifies
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that the company will provide reasonable notice where
the company then can provide notice that -- to the
customers while the customer's going to -- that they
may not be in compliance.

Q. So, okay. Solet'stake ahypothetical
example in which a customer comesto you, files an
application, demonstrates to you that they've
Implemented certain customer-sited energy efficiency
matters and they anticipate, you know, X amount of
savings and that should meet your target.

But for some reason they don't come up to
the estimate, that they reach -- they got to 95
percent, but they didn't reach the 100 percent. Y ou
would say, well, we are glad you did that, but you
still have to pay the rider; isthat correct?

A. Under the terms of the rider, yes.

Q. Haveyou guys considered a scenario where
you would make accommodations for customers if they

had reached a certain percentage, would you discount
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21

22

23

24

25

responsible for?

A.

Q.

Q.

| don't know.
Y ou have not considered that?
| haven't considered that.

And, again, can we go back to the
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1 criteriathat you are using to determine -- I'm

2 trying to understand actually what criteria are you

3 guysusing to determine whether or not aprogramis
4 initiated by a customer which would satisfy the

5 requirements?

6 A. It'sunder -- it's on page 2 of 3 under

7 the"Avoidability" section.

8 Q. And sothose are dl the limited criteria

9 that you would provide as long as the company

10 could -- acustomer, excuse me, could demonstrate
11 they met A through E, then they would be entitled to
12 avoidtherider?

13 A. Yes.

14 Q. Haveyou guystalked with customers or

15 customers who you think might be able to meet these
16 requirements or would be seeking to avoid these types
17 of riders?

18 A. | have not talked to any customers.

19 MS. WUNG: Thank you, | have no further
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20 questions.
21 EXAMINER PIRIK: | think now would be a

22 good time to take a 10-minute break and come back in

23 10 minutes.
24 (Recess taken.)
25
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EXAMINER PIRIK: Back on the record.

Ms. McAlister.

MS. MCALISTER: Y our Honor, | have
graciously agreed to let Mr. Rinebolt jump ahead of
me.

EXAMINER PIRIK: Mr. Rinebolt.

MR. RINEBOLT: | have ameeting at 4:30,
so | will be very brief.

EXAMINER PRICE: InLima?

MR. RINEBOLT: No, no, it's actually

here.

CROSS-EXAMINATION
By Mr. Rinebolt:
Q. Mr. Hussing, good afternoon.
A. Good afternoon.
Q. It hasbeeninthe current regulatory
world thereis anew view that distribution costs are

essentially fixed for customers.
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20 Would you agree with that position?
21 A. Distribution transformers and things are
22 fixed assets.

23 Q. Yeah. Now, do you -- is FirstEnergy's
24 load growing either collectively or in any particular

25 customer class, if you know?
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A. The-- the-- it hasasmall growth to

Q. Okay. Areyou projecting levels of
energy efficiency -- | know the statute requires .3
percent next year.
Areyou projecting levels of energy
efficiency that will completely offset load growth?
A. | -- 1 have not been involved in the --
in the -- any energy efficiency programs where -- for
ways of meeting those targets.
Q. Wadll, | ask you that because on page
11 -- or page 10 rather at the bottom of the page you
talk about the demand-side management, an energy
efficiency rider, and that you are going to recover
lost revenue -- distribution revenues.
So | guess my question isif distribution
revenues or distribution costs are fixed and you have
adequate load to recover those costs, then why do you

need to recover lost distribution revenues in order
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20 to keep your distribution system financially viable?
21 A. Thelost distribution revenues included

22 intherider are the basis of -- of the SB-221 where
23 it providesthe utility the provision to recover lost
24 distribution revenues. | have not identified any

25 lost distribution revenues.
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Q. Soit'sjust an option within that rider
that you believe is authorized based on your reading
of Senate Bill 2217

A. Yes.

Q. Okay. Now, on thetop of page 11, you
indicate that customer-sited -- or that customers
with customer-sited efficiency would be able to avoid
the rider in question, which includes the | ost
distribution revenues; is that correct?

A. That would be correct.

Q. Okay. Why are you discriminating among
customers? Why should a customer with a
customer-sited energy efficiency facility not be
liable for lost revenues while folks like residential
customers have to pay for lost revenues?

A. | don't believe we are discriminating.

We arejust -- it's a provision within the rider that
allows a customer to -- which provides energy

efficiency customer-sited efficiencies to avoid the
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20 termsof the rider per provisions in the Senate Bill.
21 Q. Wadll, do your residential customers have
22 an opportunity to do that?

23 A. | would haveto look at the rider's terms
24 which are based off of Commission -- Commission

25 rules.
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Q. Widll, if I may, let me suggest to you
that residential customers aren't authorized to have
customer-sited programs under the statute.

That being the case, all right, do

residential customers under your rider structure have
the opportunity to bypass collection of foregone
distribution revenues?

A. No, they will not be able to bypass the
rider.

Q. All right. Soyou are treating
residential customers different than you are treating
customers that are eligible for that rider.

A. | don'tthink it'streating different as
the customer is -- the customer that's bypassing the
rider is providing a benefit to al customers by
providing a program by which other customers don't
have to pay.

Q. Widll, but wouldn't that -- wouldn't that

logic also dictate that if energy efficiency produced
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20 Dby residential customers benefits al customers, that
21 those customers should also pay for the lost

22 distribution revenues? Doesn't the logic work both

23 ways?
24 A. Canyou restate that.
25 MR. RINEBOLT: Read it back, please.
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(Record read.)

A. How can we account for the energy
efficiencies of the residential customer?

Q. Widll, number one, | am asking the
guestions, but just assume for the purposes of this
discussion you indicated in your answer, and correct
me if | am not characterizing properly, but you
indicated that because everyone benefits from
customer-sited energy efficiency programs, that it's

reasonable for the other customers to pay those costs
and to absorb the lost distribution revenues that
those customer-sited -- those customers with
customer-sited efficiencies don't have to pay.

Now, why shouldn't we require those
customers to pay for the reductions that result from
energy efficiency by residential customers?

A. | don't know.

Q. Okay. | just have one more question for

you, Mr. Hussing, or one more series of questions, |
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20 suspect.

21 Let'smoveto page 12. You indicate that

22 the companies collection practices are guided by the
23 rules of the Commission, which requires substantial
24 notice periods and seasonal shutoff moratoria.

25 How many moratoria have we had in this
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1 dstateinthelast 10 years?

2 A. I'maware of one for this past -- past

3 winter.

4 Q. Okay. Now, you indicate these rules

5 promote socia objectives. What are these social
6 objectivesthat you refer to?

7 A. Social objectives of -- of providing

8 of -- protecting customers that can't pay their bills
9 from being disconnected.

10 Q. Okay. Andwould you agree then that
11 keeping people connected is a state policy?

12 A. Yes. | think it'sastate policy that --

13 that of protecting customers at risk, yes.

14 MR. RINEBOLT: Thank you very much,

15 Mr. Hussing. | appreciate that.

16 EXAMINER PIRIK: Ms. McAlister.

17 MS. McALISTER: Thank you, your Honor.
18 ---

19 CROSS-EXAMINATION
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20 By Ms. McAlister:

21 Q. Good afternoon, Mr. Hussing. My nameis
22 LisaMcAlister, and | am here on behalf of Industrial
23 Energy Users - Ohio.

24 I'm afraid I'm going to jump around a

25 little bit to avoid rehashing discussions you already
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had, but | do want to start by following up on some
of those discussions, and specifically earlier you
had a discussion with Mr. Poulos and with one of the
Attorney Examiners where you talked about rider DSI.
And | believe you said it's not cost based.
Do you recall that discussion?
A. Yes.
Q. Ifit'snot cost based, what's the basis
for how you allocated it to the customer classes?
A. Theway | adlocated the DSI rider to
customer classes, | allocated the -- it'sa .2 cent
per kilowatt hour.
| alocated the -- it first to
residential -- to residential and nonresidential
customers based on kilowatt hours and then |
allocated the -- the nonresidential customers based
on the distribution revenue allocations out of a
distribution case which takes into account the --

takes into respect the -- the nature of customers and
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20 how they use the distribution system.

21 For example, less revenue allocation to a

22 G subtransmission customer versus a general service
23 customer.

24 Q. And earlier you discussed with Mr. Bell

25 and then also with Mr. Y urick that your analysis was
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at the class levdl; isthat correct?

A. Yes.

Q. Soyoudidn't look at what any individual
customer increase may be under the ESP; is that
right?

A. That's correct.

Q. Soit'spossiblethat a customer could
see an increase in excess of 100 percent?

A. | don't know. It may be possible.

EXAMINER PRICE: Ms. McAlister, before
you go on, back to the DSI rider question, how did
you allocate among customer classes?

THE WITNESS. Among customer classes?

EXAMINER PRICE: Uh-huh.

THE WITNESS: | first alocated the
dollarsto residential and nonresidential astwo
groups based on kilowatt hours.

