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Monday Morning Session,
August 23, 2010.

EXAMINER JONES: The Public Utilities
Ccmmission of Ohio has called for hearing at this
time and place cése No. 08-872 and 09-873-EL-FAC,
that being In the Matter of the Fuesl Adjustment
Clauses for Columbus Scuthern Power Company and Ohie
Powar Ccmpany. |

My name is Jeffrey R. Jones. AlsQ
joining me on the Bench wlll be Grsta Ses. We have
been assigned by the Commissiocn to hear these cases,

At this peint in time I'1l take
appearances on behalf of the parties. On behalf of
Columbus Southern Power and Ohio Power Company..

MR, NQURSE: Thank you, your Honor. On-
behalf of Columbus Southern Power Company zad Chio
Power Company, Stephen T. Nourse, Matthew J.
Satterwhite, Julie L. Atchison, 1 Riverside Plaza,

Columbus, Ohio 43215. Thark you.

EXAMINER JONES: Thank you. On behalf of |

the staff of the Public Utilities Commission of Ohio.

MR. MARGARD: Thank you, your Honor. On
behalf of the staff of the Public Utilities

Commission, Richard Cordray, Attorney General,

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-3481
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William Wright, SectionVChief, Public Utilitiés
Section, by Assistant Attorneys General Werner
Margard. and Thomas McNamee, 180 East Broad Street,
6éth flcor, Columbus, Ohio.

EXAMINER JONES: Thank you.

On behalf of the office of the Chio
Congumers' Counsel.

MR. IDZKOWSKI: Thank you, your Honor.
Cn behalf of the residential customers of Columbusl
Southern Power and Ohio Power Company, the Chio 7
Consumers' Counsel, Janine L. Migden-Ostranderx, byé
Assigtant Consumers! Counsel Michael Idzkowski, 10:
West Broad Street, Suite 1800, Columbus, Ohio, 43215.

EXAMINER JONES: On behalf of Industrial
Energy Users, Chio.

MR, CIARK: Thank wou. On behalf of tne
Industrial Energy Users, Ohio, Joseph M. Clark, |
Samuel €. Randazzo, Lisa McRlister, from the officé
of McNees, Wallace & Nurick, 2% East State Street, :

17th floor, Columbus, OChio, 43215.

EXAMINER JONES: Thank;ygu.,_Is.couggelf .

present from Intervenor -Ormet Primary Aluminum - - - —

Company?
(o response.}’

EXAMINER JONES: There's no response.

&

ARMSTRONG & OXEY, INC., Columbus, Ohio (614} 224-9481
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At this time we will take up any
preliminary items that the parties have before we
begin the first witnesses.

Mr. Nourse, de¢ you have anything?

MR. NQURSE: Yes., Thank you, your Honor.
A couple matters. First of all, with respect to

confidentiality, we had a discussion off the record;

There are several areas that have been redacted from

the audit report regafding_several topics and -
competitively ssensitive matters relating to coal
ceontracts that we would like to ensure reﬁain
confidential consiétent with the June 29%th protectiie
order in this case,

And T believe that the method that we've
arranged or agreed to proceed in order to best
protect that information would be tc conduct
creoss-examination under seal, and the companies wili
work with the parties and the Commission to redact '
the transcripts. We can produce a public version o?

the transcript to be filed in the docket, and I

believe that's the best way to proceed in_this case| |

given the prevalence of that confidential data.. .- i
throughout the audit report and the parties?
tegstimony.

EXAMINER JONES: Any parties disagree

7

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9431°
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with Mr. Nourse's characterization?

MR. IDZKOWSKI: No, your Honor. .

EXAMINER JOMES: Thank you. Then that is
how we will proceed.

Mr. Nourse, your next issua.

MR. NOQURSE: Yes, youf Honor. The
companies indicated at the prehearing conference th#t
we'd likely want to file rebuttal testimony. We do{
have some narrowly focused rebuttal testimony that's
bean completed. Ii's being‘copied right now. It i§
a few pages from each of the three witnesses that |
deal with the accounting and the coal-related
matters. _

We would propose to file and serve it ch
the parties, hand-deliver it this morning, and have.
theose company witnesses adopt that rebuttal at the
conclusicn cf the other parties' and the auditor's
testimony -in this case, at this point reserving the
lpossibility of doing some limited oral rebuttal in
addition to.that written rebuttal. |

We will have that momentarily.this .

that's acceptable.
EXAMINER JONES: Thank you.

) Any comments or concerns with

sl

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Mr. Nourse's suggestion?

MR. CLARK: Your Honor, the only concern
I would have or gquestion would be, I assume wae'll 1
reserve all rights for motions to strike or othei
matters that might be outside the scope of rehuttal
if that happené;

EXAMINER JONES: Thank you, Mr. Clark. I
was just going to say that of course you may file

information that will not be deemed admissible or

the Commission. It will be subject to the
appropriate motions to strike when it's presented.
But 1 would appreciate if you would get:
that rebuttal testimony in the parties' hands as soon
as you can this morning;
MR. NOURSE: Thank you, your ﬁonor.
EXAMINER JONES: Including the Bench.
MR.. NOURSE: Tes. Thank yocu, your Honoé.
EXAMINER JONES: Any other preliminary
items before we begin this morning?

‘ MR. NOURSE- Ho, your Honox

EKAMINER.JONES*' If not, Mr, Margazd, yeu
may call vour first witness.
MR. MARGARD: Thank you, -your Honor. The -

parties have requested an opportunity to

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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cross-examine the aunditors and the auditors are being
made available for that purpose. Preliminary to
calling the first of the auditors, I would request
that the Report of the Management/Performance and
Financial Audits in this case be marked as
Comuission-ordered Exhibit No. 1.

I have copies ¢f both the redacted and
confidential versions. . I would request that the
redacted version be marked as Commission-ordered
Exhibit 1A and that the confidential version be
marked as Commiséion—ordered Exhibit 1B, Since these
proceedings are closed for purposes of examinétion, I
would presume that most of the guestions will be
asked with respect to the cenfidential version, and
for the sake of convenience of the parties I would
think either "audit repoft" or "Commission Exhibit i“
would suffice to identify that document.

That being said, your Homor, I would call
Mr. Ralph C. Smith to the stand. o

EXAMINER JONES: Thank you, Mr, Margard,

_and those documents shall be so marked.

T(EXHIBITS MARKED FOR IDENTIFICATION }
EXAMINER JONES: I, too, would ask that
since we are under a closed record at this point in .

time that we use the confidential .version which has

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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been marked 1B for most references unless otherwise
stated. _

Would you please raise your right handé
(Withess sworn.)
EXAMINER JONES: Thank you. You may
proceed, Mr. Margard.
MR. MARGARD: .Thank you.
RALPH C. SMITH
being fifst duly sworn, as prescribed by law, was
examined énd testified as follows:
DIRECT EXAMINATION
By Mr. Margard:

Q. State your name and business address,
pleasse.

A. My name is Ralph C. Smith. My business
address ig Larkin & Asasociates, PLLC,:15?28
Fa:mington Road, Livonia, Michigan, 48154.

Q. Thank you.

MR. MARGARD: Your‘Honor, may I approach?
EXAMINER JONES: Yes, you may. .
~ (EXHIBIT MARKED FOR-IDENTIFICATION.)}

Q. Mr. Smith, I have handed you a multipagé

document marked for purposes.of identification as

Staff Exhibit 1. Do you recognize this document?

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

Q. And is this the document that was 5
submitted as part of the proposal to perform the
audits in this case?

A. Yes, it is.

Q. And does this document set forth your
professional quelificationa?

A, It does.

Q. Do you have any changes, additions to

A, o,

MR, MARGARD: Can all of the parties hear
Mr. Smith? Do we need to use the microphones?

(Off the record.)

EXAMINER JONES: Mr. Maxgard, you may
continue.

MR, MARGARD: Thank yocu, your Honor.

Q. Mr. Smith, do you have beforé you
Ccmﬁission—brdered Exhibit No. 1, the
Management/Performance and Financial Audit performed
in these cases? | | '

A, " Yes, I do.”

o. And did you assist in the preparation éf
these reports? |

o B, I did, yes.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224~9481
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Q. Are you able to identify which sections
you were responsible for assisting with?

A. Yes. Larkin & Asscociates was responaible
for Chapter 7, the financial audit of the Fuel '
Adjustment Clause Rider. '

Q. Have you reviewed that chapter prior to
your testimony today to determine whether there are
any changes, corrections, or modifications required?

A.  Yes, I have. 1 notice there's a coupls
of minor typos. Other than that, it appears to be'.
accuratae. |

Q. Do you want to make those correcticns for
us?

A. Sure. At page 7-24 the sixth line up
from the bettom, it says, it starts with the word
“FAC™; 1t says the cumulative FAC. It should say
under, u-n-d-e-r, underrecavery. Aand then I notice@
c¢ne other typo and that one's on page 7-86, this is:
the seventh line up from the bottém and it says- '

"Public Service PUCO of Indiana." Instead of saying

"PUCO, " it should say "Commission."

-~ Those are the only changes of whichfl*mi

aware. |
EXAMINER JONES: Very good.

MR. MARGARD: Your Honor, I would make

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Mr. Smith available for cross—examination.

EXAMINER JONES: Thank you.

Mr., Idzkowski.

MR. IDZKOWSKI: Yes, thank you, your
Honor. As OCC raised off the record, we would wish
to now on the record, most of the questions we would
have had for ocur witness will be addressed in a
stipulation that the 0CC is drafting and that all of
the parties in this case, except for Ormet, have thus
far seen and agreed to, so we just have a few
Questions for this witness.

EXAMINER JONES: Thank you.

MR. IDZKOWSKI: That stipulation will be
prepared and submitted during the course of this
hearing.

EXAMINER JONES: Thank you,

Mr. Idzkowski.
CRDSS—EX&MIHATION‘
By Mr. Idzkowski:

Q. Can I refer you to your financial audi@___
recommendations on page 1-7, please. .
A. Ckay, I'm there.

a. Thank you. Regarding the first financial

audit recommendation, there you're discussing FAC

ARMSTRONG & OKEY, INC., Columbus, Ohic (8614} 224-9481
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workbooks éxplanations and identifications of the
differences between the includable FAC accounts or
amounts recorded in the general ledger versus -
includable FAC amounts that were darived from other
sources. Do you see that?

A, Yes.

Q. What are the differences between
includable FAC amounts recorded in the general ledger
versus includable FAC and other sources?

A. In general, the general ledger contains
the amounts that pertain to Columbus Southern and
Ohio Power. fhey each have their separate general‘
ledger, and their general ledger coatains amounts ih
total, and in some instances, those amcunts are
subject to various allocaticns for inclusion or
exclusion before they end up in ths FAC.

Q. Do you know what the extent is -- can you
explain the extent of the differences besides --

A, I cen give some illustrated examples.

For example, the purchased power costs are recorded’

in the general ledger under a series of subaccouuts:

15

Some of those subaccounts are includable in the FAC'

and some of them, before being included in the FAC,
are suhject to varicus allocations bhecauss the FAC.

basically pertains to retail customers. So some of -

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224~9481
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‘included in the FAC, 80 for the allecated amounts,

18
the total amounts in the general ledger then do not
end up being fully included in the FAC.
Q. Is there a particular pattern, such as a
general ledger is always higher than cother sources?
A, If amounts are allocated from the general

ledger, then only a portion of those would be

the general ledger would essentially include
100 percent and then the FAC would only include the;-
allocated portion.of those. |

Q. I'm sorry, are you done?

A. Yes.

Q. Thankx you.

And what's your understanding of the
company's, AEP's, agreement on this particular issue?
Dc they agree to include in the monthly work -- FAC
workbooks, do they agree to include the amounts for:
the 2010 audit or how about for the 2009 audit?

A. Tt's my understanding that respectively
we are.goinghto include additiomal documentation,
either monthly reconciliation packages, and I beliewe
they're going to do that prospéctively, and they
provided an example in response to EVA 4-11.

Q. If you can look at your financial audit,

recommendation No. 3, please, on that same page. Can

ARMSTRONG & OKEY, INC,, Columbus, Chic (614} 224-9481
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you explain why, if you know, why Larkin was unableg
to trace most of the information provided to the FAC
workbooks?

A, Yes. We were able to trace the
information through the FAC workbooks, but when we .
attempted to trace beyond the FAC workbooks to actual
invopices, we ran intc soms audit trail difficulties
there, and the ccmpany 1 believe has agreed to try to
create d better audit trail prospectively.

MR. IDZKOWSKI: Thank you. That's all
the guestions I have at this time.

EXAMINER JONES: Thank you.

Mr. Clark.

MR. CLARK: No questions, your Honor.

EXAMINER JONES: Mr. Nourse or
Mr. Satterwhite?

MR. NOURSE: No guestions, your Honor.

EXAMINER JONES: Staff have any redirect
for this witness? ' o

MR. MARGARD: No questions on redizect.
Thank you, your Honor.

B EXAMINER JONES: Thank you, Mr. Smith.. 1

believe you may step down at this time.

Mr. Margard, would you move for the

admission of Staff Exhibit Ne. 1? R

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224~9481
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MR. MARGARD: I would move admission of
that exhibit, your Honor.

EXAMINER JONES: Cbjections?

MR. NOURSE: No, your Honor.

MR. CLARK: No, ycour Honor.

EXAMINER JONES: If not, Staff Exhibit
No. 1 will be admitted.

MR. IDZKOWSKI: I'n sorry, was that
to —-- .

MR. MARGARD: His CV, the qualifications.

MR. IDZKOWSKI: Yes, I'm sorry. Thank
you, your Honor. I'm sorry to interrupf you.

EXAMINER JONES: Thank you.

MR. IDZKOWSKI: No objesction.

{EXHIBIT ADMITTED INTO EVIDENCE.)

EXAMINER JONES: Mr. Margard, ycu may
call your next witness,

MR. MARGARD: Thank you, your Honor.
Staff would call Mr. Mark -Dadyn |

EXAMINER JONES: Would you raise your
right hand.

. ' (Witness sworn.)
EXAMINER JONES: Thank you.
Mr. Margard, you may proceed.

MR, MARGARD: Thank you, your Honor,

ARMSTRONG & OKEY, INC,, Columbus, Chio (614) 224~9481
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MARCUS DADY
being first duly sworn, as prescribed by law, was
exanined and testified as follows:
DIRECT EXAMINATION
By Mf. Margard:

Q. Please state your name and bﬁsiness
address, please. :

A. My name is Marcus Dady. My business
address is Larkin & Associates, PLLC, 15728
Farmiﬁgton Road, Livonia, Michigan, 48154,

MR. MARGARD: May I approach, your Hongr?
EXAMINER JONES: Yes, you may.

