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

2 A. My name is J. Edward Hess. My business address is 180 E. Broad Street, 

3 Columbus, Ohio 43266-0573 

4 

5 2. Q. By whom are you employed? 

6 A. I am employed by the Public Utilities Commission of Ohio (PUCO)? 

7 

8 3. Q. Would you please state your background? 

9 A. I received a Bachelor of Business Administration degree from Ohio University in 

10 1975 with a major in accounting. I completed the majority of Capital University's 

11 Master of Business Administration program and I have completed many 

12 regulatory training programs. I was employed by the PUCO from August 1975 

13 until May 1977 as a junior accountant. I worked for the certified public 

14 accounting fmn of John Gerlach and Company from September 1977 until July 

15 1978. Between July 1978 and July 1980,1 was employed in various accounting 

16 and construction positions. I began my current employment with the PUCO in 

17 July 1980. I am a certified public accountant. 

18 

19 4. Q. What is yoiir current position with the PUCO and what are your duties? 

20 A. I am the Chief of the Electricity and Accounting Division of the Utilities 

21 Department. I monitor all planning, operations and results, including all final 

22 reports issued by the division and I supervise the division's personnel. My duties 

23 ^e to develop, approve, and implement policies and procedures relating to the 



1 division and to ensure statutory compliance with state and federal laws, rules, 

2 regulations and procedures governing utility regulation. I concentrate on the 

3 electricity industry and I am also responsible for the oversight of the operating 

4 income and rate base portions of base rates in all utility industries. 

5 

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

7 A. I have the overall responsibility for the Staffs recommendation in this case. 

8 Specifically, I will summarize the Staff recommendations and compare the results 

9 of its recommendations to a market rate option, I will address the applicant's 

10 distribution service increases, the request to recover un-depreciated value of 

11 certain generating plants and I will recommend an altemative rate proposal if the 

12 Commission does not issue an Opinion and Order within the one-hundred and 

13 fifty days. I also present the Staffs recommended results in a simple ^ per kWh 

14 form. 

15 

16 6. Q. Will you summarize the Staffs recommendation? 

17 A. We are recommending that the Commission adopt the electric security plan (ESP) 

18 proposed by Columbus and Southem Power Company (CSP) and the Ohio Power 

19 Company (OP) (collectively the AEP companies) with modifications 

20 recommended below. 

21 The ESP rates adjusted for the StafPs recommendations would result in a standard 

22 service offer that is more favorable in the aggregate as compared to the expected 



1 results that would otherwise apply under a market rate option. This result is 

2 sxmmiarized on Exhibit JEH 1 attached to my testimony. 

3 

4 7. Q. Will you describe Exhibit JEH 1 ? 

5 A. Exhibit JEH 1 is in similar format to AEP Companies witness Baker's Exhibit 

6 JCB-2. Exhibit JEH 1 reflects the Staffs recommended modifications to the AEP 

7 companies' proposed ESP plan and includes the AEP companies proposed $75 

8 million contribution to the "Partnership With Ohio" fimd. 

9 

10 8. Q. Will you summarize the StafPs modifications to the Applicants' proposal? 

11 A. The Staff is recommending: 

12 i. That the AEP companies are allowed fuel cost recovery (FAC). (Strom) 

13 ii. That the 2007 fiiel costs be used as the embedded value when adjusting 

14 the fiiel adjustment clause (FAC). (Cahaan) 

15 iii. That the AEP companies are allowed to include the costs of bidding out 

16 5% in 2009, 7.5% in 2010 and 10% in 2011 of their annual load 

17 requirements and that the cost of that bid out load be included in the FAC. 

18 (Cahaan) 

19 iv. That the AEP companies are allowed an axmual update to the retum on 

20 their environmental investment. (Soliman) 

21 v. That the AEP companies are not allowed to continue the 3% and 7% 

22 increases for Columbus and Southem (CSP) and Ohio Power (OP) but that 



1 they be allowed a 1.5% and 3.5% increase in the non-FAC generation 

2 component. (Cahaan) 

3 vi. That the AEP companies not be allowed their requested provider of last 

4 resort (POLR) charge. (Cahaan) 

5 vii. That both of the AEP companies file a distribution rate case in 2009 and 

6 that the distribution related costs and issues be examined in that case. The 

7 distribution related costs and issues include reliability issues, line 

8 extension and amortization of regulatory assets. We recommend that the 

9 companies begin certain reliability programs with the costs to be deferred 

10 provided that the costs are not recovered under the current rates, 

11 (Hess/Roberts) 

12 viii. That the AEP companies be allowed a recovery mechanism for the costs 

13 of gridSmart but that that recovery mechanism originally be set at zero. 