EXAMINER PRICE: Never mind, | confused

myself. Don't even bother to answer my question.
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20 It's late in the day, I'm sorry.

21 Q. (By Ms. McAlister) Now, when you look at
22 mitigating the rate impacts, you only tried to

23 mitigate the impact on arate class level; isthat

24 correct?

25 A. | mitigated it on arate class levdl,
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that is correct.

2 Q. Okay. And your -- the reasonable
3 arrangement rider; isthat correct?

4 A. Thatiscorrect.

5 Q. Could you turnin Schedule 3A to page 62

7 A. Which company?

8 Q. | believel have Ohio Edison.
9 A. Could you repesat the page?
10 Q. Sure, 62 of 103.

11 A. Yes.

12 Q. Thereunder the"Availability" section it

13 statesthat a customer who is "taking service under a
14 unique arrangement,” and now per the errata sheet, |
15 Dbelieve, it only aso says"or avoiding the DSEL or
16 DSEZ2 chargesarenot eligible for therider RAR"; is
17 that correct?

18 A. That's correct.

19 Q. And, now, I'm going to direct your
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attention also to rider DSE, which is on page 75 of
108.

A. Yes.

Q. And also under the "Avoidability"
section, paragraph 2, it talks about customers who

are eligible, and it says that a customer must on a
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reasonable arrangement or special contract must pay
the DSE2 charges; is that correct?

A. Yes, it does.

Q. Okay. Wetalked alittle bit about the
basis of how these -- the eligibility or avoidability
came into play, and isit the case that you based
these on the draft rules that were in Commission Case
No. 08-07 77-EL-ORD?

A. That iscorrect.

Q. And have you reviewed the Commission
order that came out on September 17 in that same case
where the Commission issued final rules?

A. Yes, | have.

Q. So areyou aware that the provision that
limited the eligibility to reasonable arrangementsis
no longer in the final rules as compared to the
proposed rules?

A. Yes, | am aware of that.

Q. Soisthereany reason to retain this
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20 limitation on availability either to conform to the
21 proposed rules unless we were trying to conform to
22 thedraft rules so that provision the company would
23 look at removing?

24 Q. Okay. Andyou taked with Ms. Wung a

25 little bit about the eligibility for customer-sited
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projects. | just want to be sure | understand what
your discussion was.
There aren't any details identifying how
the customer-sited capabilities will be relied upon
by the companiesin the Application or any of the
riders or workpapers, are there?
MR. KUTIK: May | have the question read,
please.
(Record read.)
A. How the customer-sited programs would be
used, is that your question?
| mean, | would look at the companies
relying on the customer-sited programsto -- to help
meet the energy efficiency standards. That's how the
company would use the customer-sited project.
Q. Okay, but there aren't any specific
details on how a particular program would be used
compared to another type of program?

A. No.
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Q. Andyou taked with Ms. Wung also that if
acustomer met only a portion of the targets that are
identified in the rider, they would not be eligible
for therider; isthat correct?

A. If they didn't meet the conditions by

which they committed their customer-sited programs.
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Q. Okay. But if acustomer does utilize

2 customer-sited programs and then commits them to the
3 companies, whether they meet all of the targets or

4 not, doesn't that have value for the companies?

5 A. | don't know. | don't have abasisto

6 make adetermination.

7 Q. Okay. Could you turn to the rider which

8 Ispage 75 of 103, and you may already be there.

9 A. Yes

10 Q. Okay. And under the"Avoidability"

11 section, paragraph 2B, that's where those targets are
12 listed.

13 A. Yes.

14 Q. Let'ssay for 2013 a customer commits a
15 project by which they could demonstrate they have
16 reduced their usage by 4.6 percent. Does that have
17 value for the companies?

18 A. |think it hasvaluein that the energy

19 efficiencies were produced.
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20 Q. And couldn't they also -- the companies

21 usethat value towards the targets that they have to

22 meet for SB-2217?

23 A. If the customer has committed those --

24 those energy efficiency programs to the company, yes.

25 Q. Okay, your testimony indicates that the
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avoidability of the DSE2 chargesisintended to
provide customers with an incentive to implement
customer-sited capabilities; is that correct?

A. Thatiscorrect.

Q. However, for the nonresidential customers
theinitial DSE2 charge is zero; is that correct?

A. Thatiscorrect.

Q. Andtheearliest that it could -- the DSE
charge -- excuse me, DSE2 charge for nonresidential
customers could increase January 1, 2010?

A. The DSE chargeis updated on January 1
and July 1 of each year.

Q. But there won't be any cost January 1
until 2010; isthat right?

A. | don't know. | don't-- 1 am not
responsible for the demand-side management energy
efficiency programs. | don't know what programs will
be implemented.

Q. Okay. Wéll, assuming there aren't any
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20 charges, at least initially, until there are charges,
21 therider doesn't actually provide any economic
22 incentives, doesit?

23 A. It doesn't provide an incentive for

24 someone to avoid a zero charge.

25 Q. Okay. And I don't think you were here
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for the cross-examination of Mr. Warvell, were you?

A. No, | wasnot.

Q. Hewas asked whether he knew what the
Midwest 1SO's requirement was for response timein
order for interruptible load to qualify to reduce a
load serving entity's designated network resource
requirement.

Areyou familiar with the Midwest SO
notice requirements?

A. No, | am not.

Q. Okay, but you are sponsoring al of the
tariff sheets; isthat correct?

A. 1I'm sponsoring the distribution tariffs.

Mr. Warvell was sponsoring the generation
transmission tariffs. If you tell me which rider you
are referring to.

MS. MCcALISTER: That'sall | have,
Mr. Hussing. Thank you.

EXAMINER PIRIK: Mr. Porter?
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20 MR. PORTER: No questions, your Honor.
21 EXAMINER PIRIK: Mr. Smith.

22 MR. SMITH: Yes, your Honor.

23 ---

24

25
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1 CROSS-EXAMINATION
2 By Mr. Smith:
3 Q. Good afternoon, Mr. Hussing. My nameis

4 Craig Smith, I'm representing Material Science

5 Corporation.

6 Y ou testified -- you testified to

7 Mr. Bell that you have been in your current position
8 for about two years?

9 A. Current position in my director of

10 regulatory analytics. | have been in the rate

11 department for four years.

12 Q. Four years? And what have your

13 responsibilities been?

14 A. My responsibilities -- present

15 responsibilities are to perform regulatory analysis,
16 such asrate case work.

17 Q. And how many do you have as a staff?
18 A. | have astaff of 3815 people.

19 Q. Anddo you have ageneral knowledge of
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20 FirstEnergy rates -- rate policy and special

21 contracting?

22 A. Canyou -- can you say your question
23 agan?
24 Q. Yes. Areyou aware of the FirstEnergy

25 operating companies policy on special contracts?
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A. | amnot aware of apolicy.

Q. Okay. Areyou aware of the specia
contracts that have been in effect for many customers
since 1995, for example, involving Toledo Edison?

A. | am aware of the CEIl contracts that have
extended into 2009.

Q. You are not aware of the Toledo Edison
contracts?

A. Not specifically, no.

Q. Just to find out your knowledge, were you
aware that a number of special contracts served by
Toledo Edison were terminated by the company on --
during 2008?

MR. KUTIK: Objection.

EXAMINER PIRIK: Objection sustained.

MR. SMITH: | have a purpose to ask that
if I may, your Honor.

EXAMINER PIRIK: Go ahead, explain.

MR. SMITH: What | want to establishis
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20 that as Mr. Bell on schedule 2 --

21 EXAMINER PIRIK: | know it'sreally

22 hard -- could you use the microphone -- because of
23 thefeedback, but | need it.

24 MR. SMITH: Okay. Mr. Bell asked a

25 number of questions of Mr. Hussing about the revenue
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distribution for Toledo Edison, and he presented his
Exhibit 1 that shows the transmission customers would
receive a 52 percent rate increase from 2008 through
2011.
| guess what | want to explore with the
witnessis the timing of his revenuesin 2008 and
when did the revenues for the transmission
customers -- when were they recognized and also when
were the revenues recognized for the primary general
service customers.
EXAMINER PIRIK: Given that that's the
direction of -- aslong asit's going in that
direction, | will reconsider and overrule the
objection at this point.
MR. SMITH: | appreciateit.
Q. (By Mr. Smith) Maybe the easiest thing to
do isturn to Ohio Manufacturers' Association
Exhibit 1.

Do you have that in front of you?
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20 A. Yes, | do.

21 Q. Okay. Andas| said -- understood

22 Mr. Lang, he based his numbers on Schedule 1A that
23 you are sponsoring; is that your understanding?

24 A. These numbers are based off of my

25 Schedule 1.
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Q. 1, okay.

A. Yes.

Q. Andwhat | want to determine is when you
are comparing 2008 rates with 2009 rates, | would
like to find out when revenues were recognized for
the 2008 rates.

MR. KUTIK: | object to questions about
derivation of this number without going back to where
the numbers came from.