MR. MARGARD: Thank ybu.

(EXHIBIT MARKED FOR IDENTIFICATICN.)

0. Mr. Dady, I've handed you a multipage
document marked for purposes of identification as
Staff Exhibit No. 2. Can you identify this,documeni,
plzase? ‘

_ A It's my qualifications that was includad
with the proposal in ouxr response to the request for
proposal fox the FAC audlt.

Q. Do you have any additions, correcticns,:
changes to this document?

A. No,

3

ARMSTRONG & OKEY, INC., Ceclumbus, Chio (614]) 224-3481
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Q. You also were raesponsible for preparation
of a portion of the audit report in this case; is
that correct?

A Yes.

Q. And you have Commission-ordered Exhibit
No. 1 in front of you.

A, That's the report?

g. The audit report, ves, sir.

A, Yea. _

Q. Are you able to identify whiéh portions
of the audit report you were responsible for
a5sisting with?

A. I assisted on Chapter ? as well, the
financial audit of the FAC.

Q. And have you had an opportunity to review
that chapter prior to your testimony today?

A, Yes.

Q. And other than the corrections already
noted by Mr. Smith, do you have any changes,
corrections, additicns of apny sort to that chapter?

A, No, I don{t;_

MR. MARGARD: Your Honor, I'd make
Mr. Dady available for cross-examinatien.
EXAMINER JOHES: Thank you.

Mr, Idzkowskil, questions?

ARMSTRONG & CKEY, INC,, Columbus, Chio (614) 224-9481
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MR. IDZKOWSKI: Thank you. No gquestioms,
your Honor,

EXAMINER JONES: Mr. Clark?

MR. CLARK: No questions, your Honor. .

EXAMINER JONES5: Mr. Nourse?

MR. NQURSE: Nec guestions.

MR. MARGARD: Well, that was easy.

EXAMINER JONES: Mr. Dady, I guess you%
are excused at this time.

THE WITNESS: Okay.

MR. MARGARD: Your Honor, I would move;
for admission of Staff Exhibit Neo. 2. |

EXAMINER JONES: Any chjections to the.
admission of Staff Exhibit No. 2, the gualifications
of Mr. Dady? ‘

If not; Staff Exhibit No. 2 shall be
admitted.

. (EXHIBIT ADMITTED INTQ EVIDENCE,)

MR. MARGARD: Your Honor, I would-like;to

call Ms. Emily Medine to the stand, please.‘

21

EXAMINER JOMES: Please raise your right .

hand.. .
(Witness sworn.)

-EXAMINER JOMES: Thank you.

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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EMILY MEDINE .
being first duly sworn, as prescribed by law, was
examined and testified as follows:

DIRECT EXAMIKATION
By Mr. Margard:‘ _

g. Would you please state your name and
business address for the record?

A. Emily Sue Medine, 1800 Beachwood,
Boulevard, Pittsburgh, Pennsylvania, 15217..

Q. Thank you.

MR, MARGRRD: May I approach, your Honor?
EXAMINER JONWES: Yes, you may.
{EXHIBIT MARKED FOR IDENTIFICATION.]

Q. Ms. Medine, I've handed you a single-page
document marked for purposes of identification as ;
staff Exhibit No., 3. Can you identify that document
for us, please?

A. Yes. That is a . copy of my résumé that
was included in tﬁe proposal.

Q. And is it true and accurate, or do you
have any changes, additions, orAcqrrections to makel
to it today?. ” | .

A. It's true and accurate.

Q. Thank you.

¥You have before you what's been marked gs

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-2481
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Commissgion-crdered Exhibit No. 1.
A. Yes.
Q. And were you responsible for preparatien
of any portion of this document?
A. Yes. I was responsible for the
preparation of the overall audit and the

management/performance audit, which would be all

~chapters except 7.

MR. ggRGARD: Thank you. (
Your Honor, I make Ms. Medine available
for cross-examination.
 EXAMINER JONES: Thank you.
Mr. Idzkowski.
MR. IDZKOWSKI: Thank you, your Honor.
CROSS~-EXAMINATION
By Mr. Idzkowski;
Q. Good morning, Ms. Medine.
A. Good morning. 7
THE WITNESS: FExcuse me, I had a couple
corrections. 1Is that all right? _ ‘Vlﬂ et
EXAMINER JONES: . Yes. Do you want to go
through those now?
| THE WITNESS: I would like to make a few

minor corrections to the report.  The first one beiﬁg

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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on page 2-20 where I would like to amend the
statement in the last full paragraph which starts
with "the market price for this coal was over §$100
per ton.”™ I would like to amend that to "was
substantially greater than this at that time."

On page 2-21 on the large paragraph at .
the middle I'd like'to include & footnote after it'

that states -- after the sentence, "AEPSC

commissioned _ to perform a mine
study for the [N " =nd the footnote would

state, "The second [Jj report performed in
October 2007 was subsequently delivered to the
auditor.'

EXAMINER JONES: I'm sorry, Ms. Medine,
could you just go over that second correction conce
again?

THE WITNESS: Sure. Basiecally, I1I'11
describe it and then I can give you the exact
language. It was basically there were two JE
r-eports- and it was only last week we learned of thé
second i report. 3So I just put a footnote rsayinég, e
"2 second [ report performed in October 2007 was
subsequently disclosed to the auditer.”® \

EXAMINER JONES: Thank you.
MR. WOURSE: I thought you said x

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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"delivered®™ the first time.

THE WITNESS: QOkay, delivered to the
auditor.

And then on page 2-24 there are a number
of corrections to the second paragraph. Under |
B che initial JJ should be changed to -
And the next sentence which states, "AEPSC also
agreed to increase the base price for all coal by
$- per fon effective January‘ 1st, 200%8," should be
deleted and the statement then should be replaced by,
"AEP also agreed to increasé the base price by
$— per ton on the first |million tons
delivered effective January lst, 2009."

Then I would like to --

MR, NOURSE: I'm sorry. Could you repeat
that one? ' |

THE WITNESS: No. I'11 be the court
reporter: AEP also ggreed to increase the base prite
by S rcr ton on the first .'millioﬁ tons
delivered," I think T said, _"effective January lst,;
L '-p'..nd.'I wéﬁldrilike to add a footnote to
that sentence basically saying, "These terms differ
from the AEPSC December 29th, 2009, justificaticn

memorandum, which is of the same date as the [N

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

EXAMINER JONES: That concludes the
correctiona? |

THE WITNESS: - Yes.

EXAMINER JONES: Thank you.

Mr, Idzkowski.

MR, IDZKOWSKI: Thank you, your Honor, .

MR. CLARK: Sorry, your Honor. Before
Mr. Idzkowski, I could not catch that last footnoté.

EXAMINER JONES: If the court reporterl
could read itiback, please.

(Record read.)

MR. CLARK: Thank you, your Honor.

EXAMINER JONES: Thank you.

Now Mr. Idzkowski.

MR, IDZKOWSKI: Thank you;

. Q. (Mr. Tdzkowski) Ms. Medine, I'd like to

ask you about the effécts of‘the company, the AEP |
company's, renmegotiations in 2007 and 2008 thét yoﬁ

discuss in your audit report. Is it your

understanding that the renegotiations of contracts -

between AEP in 2007 and 2008 and its coal supplier -
that you discuss in your audit report, is it your

understanding that those.negotiations caused the

26

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




10
12
1z
13
14
15
16
17
18
19
20
21
9
23
24

25

— 09-872/873-EL-FAC

27

price ¢of ceal passed through to customers to increase

dramatically for the period of 20092

A, Yes. ‘
Q. Do you have a copy of your audit report?
A. I do.

Q. Could you look at page -- at your Exhibit

2-15 on page 2-19, please.

A. Yes,

Q. Have you found that?

A.  Uh-huh.

Q. Did you create this chart?
A. Yes.

0. All right. Bnd this is regarding spot
coal agreements; is that correct?

A. Coxrrect.

0. That the company entered into during th@
audit period of 2009, correct?

A, Not necessarily. It would be coal that
was delivered in 200%, some of which would have been
gnte:ed into in earlier periods.' l

Q. Thank you for making that distinctiop.f
Do we know when this?;ﬁaft, ﬁﬁeﬁi£ﬂé7éb5t1coa1" —
agreements were made?

A. My guess is, thcough I can't say that I

checked each one, is that embedded in =ach of the

BRMSTRONG & OKEY, INC., Columbug, Chio (614} 224-948]
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purchase order numbers is the purchase year.

Q. And where would tﬁat be embedded, to your
understanding?

A. That would be =-- if you ignore the lasﬁ
three numbers, it would be the next two.

g. Prior to?

A, So 09, 08.

Q. So going by that standard, that's your'
understanding, it looks as though almost all but
perhaps three of the purchases were made outside of
the audit period of 2009, correct? _

A, Agéin, that's my speculation. I didn't
actually cross-check each purchase order, but that
would be my apeculation.

Q. And then these were all for purchases {~
for coal that was delivered in 2009 during the aundit
period, correct?

A. That's my understanding. This is céalf
fhét was actually purchased duvuring the audit peried. -

Q. Thank.you. |

Would you look at page 2-21, pleagei;wgnr__j L

' the main paragraph, the paragraph about six lines '

down you start a sentence, "In order to match
revenues and costs" -- do you see that? -- "EVA

believes that the PUCO should consider whether it

ARMSTRCNG & COKEY, INC., Columbus, Chio (614} 224-9481 .
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would be appropriate %o credit the $.million cash
paymant." Do you gee that? |

A, What page are you on?
_Q. Page 2-21. | ‘
EXAMINER QONES: Mr. Idzkowski, are yo&
in the large paragraph in the middle of that page?
MR. IDZKOWSKI: Yes. :
EXAMINER JONES: In about the middle of
the paragraph?
MR. IDZKOWSKI: Yes.
A, Thank you. I'm gorry. I see it.
Q. There you're discussing EVA believes PUCO
should consider it would be appropriate to credit a
SP million cash payment.
| A. Yes. |
Q. And also, I guess I'll break the ice, and
also the | 0c you see thc;at?
A. Tes.
C. Against OPCo's or QPCo's FAC,
underxeéovery.

A, Yes,

Q;_;_Do YOp makétthatdstétémentkhébause’the'ﬁﬁ*“'
renegotiations affected the cost of the toms that
were shipped during 20097

A. 2009 and 2010 and Z011.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Q. And if you can, please look atrpage 2-22.
The secend paragraph, last sentence starts with the
word "Equity."

A. Yes.

Q. You say, "Equity suggests thay the PUCO
consider whether some of the realized value should be
credited against the under-recovery."

A. Yes,

Q. This realized value, does it include the
Sl million cash payment?

A. The $.million cash payment and the

B volce of the NN

Q. Does it also include a $jjmillion ncte
from the cocal supplier to AEP? ]
A. Tt did not.
Q. And on-that page you state -- let me find
it. Sorry. If I may have a moment. |
In that main paragraph, or the second
paragraph, ydu say "That being-said, the contract was

an OPCo asset.”

A, Yes.

have flowed through to OPCo ratepayers through the
ESP period had there not been an early contract :

termination.” Is this an equity issue for you?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-94831
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A. Yes.

Q. And you continue in your testimony, or:in
your audit report rather, "Further, the difference -
between the price of the replacement coal and the
contract price is one factor behind the large OPCD:
FAC under-recovery."” Again;_this an egquity issue for
you ? |

An' Yes.

Q. 1Is it your opinion that asra result of .
the renegotiation of the coal contract bstween AEP¥
and its supplier, AEP's customers lost the benefit of
a low price and at the same tTime didn't receive an.=
equitable amount of the realized value of the new
contract?

' MR. NOURSE: Objection.
ZXAMINER JONES: Grounds? |
ﬁR. NOURSE: Your Honor, this is friendﬁy
cross. QCC has their own witnesses.
EXAMINER JONES: T will allow her to
answer the questioﬁ.

A. I certainly think it's a reason to lgok, =

D TR

Q. Did vou read in preparaticn for this
hearing and your testimony today, did you read the :

testimony of Mr. Hess?

L

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

Q. Mr. Hess testifies that the |
negotiation causad the FAC customers to bear thé
total costs of the negotiation while AEPSC and OF are
allowed to retain the majority of the benefits. Do
you find that to be an accurate statement?

MR. NQURSE: Objection.

EXAMINER JONES: Grounds?

MR. NOURSE: Friendly cross, your Honor.
He's asking the witness to adopt the testimony of
Mr. Hess. |

MR. IDZKQWSKI: TIf I may'respond, your;
Honor.

EXAMINER JONES: You may respond.

MR, IDZKCWSKI: I don't believe therae's
going to be any friendly cross in this hearing. We
have an independent aunditor and an independent

opinion witness from an independent party who's

- testifying, and I'm asking them to comment on

testimony from another independent witness, and I'd,

~like to know if_this-witness thinks.that their

MR. NOURSE: You're saying Mxz. Hess is .
independent now, too? -

MR. IDZKOWSKI: They would bg, I would

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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assume, from an auditor, ves.

EXAMINER JONES: I will allow thé
question.

A. I'm wondering if you can provide me the
actual hard copy so I can'just review it.
| Q. Sura.

MR. IDZKOWSKI: If I may have a moment,
your Honor. |

EXAMTINER JONES: Yes, you'may"

MR. IDZKOWSKI: May I appreoach, your
anor?

EXAMINER JdNES: Yes, you may.

MR. IDZKOWSXI: I'm going to provide, for
the record, a copy of Mr. Hess's confidential version
of his testimony to the witness. It begins at page‘5
and goes to page 6.

Q. The part I read I believe starts with the
word "FAC customers.” | |

AB. I think my issue ié I can;t‘giva you a
complete accounting of the settlement agreenent, soi

the statement of the total costs of the negotiation;

te. But clearly I think that. the spirit is correct;
that most of the benefits did not flow through to the

FAC customers of the negotiation and certainly didn't

ARMSTRONG & CKEY, INMC,, Colwrbus, Ohio {(614) 224-9481
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offset the fact that there would be additicnal fuel
purchase costs diuring the ESF period.

Q. In your audit did you find that — :
wonld have ceased to supply ccal to AEP at the '
existing price if the contract had not been
renegotiated?