14 (Baker/Scheck) 

15 ix. That the AEP companies be allowed to recover the costs for Energy 

16 Efficiency and Peak Demand Reduction programs. (Scheck and Siegfried) 

17 x. That the AEP companies not be allowed to defer costs past the three-year 

18 ESP period but if a phase-in ofthe first year increase is needed that it is 

19 levelized over the three year ESP period and the carrying cost be adjusted 

20 to a more reasonable level than the carrying cost recommended by the 

21 Applicant for its phase-in calculation. (Cahaan) 



1 xi. That the AEP companies not be allowed to transfer current generation 

2 plants to an unregulated affiliate until further review can be performed. 

3 (Buckley) 

4 xii. That the AEP companies request to recover the un-depreciated value of a 

5 generation plant that is retired during the ESP period be denied, (Hess) 

6 xiii. Revisions to the estimated market rate. (Johnson) 

7 xiv. An altemative to the AEP companies' interim plan. (Hess) 

8 

9 Distribution Rate Case 

10 9. Q. The AEP companies have requested incremental increases to the distribution rates 

11 to recover the costs of several reliability programs and for CSP's investment in 

12 the gridSmart program. Will you explain what the Staff is recommending for the 

13 distribution company recovery beyond the standard service offer? 

14 A. The StafPs proposed recovery of the gridSmart costs is contained in the 

15 testimonies of Staff witnesses Baker and Scheck. We are recommending that the 

16 AEP companies be allowed additional recovery of Energy Efficiency and Peak 

17 Demand Reduction programs as a distribution company charge. 

18 The Staff is recommending that the AEP companies file a base rate case in 2009 

19 to recover the costs of the additional reliability programs, line extension and 

20 amortization of regulatory assets that have been requested by the AEP companies 

21 in this case. 



1 10. Q. Why is the Staff recommending that a distribution base rate case be filed? 

2 A. The last base rate case filed by these companies was seventeen years ago for CSP 

3 and fourteen years ago for OP. There have been tremendous changes in the 

4 electric distribution industry in the past fifteen years and the Staff believes that 

5 these changes need to be reflected in the rates and tariffs of these companies. 

6 The rate of retums authorized, the rate base investment, the operation and 

7 maintenance expenses, the sales levels and sales mix, taxes, and almost any 

8 component ofthe revenue requirement and/or cost of service studies are different. 

9 Allocations are all different. Possibly the biggest change is that the AEP 

10 companies unbundled the rates from a vertically integrated utility to a distribution 

11 utility. That change alone would warrant an overview of the current rates. The 

12 current terms and conditions ofthe AEP companies' tariffs are different and they 

13 should be re-written to be Consistent with each other. 

14 The Staff also believes that there are some issues ofthe distribution system that 

15 need to be publicly addressed. There have been a lot of accusations and public 

16 discussions about the AEP companies management of its distribution system 

17 specifically as h related to the costs ofthe 2004/2005 ice storms and the 2008 

18 hurricane damage. A distribution case would give the AEP companies and the 

19 intervening parties the opportunity to publically discuss these issues as well as 

20 plan a course for fixture expenditures with public input. These public forums are 

21 an important aspect of the public's education and trust. 

22 



1 The Staff also believes that a distribution case would provide a clearer picture of 

2 corporate separation which would lead to a better understanding of the return on 

3 equity calculations ofthe companies. 

4 

5 11. Q. Other Staff witnesses are recommending that some of the reliability programs 

6 begin during 2009. This would presumably be before the Commission can 

7 finalize an Opinion and Order in a distribution case. How would either of these 

8 Applicants recover these costs if these programs are not specifically included in 

9 the current rates? 

10 A. We believe that these companies' current distribution rates provide enough 

11 revenues to begin some ofthese programs. This is supported by the Staffs 

12 analysis performed in Case No. Case No. 06-222-EL-SLF. 

13 However, if the costs of these new programs materially erode the Applicants' 

14 ability to recover a reasonable retum, the Commission should allow the 

15 Applicants to defer these costs and allow the opportunity to recover these costs in 

16 the next base rate case. We recommend that the test for recovery in the base rate 

17 case be whether there was a material impact on the Applicant's abitity to recover 

18 a reasonable retum for the distribution service during the period that the costs 

19 were deferred. 

20 

21 Possible Early Plant Closure 

22 12. Q. The AEP Companies have requested that the net loss of generating plants that are 

23 retired earlier than their estimated usefiil life because they experience failures or 



1 safety issues and that would require significant investment to keep them operating 

2 be deferred as a regulatory asset. The AEP companies fiirther request that that 

3 regulatory asset be recovered through a non-by-passable rider over a reasonable 

4 relatively short period of years. Do you agree with this recommendation? 