Mr. Hussing was gracious enough with
Mr. Bell to accept his numbers, subject to check, but
if we are going to ask Mr. Hussing about
Mr. Hussing's numbers, we should ask Mr. Hussing
about those numbers, not the numbers used by
Mr. Bell.

EXAMINER PIRIK: Can you tie those back
to the numbers that are shown in the witness's
testimony and exhibits?

MR. SMITH: To overcome the objection,
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20 yes.

21 Q. (By Mr. Smith) Well, in looking at

22 Schedule 1A, page 1 of 13, do you have that in front
23 of you, Mr. Hussing, Schedule 1A?

24 A. Yes. Impact sheet No. 1.

25 Q. Yes. Inlooking at the "Genera Service
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Primary" there's 2008 revenue of $112,735,395 in
2 columnF.

3 Do you see that?

4 A. Canyou restate the number, please?

5 Q. Column F, third line.

6 A. 274,619.

7 Q. No, I'mlooking at Schedule 1A, page 1 of
8 13, and what | seefor Toledo Edison, thisisonly a
9 Toledo Edison tariff or schedule --

10 MR. KUTIK: Could you tell uswhat rate
11 impact page you are looking at, please?

12 MR. SMITH: Schedule 1A.

13 MR. KUTIK: You needto give us arate
14 impact, seein the upper right-hand corner.

15 EXAMINER PIRIK: Areyou looking at rate
16 impact page 33?

17 MR. SMITH: 33.

18 A. Thanks.

19 Q. On the same page now?

file:/lIA|/FirstEnergyVol-1V .txt (453 of 569) [10/22/2008 10:22:27 AM]



file//IA)/FirstEnergyVol-1V .txt

20 A. Yeah. | wason the other page.
21 Q. Sorry for the inconvenience.
22 Line 3, column F, do you see
23  $112 million?

24 A. Yes | do.

25 Q. Okay. What period of time were those
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revenues derived?

A. Those revenues were 12 months ending
February, 2008, adjusted for transmission and fuel
numbers to reflect a current 2008 revenue -- average
revenue -- average rate.

Q. Sothat year end February, 20087

A. 12 months.

Q. 12 months ending 2008?

A. 12 months ending February, 2008.

Q. Okay. Same answer would be for line 5?

A. Yes.

Q. Okay. All right. Inyour testimony you
are sponsoring a number of rate riders. And what I'm
interested in are the riders concerning jobs and
retention of business and those types of riders.

Turning to your testimony at page 6, you

list those schedules, both schedules, in your
response. Specifically at line 25 the reasonable

arrangements rider, then on page 7 the economic
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20 development rider.

21 Focusing on those two riders, you

22 developed proposed rate tariffs based on the proposed
23 Commission rules promulgated earlier thisyear; is

24  that correct?

25 A. The reasonable arrangement riders
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1 provisionswere based on those rules.

2 Q. AndasMs. McAlister pointed out, you

3 have since that time new -- new rules have been

4  enacted?

5 A. There's new rules that the Commission has
6 provided. | believe they are still not finalized.

7 Q. Wadll, what isthe companies position on

8 changing their tariffs to conform to the final rules
9 enacted by the Commission for reasonable arrangement
10 ridersand other applicable tariffs?

11 A. Thereisaprovision up in the upper

12 left-hand corner of the rider, says the company can
13 adjust the rider based on when the rules are

14 completed.

15 Q. Okay. Inthe electric security plan at

16 page 37, do you have the plan in front of you?

17 A. Areyou referring to the Application?

18 Q. Yes

19 A. There'safew books up here. Which page
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20 areyou referring to?

21 Q. Page 37 and 38.

22 A. Yes, I'mthere.

23 Q. Wadll, the part -- subpart B "Compliance
24 with Draft Commission Rules," first sentence

25 essentially saysif the Commission requires or finds
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It necessary, you will conform to the plan to meet
the substantive requirements of the rules adopted; is
that correct?

A. Yes.

Q. Andinwhat manner would you expect the
Commission to express to conforming the ESP to their
rules?

A. | don't know.

Q. And then you have a converse sentence,

"if this plan isinconsistent with the Commission's
final rules, the Companies' request waiversto the
extent deemed necessary and the Commission's approval
of this Plan shall constitute a waiver of any
Commission rule that isinconsistent with or in
conflict with the provisions of this Plan."
Isthat afair characterization?

A. | am not supporting this from my

testimony, so the answer is| don't know.

Q. Who issupporting it?
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A. Mr. Blank.

Q. Sothe state of the record isyou are
sponsoring -- you are sponsoring the reasonable
arrangement rider based on the Commission rules as
proposed. And, in fact, there have been some changes

made within those rules, correct?

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 A. Yes. They haven't been finalized.

2 Q. So-- butit'syour intent to have the

3 Commission adopt rules you are sponsoring without any
4 changes?

5 A. | haven't had any time to review the

6 changesthat -- thetotal of what would have to be

7 made based on the new proposed rules, so | don't have
8 abasisto answer your question.

9 Q. Wadll, one of theridersyou are

10 sponsoring isthe economic development rider?

11 A. Yes.

12 Q. Andyou believe the purpose of thisrider

13 isto promote gradualism to mitigate overall bill

14  impacts?

15 A. That iscorrect.

16 Q. Andyou think the rider provides for

17 economic stability?

18 A. Economic stability in that it mitigates

19 rate impacts which provides support to the economy
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20 and provides -- mitigates increase in customers

21 hills.

22 Q. And, therefore, the rider has a --

23 benefits all customers and should be recovered from
24 al customers; isthat correct?

25 A. Yes
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Q. Andyou go further that it should be
recovered from all customers over three companies
regardless of whether or not the rider appliesto a
particular company?

A. Therider is-- therider'schargesin
the economic development rider are being recovered by
the general service secondary -- general service
primary customers of each company.

Q. Now, you view the reasonable arrangement
rider alittle bit differently than the economic
development rider.

That's a preface.

Y ou find that the reasonable arrangement
rider is really intended to address the economic
challenges facing Ohio; isthat afair
characterization?

A. With the Application of -- of reasonable
arrangements that were approved by the Commission,

yes.
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20 Q. Okay. And the purpose of thisrider is
21 to promote regional growth.

22 A. Whichrider?

23 Q. Reasonable arrangement rider.

24 A. It hasanumber of different sections

25 within it based on what the Commission had laid out.
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Q. Okay. And it aso, according to your
testimony, furthers the state policy of making Ohio
more effective than the global economy; is that
correct?

A. Yes, it provides economic retention
capabilities. It also providesfor energy if a--
energy efficiency facilities and also for reasonable
arrangements that the Commission would grant.

Q. And further economic development,

including job creation and retention, correct?

A. Yes.

Q. Capital investments and incremental and
retained load, true?

A. Yes.

Q. Okay. Now, isthis--isthisrider also
the delta revenues being recovered from all the
customers of the three companies?

A. Under the companies proposal if thereis

areasonable arrangement granted by the Commission,
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then the company would recover that from all
customers -- from all customers of the companies,
yes.

Q. Widll, inlight of the importance of these
riders to the welfare of Ohio and also to mitigating

rate impacts, | was alittle bit surprised by your
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1 answers earlier about how the company plansto

2 administer theseriders.

3 And let mejust add, isit your position

4 that areasonable arrangement Application upon

5 request would be made -- will be given to the

6 customer; isthat how it's going to work out?

7 A. The customer can make an Application to

8 the company which -- which those provisions then on
9 that Application match the Commission rules for the
10 applicability of a-- and the terms by which then

11 that customer must meet to have the Commission
12 rule-- have the Commission review that reasonable
13 arrangement request.

14 Q. And oncethe Application -- let me just

15 ask you thisway, does the company ever anticipate
16 soliciting reasonable arrangements from its

17 customers?

18 A. | don't know that.

19 Q. Oncethe Application is returned to the
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20 companies, what -- what review do you plan to

21 undertake?

22 A. Thereview of the -- review of the
23 Application.

24 Q. For completeness?

25 A. For completeness.
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Q. Andif you find information lacking, will
you contact the customer and work with them to
complete the Application?

A. | believethat would be the process.

Q. | mean, acompany shouldn't view
themselves as gatekeepers in this process, should
they?

A. The companies view themselves as the
method by which to review the Application for

compl eteness.

Q. Okay. And once completed, isit your
testimony the company will not make a decision
whether or not to accept the Application but rather
send it to the Commission for its acceptance and
review?

A. Yes, that's my understanding.

Q. Now, isthe company planning on making
Application or redirecting the customer to do so?

A. The customer isfilling out the
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20 Application.

21 Q. Sofundamentally you are certifying it
22 meets your requirements?

23 A. It meetsthat -- it met the Commission
24 requirements.

25 Q. Sowhileyou are sponsoring rider RAR,
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1 whichisoriginal sheet 85 --

2 A. For which company?

3 Q. Toledo Edison. That's page 65 of 106 of
4 Schedule 3A.

5 A. Canyou repeat that?

6 Q. I'msorry, page 65 of 106, Schedule 3A.
7 A. Yes I'mthere.

8 Q. Okay. You are asking the Commission --
9 okay?

10 A. I'mthere.

11 Q. You are asking the Commission to approve
12 thislanguage as afiled rate tariff; isthat

13 correct?