A, Mo. That being said, I didn't actually
look at that particular issue, but given my
understanding of the industry or -
circumstances at that time, I do not bélieve that
that would have occurred.

MR. NOURSE: Your Honor, could I have the
guestion reread?

EXAMINER JONES: Yes, you may.

{Record read.)

MR. IDZKOWSKI: May I proceed?

EXAMINER JONES: Yas, you may.

MR. IDZKOWSKI: Thank you.

Q. [Mr’.l Idzkowsici} Ms. Medine, can you laok
at your audit report at page 2-22, the last sentence
in- the first‘paragraph,;p;ease,

A. Yes. 7

a. Where it Says, "ARPSC is planning to
start the permitting of the reserves which should

enhance the value of the reserve ragardless of which

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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strategy is pursued.”

A, Yes. _

Q. Do you mean that the value of the reserve
would be enhanced upward from S[jnillion?

A, What I mean there ig regardless of whaﬁ
the value of the reserve is of the cocal in the |
ground, the permitted reserve would have more markét
value than unpermitted reserves.

Q. Do you know by what amount it would be?

A. No. It would vary. | |

Q. How do you know that BEPSC is planningito
astart the permitting of the reserves? ‘

A, That was disclosed in the interviews with.

Q. Can you look at your footnote 8 on page
2-21, please. There yvou're discussing AEP's price?
agsumption.

A. Yes.

0. Do you find that? Aand you say, "The
reserve has a negativeks:- inil.l-ion value assuming an
. percent discount rate." What do you mean by that?.

‘A. If you looked at the -i:epo_rt,"'and
they provided a table which showed the net present
value summaries under different cost and price

assumptions, and that was assuming AEP's price

ARMSTRONG & OKEY, INC., Cclumbus, Ohio (614} 224-3481
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forecast and an JJJj percent discount rate.

0. You continwe in that footnote, "It is
EVA's cpinion that AEPSC's price assumption is very:
conservative." Why do you say that their price
assumption 18 very conservative?

A. Again, on page 2-8 of the april 2003 [}
report, immediately above the summary of the net
present values they show -- -shows what AEP's
price assumption was versus what -price
assumptions were.

Q. What is the effect of & very _conservétiw
pPrice assumption?

A, It reduces the value Of the reserve.

Q. Is that effect fair and equitable for
AEFP's customers?

A. It depends on how you're valuing it, If
you're using the -report to value the reserve, |
then I think you would probably want to use a more --
an accurate fqrecast of prices to détermine the
value. | 7

Q. in your discugsion on page 2-21 above
that footnote, last senténce of the last main
paragraph where it says “Using-price
forecast,™ do you see that?

A, Yes,

- ARMSTRONG & OKEY, INC,, Columbus, Chio (614) 224-3481
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Q. Iou say, "the value of the reserve ¢n a
net present value basis using an -percent discount
rate would be SJllniliion.” Do you see that?

A, Yas,

Q. Is that $- value an accurate
valuation of tho PN’ =

A, Again, I didn't do an accurate

evaluation. I assumed that ——- I didn't do an
evaluation. I was basically reporting on what
valuation that - did at AEP's directive, and it
provided -- obviously, - felt strongly encugh
about the fact that its pf:ice forecast was mere
reagonable than AEP's because it actually had a
separate line showing what the results are using
AEP's price forecast.

So -had its .own fo:l_:ecast, and I
assume it felt strongly about that, s0 I simply wasf'
reporting. I did not db my own analysis. '

Q. Is it possible that the .value is in -
A. According to the -report, it found a

different discount-=rates—using the- coal price

forernast.

Q. So a $- nillion value is conservative

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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within the range of the'-report.
A. It was the lowest number that JJJjij
produced using its own price forecast. ‘
Q. On that page, 2-21, your report found
that AEPSC had not yet decided what to do with the

_. In your opinion, is it fair and

equitable to AEP's customers for AEPSC to hold the |

I icerinitely?

A. I think if AEP wanted to transfer the
value of the — to the customers, then 1t
certainly would have the right to d¢ that. Sc I'm
not making a judgment as to what it does with the
reserve. I'm simply making a judgment that the value
associated with the reserve should be considered ta
be applied to.the underrecovery.

Q. If you can look at page 1-5 of your audit
report, please.

A. Yas,

Q0. Okay. And in your footﬁote you discuss
the ESP limiting the annual FAC rate increases. Do
you see that?

e A, Yes..

Q. And it limited it to figed percentagé

increases that are reasonahle in the context of

the portfeolio that AEPSC employs. You say,

ARMSTRONG & OKEY, INC., Columbus, Chic (614} 224-9481
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"While it's harc to tie the under-recovery to
specific events, the extraordinary increases as a
result of the renegotiation with one supplier and &
contract buyout helped explain the large
under-recovery.”

And then aiso in the top of paragraph 2,
vou state that the two events alone helped tc explain
more than half of OPCo's underrecovery.

Based on these facts wﬁuld you consider
it fair the benefits of AEP's contract renagotiatiqns
with -to flow thr-ough to customers in the form
rof a credit to the FAC deferral? |

A, I think what I said is that I think it'a
something that the Commission should consider because
of the equity issue.

Q. Have you read Dr. Duann's testimony in
this case? '

A Yes, I have.

Q. Among other matters, Dr. Duann testifieﬁ'.
regarding this value of the _ as . |
determined in the [Jjjj rerort at SPmillion
conservatively and he ‘advocatés that the S| million
value should immediately flow through to cdstomers as
a credit to the FAC deferral. Do you agree that this

would be a fair outcome for customers? . :

BARMSTRCONG & OKEY, -INC., Columbus, Ohio (614} 224-9481
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A, I think, again, I will defer that
decision-making to others. I think that's certainly
one 0ption; :

MR. IDZKOWSKI: Thank you, Ms. Medine. .

I have né other questions at this time,
your Honor. )

EXAMINER JCNES: Thank you,

Mr. Clark?

MR. CLARK: Your Honor, may I have'just a

couple minutes to kind of gather my notes before we

go on?

EXAMINER JONES: Héw long do you think
you need?

MR. CLARK: Literally probably two
minutes.

EXAMINER JONES:; O(kay. Go ahead and téke
the two minutes.

(C£f the record.) _

MR. CLARK: Thank you, your Homnor, f
appreciate it.
EXAMINER JONES: You may proceed,
Mr. Clark. ' ' -

CROSS-EXAMINATION

By Mr, Clark: ' :

40
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0. Good morning. - Is it Medine?

A, Tes.

Q. Ms. Medine, my name 1s Joe Clark, I'm
counsel for Industrial Energy Users-Chio, and I have
a few quéstions for you &5 well on cross.

I'd like to talk a little more about the
value of the —and I have some guestions
for you, Earlier you had mentioded that you're now
aware that there are two Jll reports, and have ‘you
reviewad both reports?

A. I reviewad t:he. gecond regport this
merning

Q. To clarify, when you say 'the second

repore, " can you give ms the date of the report

. that -~ was that the 2007 rzeport that ycu actually

reviewed?

A. Yeah, it was October of 2007.

0. There when yéu Bay "second report;“ itre
not necessarily chronologically as much as that's the
gecond report that you reviewsd.

Aﬂ »Corxect;

Q. Okay. 2And is it your understanding that |

ABFPSC bhooked the value of the _at

B rillion®
A. That's dm'y under standing.

I3

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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0. Did this valuation come from the
Cctober 10, 2007, report?
I-L. Not exaetly. I thlnk that ‘the ~- the -

Octaber 2007 report was performed to assist AEP in

in negotlatlons w:.th _as they were. flcurlng

Sa the AEE repe t actually i e:gcuse

-

Zt J.s c.ne of ycm Imcw, ‘a db,en" a rid E

A, rLe me count Looks I:Lke- Looksll

- BRMSTRONG & OKEY, INC., Columbus, Ohig (614) 224=94817 -
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Q. 5¢ there's a range of valuations in this
report, correct?

A. There are a range of NPV calculations,'
but again, it was more of —- in my mind it was more
of a strategy document that was provided to AEP to
assist them in their negotiatibns with -

‘ _0. aAnd this October 2007 report, this report
was prepared on a desktop basis, correct?

A. Yes.

Q. Additionally, the report specifically ‘
states that it was not intended to be presented or
prepared in accordance with the Uniform Standards of
Professional Appraisal Practice Standards, correct?

A Correct.

Q. Now, this, I'll sav the -- this
additional report, the april 30th, 2009, [ zepoxt.
you reviewed that report too, correct? r

A.  Yes. _

0. And if I could direct your attention to
that ;eport, page 2-8 bf that report if I could.

A.  Yes. | s

Q. In this repért-thé lowest ﬁalue‘fﬁom tﬁé
findings on this page is ] nillion, correct?

A. The lowest value using- coal pric:é

fqrecastq
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Q. Yes. and they provids three other ranges

forecasted coal price?

A. They provide a range of values using
AEP's price forecast., At least that's ny
understanding.

Q. But depending upon the assumptions use&,.
there is a range in this report between JJJilf and
i wiilion dollars, correct?

A. Again, using the - fuel price
forecast, coal price. 7

Q. I would like to now turn to your audif
report. Specifically, as Mr. Idzkowski referred you
to as well, Exhibit 2-15 on page 2-1% of the audit:
report.

A, Yes,

Q. Looking at Exhibit 2-13, there's a
purchase corder associated with each countract,
correct? '

A; Yes,

Q. And is it your understanding that certain
digits in the purchase order are significant, they ™ -
identify the YEar the contract was entered into?

A. That's my -presumption. As I said, that's

my general understanding of how they number purchase

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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orders, but I did not confirm each and every one it
confirm that assumption. |

Q. But it's your gemneral understanding it is
their practice to number in the year in which it was
entered into, correct?

A, Correct,

Q. And if vou loock at this particular
exhibit, isn't it true that all but three of these
contracts, using your presumption based upon hEP's:
practices, were sntered into before 20092

A, Just checking.

It appears to be the case. .
B - o DR o the
3 | o
) Q. So other than those three agreements, all
of the other ones were entered into before 2009,
correct? |
A, It appears to be, yes.

_ Q. And these particular agreements, though,
appsar in your audit report because the coal was
delivered during the 2009 audit period, correct?

A. wCorrect,wfrr R | |
Q. In the scope of your raview you look at

agreements that are cutside of the audit period,

correct, that are entered into owutzide of the audif

_ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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46
period?
A. Typically you wouldn't do a prudency
evaluation of an agreement entered into outside the

audit peried, but you would look at any agreement

Q. Mg. Medine, are you aware that —-— did ybn
review AEP Witness Rusk's testimoﬁy?

A, I did.

0. In Mr. Rusk's testimony does he cite two
of your findings in your ESP testimony?

A. I balieve he did.

Q. I'm sorry. To clarify, it's your
testimony in the ESP proceeding for AEP in docket
09-817, et al., correct?

A.. Yes. But if you're going to ask me
cguastions, I'd like £o sSee a Ccopy.

| Q. Sure.

A. Sorry.

MR. CLARK: May I apprcach the witness?.
EXAMINERfJONES: You may approach, yes.

Q. Ms, Medins, do you h;ve a copy of the
testimony Irom the ESP'case'with ?ou now?

A. Yes.

Q. On page 37 of your testimony did you also -

recommend that the Commission closely scrutinize aqy

ARMSTRONG & OKEY,' INC., Columbus, Ohio (614) 224-9481
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additional costs paid by customers resulting from -
AEP's actions from the price relief from coal
suppliers?

A. Yes.

Q. That's all I have for that document.

Ms. Medine, on page 2-20 of your audit;
report, in the first contract under the supplier |
centract buyout provision --

A Yes.

Q. -- you talk abcut an affiliate coal -
supply agreement in a particular coal mine sold to-
this company, correct?

A, Yas.

Q. I'm trying to be sensitive to the
confidential nature of the record so I don’t mean fo
be vague but I'll try to reduce redactions.

| I have scme guestions related tc this. T
paragraph and the history of this particular mins, if
I could ask you. ‘

A, Sure.

Q. Are you aware that at one time CQhio Poﬁer
owﬁéd additiéﬂairaffiiiatermiﬁes? R |

4. Yes.

Q. And do you recall the names ¢f those

mines ¢or where the coal was utilized?

RRMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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A. Yes.

o. Would you tell for the record?

A. Martinka Mine provided the Mitchell
station; the Meigs Mine provided Gavin; Windsor, I
believe, went to Cardinal; Muskingum went to
MuSkingum River. |

Q. And does your familiarity arise from
doing audit reports on these particular mines while
employed by EVAé : ' j

A, Yes. .

Q. And wers you persconally involved in any
of those audits? ‘ |

A, Yes.

Q. And, in fact, you appeared before the
Commission as a witness in support of thése andits,
correct? |

A, When we went to hearing.

Q. And would you agree with me that the Ohlo
Power Company affiliate mine issue has a broader
history than just the [} contract?

7 A, Absclutely.

| QT Can-you tell me, what ‘is your
recollection of the fundamental dispute asseciated;
with Ohio Power's affiliate -- ownership of affiliate

minas?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-948]
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2  to customers at ccgt rather than market; cbrzECt?

18

'prlczng and Lt Was a lonq process.

,‘partlcular mlne ta thls company, da you reca{l 1f

45
A. That the coal priced by the affiliate
mines was higher cost than market.
Q. and do you recall why that particular
coal was higher than market pricing? |

Z. There could be -- there were several

fheories - Oneé theory might have bsen that ‘the mlnes '"

;wexe not operated as eff1C1ent1y as pos31bre.'

-‘,  Q. And 13 Jt t rus. that the coal that Ohxo 'T

Q'Powar Company rece:ved from aflelgte mlnes Was

“pllced at cost rather than maxket? +t was prQVId"dzt}-:”

11| ed

. ¢ And at the tlme that Ohl@ Powez sald th's_:ff

Q:theze was any dlspute whetber the. prlces undﬂr the R

If--_coqt;a,c; were reasonable?

'ARMSTRONG & OKEY, TNC., Columbbs, Ohic (614) 224-34810
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" the current case.

customers have paid.

50
‘A Yes., There was a large dispute.

Q And was that dispute —- in that dispute
there were certain parties that believed that the
prices were not resasopable, correct?

MER. HOURSE: - Your Honor, I object. This
line of questiomning has gone pretty far into matters
that aren't pertinent or relevant to this c¢ase. He's
already explored the general parameters of what went

on in the early-'90s. I don't see how it bears on

EXAMINEE. JONES: Response, Mr. Clark?