5 A. No. The economic value ofthe generating fleet was measured in AEP companies 

6 Electric Transition Plan, Case Nos. 99-1729-EL-ETP and 99-1730-EL-ETP. The 

7 AEP companies stipulated in that case that they would not impose any lost 

8 generation charges on any switching customers during the market development 

9 period (2001-2005). Although the economic value of generating fleet was never 

10 specifically addressed by the Commission, it could be assumed that the net value 

11 ofthe companies' fleet was not stranded. 

12 We are not recommending that the Commission require the customers to bear the 

13 costs/risk of these uneconomic plants without accounting for the offset of the 

14 positive economic value of the rest of the AEP companies' generating fleet. 

15 Given that the market rates have increased significantly since it was measured in 

16 Case Nos. 99-1729-EL-ETP and 99-1730-EL-ETP, we are assuming tiiat net 

17 value ofthe generating fleet is still positive. 

18 

19 Altemative 1/1/09 Plan 

20 13. Q. The AEP companies have proposed an interim plan as noted in Section V.E. of 

21 the Application (Electric Security Plan Timing Factor). The AEP companies 

22 request that in the event that the Commission is unable to meet the statutoiy 

23 requirement of 150 days, that the companies be allowed a provision that 



1 establishes a one-time rider to reflect the difference between the ESP approved 

2 rates and the rates charged imder the AEP companies existing standard service 

3 offer and reflects the length of time between the end ofthe December 2008 billing 

4 month and the effective date of the new ESP rates. Do you agree with this 

5 request? 

6 A. No. If the Commission does not issue an Opinion and Order within the one-

7 hundred and fifty days, I recommend that the Commission authorize the AEP 

8 companies to continue the rate stabilization plan. This would include an increase 

9 for generation mtes of 3% for CSP and 7% for OP, allow the fiill additional 4% 

10 increase of generation rates for both companies, keep the POLR rates in place, 

11 leave the line extension policy in place and price the Monongahela and Ormet 

12 loads at the market price recommended by OCC witness Smith. I also 

13 recommend that the RTC rider for the CSP customers be eliminated. 

14 

15 14. Q. Would you recommend that the increase be reconciled when the Commission 

16 makes its final determination? 

17 A. No. The altemative rates should stay in place until the effective date ofthe final 

18 Opinion and Order and no reconciliation of those rates to the final Order should 

19 be required. 

20 

21 Attachment 2 

22 15. Q. Will you describe JEH Exhibit 2 attached to this testimony? 



1 A. This Exhibit quantifies the revenue increases recommended by the Staff. It 

2 estimates the kWh rates that would result fixim those estimated increases and the 

3 percentage increases on the overall rates. This Exhibit used the same format and 

4 revenue increases included in AEP witness' Roush Exhibits and the AEP 

5 companies' response to StafPs Date Request 10. 

6 I believe that Exhibit JEH 2 shows that the Applicant's proposed ESP, as adjusted 

7 by the Staff, results in very reasonable rates. 

8 

9 16. Q. Does this conclude your testimony? 

10 A. Yes, it does. 

10 



EXHIBIT JEH-1 

(0 
a CM 

S 

S Oi 

5« 

to to 
' - - ( ^ 
o r-
CO 

00 

i n T-

co t ^ 

CO 

CO 1 -
CN r -°^ 
CO r--

s 
CM 1 -

CM 
CM" 

I 

5 

CM -^ 
CM r -

O l§ 
y> 

W 

1 
o 

1 

s 

CO 
00 

S 

CM 

5 

g 

s 

s 

i n CO T -
i n CT) CO 
• • - « • « > 

(A 

r- o :^ 

^ *̂  ^ 

-* TT T- 00 o !^ 

? 8 g s « « 

i 
1 
» 

g 

g 

S 

ro 

o 

o 

g 

• . . f 

s 
o 

i n 
Oi 

CM 
CN 

I * - (O O CO o 
CM CO » T - W 
4 A 

m 
00 
» 

(D 
CM 
W 

O 
w 

CD O 2 
« • W ^ 

c .2 
a 
O 
5J 
C£ 

I 
(0 
S 

o 

as 

iS 

IU 

1 
o 
o 
•5 
^̂  (Q 

5 
•o 
,s 
«5 
W 

UJ 

•^ 

&> 
;5 

Q 
f j 

cS 
(0 

"1 3 
Q. 

1 
E 

'•*2 

LS3 

(U 

1 
UJ 

B 

E 
^ 
^ 
^ CO 

8 
1 

^ 
o 
o 
CN 

c 
o 
O 
"c 

E 

o 
E 
o 
c 
8 

UJ 

CM 
m 
CM 

D . 
m 
Ul 
'M 

c 
n 
a E o u 



EXHIBITJEH-2 

S 

o 
« 
c« 

£ 
c 

> i 

c (Q 
a E 
o 
o 
^ 

^ 

o 
OL 

0) 

3 
o CO 
(A 
3 

^ 

E 
3 
O 

o 

II 
CD 2 " 

cn i n 

S ĥ  
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