14 A. Yes. With the ability to update it when
15 thefinal rules are completed.

16 Q. Okay. And once approved, thisisan

17 enforceable tariff on file with the Commission,
18 correct?

19 A. lIt'san Application. It showsit'sa
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tariff, but it'sa-- | want to call it a-- an
Application process by which customers would seek a
reasonabl e arrangement.
Q. Okay. And areyou -- areyou
representing that -- strike that.

Is the language in this tariff language
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proposed and approved -- proposed by Toledo Edison
and approved by the Commission?
A. The companies have provided this tariff
at the point here in the ESP for approval of the
tariff, so it hasn't been approved yet.
Q. Once approved, it'syour tariff, correct?
A. Yes.

Q. Okay. Sowhen we go to page 4 of 4, and
| represent | don't know what the final rules may say
about failure to comply, but as written today in your
tariff, your failure to comply has consequences;
isn't that true?

A. Yes, it does.

Q. And the consequences that Toledo Edison
will charge the customer for all or part of the
incentives previously provided by the company; is
that correct?

A. Yes.

Q. Now, asahypothetical, let's say that
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the customer had this tariff in effect for 12 months
and they were in full compliance for 11 months and
three weeks.

Okay? Will you accept that just as a
hypothetical ?

A. I'mwith your hypothetical.
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Q. Okay. Thelast week they fall out of
compliance. Isit your position they owe the company
the total refund for the 12 months or for the last
week?

A. 1 think the reasonable range or -- or the
failure to comply language also provides a -- that
the company will, after reasonable notice, shall
terminate, so it seemsto me there is an opportunity
for the customer to cure their default position.

Q. All right. Upon receiving notice upon
failing to cure, what amount of refund will Toledo
Edison look for in the customer?

EXAMINER PRICE: Mr. Smith, could | ask
you to clarify how hefell out of compliance?

MR. SMITH: | don't know, they are just
out of compliance. Toledo Edison claimsthey are out
of compliance. And the hypothetical goesto amount
of refund owing for being out of compliance.

| am not asking -- | am not asking him
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why they are out of compliance, but I'm trying to
find out from the company the length of time a
customer is obligated to refund the benefits of this
tariff back to the company for noncompliance.

A. Based on your hypothetical, | can't

determine what the situation and what -- what's out
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of compliance. | don't know.
Q. Youwon't assume -- you just won't assume
noncompliance in order to answer the question?
A. Yes. | don't know.
Q. Okay. | accept you don't -- you cannot
interpret this language.
MR. KUTIK: Objection.
MR. SMITH: It'saquestion. He can say
yesor no, Sir.

EXAMINER PIRIK: What's your grounds?

MR. KUTIK: It'sargumentative.

MR. SMITH: No. | said he cannot
interpret this language.

MR. KUTIK: He has aready indicated he
can't understand in terms of the hypothetical to
answer the question, so for counsel to insinuate that
he can't interpret is an argument.

MR. SMITH: Fine. | will strike the

guestion.
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20 EXAMINER PIRIK: Thank you.

21 Q. (By Mr. Smith) Will you please interpret
22 thefailure to comply language as you understand it
23 inyour tariff?

24 A. The customer failsto comply with any of

25 thecriteriafor eligibility, the company after
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1 reasonable notice to the customer shall terminate the
2 arrangement under the rider.

3 So the customer has the opportunity

4 through notification to the company to cure their

5 deficiency.

6 Q. And what about refunds, does the

7 company -- does the customer have an obligation to
8 refund any amounts under this language?

9 A. Yes, they do.

10 Q. Under what circumstances and in what

11 amount over what time period?

12 A. Thelanguage as stated, "customer shall

13 chargefor all or part of the incentive previously

14 provided by the company which the customer shall be
15 obligated to pay," so thereisan opportunity for all
16 or part.

17 Q. And who makes that decision?

18 A. | don't know.

19 Q. Under "Delta Revenue Recovery," the last
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20 sentence, do you see the last sentence starting with
21 "Totheextent that...."?

22 A. Which? Which section are you referring
23 to?

24 Q. You should see"Failure to Comply" you

25 just referred to.
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A. Yes.

Q. And then the next subpart is"Delta
Revenue Recovery." And the first sentence defines
what deltarevenueis. And the second addresses
certain PUCO determinations.

Do you see that?

A. Yes.

Q. Now, if the company terminates the
arrangement because of Commission -- because of PUCO

actions or determinations that resulted in
unrecovered delta revenue, would the company then
seek to recover from the customer repayment of the
benefits?

A. Thelanguage as written says the company

may terminate the arrangement.
Q. Okay. Assuming the company terminates
the arrangement. Will you assume that?

A. Yes.

Q. Will the company then hypothetically
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20 request refunds of the benefits already obtained by
21 the customer?

22 A. Therider doesn't specify on recovery

23 from the customer.

24 Q. Okay. Alsoinyour testimony end of

25 page-- or | guessit would be page 11, you talk
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1 about deltarevenue recovery rider that -- give you a
2 minutetofindit.

3 A. Which page again?

4 Q. 11.

) A. Yes.

6 Q. Now, you referred to Revised Code Section

7 4905.31.
8 A. Yes
9 Q. Correct? And thisisthe section that

10 alowsfor Toledo Edison, for example, or it could be
11 OE or CEl, to fileaschedule or establish a

12 reasonable arrangement.

13 Now, parts of the schedule that -- that

14 wasapreface, part of the schedule concerns EDU may
15 recover their costs and lost revenues; is that true,

16 becauseyou referred to?

17 A. It hasthat provision, yes.

18 Q. Okay. Now, you are asking the Commission

19 for approval of adeltarevenuerider, correct?
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20 A. Thatiscorrect.

21 Q. Okay. Andyou want to apply -- to apply
22 it to your economic development rider, your

23 reasonable arrangement rider, and your unique
24  contract arrangement; is that true?

25 MR. KUTIK: May | have the question read.
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1 (Record read.)

2 A. The deltarevenuerider pertains to the

3 reasonable arrangements and if there was a unique
4 contract entered into. The economic development

5 rider isarevenue neutral rider.

6 Q. All right. That clarification, the delta

7 revenue rider will apply to reasonable arrangement
8 and unique contracts; would you agree with that?

9 A. That's correct.

10 Q. Okay. Now, what's -- the purpose of that
11 rider isto make those arrangements revenue neutral
12 tothe operating companies; is that true?

13 A. Yes.

14 Q. Okay. Now, would not -- would not that
15 make the company indifferent to whether or not a
16 customer isreceiving rates under the reasonable

17 arrangement or unigue contract because you are being
18 made whole?

19 A. | don't understand your question.
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20 Q. Because of the revenue recovery rider,

21 you are receiving the same amount of revenue even

22 though a specia arrangement or your new contract was
23 in effect or werein effect; isthat correct?

24 A. Thatiscorrect.

25 Q. Asagenera matter, you are sponsoring a
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number of riders that are nonbypassable; is that
true?

A. Yes.

Q. What isyour standard for whether or not
atariff or arider should be passible or
nonpassabl e?

A. Distribution riders should be
nonbypassable. They are distribution related. The
reasonable arrangements or deltarevenuerider is --
provided a social benefit in supporting economic
development so that should be nonbypassable.

And the economic development rider

charges that we have in place should be nonbypassable
because it's providing -- it's mitigating -- it's
providing socia benefits by mitigating rate
increases to -- which supports customersin the
aggregate, so | would believe that is also
nonbypassable or nonavoidable.

Q. Thank you.
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20 Just addressing the unique contract, you

21 have no procedures or rules proposed to how customers
22 are supposed to apply or enter into unique contracts;

23 isthat correct?

24 A. Wewould rely on what rules were provided

25 for by the Commission.
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Q. And they do address unigue contractsin
the proposed -- in the proposed rules, correct?
A. Yes.
Q. And at least in the proposed rules -- as
| said, | have not reviewed the final rules -- at
4901.:1-38-05, unique arrangements are the proposed
rules.
Do you by any chance have a copy of
those?
A. No, | do not.
Q. Okay. I'mjust going to refer to part C
of that section that | cited, and | will quote,
"Reasonabl e arrangements must reflect terms and
conditions for circumstances for which the electric
utilities tariffs are not already provided."
As arates director for the operating
companies, how would you -- how would you interpret
that language?

MR. KUTIK: Your Honor, if heisgoing to
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20 beasked to interpret language, could he seeit?

21 MR. SMITH: | read it to him. It'svery
22 gshort.
23 EXAMINER PIRIK: Mr. Smith, in addition

24 since we are at this point in the record could you

25 just cite again the date of the entry that those --
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1 that what you are reading from was issued? Do you

2 havethat date?

3 MR. SMITH: Jduly 2, 2008, | was informed.

4 But let me change my direction alittle bit.

5 Q. (By Mr. Smith) What's your understanding

6 of the purpose of a unique arrangement, unique

7 contract?