MR CLARK: Your Homor, I think the
matters of this particolar contract are highly
relevant to what's happening now in the findings of
the audit repdrt, and there's a paragraph in here, a
short paragraph that has more bf a cursory view of
that, and we believe that the information I'm
eliciting here is relevant and also provides caﬁﬁext

in history to this particular contract and what

Additicnally, Ms. Medine has personal

knowledge of this and she had a little -- if yow will ]

permit further questions -- was thae auditor and can
testify firsthand kncwledge to all of this.
MR. NOURSE: Your Ronor, if I could

E

ARMSTRONG & OKEY, INC., Columbus, Chio ([614) 224-9481
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respond. Again, things were already stated in the
audit report. He's explored them. I think going
further with this is clearly an attempt to elicit
friendly cross-examination responses that IEU could
have presented through their own witness had they
wanted to do so. ,

MR, CLARK: Your Honor, may I respond?;

EXAMINER JONES: Sure.

MR. CLARK: We do not believe it's
friendly cross because ultimately she is an |
independent auditor and I'm just eliciting
information about the historical nature of the
contract that is relevant today.

Further, IEU is making a recummendatioﬁ
for the Commission, whereas the auditor is leaving;‘
the ultimate issue up to -- leaves the ultimate issue
up to the Commission's discreticon. So ultimately iﬁ'
is not friendly cross because we have a
recommendation we would like to support and the
auditor does mot. |
' EXAMINER JONES: Mr. Clark, I am going #o
allow you just a little bit of lesway here, but~letfs'v'
try to wrap up this line of gquestioning as soon as
possible.

MR. CLARK: Thank'you, your Honox.

ARMSTRONG & OKEY, INC., Columbus, Chioc (614) 224-9481
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Your Honor, I believe I might have a
guestion pending. Could I have the guestion read
back?

EXAMINER JONES: Yes, you may.

(Record read.)

A. So in that sitvation there were two
transactiona. There was the sale of the mine and
there was the coal contract. And the concern was
that the coal price wasn't set to allow basically the
cecal company to recover the cost of the coal mine in
the coal sales contract.

So the issue that afose was whether the
coal price under the Coal Sales Agreement was a |
market price. And so we provided testimony that we
felt the market price under the coal contract was |
within the range of market prices and that -~ and
there was a following order from the Commission which
I believe continued for a number of years where each
yvear the coal price under the contract had to be 7
compared to market.

Q. In the Commission's review of that
reviewrnislit'truevthe~Commission*did-actuéll§ --
find -- strike that.

In the Commission's review, didn't the

Commission find via its own order that the market

ARMSTRONG & OKEY, INC., Columbus, Ohio [614) 224-3481
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price was lower than the contract price? Correct?f

A, I'd have to actually see the 6Ider. My
recollection was that they accepted the contract
price was within the range but they were concerned
abgut how that would move forward, and that's why
they ordered an annual review of that reiatidnship.

MR. CLARK: May I approach the witness%

EXAMINER JCHNES: Yes, you may.

MR, CLARK: iqur Honor, no need t£o
approach. Thank you, though.

Q. Ms. Medine, were you personally involv@d
in the audits of the EFC mechanism for Chio Power in
the early-'90s for EVA? |

A, Yes.

Q. And do you recall, isn't it true that EVA
did find in the early-'9%0s, particularly case 93;101,
that the price of the coal under the contract was |
priced higher than market?

A. Again, if you could provide that to me T

would appreciate it. Do you have that document?

MR. NOURSE: Your Henor, could I have tpe

EXAMINER JONES: Yes, you may.
(Record read.)

MR. NOURSE:- Aggzin, I object, your Honor.

-ARMSTRONG & OKEY, INC., Cclﬁmbus, Ohio (614) 224-9481
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Going pretty far down the road of exploring the
igsues in that case 15 years ago.

MR. CLARK: Your Honor, I'1ll withdraw the
question.

EXAMINER JCNES: He's withdrawing the
guestion. Thank you.

MR. NQURSE: Thank you,

MR. CLARK: Your Homor, I believe I'm.
finished.

EXAMINER JONES: You're finished?

MR, CLARK: Yes, thank you.

EXAMINER JOMES: Thank you.

Mr. Nourse, ia it appropriate to take a
short break at this time?

MR. NQURSE: Prabably so, your Honor.

 EXAMINER JONES: I dou't know what the

extent of your cross is, but I assume it's going td
be a half hour or more.

MR. NOURSE: Yes, for sure.

EXAMINER JONES: Okay. Then let's takg a
15-minuté break at this time.

“(Recess taken.)

EXAMINER JONES: Let's go back on the
record.

Mr, Nourse, you may proceed with

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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cross-examination.
MR. NOURSE: Thank you, your Honor.
CROSS~-EXBMINATION

By Mr. Nourse:

Q. Gdod merning, Ms. Medine.

A, Good morning.

Q. I'1l ask you a couple of guestions about

your background. Most of us are already familiar
with your background, vour reputation precedes you,.
But let me ask you, relative to accounting, that's
one thing you're not, correct? You're not an
accounting expert.

A. Correct.

Q. Okay. And you're not holding yourself
out as that or addressing accounting issues in this
case.

A. Larkin & Associates is providing the
financial audit. ‘

Q. Now, let me just ask you about the basic
parameters of this audit that you performed and
oversaw in this case as'refiected iﬁ Exhibit 1.
First of all, the FAC that the Commission approved‘
for AEP-Chic, that was taken up in the ESP cases,

correct?

E

ARMSTRONG & OKEY, INC., Columbus, Qhio (614) 224-9481
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A, Yes,

Q. Ckay. And that was the case where the
Commission authorized AEP to commence utilizing an?
FAC as of Jsnuary lst, 2009. ’

A. That's my understanding.

Q. Okay. And prior to that period ARP, for
several years prior to that, had not had a fuel |
clanse as part of retail rates in Ohio, correct?

A. That's my understanding.

Q. So then the basic functions, let me start

there, the scope and the functions of this audit that
you performed, is it fﬁir to say there are two
primary functions, one is the accounting verification
financial audit and two.is the prudence review of
procurement decisions and FAC costs during the audit
period?

A. I think the prudence review is one
component. I would make it a little bit broader
saying it's generally a managément/pérformance audit
which includes a prudence component.

Q. Ckay. - Iz that the main component of the

A. T guess I'd like to review the 4901, if
you hawve it with you. -

Q. 4301, I'm sorry? R

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-98481
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A. Appendix D and E to Chapter 4901-1-11 of
the Administrative Code, but basically it was
intended to be an EFC type aundit, to my
understanding.

Q. ¥Yeah. And I'm just asking your
understanding in your own words and your own mind. -

A, I'd say prudence is one component. I
don't know that I'd say it was the major component.
I wouldn't divide if, but it's certainly one
component.

Q; What are the other components?

A. I think there's an intent to review the
overall procurement activities to determine whether
they're designed to produce reasconable costs over a
longer periocd of time, would be the sort of general,
rubric of which prudence is one compounent.

Q. So the fuel brOCurement policies and
practices of the companies.

A. Correct.

Q. Ckay. _

A. And then there's some issues related_té.
benchmarking performance, environmental compliance.:
Now the environmental -- the RECs as well. Sd it'é
broader than simply just the prudence of fuel |

procurement.

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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Q. Okay. Now, would you agree the initiaf
audit covers the January through December 20093
Period?

A That was -- yes.

Q. Relative to the prudence review that w@s
done as part of this audit report, did EVA reach any
findings of imprudence for AEP-Chio? '

A. Correct. Nec. |

0. Now, is an audit review relative to tha
FAC or the fuel cost generally constrained té
reviewing costs that occurred during the audit
pexiod?

A, I would'say yvea.

Q. And why is that? I mean, because you
have rolling periods as you go aiong with an FAC.

A. Well, historically, obviously as you well
know, prior to the suspenaion of the EFC you had
continuocus annual evaluations, ao there was an
atﬁempt tb'have discrete reviews so that you didn't
two years out do a hindsight review of & prior
decision that had already:been reviewed. X

Q. Yeah, I'm -- go ahead. ' ;

A. S0 this review was slightly-different in
that there hadn't been continuous reviews, but |

nevertheless the focus was on costs incurred or not

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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incurred during the audit period which was 2008,

0. Okay. But again, as a general matter
with FAC audits and audit periods, would you agree
that the reason'that they're limited to the audit
period is because you've got, as you go along, the:
next year is going to be the next audit and the prior
vear was the prior audit?

a, Again, except in this case where there
wasn't continugus audits. |

Q. I'm asking yoﬁ in general. Let's --

A, In general, if they were continuous
audits, you would have clearly discrete ﬁeriods.

Q. And that's normally how it works.

A, Correct.

Q. Okay. Now, have you been involved in ‘
other cases, other jurisdictions where you got an FAC
that's either sterted up or stopped? Have you ﬁeeﬂ

involved in that kind of situation before?

A. You mean a transition?

0 Yeah.

A. Yes. , . - : -
Q Where? . | | g
A In Nova Scotia.

Q. Okay. And what was the situation therse,

that they started up an FAC?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9491
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&0
A Correct. '
Q. And was there a decision by the regulater
to do that that authorized the FAC and set forth the
parameters?
A. Tt was a tortured decision, and I thinkf
their understanding of the practice was limited and:

s0 they -- it wasn't clear they understood the

Q. Okay. So with respact ta a,rlet‘s aay,
exparisnced regulator that had dealt with an FAC and
had some experience with that, have you been involved
in a case like that?

A. Well, I believe that Weat Virginia
restarted their Fuel clause and 30 we were
involved -- worked with the consumer advocate in
three cases I believe related to the restart of their
ENEC.

| Q. And that was done by statute?

A. I'm not sﬁré-

Q. Let me ask you a couple guestions. You
touched on this in your audit repcrt, about the
extraordinary events in the coal industry in 2007 abd
2008. ‘

A. Yes.

Q. ~Would you agree for that time period the

ARMSTRONG & OKEY, INC., Columbus, Chioc {614) 224-948)
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changes in the coal industry in the United States
have been profound?

A, Yes.

Q. Would you understand that during that
period there were all-time high prices for coal in
the United States? |

A, Yeg.

Q. S0 you'd agree that it's accurate to
characterize that pe;iod as extraordinary or highly
unique? |

A. I believe I did that.

Q.  You believe you did that?

A.- In the report, that's similar to how I%

described it. ,

Q. Yeah, I'm just asking you in general yoﬁr
opinien.

A. Yes.

Q. How, I believe you mentioned, this has

already been menticned on the record, but you were a
witness in the AEP-Chic ESP cases.
A, Yes. , . : . ' o E”'_
Q. That authorized-the FAC mechanism be =i
started up again, correct? |
A Yes.

Q. Okay.

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9481
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MR. NOURSE: May I appreoach, vour Honon?

qEXAMINER JOHMES: Yes, you may.

Q. Ms. Medine, I'm going to hand you a copy,
you can keep this during our discussion here, it's '’
the confidential version of your testimony in the ESP
cases. |

A, Okay.

Q. And I've got the public version here with
me so I can ask you questions without gettiﬁg into:
counfidential data.

Can you turn to page 24. First of all;'
let me back up. This teatimony was filed by §ou, |
Emily S. Medine; is that correct?

A Yes.

o} It was not done on behalf of EVA.

A, Ne. It would have been through EVA.

Q Ckay. I'm just looking &t the front page
herea.

A. Typically, testimony is, you know,
pe:sonélly filed, not filed on behalf of the compaﬁy.

Q. S0 it was done on behalf of 4f through
EVA, o T S e ' e

A. Correct.

Q. Okay. That's the same £irm that's doing

the audit hers.

ARMSTRONG & OKEY, INC., Columbus, Ohlo (614] 224-9481
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A. Correct. ,

0. Let me ask you to turn to page 24. Do
you see ¢uestion and answer 477

A. Yes.

Q. You're statiﬁg, correct me if I'm
misstatiﬁg it, that you don't think coal prices wefe
returned to presurge levels, meaning, I believe,
pre-2007 levels; is that accurate?

A. I think I meant pre -- first half of 2007
levels. |

Q.' Yas. CQkay. S0 the good cld days are
gone, those low prices; is that what you're saying?

A. I said that I didn't think we would
return to those low 1evels,.yes.

Q. And do you believe it's reasonable to
expect suppliers would continue to sell at those
prices on a sustained basis, the pre=2007 prices?

A. Under a centract?

Q. wWell, you can distinguish.»'

A, If the guestion was would T expect
somebody who had a contract for. a low ﬁrice to .
perform;_the'answer is yes, I would expect them to.

Q. And if they didn't have a contract, :
that's really what you're saying here, you don't -

A. If they don't have a contract, they would

ARMSTRONG & OKEY, INC., Coclumbus, Chic (614) 224-9481
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sell the coal at the highest price they could get,
and that would be based upon what the market price
was.

Q. and it wouldn't be, in your opiniaon,
pre-2007 levels.

A, Pre-mid-2007 levels.

Q. Okay. HNow, earlier I belisve it was
Mr. Clark, he had a question about this testimony on
a statement you made on page 37. In answer 74 that
you -- |

A, Yes.,

Q. In thé first part of the answer you say
you suppert AEPSC's efforts in this area and concur
that had these suppliers not received some price
relief, filed for bankruptcy, the costs to CSP and OP
customers would have been much grsater. Do you see
that? '

A. Yes.

a. And then you'énd the-paragraph or the
answer by saying you recommend the Commission cloéely
gcrutinize this issue in the context of the -
companies’ ‘annual filings.

A, Yes.

Q. And that's referring to the FAC

proceedings. ,

B

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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- Okay. Such as this.

PP

Yes.

Q. Bot were you talking about future
contracts in that answer?

A. No.

Q. So you're recommending what ends up

being, to yourself, that you closely scrutinize

these --

A. How clever.

3.  -- contracts. Yeah, it's a good
business.

Is that accurate?

A. At the time I didn't know it was to
myself"

Q. Ckay. And so you did scrutinize to yoﬁr
own satisfaction the contracts you wanted to revieﬁ.
correct?

A. - My recollection is that this primarily
was focused on the-issue. I don't recall at

that time necessarily being aware of the settlement .

63

agreement, and I was scmewhat aware of what was going

oh with -and, obviously, those costs were .

fairly significant and that was the concern.

q. Buf regardless, you didn't -- your

. ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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recommendation there wasn't specific to- or
linited to [ was it?

A No.

Ckay.

A. . I would be more specific if.I knew it was
to myself. |

Q. Okay. Now, relative to the ESP cases, do
you recall your recommendations in your -teatimony in
that case?

A. If you can direct me to it.

Q. I'm just asking you a general question.;

A. Not specifically.

Q. Okay. Did you propose to offset FAC
costs with off-system sales margins?

A. Could you direct me to where you're
focused?

Q. I'm just asking. You don't recall —--

A. I would like to read through it. It's%
been tﬁo years. |

Q. Feel free to take your time.

A, I don't see anything, but...

Q. Do you recall that CCC's pdsition -
whether OCC's position in the ESP cases advocated an
off-system sales offset? |

. A. I don't specifically recall,

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Q. Do yon recall whether 0CC's position

regarding the FAC in the ESP cases opposed the

weighted average carrying costs for deferred fuel

costs?

A. I recall scmething more specifically.

‘about that.

c. Okay. What was your position on that
issue?

A, I was still optimistic that there
actually might not be an ﬁndexrecovexy so I was more
concerned that the company -- with the benefit cf the
underrecovery or the overrecovery through the
interest calculated on that. That's the --

Q. Ckay. Do yoﬁ recall whether OCC's
position regarding the FAC in the ESP cases was to
use the 2008 baseline for fuel costs in implementing
the FAC going forward?

A I believe there was some issue about what
the baseline was but I don't believe it was covered
in my teétimony" ‘

Q. Ckay. You were OCC's FAC witness in the |
ESP case, . right? .. - . . A

A. I was not the only OCC witness. There
was another 0CC Qitness that dealt more specifically

with the baseline issues.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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¢. And did you confer? I mean, were you
involved with OCC's pogitions in the ESP case |
regarding the FAC?

A. Baseline?

Q. Beyond your testimony at all.

A, There may nhave been some discussions, bﬁt
there was another witness., I think her name was Leeg
Smith, who actually provided testimony on that, We
work for different companies, SO we may have had some
discussions, but it wasn't the scope of my testimony.

Q. And that's_not something you got involwved
with any discussions with OCC about?

A. No. I was probably tangentiallylinvolved
in some discussions but it was not part of my scope.
And I think my testimony reflecis what was in my
scope.

Q. Okay. But you were part of the —-- you
were part of the FAC team for the cases, correct?

A, I was.-—

MR. IDZKQWSKI: I'm going to object. Chn

counsel -~ counsel's asking quegtions_atﬁlangphrabout:,nﬂ

another case that's related to this case‘tahgeutiéliyy
but, you know, I don't know how we're going to go ih
this direction and discuss this witness' discuszions,

testimony for another -- in ancother case for another

ARMSTRONG & OKEY, INC., Columbus, Ohip (614) 224-9481
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~auditor in this case.

69
party. She's here to be, I believe, guestioned about -
this audit report.

MR. NOURSE: Your Honor, this case is
closely related to the ESP cases, and Ms. Medine is
the auditor in this case, and I'm sxploring how her
position in the ESP cases relatés -- as a congumer

advocate relates to the position as the independent

MR. IDZKOWSKI: I'm going to oﬁject. éhe
was hired as, I believe -- I wasn't the cne that
hired her, but I believe she testified in that case.
She's beén characterized here as a consumer advocate.
She was hired as a consultant, I believe, and '
testified in that ESP case as a consultant.

MR. NOURSE: Your Honor, I don't think -
it's appropriate for Mr. Idzkowski to testify here.
He hasn't been éworn in, but that's the purpose of my
guestions. _ .

EXRAMINER JONES: Mr. Ncourse, I'm going teo
give vou just little more leeway, but please wrap
this up and let's move on, pleass. |

Q. (By Mi. Nourse!_us;luédine,.ijdén try ié‘
short-circuit this. Would you agree that the OCC‘Q
positions in the ESP cases regarding the FAC which

was proposed, all three of those that I just

_RRMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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mentioned, would have the effect, if adopted, of .
reducing the projected underrecovery at the end of
the E3P?

A. I'11 perhaps answer it differemtly. I
did not -- all I did was provide my lnput to OCC. 'I
was not involved or responsible for their posgitions
on issues that were not part of my scope. 8o the
answer is I didn’t evaluate that, and I'm not eveni
sure exactly what OCC's positions were on those
particular issues.

Q. Okay. Do you understand what the FAC
baseline was that was established in the'ESP cases?

A, I did. I don't recall it specifically;at
this peoint.

Q. You say you did understand it at the
time?

A. I believe there was a debate as to

there was an agqgreement reached as to how it wﬂuld be
set, but if you asked me today on the Stand exactly
what that agreement was, I could not answer it.

Q. ©Okay. BAnd that was not am == an
understanding of that was not necessary to do your
audit or raise the issues you raiged?

A, I do not belisve so. ' ' .

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9461
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Q- Okay. Let me ask you to turn to page
2-11 of the audit report. Item E there is what

you're reccommending for the manual --

A. Yeg.

Q. -~ relating to physical and financial
hedjes.

A, Correct.

Q. Are you asking AEP to propoﬁe a policy;
Propose somethiﬁg that would be approved by the
Commission, or, to do something unilaterally
regarding physical and financial hedges?

A Well, AEP, phyéical hedges are simply
coal contracts, so a financial hedge.

Q. Yeah.

A. I assume they have a pelicy already. A
financial hedge is an area that continues to be |
somewhat uncertain as to what utilities should use,
and so I had discussions with Mr. Henry about that,
and I think everybody is concerned that if there is a
policy to use financial hedges, that it be a policy
that would allow cost recovexry.

' So I think that there's a llttle bit oﬂ
back and forth as to who goes first in terms of :
propasing it or not proposing it, but I believe the

conpany would like regulatory approval of the costs

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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associated with financial hedges before using them:in
any significant way.

Q. What's your understanding of the purpose
of financial hedges in this context? Is it to lower
prices ox té simply stabilize them?

A. I think the primary purpose is to reduée
the volatility. There may be a secondary purpose |
using them to minimize fuel costs by using what I
would call well-timed hedging. But again, there's.
always risk.

Q. There's risk of a loss?

A ves. | |

Q. And that's part of the cost recovery tﬁat
you'tre talking about. |

A. Yes.

Q. So if financial hedging were undertakeﬁ
in a prudent manner and a loss was incurred, those
losses or that loss would be passed through the FAC?

A. I think'fhat is‘what the company would |
like to do before it embarkg upon using finaﬁcial
hedges for coal procurement.

Q. We'd like to incur a loss?

A, No. You would like-fo be able to haveéa
policy that would allow cost recovery if, in fact,

you did incur a less. .

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-39481
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~question is whether your recommendation is to proceed
implemented in a prudent manner, result in losses.

‘Commission guidance as to the cost recovery?

be rejected which would require'AEP to pay a 'market

price' for the same coal.”

A, Yes.
Q. 8c in your experience is that the outcoms
- of a -~ when a supplier files bankruptcy, it has a

73
Q. and are you recommending that such a
policy be undertaken with the potential for losses fb-
be incurred without any guidance on that?
A, No. Could you rephrase your guestion?
Q. Yeah. I'm just asking you whether you
said the company would like to have guidance on that,

and the company's concerned about losses, and the
deing financial hedges that could, ewven if
Are you suggesting that be done without any

A. Noc. I'm recommending that the company
develop a policy that could be subnitted for '
approval. !

Q. Okay. Turning to page 2-23 in the audiﬁ
report, you state after thé bullet points in that
paragraph, that if the suﬁplier were “"forced into

bankruptey, below market contracts would most surely

below—markpt contract, they would get out of that

ARMSTRONG & OKEY, INC., Cclumbus, Ohio (614] 224—943i
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caontract?

A, Yaes. That's my experience.

9. Ard the fact is the coal contracis are
executory contracts; would you agree? |

A. That's been my experience.

¢. And what does that mean, executory
contract? Can you explain?

A. .From a practitioner's point of view as
épposed to a legal point of view?

Q. Yes.

A, That means if a company files for
bankruptcy, they have the right to reject the
contract and not perform.

Q. Qkay. But in general the coal contracts
being executory in nature and when market prices '
dramatically change relative to the cost of producing
coal, you would agree that becomes a challenge to |
enforce contracts and get suppliers to actually
&eiiver coal? A

A. I thiﬁk it depends who your countexpart:‘
is and what theif,portfoligﬁofﬂgontra¢ts“are,_ S

Q. Let me ask you to turn to page 34 of #our
ESP testimony. Do you still have it up there?

A. I do. I already have it on that page..

Q. Good. I think that's where we left off.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-3481 .
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And do you see the statement that says,
referring at that time to ﬁhe priocr year, being :
'7 and '8, "pricing was extremely volatile making it
difficult to get coal producers to hold their price
even once it was offered. As difficult as buying
cozl has been, what's been even more difficult is
contract performance” --

A, Yes.

Q. -- correct? Now‘, you d:i.d.n.'lt' make that>
statement relative to the counterparty risk or
portfelio; that was a general statement, correct?

A. - Correct.

Q. Okay. And you 3till agree with that
statement?

a. Yes, a3 a general statement I agree.

Q. Ckay. Neow, we talked a2 couple times
today about doing a prudence review for coal supply
agreements. Can ?ou describe what you mean when you
say "a prudence review“? What's involvad, what stéps
or &hat zéview, what issues are involved?

A, 0n a specific agreement what you would:be
looking for is that the terms of the contract were;i
cbtained through a competitive procurement, at scome
level, an arm's length transaction. And that the

econcnics of the procurement were superior to your

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-948)
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alternatives and that the terms of the procuremsnt |
were consistent with your procurement strétegyn

Q. What do you do to make those
determinations?

A, Well, with respect to whether the
procurement was through a competitive procurement,
you review the reguest for proposal. The results of
the analysis, the econcmic analysis, will generally'
focus on the delivered -- on a cost analysis but it
would be adjusted for quality.

But you would also look to see how you
consider the noneéonomic factors, such as
counterparty risks, coal quality, delivery issues,
whatever other issues that might be relevant in the
procuzement, how it affects your overall portfolio
strategy. '

The third part would deal with the fact
that you wouldn't want. to buy more coal, for example,
than you actﬁally need so .that you've actually a |
portfolio strategy that allows for, it minimizes
market exposure at aﬁy one.time, provide; leul:}
certainty of supply and provides for coal .quality
thet meets your regquirements.

Q. Does that cover the general procesa

that --

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9481
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2. The process.
Q- Ckav. Now, as I understand your
testimony -- let me first back up and try to ask yoﬁ

a terminology question here sc we can, again, try to
keep this record as public as possible. When I refer
to the January 2008 settlemént agreement, do you kn@w
what I'm referring to? |

A, Yes, I do. 7

Q. And that could also be reférred to as the
buyoult agreement.

A. Yes.

Q. Okay. And when 1 refer to the
November 2008 settlement agreement, do you know what
T'm talking about there?

A. No.

Q. This is the agreement that at the end o#
2008 the companies reached an agresament with the same
supplier that was involved in the Janﬁary_2008
relative to shortfall and delivexies.

A. VYes. Now I know what you're talking
about. ‘

Q.- Damages for that breach.

A. Yeas. |

Q. Okay. That's the November 2008

settlement agreement.

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



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

' _ 09-872/873-EL~FAC

If I refer to the 2008 production bonus
agreement, would that be the same agreement that was
mentioned at the bottom of page‘2—22 and carrying
over to the top of page 2-24 --

A. Tbat's - E
0. -- of thé audit report? And the faurth:
agreement is the 2008 production bonus -- I'm sorry,;
thatta the one I just meptioned. |

The fourth is the 2008 contract supporf:
agreement which is, I'm soxrzy, it's page 2-24.

P Okéy. |

Q Okay.

A. That's a challenge but we'll try.

8] We'll £ry. It will just make it easieri
later.

Now, back to the discussion we were just
having with the prudenée review, it's my
understanding that you did not conduct a prudence
review of the January 2008 settlement agreement, 15.
that accurate?

A, Correct

Qu- ‘And it's also my undexatandlng that you

did not conduct a prudence review of the

November 2008 settlement agreement; is that correct?

A. Correct. .

18

- ARMSTRONG & OKEY, INC., Columbus, Chico (614} 224-9481
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reviewed the companies' documents related to the

2008 tontract support that's on 2-24 of the audit

79
o. And is it alsc correct you did not
conduct a prudence review of +the 2008 production
bonus agreenent?

Al Correct. Other than I would say that I

production -- the bonus payment, what did you call
it? -- production bonus agreement ag well as the
fifth agreement, which you didn't reference in their
totality. |

Q. What's thelfifth agreement? General
ferms?

A. Would be the per-ton increase in contrarct
bprices for 2009.

Q. Okay. And fhat's part of the, what I
called the 200B --

A. Production.

Q. —-- production bonus.

A. Fair enough. So I would say that I
reviewed those documents and ‘we condﬁcted guite a bit
of discussion abecut that.

Q. Does that same statement apply to the

report?
AL Yoes.- I reviswed all those docunents anﬂ

had quite a bit of discussion abqut that.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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Q. Yeah, okay. Thank you.
I want to --

A, I think just to make -- perhaps.a '
distinction is that with respect to the January 2008
agreement, I didn't go back and make any judgment as
to whether Y thought it was a reasonable deal at the
time it was done in terms of the numbers or the
dollars, .and that would be the difference.

Q. And that's a fair way to describe a
prudence‘review; is it not?

A, Correct.

Q; Ckay. I want to have a general
discussion with you about coal contract buyouts.

A. Sure.

Q. Is it fair to say that a coal contract
buyout typically involves reducing the term of the
contract, early termination?

A. If it's a buyout as opposed to
renegotiation, yés. a

T Yeah. Now, is it possible that a
contract -- that you could audit a contiact and find
that the company was'impruGEnf for not negotiafingfé
buycut of a contract? Have vou ever done that?

A.  Generally buyouts have to be consensual;

so I'm not sure I can find somebody imprudent for net

ARMSTRONG & OXEY, INC., Columbus, Chio (614) 224-948l
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doing something that would require consent on the '
other party's side. I don't recall that particular
3cenario.

Q. But for not pursuing a buyout.

A. Agaiq, I think it's very situational so I
can't say generally anything one way or the other.

Q. . Ckay. But lef me just try to
distinguish. If there's a buyout that occurs and you
have an audit period that you review that you're
reviewing it to see if the buyout agreement that was
reached by both parties was prudent by the company,
by the utility, correct?