8 A. The purpose of reasonable arrangements --

9 unique contract or reasonable arrangementsisto

10 providejob retention and economic development.

11 Q. And| believeyou testified earlier about

12 unique arrangements or contracts would be more likely
13 entered into by large -- by customers with large

14 usage; isthat a correct recollection of your

15 previoustestimony?

16 A. Yes, | believe the Commission has

17 provided some measure of those mercantile customers.
18 Q. Okay. Soyour -- are you envisioning

19 thesekind of contracts being similar to the
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traditional contracts that were entered into and
approved by the Commission covering large mercantile
customers?

A. 1 would envision they meet the
requirements of the Commission if it's mercantile and

that's the level of the customer that would be
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seeking that type of contract.

Q. Youaregoing to rely on the Commission
rulesfor this, correct?

A. Asabasis, yes.

Q. Now, the companies had -- at least Toledo
Edison at least had in effect a market based tariff,
an experimental market-based tariff. Areyou
familiar with that?

A. | understand that there is a market-based
tariff. | may not be familiar with every aspect of

it.
Q. Now, are you proposing a market-based
tariff in your ESP?

A. Not as part of the schedules that I'm
supporting.

MR. SMITH: Okay. | have nothing
further. Thank you.
EXAMINER PIRIK: Mr. Breitschwerdt.

MR. BREITSCHWERDT: Y our Honor,
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20 Mr. Petricoff has asked, because he is unable to
21 attend the hearing in the morning, to go first, so |

22 would defer to him at this time.

23 EXAMINER PIRIK: Thank you.
24 Mr. Petricoff.
25 MR. PETRICOFF: Yes, | would indicate
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tomorrow morning is -- we have a meeting in the Duke
case and | think we have -- counsel for OEG has got
the same problem.

MR. KURTZ: Sincel only have 5 minutes
and Mr. Petricoff has 20, he has agreed that | will
go first, if that's okay.

MR. PETRICOFF: In other words, your
Honor, since thisis football season it's a double
reverse.

EXAMINER PIRIK: Mr. Kurtz.

MR. KURTZ: Thank you, your Honor.

CROSS-EXAMINATION
By Mr. Kurtz:

Q. Good evening, Mr. Hussing. Page 5 of
your direct testimony, please. | would just like to
read a few sentences beginning on line 7.

"The second major consideration isto

incorporate the concept of gradualism in the
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transition from historic rate levels and structure to

the proposed rate classifications and components of
the ESP. The transition from historic rate levels

and structures to proposed rates must be accomplished
through a reasoned and gradual approach in order to

accomplish the objective of mitigating significant
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1 customer impacts.”

2 | won't burden the record with reading

3 more. You have two more sentences on the concept of
4 gradualism; isthat correct?

5 A. That's correct.

6 Q. | would like to ask you to turn to your

7 Toledo Edison rate impact schedule, Schedule 1A, page
8 1of 13. Thisshowsthefirst year rate impact on

9 Toledo Edison by customer class.

10 MR. KUTIK: If you point to the rate

11 impact page for that.

12 MR. KURTZ: Schedule 1A, page 1 of 13,

13 workpaper reference Schedule 3A-C, 5A-T.

14 A. | believeyou are looking at rate impact

15 sheet 33 in the corner.

16 Q. Okay. That's-- yes. That'sit. Okay.

17 Third column from the left, the 2009 to -- 2008 to

18 2009 percentage rate increases, thisis on total

19 revenue, isn'tit? Thisisnot just generation?
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20 A. Yes. Thisistotal revenue.

21 Q. Doesthis sheet include the impact of the
22 proposed ridersaswell?

23 A. Yes, it does.

24 Q. Okay. Solet'sgotorate GT. Doyou

25 seethat, "General Service Transmission"?
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1 A. Yes.
2 Q. That'syour large industrial customers?
3 A. Yes.
4 Q. Do you know any representative customers
5 onthat schedule, for example?
6 A. Not by name.
7 Q. Okay. Butinany event, from -- in one

8 year the ESP would increase their rates by

9 33.83 percent; isthat right?

10 A. That iscorrect.

11 Q. Okay. Andin the same one year the rates
12 for general service subtransmission would be reduced
13 Dby 14.88 percent. The general service primary would
14 get arate deduction of 10.27 percent, general

15 service secondary would get arate reduction of 6.92
16 percent, and street and traffic lighting which is

17 small class, admittedly, would get arate reduction

18 of 25.66 percent; isthat correct?

19 A. Thatiscorrect.
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20 Q. Okay. Now, I know the gradualism is not

21 aquantative mathematical concept, it may be somewhat
22 subjective, but how do you square a 33.83 percent

23 rateincrease for your biggest customers with the

24 rate reductions for the vast mgority of the other

25 business customers?
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1 A. When | looked at the mitigating rate

2 impacts, | did mitigate the 33 percent number. It

3 wasactualy in the 60 percent range. So |l did

4 mitigate it through -- through gradualism.

5 The other thing | think you have to

6 realize when you are looking at gradualismisfor

7 every credit that you are going to provide thereis

8 animposing charge.

9 So the other theory of gradualism that

10 I've presented was not raising those customers that
11 I'mgoing to charge to provide the credits over the
12 system average.

13 Q. Now, would you agree that reasonable

14 minds may differ on what is proper application of
15 gradualism and that other people may look at the same
16 numbersand decide that a 33 percent rate increase
17 for oneclassand a 14 or 15 percent rate increase --
18 rate decrease for the other is not gradual, is not

19 consistent with gradualism?
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A. There's many different thingsto take a
look at. The current rate position compared to
another current rate position going to the proposed
position. So there could be many different versions
of gradualism.

Q. Okay. | would like to ask you a question
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1 about something | heard earlier from cross. | forget

2 who, thisDS rider, isthat -- did | hear you say

3 that'stwo-tenths of a cent per kilowatt hour

4 proposed charge?

) A. Yes.

6 Q. Okay. That's about $112 million ayear?

7 A. That iscorrect.

8 Q. Okay. Now, you are proposing to allocate

9 that among customer classes on a kilowatt-hour basis?
10 A. No.

11 Q. Okay.

12 A. It'sbased on -- for residents it is

13 based on akilowatt-hour basis and it's -- and it's

14 allocated on demand for the general service customers

15 except for transmission which isn't part of the

16 charge.

17 Q. TSwould not get any of this charge?
18 A. GT.

19 Q. GT would not get any of this charge?
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20 A. That iscorrect.
21 Q. Okay. But, still, between the nonG --

22 and that's because they don't take distribution

23 service?
24 A. That'scorrect. That's correct.
25 Q. Between the other classes -- | till
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1 don't understand how you are going to allocate it

2 between those rate schedules.

3 A. Wetook alook at the -- the

4 $112 million, split that based on kilowatt hours

5 between residential and nonresidential --

6 Q. Canyou stop right there?

7 MR. KUTIK: Did you need to finish your

8 answer?

9 Q. Go ahead.

10 A. And then next we then allocated the --

11 thenonresidential groups to the genera service

12 schedules utilizing the revenue alocations devel oped
13 inthedistribution case.

14 o that took then dollars to schedules

15 and then utilizing the billing determinants for those
16 schedule demands created a-- akW or kVA charge.
17 Q. Forget the design of the actual rate of

18 how you are going to collect it. Between the

19 residential and the other classes other than GT, you
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20 takethis pot of money and allocate it on kilowatt
21 hours?

22 A. Between -- between residential and

23 nonresidential it'stheinitial step to split the

24 dollars.

25 Q. Okay. Sothisisakilowatt-hour
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allocation to the nonresidential, nonGT classes.

A. Yes.

Q. Okay, and then you design the rates based
upon the method you've used -- you indicated you
used?

A. Yes.

Q. Why did you allocate to the -- to the
nonGT classes -- why did you use a kilowatt hour
alocator, an energy indicator when thisisa

distribution revenue charge?
A. Because the number given to me was stated
as a cent per kilowatt hour number.

Q. Do you know why the company would propose
a cent per kilowatt hour method to recover
distribution revenues rather than a percentage
distribution revenues, for example?

A. That wasjust the methodology that |

chose.

MR. KURTZ: Thank you, your Honor. Those
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20 areal my questions.

21 EXAMINER PIRIK: Thank you.

22 Mr. Petricoff.

23 MR. PETRICOFF:. Thank you, your Honor.
24 ---

25
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1 CROSS-EXAMINATION
2 By Mr. Petricoff:
3 Q. Good afternoon, Mr. Hussing.

4 Mr. Hussing, if you would turn to Schedule 5F.

5 A. I'mthere.
6 Q. Andyou are sponsoring this -- this
7 schedule?

8 A. Yes | am.

9 Q. Andit was prepared by you or under your
10 direction?

11 A. Yes, it was prepared under my direction.

12 Q. And the purpose of this scheduleisto

13 calculate arider to make the operating companies
14 whole for any unpaid generation transmission and
15 ancillary service charges for standard service?