A. Correct,

Q. And what I'm asking is if it’'s posasible
that you would look at a situvation and conclude that
the company shpuld have pursued a buyout of a
particular contract and it was imprudent to not

pursue that.

A. I understand what you're saying and I'm
just saying if you have a —- since a buyout is
consensual, you know, I think -- let me rephrass it.

I think utilities should always actively -
manage their contract portfolio, so to the extent
that they fail to do that, I hawve issgues. Whether it

rises to the level of prudence or imprudence, I can't

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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say I feel strongly, and I think it says in the
report that a responsible procurement department
actively manages its contracts. If there's benefits
from buying it out or renegotiating a contract, they
should pursue them.

Q. The party that pursues a contract would:
typically be the party that ends up paying something
to get that; is that fair?

A. No, that's not -- no. For example,.l
have clients that buy coal that T think has higher
value than where it's going, énd gso I say go to them
and see if tbey want to do a trade or they want to
buy the coal back from you. 8o I don't think it's
fair to say one way or the other.

Q. Well, that's a good clarificatioﬂ- When
I said the party would pay, I didn't necessarily mean

that they would have to be the only one to write a

- check for the settlement, but they would give. up

something in order to achieve a buybutu

A Again, I would give you the example‘wheié
coal is beihg bought, let's say it's coal that could
be used in thé"ﬁeféllﬁigiEalrcoal_maikét and it's
going into the steam account, and coal prices rise;;

I would say go. to the company and see if they want to

buy back the tons because we can replace tThem

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9481
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cheaper. I'm not sure what they're giving up.
They're giving up coal they can use and they're going
to get a check, so...

Q. So that may be a situation where it's
either mutually beneficial or mutually neutral for
the parties to negotiate a buyout.

A. My experience is that all buycuts are
commercially valuable to both sides or they wouldn't
do it. |

2. Yeah. Well, or at least neutral. I
mean, aren't you saying in that situaticn that the.
supplier, that the customei doesn't have any problem
with switching out so it's no —-

A, But I would, in that case I would expect
those additional dollars t¢ flow through the fuel
account. It's better for -- theip job is to minimize
fuel costs, and if there's a way to actively manage
their procurements so that it reduces their fuel
costs, they should try.

Q. and I understand that. I'm not desaling
with the FAC at all right now, I'm just.asking you ﬁn
your experiéﬁée in the ceal industry in contracts, ’
negotiations, et cetera. _

S¢ typically, then, when there's a

puyout, though, that either changes the tons or

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-94381
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changes the terms, typlcally there would be &
shortfall created from that buyout; is that true?

A. If you needed the coal.

Q. Right. ‘So it's a shortfall of‘what'you;
would have bkeen delivered, some or a;l of which you'
may not have needed.

A. Correct. ‘

Q. Dkay. Now, let me ask you to turn to
page 2-20 of the audit report. This is in connection
with the 2008 settlement, January 2008 settlement
agreement . gou‘re reviewing some of the history wiéh
this 20-year contract ahd you say there have been |
this comparison during part of the period -- the :
history of this contract, the contract price versuéi
market price,. correct?

A, I-said I believe that that continued,
yes.

0. That was your_understanding. Now, what@
would have happened -~ well, first of all, is it |
typical foxr let's jﬁst say a2 long-term contract
regardless of whether it's 20 years, 10, 13, 3, is it
typical for — in an FAC context for an auditor, foi
a commission to review that contract when it's been
entered into during the audit period?

A, No.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Q. Is that typical?'
A. No. |
a. Maybe I didn't state that correctly. 1Is
it --
A, Ies.

Maybe this is the guestion -- let me try

1o

again. This is the question you would say no to, nbt
that I'm leading you: If a long-term contract was
previously reviewed by an auditor‘and previously
entered into in years gone by, it would not be
typically revigited in a subsequent audit pefiod
several years later, would it? '

A, Yes.

Q. Right. I changed the guestion. Yes;

_ckay.

Now, what would have happened in this, .
the one you're discussing here, the 20-year ;
agreement, in your oﬁinion what QOulq havé happensd
if the Commission had decided back in the '50s
sometime that, hey, this price is no longer
competitive; it's above market? What would be the .
EFC at fhat.time+ the,électric fuel clause. case;
impact of that? o o

A. I would have to go back to the Grdei_amd

see exactly how it was phrased.

ARMSTRONG & OKEY, INC., Columbus, Chia (614) 224-9481
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Q. No. I'm not saying it actually happeneé.-
I'm saying it was being reviewed as you've said here,
and I'm asking in your experience what happens if
during the term of the long=-term contract subsequenf
to initial review, éometime during the middle or thg
end of the term, that there's a finding that, hey, !
this is no longer a competitive contract; what would
you do about it as an auditor if you were‘in that
situation?

A. So not this specific contréct.

Qq- Well, yeah, let's just say in generél.

A. Because I think thié specific contract
might have had some additional language in the order
so that's why.

Q. Highly unique.

A. I think it was, as we just discussed, it
was not typical. You would have the annual review,
and I don't remember what the Commission provided for
as their rights. l o

So the answer is, in general, utilities
buy coal in a portfolio strategy in which some of the
contracts ended up béing below market and some of the
contracts ended up being ébove market, and you ‘
typically don't do your analysis based on a singlej

contract. You're looking at the strategy ,overall.

PRMSTRONG & OKEY, INC., Columbus, Ohio (€14) 224-9481
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S8imilarly, coal producers sell coal in a
portfolic, and sc they'll have very, very prcfitable
contracts and they'll have contracts that aren't
profitable. Clearly, overall, if they're making them
stay in business and if all of them end up being
unprofitable, they'll end up going bankrupt.

Q. Eng let's just ieave aside affiliate
mining and all these issues for a momeﬁt here and say
if thére was a long-term contract; it was procﬁrediby .
competitive bidding and it was fully deemed to be a
market-campetitivé, prudent contract at the timeriﬂ
was entered into, would it be fair five years later
or sometime during that term for a commission to cdme
back and say, you know what, market prices have taﬁen
a dive, so this is just not competitive anynmore and
wa're going to disallow the portion that goss abové
market. Would that be fair?

A. I've never seen that done in a regulatory
setting.

c. Ckay. Let me ask you to turn to page'l—ﬁ
of the audit report. In recommendation or major '
finding Neo. 2, it starts off saying, “Asrpredicted;by
AEP, at the eand of the first year of the FAC there .is
a large under-recovery.”™

A. Yes.

ARMSTRONG & OKEY, INC., Columbus, Ohio (€id; 224-9481
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Q. All right. Now, is 1t fair to say that
the underrecovery, regardless of whatever moving
parts in the FAC that you might try td,line up with
the underrecovery, is the ultimate reason for the
underrecovery the fact that the Commission approved ﬁ_

phase-in plan with deferrals of fuel cost for

AEP-Qhig?
A Yas.
Q. Now, on the same page, let's see here,

youfve got a statement in the fourth sentence, I
believe, "The decision to increase the contract
priée" -

A, ¥os3,

Q. Ckay. Then it goes on to say resulted in
an increase in the 2009 fuel expense over the
centracted prices.,

A. Yes.

0. Okay. Now, with this January 2008
settlement-agreemeht, is it fair to say there were
two components to it? One would be what I call the
buyout and one would be the future purchase or .
filling the open position created by the buyout.

A. There was replacement for a small portidn
of -the tons, yes. | l

Q. * For a portion of the tons, okay. Now, I

3
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guess when you say this was a result of an increaée;
okay, that's what I want to talk about. The increase
you're referring to is comparing to the cld price of
the old contract that was terminated, correct? |

A. Yes.

Q. Okay. Now, was 1t your opinion, did yoﬁ
review whether or not you thought, or viewed back at
that time in January 2008 whether that contract was
sustainable?

A. I'm not sure what you mean by
"gustainable."”

o. Well, I guess what I'm asking you is fhe
result - when you say this negotiation resulted in
an increase, that assumes that the contract, the
prior contract with the lower, would have not only
been in effect throughout the ESP perioed, but also
the deliveries would have been made by the supplier;
is that correct?

"A.  Yes.

Q. Di¢ you examine —- well, let me ask you
this: T think you recognized, correct me if I'm |
wrong, but later in the-audit report this'particula%
supplier we're talking about here had financial f
difficulties at the time.

A. I don't believe so.

ARMSTRONG & CKEY, INC., Columbus, Ohioc {614) 224-948L
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Q. Okay. I'm talking about the -- okay.

I'm sorry. That's a later gquestion.

Was it your understanding that that
supplier had raised a legal claim as to the viabiliﬁy
of that contract?

A, Yes.

Q. And whether or not that claim could havé
been pursued or litigated would have had a bearing on
whether the contract would continue to exist; is that
correct?

A. No. T think that the glaim —- I
shouldnft say that. It's a legal discuasion. My
personal opinion was it was a relatively weak claimé'
but I didn't review it, and I fhink I saw it -- I |
think, as always, litigation is always risky. |

Q. And would you agree it's pretty difficult
to go back and try to assess that, sitting here
today, the wiability of the legal élaim?_

A. I think that, agair, I didn't conduct a
prudencé review, 30 I would think that at some point
if one wanted to conduct a prudence review, itr 7
could -- one could cpine on the strength of-the'ledal
point. o

Q. Yeah. And vyou didn't evaluate the legal

point, nor are you helding yourself out as an legal

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

2 MR. IDZKOWSKI: Objection.

3 | A. I'm not holding mysalf out -~

4 ' EXAMINER JONES: Overruled,

5 THE WITNESS: I'm soxry. |
5| EXAMINER JONES: Go ahead. You may

7| answer.. -

el THE WITNESS?. I‘m sorry

-2 that 1 dldn‘t'd'@t

'ig_j,count‘:party was &

g

SR B
i4

*1? f;fﬁﬁ¥ ;ﬁ H'3

|

éiiué

"":33.‘h7-?f4“’f¥_5*3 Sl

24| ompany, Thls was a

 25 - ;Qf,thelr poztiollo, and it would
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they would have defaulted on performance.

Q.  Well, again, I was mistaken in raising
financial difficulty on this particalar agreement.
This was about their legal claim, not fipancial
difficultiss, correct?

A Correct. I just didn't want to leave the
impression that if there hadn't beon relief, that
they would haﬁe_sﬁopped performing.

Q. Well, they wouldn't have stopped
performing for financial reasons.

A, Correct.

0. And vou didn't examine the legal claims.
Is that alsc true?

A, Correct.

QL Ckay.

g{ I shouldn't say that. I zead some
information about the legal claim. I didn't examine

it in detail.

92

Q. Now, at the top of page 1}-5, I guess it's

garrying over from 1-4, yvou make a statement that

many oflAEP‘s_suppliers are willing to defer

shipments at nO‘coéf,

A. Yés.
Q. And that result would have saved FAC

ratepayers money in 2009; 1s that accurata?

ARMSTRONG & CKEY, INC., Columbus, Chig (614} 224-94B1
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A, I don't believe I said that part.
Q. I'm asking the question,
A. I guess my point i3 it's a give and take,

50 there may be times where AEP 1s less than rigorous
about enforcement, and in exchange they are able to
do some these, yoﬁ mow, negotiations on deferrals,
I think it's -- I think the idea is it's gznerally ‘
neutral. If you leook through, for example, the
cqntract summaries, you can éee man§ times that, yo@
know, people weren't in compliance with certain
contract terms, ahd I think it's part of give and
take. . ‘

Q. Well, was your statement at the bottom Qf
4 that AEP did an outstanding job managing its excess
volumes, was that a nevutral statement?

A. No; I was positive.

Q. Ckay. 8o you're not willing to agrese

 that the fact that we did defer shipments at no cost

would have saved any money looking at that issue
alone?’ |
A. If you look at that issue alone, it wou;d
poténtially,save-ﬁoney.' | | i
Q. Ckay. Let me ask you a couple guestions
about the November 2008 shortfall settlemeh;q

A. Ckay. -~

93
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Q. This is dealt with in part on page 2-21

of the audit report.

A, Yes,
Q. Now, let me check my notes here. 1
believe -- well, let me just ask youn, and you may

have addressed this earlier. This was really a
separate agreaement from the January 2008 settlement
agreement and related to a.subsequently developed
issue of failure(to deliver coal in 2008.

A, Correct.

Q. I8 that correct?

A. That is nmy undérstanding.

Q. S5¢, in other words, even thouéh the
January 2008 settlementlagreement terminated, that
ceontract, effective at the end of '0B, as it turned.
out, the supplier didn't deliver all the tons they

were obligated to do under the remainder of the !

agreement.

A Clearly they found a more valuéble market

for that coal.
Q. Ckay. And the settlement agreement

associated with that nonperformance by the supplier;

do you have an understanding of how the dollar amouﬁt

reached in that settlement was calculated?

A. I know the total dollars,,and I simply

94
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divided tons into that to come up with a per ton for
the amount. I don't know how it was calculated other
than that, other than it was a settlement agreement,

¢. Well, in your opinion would the amount,
the settlement dbllax amount, have covered or roughly
covered procurement of the shortfall and market
prices?

A. In November 20082 WMy guess is it weuld
ﬁave exceeded the cost of replacing that coal.

0. Can you tell me how you're defining the.
cost of replacing the coal in that context?

A. 1f they failed to deliver coal in the
fourth guarter, then you would buy coal -- if you
needed the coal, you would buy the coal and -- at
market prices, and the difference would be, I
presume —- again, I don't know. I did not look at
it, 30 I'm just opining how you would generally do
it. But if you're péying $47, over $47 a ton not tb
deliver coal, either two thiﬁgs happen. One is the
cost of replacement was very expensive, or the second
is that the market value was very high and it was a'l
negotiated number . l

Q. And this was in 2008, correct?

A. -At the end of 2008 when.the settlement

agreement was reached, |

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-948]
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Q. Ckay.
A, So it could have been either.
G. Do you think, well, again, you're saying
you really don't know -- '
A.. I don't know.
Q. -- what spot coal Chioc Power purchased in
'08 that might have covered that position?
~A. Correct.
Q. Or the cost of that spot coal.
AL Correct.

Q. Okay. But it is fair to assume that the

dollars flowing from that settlement would generally

be offset by some cost of replacement coal?

A. Correct.

Q. And it wouid relate to 2008 purchases.

A, Again, the coal, you know, going -- I
don't recall the exact timing, but presumably it went
on the pile and flowed through in fuel costs. '

Q. They would relate to the shortfall that

.was supposed to be delivered in 2008, correct?

A. Correct. I just don't know when that
2008'coal'would.have been burned;

Q. You don't know, okay.

A. I don't know.

, MR. NOURSE: Your Honor, I have some moie

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-2481
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‘based upon the prehearing conference, was that AEP

will be adjourned for lunch antil 2:00 p.m.

87
questions. This might be a good time to break. I'm
not going to be able to finish in ten minutes.  You
said 1:00 o'clock I believe.

EXAMINER JONES: Yes, I did. Mr. Nourse,
do you have any estimation at this time of how much
more you will have?

MR. NOURSE: Probably ancther half‘haur.

EXAMINER JONES: OQkay. My understanding,

then was going to go next and present their
witnesses; is that correct?

MR . NOURSE: Yes.

EXAMINER JONES: And who ﬁill be your
first witness this afterncon?

MR. NOURSE: Mr. Dooley. We plan to
present Mr. Dooley, Mr. Rusk, Mr, Nalsgon,
Ms. Simmons.

EXAMINER JONES: In that order?

ME. NOURSE: 1In that order.

ZXAMINER JONES: Thank you. With that we

{At 12:50 p.m. a luach recess was taken

until 2:00 p.m.)

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-%481
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Monday Afternoon Session
August 23, 2010.
EXAMINER JONES: Let's go bhack on the
record.
Mr. Nourse, you may continue with your
cross-exanmination.
MR. NOURSE: Thank you, your Honor.
CROSS-EXAMINATION (Continued) P
By Mr. Nourse: _
Q. Ms, Medine, can yecu turn to 2-24 of the{
audit report.
A, Yes.
Q. Now, here you're discussing this 2008
contract support item --
A Yes.
Q. —- that we briefly touched on earlier.
And T believe in your diréct when you were adoptingl
the audit report, you made correctioné heré, correct?
A, Yes.
Q. Now, in one of the -- have you reviewed .
the discovery in this case that's been exchanged.
among the parties?

A, Excuse me, ars you referring to the IEU’

ARMSTRONG & OKREY, INC., Columbus, OChio (614) 224-9481
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additional discovery?

Q. In this case I'm referring to IEU. This
was interrogatorvy 13 that addresses this same
agreement and essentially corrects or clarifies samé
of the‘statements in the audit report. !

A. Yes, I have reviewed it, I ﬂust would
like --

Q. Do you have it? I'm sorry. 7 |

A. I would just like to say twe things. Oﬁe
is that the audit report was provided to the companf
tc give them an opportunity before we finalized it to
make any correctiéns, and that information was not
provided at that time. |

Q. Yeah.

A. And the second thing is, as I noted
earlier, that the justification memorandum had
different numbers than nﬁw what is represented or
what is truly in the coal contract.

Q. That's fineq A1l I really wanted to ask
you about that is whether the'interrogatdry 13
response of the companies reflects your understanding
of that agreement accuratély“ | :

A. It reflects my current vnderstanding. of
the agreement, yes.

Q. Okay. Now, do you know, as part of tﬁis

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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agreemént we were just speaking of there was an adder
or zn escalated price for the first -- a certain
portion of tons delivered in 2009, correct?

A. Yes,

Q. Okay. With that additional adder, is it
your understanding that the price paid in 2009 to |
this supplier for coal was a market competitive
price?

A. Yes, I believe it was.

Q. Now, part of the aspect of this agreemeﬁt
includés an option for a discounted price starting in
2015; is that your understanding? .

A, Yes.

Q. So for those tons at that price starting
in 2013, the company's not obligated as we sit here.
teday to bqy those tons at that price.

A, No, it’s an option price.

Q. Okay. I just wanted to clarify. Thanki
you.

So it's possible that the discounted
price under ;hat option might end up being above -
market at that time, isn't it? B

A. I would hope not. The price is intended
to be $4.93 per ton below market. -

Q. I understand. But I asked you if it was

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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1| possible.

2 A. T just wanted to check in the contract,
3| and maybe yoﬁ canrpcint me to the right plaqé where
¢| it talks about when the price is negotiated.

51 ‘ 'Qw I*ﬂ sorry, I diaﬁ’t hear your anSwer-

;E:  ‘ A I'm Wonderlng when the’ prlce is -

"_“negotlated for the o

| the price would b

1, 145 the same

;bagé_in'Fh?‘éﬁﬁitixéggrgf" The 2098 contract SLpport
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Do you see that?

102
I think is what we were referring to, this item
starting‘at the bhettom half of the page. Do you see
that?

A Yes.
Q. Now, you say, actually this statement at

the bottom of 23 carrying over to 24, that this
renegotiation was in the bhest interest of AEP-Qhio

ratepayers and EVA commends AEPSé_fbr its efforts,

A Yes. ‘

Q. Now, if this had occurred im 2009 during
the audit period, would the production bonus payment
have been appropriately flowed through the FAC?

A. Cne would hope it wouldn't have occurred
in 2009 because the market was entirely different.
So if you're assuming the same market conditiocns
existed —-

Q.  Yes.
A ~- then I believe it would fiow through

the FAC. .

Q. Okay. BNow, Ms,. Medine, I believe you've.
indicated you hﬁve with you a copy of the | '
confidential repbrts that were piovided through thé
audit through supplemental discovery relative to the

coal reserve.

3
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A, Yes.

Q. And you have those with you stili?

A. I have the complete -report from
April 2009 and then i havé whatever excerpts you
provided me from the October 2007 report.

Q. In the ndtebook?

A. . Yes.

Q. That is a complete copy, okay.

So with respect to the October 2007

report, _what's the nature of that report?

A. The way I read the report, it was
intended to provide guidance to AEP for its

negotiations with the coal supplier regarding the

103

value of the coal reserve so that it could bae used in

its negotiations.

Q. Right. So this was the report that AEP
had at the time they entered into the January 2008
sSettlement agreement?

A, Thaf's —

Q. Is that correct?

A. Thét's my understanding, That-is my *;
understanding. But again, as. podrted out,earlier;
it's not, you knew -- it's a desktop analysisu So
it's not =~ it doesn't have the same rigor that the

April 2009 report has.

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9481
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Q. Whatever it is, that's the only report
AEP had at the time they entered into the agreement,
correct? ‘
A. Not to be glih, but I didn't even know of
its existence until last week so I can't speak to
whatever.else it had or didn't have.

Q. ' Okay. Well, when you say "last week” —-

A, Two weeks ago.

Q; Are you referring to Bugust 6th?
A, Yes.

Q. Okay;

A. Sorry, two weeks ago.

Q. You're referring to the communication
that said if yoﬁ'd like to review the referenced
report, pleage contact my office? .

A. Again, I don't have the complete e-mail,
but I believe it started with "we have a supplemental
producticn.” j

| Q. | Yeah, okay" And are you referring td the
audit reguest initially, EVA 4-14, that said "-

eport™?
A, I don't recall saying "mast current
report,™ and I -- I believe you, but I would caveat

it with saying I reviewed my notes subseguent to that

ARMSTRONG & OKEY, INC., Columbus, Ohigo (614} 224-8481




10
11
12
13
14
15
16
17
18

1%
20

‘21
22
23
24

25

- most current report.”

- 1 would not put myself -- I'm not a miring engineer.

S o:-:72/673-E1-Fac

105
and found it didn't refer to multiple reports. It
simply referred --

MR. NOCURSE: May I approach, your Honor?
EXAMINER JONES: You may.

A, I also note in our cover letters when we
do decument requests, we say we may not be actually
asking for specifics, we don't know the names of each
document, and for you to interpret it as broadly as;
possible with the intent. ‘

Q. Yeahk. There's lots of instructions with

discovery. Can you read the interrogatory EVA 4—14?

-

Q. Most current report.
A, Correct.
Okay. Thank you. 7
Ms. Medine, are you an expert on valuing
cogl reserve properties?

A. I have been involved in coal valuations.

Q. = Did you undertake a valuation study of
the coal reserveé ﬁefre talking about-in this caée?-

A. No.

Q. The extent of your opinion regarding the

value of that reserve is strictly limited to

ARMSTRONG & OKEY, ING,, Columbus, Chio (614} 224-2481
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repeating your understanding of the reports that have
been provided to you; is that accurate?

A. Yes.

Q. Now, with respect to the 2007 report
could you turn to page 117

A, Yes.

Q. Would you agree that it states that in
_ opinion the maximum valuation placed on the
property is - million?

Al Yes;

Q. Let's turn to the second report,

Bpril 30th, 2009. OQkay, this was the repert you had
for several months and were able to fully analyze and
study to your heart's delight. |

A, Yes.

Q. Ckay. Now, do.you recall the -- well,
first of all, this is referred to as a feasibility
study, correct?

A Yes.

Q. And what does that mean to you?

A.. I believe that - was engaged to
deternine the feasibility of actually-mining thisg
reserve.

Q. Se the feasibility of actually mining the

reserve meaning develop the property.

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



10

11

12

13

14

15

18

17

18

18

20

Z]

22

23

24

23

— 09-872/8 73-EL-FAC

107

A. Or selling it to a third party to develop
or leasing it or -- any of those,

Q. Do you recall the period of time that —-
until initial operation was assumed in the report?

A. I don't recall, but I can look it up.

If you want to direct me, that would be
quicker, but I'd be happy to figﬁre it out.

Q. Well, let me ask you this: Was it your
recollection it was{- years -- it was in year-
of development that the mine production could '
commence? |

A. fhat's exactly what it looks like.

Q. Okay. With full operation at Jjjjjj veaxs.

A, Tt looks, well, production started fairly
healthy at [Jjnillion tons in year -and then
didn't go above il so I'm not sure T would —-

Q. Let me direct you to page 2-7, the
statement about full prcduction year-. Do you
see that?

A. I understand what they're saying. I'm
just saying the fact if you look at_the'produCtion':
numbers that they're putting in here, there’s not a:
huge difference between year [JJjj and yearl-'

Q. But you agree with ﬁy statement that's

what was assumed in the report?

ARMSTRONG & OKEY, INC., Columhué, Chio (614) 224-9481
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. discount factor.

1-08

A. That's fine.

Q. Now, turning te 2Z2-8, you made some
reference to this earlier, but the base case with the
more modest values, do your ses that?

A, Yes.

g. In the table 2-17. Sc that assumes a
market price, coal market price, for the
approximately ..years of operatipr.- of the mine that
would be at or above - is that corxrect?

A. Yeah. It's actually a calculated number,
sc it's the number thaﬁ would vield basically zero
NPV. |

Q. Net present value, you mean?

A. Net present value using a -percent

Q. And, again, using that assumption
produces the more modest values, including a loss at
an .percant discouﬁt rate of . million.

A. I think that's a functic_;n of how the
number was derived.
Q. Okay. Thgt"s all I'm asking you:
So- the more robust or the highér numbars
in the valuation table there, page 2-8, those are
based on the future price projections of the report's

author. ,

ARMSTRONG & DKEY, INC., Columbus, Chio (614) 224-9481
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A, Correct.

Q.' And is that reflected in the box that's
above -- in the middle of the page there on 2-B?

A That's my understanding.

Q. That that price goes from the 5. area
and flucfuates out to about -, let's say, in
B is that correct? |

A, I'm sorry, where are you starting from?
-? Aré you starfing from a later vear?

Q. Yeah. I'm really just asking that price
escalated. over time and maxes ocut in -at
approximately [N '

A It looks like that.

g. S50 in order to rely on any of these

values, one key assumption there is that those market

. bPrices are accurate, correct?

A, Certainly in any analysis prices are
variable,
Q. 1Is it also your understanding that the

total capital investment required to develop this

property would be —- would exceed 2 | N NDNNNEGE
A. Looks to me on page 2-7 that the initiail
capital is - million. Is there another table:

you're referring to?

*

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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Q. I've got 7-10 here, a note, yes, right |
under the table on 7-10.-

A, So that includes ongoing CAPEX?

Q. Yes .

A. The initial capital would be [} million,
if your question was what ﬁas the cépital.

Q. T wanted to know what- kind of capital
requirements to develop and operate this mine .

A. Would be Jjmiilion initially and thenm
there would be ongoing CAPEX.

Q. Totaling what?

A. Accoraing to this report, $- million.

Q. Now, are you aware of any permitting _
activity that AEP's done relative to this property?.

A, As I mentioned sarlier, I was advised '
that they had begun the permitting activity.

G. I thought vou said earlier that you were
advised that they were planning te permit it.

A. Fair enough."My undéfstanding was they
were planning to permit it. |

Q. And'you'ré'ﬁbfﬁéﬁéréiﬁfiany'actual.fz' o
permitting-actiﬁity on this property occurring.

A. Cther than what T said earlier, that I

-was told that they are planning to permit, which I

would assume that was underway, but it may not ba.

ARMSTRONG & OKEY, INC., Columbus, Ohic (614} 224-9481

=



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

—os-s 72/873-BL-FAC

(111

Q. Well, planning and doing are two |
different things, right?

A. Right. But when you do a mine permit,?
you need quite a bit of baseline data, so I guess my
Fresumption was that some of that data collection ﬁas
underway. E

Q. All right. That’'s just a presumption.

A. Correct,

Q. 50 if'you look out at the next 30 years,
just like this repcrt did, and opine on coal priceq,r
do vou se@& a clear picture,‘or is .there a lot of f&g?

| A, I aee a clear picture.

Q. Do you have a crystal ball?

A. As we say in the business, psople who use
crystal balls end up being crushed glass. But I
think there's scme understanding as to what's going
o happen with ¢0al mining costs and valués, and
cbvicusly we have forecasts, but . . . _

Q»" is itfpbssible that cocal prices would ﬁe
below N v H:

A, Sure. And it's possible they'd be above
it. I mean, I think that -- again, I don't know |
what's behind this forecast, but I think that
certainly, you know, we come up with an annuall

forecast as wall and it changes from year to year. !

ARMSTRONG & OKEY, INC., Columbus, Chic (614} 224*9483
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S¢ obviously there's gomre sensitivity.