16 A. Yes, by thetitle, Nondistribution

17 Uncollectibles.

18 Q. But the purpose of thisisto basically

19 to have the operating companies be made whole for
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what they have to pay for generation and transmission
and ancillary services which they are not ableto
collect from the customers?

A. Yes.

Q. And the numbers that we see here on 5F,

these are your best projections of what the actual
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cost is going to be for 20097?

A. Thesearen't 2009. These arethe
numbers -- are representative from -- of numbers that
were put together for our distribution case. So they
are reflective of 12 months ending February, 2008.
And the rider is areconcilable type of rider.

Q. But at the moment thisisin your opinion
an accurate projection of what the cost is going to
be for the -- and we will call it the NDU, for the

NDU rider?

A. Yes, it'sthe companies initial proposed
rate.

Q. Andif | wanted to determine how many
dollars are at stake here, all | would havetodois
multiply the number in the totals column on line 28
times the total number on line 27 to come up with the
amount of dollars that's going to be collected by
thisrider in 20097

A. Yes, or close approximation would be line
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20 24.

21 Q. Okay. I'mafraid | don't understand.

22 Line 24 isthe Uncollected Expense. That'sa 22
23 million -- a$22 million figure?

24 A. Yes.

25 Q. Butif you were collecting $4 million off
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of sales of 56 million-kilowatt hours, wouldn't you
get amuch larger number?

A. | would have to get my calculator out.
Subject to check.

Q. Order of magnitude, if we had
56 million-kilowatt hours after 4 mills, aren't we
talking 240 millions?

A. Subject to check, | don't -- that's the
number here that we are after but --

Q. Okay, help me, because | am driving down
for -- | am trying to gauge what the cost is -- what
the revenue is going to be that's collected, assuming
that you charged the 4 mills per kilowatt hour on
every kilowatt that's sold.

A. The uncollectible expense associated with
the nondistribution revenues would be the 22 -- 22.7
million number.

Q. Okay, and how isthat number derived from

this sheet? Take me through the mechanics.
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20 A. The mechanics are that the company would
21 takealook at their total sales and then also then

22 theuncollectible expense that it has and create a

23 percentage of uncollectiblesto total revenue.

24 The next step what it would do istake a

25 look at the customer deposits that have been provided
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by customers and then reduce the total uncollectible
expense by the customer deposits.
The next step would then be to -- to
calculate or sum up the nondistribution revenues and
multiply that by the uncollectible percentage minus
the customer deposit percentage.
Q. Butif 22 million -- or $23 million was
al the goal was and you collected 4 mills from every
kilowatt hour sold, aren't you going to vastly
overcollect for that amount of money?
A. Subject to check, we are trying to
recover the -- the $22 million figure, so |
apologize.
Q. Oh, no, it'slatein the day.
EXAMINER PRICE: Can we go off the
record? Can we go off the record?
(Discussion off the record.)
EXAMINER PIRIK: Okay. We will go back

on the record.
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20 Q. (By Mr. Petricoff) Have we verified the
21 amount?

22 A. Yes, wehave

23 Q. Andwhat isthe verified amount?

24 A. lIt'sthecaculation is correct.

25 Q. And that's because we are now in -- it's
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not 4 mills, it's four-tenths of amill?

A. Yes.

Q. Okay. Didyou compare this number for --
with the actuals for -- for the 2007 or last 12
months time period for which datais available?

A. No, | have not.

Q. Do you except on that order of magnitude
it would be about the same?

A. | don't know.

Q. Istherearider today that collects for
the unrecovered generation, transmission, and
ancillary services, any of the operating companies?

A. There'snot arider that collects that,

no.
Q. And are these expenses now picked up
within the cost of the generation itself?

A. Canyou say that question again?

Q. Wadll, let metry it adifferent way.

You are familiar with cost of service
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20 ratemaking?

21 A. Yes.

22 Q. Andin cost of service ratemaking, isone
23 of the unusual procedures for uncollectiblesisto

24 put abad debt component into the cost of the service

25 itself?
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A. Traditional distribution ratemaking,
that's been the case.

Q. Andtoday intherates, since thereisn't
abad debt rider that's available, can we assume that
it's being collected in the service rates that are
being charged?

A. It'smy understanding that in the legacy
distribution rates there is a component of
uncollectibles.

Q. Now, earlier Mr. Lang asked you if you
were familiar with the generation rates that were

being proposed in the Application.
Do you remember that question?

A. There's been quite afew questions today.

Q. Wadll, let me ask you this question, have
you read Mr. -- Mr. Warvell's testimony?

A. It'sbeen quite awhile since |'ve read
Mr. Warvell's testimony.

Q. Okay. Areyou familiar with the
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20 generation ratesthat Mr. Warvell is presenting to be
21 charged under the ESP Application?

22 A. I'mfamiliar with the numbersin the GEN
23 rider, but | have not focused on the generation rate
24 design.

25 Q. Isitfair to say then that you are --
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you do not have any personal knowledge as to what the
cost components were that went into those GEN rate
numbers?

A. | donot.

Q. Okay. Soitisyour testimony then, |
take it, you don't know whether there is any bad debt
component that's in the generation rates that's being
proposed?

A. | donot.

Q. Andasamatter of alogic, wouldn't you
agree with me that if there was an uncollectible cost
component in the generation rate and the company
authorized this nondistribution uncollectible rider,
that there would be a partial or full double
collection for that cost component?

A. |1 think it would depend on what is being
collected in terms of -- of the -- of each rider.

Q. I'mjust asking atheoretical question.

If you have uncollectible generation
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costs in the generation rate and uncollectible
generation costs in the rider, aren't we going to get
an overcollection for uncollectible generation rates,
uncollectable generation revenues?

A. If they are attempting to collect the

same thing, yes.
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Q. What steps did the company take today
to -- for customers who were in arrears in order to
get back the generation transmission and ancillary
services that it has charged for but not been paid?

A. The company follows the Commission rules
regarding reconnection/disconnection.

Q. Widll, but in addition to that do -- do
you send dunning letters; "you are late, you owe this
amount"?

A. The company provides notice to customers
on their billsif they arein arrears.

Q. Now, does the company -- has the company
ever employed a collection agency to -- to retrieve
these unpaid bills?

A. | don't know.

Q. Anddo you have any idea of what the
company spends in collection efforts for unpaid
bills?

A. No, | do not.
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20 Q. If the company had an uncollectible

21 generation rider that made it 100 percent -- that

22 paid 100 percent of all of the amounts that were due
23 Dby virtue of arider, would it have any financia

24 incentive to take any collection matters?

25 A. Yes, | think it would. It'sthe
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companies business incentive to collect its revenues
as soon asit can and avoid alag in that collection
of that revenue, and | believe also the -- it has
Incentive because thisrider isa-- is updated and
approved by the Commission.

So to have -- to show that itis--itis
trying to recover those revenuesis also an
incentive, | believe, to the company.

Q. Thecompany isgoing to put this-- this
four-tenths of amill rider into effect January 1,
2009, isit not?

A. Thatiscorrect.

Q. And thisrider was designed to make you
whole from all of the coststhat -- for generation,
transmission, ancillary service that you are
expecting will not be paid by your -- your customers.

Assuming that this number is accurate,
aren't you actually going to improve your cash flow

rather than harm it?
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A. It'sgoing to provide for a collection of
an expense.

Q. Andif the company spent money on -- on
collection efforts, wouldn't that actually be money
out of its own pocket that it will not be reimbursed

for?
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A. Canyou restate your question?

Q. Sure. If you are going to get
100 percent back viathis rider without taking any
collection efforts, why would the company spend any
money on collection efforts?

A. To recover the money sooner than waiting
for anumber that's going to be recovered over an
annual period. So | believeit still has abusiness
Incentive to go out and collect that revenue --

collect that -- collect the uncollectibles,
Q. Andif, infact, at the end of the year
it comes out to be that the uncollectible rider
should have been three-tenths of a mill instead of
four-tenths of amill, aren't you actually going to
be refunding money that you have -- that you've held
and had the use of ?
A. It would then be offsetting the amount
that would be required when the -- of the new

uncollectible amount.
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Q. It'sareconcilablerider of what was
estimated of an uncollectible expense. If that
expense is then trued up, it will providea-- a
smaller continuing rate, but the company would have
gotten the cash from day one under the rider.

Something it wouldn't do if it was at risk and had to

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (528 of 569) [10/22/2008 10:22:28 AM]



file/lIA|/FirstEnergyVol-1V .txt

10

11

12

13

14

15

16

17

18

19

265

have collection programs.

A. It'srecovering for uncollectible expense
over an annual kilowatt hour period, over an annual
kilowatt annual period. We are recovering an
expense.

Q. | understand that. But I'm looking for
time. Assuming that this calculation is on the high
side, aren't you going to be better off, you being
the operating companies, from a cash flow standpoint
with this rider than you would be if you were
collecting from the customers and using collection

methods?

A. | don't know.

Q. Okay. Areyou familiar with the
companies MRO Application in Docket 08-9367?

A. No. | have been working on the ESP.

Q. Okay. | want you to assume for the
moment the hypothetical that a supplier under the --

under the MRO program does not have a-- a

file:/lIA|/FirstEnergyVol-1V .txt (529 of 569) [10/22/2008 10:22:28 AM]



file/lIA|/FirstEnergyVol-1V .txt

20

21

22

23

24

25

nondistribution uncollectible rider.

If you were then going to compare the
price that that supplier pays vis-a-visthe ESP price
for -- for energy, would we have to add these -- this
four-tenths of amill into the ESP for 2009 to be

able to say the -- compare the price of -- of
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1 generation apples to apples?

2 MR. KUTIK: Objection. That's nowhere

3 closeto the scope of histestimony. Heis hereto

4 gpecific riders, not the whole plan, not a comparison
5 of the ESP or the MRO.

6 EXAMINER PIRIK: Mr. Petricoff.

7 MR. PETRICOFF. Yes. Well, first of all,

8 Iit'sahypothetical but it's a hypothetical that's

9 based on testimony that'sin this-- in this record.

10 He's talking about the effects of this

11 rider, and I'm interested in having him compare what
12 the affect of this-- thisrider is when the

13 Commission goes to make the ultimate decision it must
14 make asto which is more attractive, the MRO or the

15 ESP. Wearejust looking at factors.

16 EXAMINER PIRIK: I'll sustainthe
17 objection.
18 Q. | would like now for to you turn to page

19 8of your testimony, line 17.
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20 EXAMINER PRICE: I'm sorry, could | have
21 that reference again?

22 MR. PETRICOFF:. Page8, line 17.

23 EXAMINER PRICE: I'm sorry, before you go
24 on, you are changing topics?

25 MR. PETRICOFF: I'm changing topics.
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EXAMINER PRICE: Beforewe leavethis
topic, you've stated a number of times that the
uncollectible expense rider will be reviewed by the
Commission; isthat correct?

THE WITNESS: Yes.

EXAMINER PRICE: Does that mean that
you -- that the companies intent is subject to audit
by the staff?

THE WITNESS. The -- what | was referring

to is the Commission would approve the new rate.

EXAMINER PRICE: That's not what | asked.

In approving the rate do you believeit's
subject to audit by the staff?

THE WITNESS:. Yes.

EXAMINER PRICE: And being subject to
audit by the staff do you believe the staff could
recommend to the Commission to disallow any expenses
the Commission -- the staff believes and Commission

would then review were not prudently incurred?
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20 THE WITNESS: The staff -- yes, the staff
21 would --
22 EXAMINER PRICE: Can you show meinthe

23 Application where it says that?
24 THE WITNESS: Inthe Application?

25 EXAMINER PRICE: Yes.
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1 THE WITNESS: | cannot.
2 EXAMINER PRICE: Thank you.
3 Thank you, Mr. Petricoff.

4 Q. (By Mr. Petricoff) On page 8, line 17, we
5 start the discussion in your direct prepared

6 testimony of the economic development rider.

7 And since we are running late in the day
8 [I'll try to compress these questions together.
9 Isit fair to say that the -- that

10 basicaly the way the economic development rider
11 worksisthat certain customers or certain rate

12 classeswill be getting a discount and the amount of
13 that discount will be offset by arider that's

14 charged all other customers?

15 A. Therate credits and the rate charges are
16 all within the economic development rider.

17 Q. But mechanically that's how it works?

18 A. Yes.

19 Q. Okay. And sothe company isrevenue
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20 neutral asto what the -- what the discounts arein
21 termsof what it gets paid and likewise it's -- well,
22 it'srevenue -- revenue neutral asto the -- asto

23 thediscounts; isthat correct?

24 A. Yes.

25 Q. At the moment we have a couple of sets of
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classes that are going to get -- that are going to
get adiscount automatically under the economic
development rider; isn't that true?

A. That iscorrect.

Q. Okay. And one of them isthe residential
nonstandard credit -- the residential nonstandard
tariff; isthat correct?

A. It would be customersthat are -- that
gualify under the residential nonstandard credit

provision. Electric heating is an example.

Q. Okay. And the reason they are getting
this discount is because they would have a -- if they

didn't get the discount, they would see alarge
increase between what they are paying now under the
current rates and what they would pay under the new
rates?

A. Yes. They would see alarger -- larger

increase than the system average or so.

Q. If you didn't have the discount, what
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20 would bethe size of the increase for these electric

21 heat customers? These residentia nonstandard?

22 A. From agroup total it's around 20 to 25
23 percent.
24 Q. Sothere are other groups out there that

25 areactually seeing larger increases than the
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1 residential nonstandard tariff on average?

2 A. Yes. There's-- there are some schedules

3 larger than 25 percent.

4 Q. And they are not getting discounts.

5 A. | believethe -- they are -- the ones

6 that areinlarge provisionsyou'd haveto be

7 specific, so some of them are -- have been mitigated
8 adready. Youwould have to give me something

9 gpecific.

10 Q. Wadll, okay. | think you've answered my
11 question.

12 Was the -- was the residential

13 nonstandard rate and incentive rate designed to help
14 compete against competition from gas heat?

15 A. Thereisn't aresidential nonstandard

16 rate. It'sa--it'sagroup of customersthat's --

17 that fall within the residential rate, so thereis

18 onetariff for residential customers called RS.

19 Thisisjust provision by which some
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20 customerswill get a-- adiscount based on the
21 equipment they have.

22 Q. But did they originally get the discount
23 because of competition from gas?

24 A. You are saying the reason for the legacy

25 ratethey are coming from?

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481

file:/lIA|/FirstEnergyVol-1V .txt (540 of 569) [10/22/2008 10:22:28 AM]



file/lIA|/FirstEnergyVol-1V .txt

271
1 Q. Yes, that's correct.
2 A. | don't know.
3 Q. If there was still competition from gas,

4 would this discount be helpful in keeping electric
5 saesup?

6 A. | don't know because of the comparison
7 price between gas and electricity. | don't know.

8 Q. Let'ssay one of these did -- one of

9 theselegacy customers came to the company and said,
10 "Gee, | have an offer here that's alittle bit lower
11 than generation from a competitive retail electric
12 supplier. Can| take that lower cost of power and
13 dtill get the credit?”’

14 A. You mean switch to the -- the supplier?
15 Q. Switch to a competitive supplier. Would
16 they still be entitled to get the -- the discount to
17 get the credit?

18 MR. KUTIK: Under the EDR?

19 Q. Under the EDR.
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20 A. No, the prescription is the customer

21 benefiting from getting a lower rate through the

22 supplier from the companies rate, thus, the customer
23 shouldn't benefit by getting two discounts.

24 Q. And what does these residential -- what

25 isthe size of the discount that these residentia
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customers are going to get under the EDR credit on a
kilowatt hour basis?

A. Thesecreditsaregoingto be-- it'sa
1.9 cent credit for electric heating of which it's
only applicable during the winter season for kilowatt
hours over 500.

Q. Okay. What if they have a-- adightly

lower -- well, let me scratch that. Let me go back
for a second.

In terms of the company giving the
discount and charging the rider to get the money back
from a revenue standpoint, is the company neutral
whether this customer shops or takes standard service
generation?

A. For those customers that would shop they
would no longer receive the discount by which then
the customers that are paying for the discount, that
charge would technically be reduced.

Q. | asked about the company. Would the
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company be financially indifferent if the customer
was permitted to shop as opposed to take generation
from the -- from the SSO supplier?

A. Theriderswould be -- would be revenue
neutral. It would be reconcilable.

Q. Andif the -- if the difference between
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the discount the customer was getting from the CRES
supplier was factored out of the -- out of the
discount, would all of the other customers paying the
rider be indifferent if customers were allowed to
shop?

A. | apologize, | lost you there for about
ten seconds.

Q. Sure?

A. Canyou repeat the question.

Q. Yeah. I'mlooking thereis a series of
guestions to see what is the harm that is created if
acustomer is allowed to shop who is getting the
economic development rider.

Now, you will agree with me from a
customer's standpoint if they could have both the
riders and alower cost of energy, that they would be
benefiting?

A. They would benefit, but those that were

paying the charge --
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20 Q. That was my question.

21 MR. KUTIK: Can he finish his answer?
22 Q. Wearegoing to cometo --

23 MR. KUTIK: Let him finish his answer.

24 Q. Go ahead.

25 A. Those that were paying the charge, they
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1 aredtill paying acharge for a credit being provided
2 toacustomer that shopped.

3 Q. But if the customer didn't shop, they

4 would be paying the credit, right?

5 A. Thisisadifferencein the magnitude of

6 the number.

7 Q. Right, but if they -- if the cause of the

8 forfeiture, they looked at it and they didn't shop

9 because now it's -- there is no incentive to shop,

10 then all these customers, the customers who are

11 paying therider are going to continue to pay the

12 rider because the customer is going to be -- continue
13 to beinthe program, correct?

14 A. Canyou say that again?

15 Q. Sure. If youforfeit a2 cent -- if you

16 forfeit a1.9 cent in our example of the water heater
17 customer, if you forfeit that to go out and shop,

18 isn't it true that now someone is going to go out and

19 shop unless they can save more than 1.9 cents?
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20 A. Thel.9centsisjust for -- just to be

21 clear, isjust for kilowatt hours that are over 500
22 inthewinter. Soit wouldn't be from a-- from an
23 average weight perspective, it will not be 1.9 cent.
24 Q. But you would agree with me that there

25 would be adisincentive to shopping if you -- there
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1 would be adisincentive of shopping if | didn't get

2 thediscount by virtue of your shopping.

3 A. The supplier would have to provide a

4 littlerate.

5 Q. Allright. Andif the-- and if the

6 customer could get both the lower rate and the

7 discount, then the customer would be in the best --

8 best position. You have already answered that,

9 correct?

10 A. Yes, | have.

11 Q. Andif, infact, the -- the customers who

12 arepaying therider would have their -- the rider

13 reduced by whatever the saving would be if the

14 customer did shop and -- and it was less than the

15 credit they received, then the customers would -- the
16 customers paying the riders would be made whole or be
17 inabetter position?

18 A. How werethey -- how were they being

19 Dbettered? | thought | heard you say that the
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20 customer is still with the CRES provider and getting
21 thecredit; wasthat in your scenario?

22 Q. Right.

23 A. Sothenacreditisstill being created

24 by which then a charge needs to be -- to be offset.

25 Soif inyour example | believe that the customers
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that are paying for it, they are not better because
they are still paying for acharge. If they are
shopping, then the charges in there, then the amount
of the credit doesn't have to be made up by that
shopped customer.
Q. Doyouthink it'slikely that anyoneis
going to shop given the size of the credit?
A. The credit, once again, isfor kilowatt
hours over 500 in the winter, so it would be an
average rate so that would be something that | don't
know.

Q. Okay. Let'smove on and talk about the
reasonable arrangement. The reasonable arrangement
rider works basically this would be the same way you
would -- there would be a discount that went to the
customer and the customer would -- there would be a
discount that went to the customer and the company
would be made whole by charging the deltarevenue

recovery rider against all other customers?
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A. Yes.

Q. Okay. Soin--if acustomer shopped and
could get alower rate -- well, actually let me do it
thisway, let's say a new customer comes to town, a
new steel mill. And they need a-- they need a-- a

price of energy of, let's say they need 2 cents per
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kilowatt hour off the standard service rate. And
they can get -- they can shop and get 1 cent lower
price in the market.
The way the delta revenue recovery rider
IS -- is configured, could they comein and make an
application and say | want to shop and | want to get
a1 cent discount instead of a2 cent discount
through the economic development program?
A. | believe the reasonable arrangement
rider application processis for customers that would
then still take service under the -- under the --
under the operating company.
Q. Sotheanswer isno.
A. Yes, it would be no.
Q. Now, let's go back and look at thisin
that case. Aren't al the customers who were paying
the delta revenue recovery rider end up paying more
than if the situation was such that you could -- a

customer could shop and use that as part of the
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20 economic development?

21 A. Areyou saying that the differential in

22 what the Commission would grant as far asthe
23 discount would be less than -- than what the -- I'm
24  confused on the -- your example.

25 Isit -- what isthe level of incentive
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1 that the -- that the customer is requesting?

2 Q. That'sjustit. Let's make surewe are

3 al on the same page.

4 Under the way it's structured now in the

5 Application, no customer can shop and get an economic
6 development discount, correct?

7 A. Let merefer to the schedule.

8 Q. Okay.

9 A. Which schedule are you looking at? Are
10 you on a specific company?

11 Q. No. Actualy I'm looking at your -- at
12 your testimony.

13 A. | wasgoing to refer to the rider itself.
14 Q. Okay. Go ahead and refer to the rider
15 itself.

16 A. Therider --

17 Q. I'msorry.

18 A. Therider itself istaking service under

19 thedistribution companies -- or operating companies.
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Q. Andthat isreflected in your testimony
on page 11, lines 14 and 15. And my guestion to you
iswouldn't all the other customers be better off if
it wasn't a requirement that you have to buy your
generation from the SSO provider if, in fact, a

customer on an economic development program could
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find less expensive generation in the market and come
in for alower subsidy?

A. No. If the-- if the customers can get a
better deal from shopping than from the reasonable
arrangement, then if they take -- take from
reasonable arrangement, then the Commission would
have to approve a discount.

Q. No, I'mlooking for a better deal --

MR. KUTIK: Hold on asecond. Had you
finished your answer?

Q. Areyou finished?

A. Yes.

Q. Now, the hypothetical | gave you iswhere
to have the economic development we need 2 cents off
per kilowatt hour.

Under this program as you have it
designed now, the only choice is that they basically
have to come in and buy the hour from FirstEnergy

Solutions and have all the other customers pay 2
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20 cents, and | am asking you wouldn't it be better if

21 they could go out and find power that's maybe 1 cent
22 lower than FirstEnergy Solutionsis offering under

23 the SSO program and only have to have a subsidy of 1
24 cent, wouldn't the customers be better off in that

25 scenario?
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1 A. From adeltarevenue perspective that's
2 being created there would be less to be recovered in

3 a--inarider.

4 Q. Sotheanswerisyes.
5 A. Yes
6 Q. And once again, the company would be

7 financially indifferent given this structure if

8 customerswere allowed to shop and bring a shopped
9 energy pricein as part of their economic development
10 application?

11 A. The Commission would approve the process
12 by which a special arrangement discount would be
13 provided, so the answer for meisthat that's

14 something that the Commission would need to determine
15 with -- with that process.

16 Q. Won't we have to change your tariff to

17 alow the Commission to even get this Application in
18 the hypothetical | gave you?

19 A. Inyour hypothetical yes.
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20 EXAMINER PRICE: Mr. Hussing, the

21 operating companies will be financially indifferent
22 in Mr. Petricoff's hypothetical, would they not, and
23 financially they would not be impacted financially
24 since you get full recovery of the delta revenue?

25 THE WITNESS: Yes.
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1 EXAMINER PRICE: Thank you.
2 Q. Andif therewasasimilar application

3 type process for the economic development rider for

4 those rates that were -- now I'm back on to the -- to

5 page 8 of your testimony on the economic development
6 rider.

7 If there was a similar process for

8 customers who are getting a discount could go out and
9 find alower cost supplier and thereby lower the

10 amount of discount that they needed, wouldn't the

11 public be better off in that instance as well?

12 A. When the customer just shop --

13 Q. Yes

14 A. If the customer just shopped, then there

15 would be no credit needed to supply that customer a
16 credit, thus, the charges would be reduced to those

17 customersthat are paying the charges.

18 Q. Butif we had a situation where a

19 customer could comein and say "I will take alower
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20 subsidy if | could shop and get alower price,"

21 wouldn't that end up being awin for the customer in
22 different company -- indifferent to the company and a
23 win for the customers who are paying the subsidy?

24 MR. KUTIK: Objection, asked and

25 answered.
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1 EXAMINER PIRIK: Objection overruled.
2 A. Canyou state it one more time?
3 MR. PETRICOFF:. Could | have the question
4 reread.
5 (Record read.)

6 A. $othe credit required -- the credit, the

7 tariff credit they are asking, you are saying that

8 the credit would be less.

9 Q. That'scorrect.

10 A. Andthequestionis-- what isthe

11 question again? |I'm thinking through the scenario.
12 EXAMINER PIRIK: Before we go back let's
13 go off therecord for aminute.

14 (Discussion off the record.)

15 EXAMINER PIRIK: We will go back on the
16 record, and could you reread the question?

17 Q. Rather than that let me just replaceit,

18 let me give you an example instead.

19 Auto €lectric boilers are a class of
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20 customers who are going to get the automatic economic
21 development rider?

22 MR. PETRICOFF: That's subpart A.

23 A. Yes

24 Q. Okay. Andsoif --if the--ifa

25 customer who qualifies for that camein and said I'm
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1 willing to take alower -- alower -- adiscount as

2 longas| can shop because | can get alower price,

3 wouldn't that be advantageous to the customer and

4 advantageous to the other customers who are paying
5 the subsidy under the economic development rider?
6 A. | canthink of two scenarios for the

7 answer. Oneisif the customer shopped entirely,

8 then the credit would be the entire credit.

9 But in your example there would be -- if

10 they -- basically the supplier paid back the company
11 thecredit, in essence, then there would be less

12 creditsto be -- to be charged by other customers.
13 MR. PETRICOFF: Thanks, Mr. Hussing. |
14 have no further questions.

15 EXAMINER PIRIK: Thank you, Mr.

16 Petricoff.

17 | think that concludes the hearing for

18 today.

19 Don't leave yet because we still need
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20 to -- thisis off the record.

21 (Discussion off the record.)

22 (The hearing adjourned at 6:20 p.m.)
23 ---

24

25
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