Q. It changes from year to year.

A, Correct. |

Q. and is it also possible coal prices in
BB ou1d ve below SR

A. I do not believe so.

Q. Is it your opinion that carbon regulation

could impact coal prices over the long tarm?

| A. 3o the gquestion is -- I think there's two
guestions -- is what happens to production costs and
where do supply and demand cross. So clearly a
reduction in demand would change where the two cross,
but the reality is with respect to coal production
costs that there's not a lot of opportunity for
improvement in costs or productivity, and so the
ines that can't survive hecause they're toc high
cest would shut down. But I don't believe it would
be below iR

| Q. Yeah. Am_:i I didn't ask you aboﬁt

production cests. I'm talking strictly about markei;
prices and your "pro’jéction, your-unders‘t'ahdin'g’,_ your
expertise., 5o you're saying that carbon regulation:
would not reduce the price of coal in the future, in
your apinion?

A, What I'm saying is that coal prices

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224~948L
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ultimately are cost driven and where markets settle
depends on what overall demand is. So to the extent
that demand is reduced, yvou might have a different
settling point on market price, but ultimately you
will not sell coal for any continued period of time
at the price that's not only below cash cost but
below cash cost plus recovery of your capital.

Q. Did you predict the precipitous price
increases in '7 and '8 before they happened?

A. No. I'm not suggesting I did. But what
we did predict was the fact that when prices came

back down, they couldn't go down below a certain

level because you would obviously need to be able to

recover your costs.

0. Would your answer -=- I'm sorry. Go
ahsad.

A Just with a step increase in cost, you .
would not expect prices to go béck to the early-2007
levels. ' |

Q. so you didn't see that abrupt price
change-coming?

A, No.

Q. Okay.. Now, would your answer be the.same
as it was for carbon regulation if I asked you the :

same series of questions about envirommental

RRMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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regulations?

A, I'm not sure what your guestion is.

0. Environmental regulations beyond just
carbon, | ‘

A. Well, I think there's about ten @iffe:emt
regulations under development.

Q.' Yeah. And there's, if we lcodok out 30
years, there's probably ancther couple dozen, righﬁ?

A, Epproximately. |

Q. -Does that prospect of environmental
regulation affect coa; prices in the market?

A. Again, I think coal prices are ultimately
cost driven with a return con your investment., To thé
extent that you can't produce -- you can't sell the'
coal at a price greater than cost plus a return, thé
coal mines ultimately -shut down and go away. :

S¢o again, if you change your demand
profile, you'll change sort of where the market
settles, but that still doesn't eliminate the
ﬁossibility that you need to be able to recover youi
cost..

Q. But whefe the market gettles is a
different way of saying the market price?

A. Yas.

Q. Okay. Would your answers also be the

 ARMSTRONG & OKEY, INGC., Columbug, Ohio (614) 224-9481
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same relative to the prospect of renewable and
advanced energy, alternative energy portfolio
requirements that may be imposed in the next 30
years?
A. I certainly agree with you, the Ffuture is
uncertain. | |
Q. Qkay.

MR, NOURSE: Your Honor, that's all T
have. . |

Thank you, Ms. Medine.

EXAMINER JONES: Thénk you.

Staff, do you have any redirect for this
witness or do you want a few minutesa?

MR. MARGARD: ILet us have just a few
moments,if we can, please, your Honor.

EXAMINER JONES: I'1l give you five
minutes or so.

{(Receas taken.)

EXAMINER JONES: Let's go back on the
record.

Any redirect for this witness?

MR. MARGARD: Just a simple question,-i&
I may, your Honor. ' :

EXAMINER JONES: You may proceed.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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REDIRECT EXAMINATION
By Mr. Margard:

Q. Ms. Medine, you were asked a number of
questions about risks associated with valuing the
regerve here. Are there apy ways to minimize the
risks in wvaluating the reserve?

A, I think the best way to get a feel for
how much the reserve is worth is actually to sell it
because through, you know, an appropriate process
where you get as much competition as possible, then.
you can actually get a full value of the reservs an&
eliminate the risks because a third parfy would be -
assuming the risks related to capital or the riska
related to market.

MR. MARGARD: That's all I have, your
Honor. Thank you.

EXAMINER JCONES: Any further recross

MR. IDZKOWSKI: HNoa, your Honor.

EXAMINER JONES: Mr. Clark?

M. CLARK: No questions. Thank you,
your Honor. '

EXAMINER JONES: Mr. HNourse.

MR. NOURSE: Yes, your HONGr.

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224~9481




10

11

12

13

14

15

16

17

18

13

20

21

22

23

24

25

R o:-::/573-51-rAc

117
RECROSS-EXAMINATION
By Mr. Nourse:

Q. If the Commission were to order Ohio
Power to sell the coal reserve, do you think that
would positively or negatively affect the price that -
could be obtained in the market?

AL If the public knew that you had to sell
the coal reserve, is that .your question?

Q. Yaah.

A. Obviously, thgt shows that it's a tiue j
sale, s0 it might actually generate additional
interest in the market beéausé they know that, in
fact, you're going to transact. You're not just
doing it for paper purposes. But obviously there's
the risk that people might think you could get it at
a fire sale, but I think generally it would show that
it was going to happen, it was a real sale, and it:
wasn't simply to put a vailue on it.

MR. NOURSE: Thank you. That's all T
have. . . '

EXAMINER JONES: Anything further?

Thank you. Ms. Medine. I velieve that's
all.

Mr. Margard, do you renew moving the

admission of Staff Exhibit No. 3? .

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-3481
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MR. MARGARD: Indead I do, your Hdnor.

EXAMINER JONES: Any objection to the
admission of Staff Exhibit 37 |

MR. NOURSE: ©No, your Honor.

-EXAMINER JONES: It shall be so admitted.

(EXHIBIT ADMITTED INTO EVIDENCE.)

EXAMINER JONES: -~ Do you have any furthexr
witnesses to present at this time,er. Margard?

MR. MARGARD: I have no other witnesses.
Thank you, your Honor. |

EXAMINER JONES: At this time would you
like to move the admission of Commission Exhibit 1
and Exhibits 1A and 1B ({sgic)?

MR. MARGARD: I would, vyour Honor.

EXAMINER JOMES: Any objection to the
admissicn of Commission Exhibit 1 or Exhibits 1A or-
1B?

Hearing none, those three documents'shall
be admitted. | ‘

{EXHIBITS ADMITTED INTO EVIDENCE.)

EXAMINER JONES: That does conciudeiyau}
witnesses at this time, Mr. Margard:? |

MR. MARGARD: It deoes, thank vou, your
Honor. - J

EXAMINER JONES: Thank you.

ARMSTRONG & OKEY, INC., Columbus, Qhioc {614) 224-2481
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Mr. Nourse, are you prepared to call ydur
first witness? |
MR. NOURSE: Yes, your Homor.
Mr. Sattetrwhite'’s handling the witness.
MR. SATTERWHITE: Your Honeor, the company
would like to call Timothy M. Dooley to the stand.
EXAEMINER JONES: Would you please raise
yvour right hand.
KWitness sSworm. )
EXAMINER JONES: Thank you.
Mr. Satterwhite, you may proceed. |
MR. SATTERWHITE: Thank you, your Honoxr.
TIMGCTHY M. DOOLEY
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT EXAMINATION
By Mr. Satterwhite:
Q. Mf. Dooley, did you cause festimony to;bé
filed in this case on August 16th, 20107
A. Yes, I did. rf.
MR. SATTERWHITE: Your Homor, I'd 1ike;to
markx Company Exhibit 1 as the confidential copy of
that testimony that's in the docket. "

’ EXAMINER JONES: It shall be so marked.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-948l
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MR, SATTERWHITE: And Company Exhibit lﬁ
will be the redacted public wersion.

EXAMINER JONES: And it shall be s0
marked.

(EXHIBITS MARKED FOR IDENTIFICATION.)

Q. Dc you have a copy in fromt of you,

Mr. Dooley?
A. I do. ‘
MR. SATTERWHITE: Does ‘the Bench or the .
reporter need a copy? |
EXAMINER JONES: No, I'm all right.
Thank you.

Q. Do you have any correcticns to this
testimony®

A. I do not.

o. If I were to ask you all the same
questions today, would your answers be exactly the;
same? |

A. Yes, they would. .

MR. SATTERWHITE: I would now tender the
witness for cross-examination.

EXAMINER JONES: Thank you.

Mr. Idzkowski, do you have any quesﬁions?

MR. IDZKOWSKI: Yes, I do, your Honor. -

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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CROSS~EXAMINATICON
By Mr, Idzkowski:
Q. . Good afterncon, Mr. Dooley.
A Good -afternoon.
Q. We met at your deposition, correct?
4, We did.
Q. You state the purpose of your testimony

is to address financial audit recommendaticns 1, 2,
3, be, 6d, 6h, and 6i.
A That 1s corract. That is part of my -

the purpose of my testimony.

Q. Do you have your testimony in front of
you?

A. I do.

Can you look at page 3, please.

A, Yes.

Q. There you're discussing management audit
finding 2.

A That's correct.

Q. Regarding that finding, in that coal

contract -settlement with the coal supplier~did OPdon_rm~~

receive S miilion in that contract buyout? -
A. Yes, through a note receivable.
c. And- was that paid -- has that been paid?

A, Yea3, it has.

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



10

1l

12

13

14

is

16

17

19

19

240

21

22

23

24

25

122

0. And of that $jjj million, how much was :
passed through to customers? How much effectively
did customers pay for the fuel ultimately?

A. Well, they didn't necessarily receive ﬁ
portion of any specifié piece of the settlement |
agreement. They received a portiocn of the total
value ﬁhat was received. Some $- mill;‘.on fnras
Geferred as part of this settlement when we recorded
it, and in 2009 and 2010 portions of that were
amortized to fuel inventory. The Chio retail FAC
portion would have gotten a portion of that. _

Q. And that renegotiation was done in 200?

and signed in 2008, correct?

A. That's correct.
Q. January 2008 to be more exact.
A. Correct.

Q. 2nd that was to terminate a 1992
contract, correct?

A. Yes. That'_s' correct.

Q. And that extendeﬁ even though it
terminated in January oE-.2008, it extended the
original contract price of $.a ton through the end
of 2008, correct? '

A Yes. I believe so.

Q. So that contract price extension through

RRMSTRONG & OKEY, INC., Columbus, Chio (61id) 224-9481
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|- _ million?.
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fthe teaal value that was rece;ved wa' daf

‘1;3}_'_77 : 'f,u,ture gez_:lz__._@ds‘; What happened te tha rest-z of 11:?: ;

“and in income.

E per:t.od a $. mlll :Lon note from -1ﬂNc>ven1ber0f 1

:QGQB correct°'_-

Sin November ‘D&; Thexe was anothex separate
:rsettlement for that amouni that related t@ the

g 111qu1dat10n of;somp shoztfall tons thau weré n@— 
?3~I;Erecelved in tnat yeax . '
24:!11_'
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the end of the 2008 period would have been one of the
benefits of agreeing to that buyout, correct, for
AEP?

' A, I can't sp’eék to the value that was

attributed to the contract going through 28 -- ax,
Q. What happened to the zest of the

A The rest’?i 'f;ddﬁkE think I.undéfsﬁanﬁftﬁéler

Qw Well, Whai. happe*zed S you sald -o

A;' ‘The r631dual amounL wasrr‘nalderedjearnedﬁ

‘Q}, | irmic.jl AEP alse Lece;veci. &

. Exfj I wauldn t descrlb itNAgiﬁéar~' Iﬁ;w§s¥ ' 

Q. When did that renagotlatn.on, or’ that '

ARMSTREONG & OKEY, INC., cbigmbﬁs,-ohio (614) 224-9481
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A, I do not know gspecifically thé mbnth or
days that that tock place. It's my understanding it
was sometime in Movember.

Q. And how much of that — that was a note
for .million?

A Yes. That was how the setilement was
described _

Q. And how muchq of that $-million note has -
bzen paiq?

A. T balieve it's all been paid.

Q. And how much of that Sjjffmillion passed
through to custoners?

A, I believe that all of that was recorded
as a credit to fyel expense in 2008 Or a portion
thereof. It was all taken in inccome. ;

Q. In 20082 |

A, In 2008, yes, that November 20038 :
gettlement.

Q. S0 it had no effect éfte: 2008.

A. That‘s correct.

Q. And you testified that the appraised
value of this coal reserve was -million.

A. Yes.

Q.  And that was appraised by AEP's Fuel

Procurement Group, correct?

&

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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A. Yes. :

Q. What independent appraiser was involved,
if any? .

A. It was my understanding that the - '
report that's been the subject of other testimony was
one of the basic supporting documents.

Q. Rave vou seen that appraisal?

A. No, I've .never read it.

Q. Now, you can't testify és to whether

A, That's correct.

c. Yet if you look at page 3 of your
testimony, you accept the valuation of [Jjmillion
as the value of that property.

A. Yes, we did.

. And vou receorded that as a —-- that ameount
as a debit to nonutility property account No. 121,:
correct?

A, Yes. .

Q. And you recorded offsetting credits as in
connection to that debit-entry and other value, you o
recorded a credit-to fuel expense account No. 501 for
SPmillion, correct?

A. We did.

Q. Did you prepare your testimony after the

ARMSTRONG & QKEY, INC., Columbus, Chio (614} 224-9481
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audit report was filed?

A.  Yes.

Q. And did you read the audit report beforxe:
you filed your testimony?

A, I'm sure I did.

Q. And according to the audit report, that
value of that cecal reserve is unclear, correct? |

"A. Based upon the discussions I've heard, it
appears as if it's unélear.

Q. Do you recall in the audit report the
statement, "It is EVA's opinion that the AEPSC'S
price assumptiocn is very conservative®?

A. I'm sorry, I don't know where you're —+
what you're talking about. |

Q. So you don't recall that statement in the

audit report?

A. Is there a reference you want me to lobk
at? ‘ _
Q. If you have.the audit report, I don't :
know if -- |
. I do.
Ckay.

Is there a particular page?

Yes. I think 2-21, in the footnote.

ooy oo oy

I cannot speak to how this information

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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was gathered. I'm not familiar with it.

Q. So is it still preper, then, under
accounting rules if the value is unclear, is it still
proper to record the wvalue in the credit and debit
entries of the company at -million?

A. Right; at the time of the transaction
that was our fuel group's expert opinion as to what
the value of the property should be reflected at.

é. And you don't know what, if any, plan AEP
has for this coal reserve, correct? '

A, Ne, I do not.

Q. - Now, on page 4 you testified about, down
at the bottom of the page, about a "S-1:11:111:&*:)1:1r
production bonus payment to a coal supplier in June
2008." Dc you see that?

A. Yes.

0. Has AEP ever paid such a bonus to this
company or any other écal producér before? _

A. Of that nature? Not to my knowledge.

Q. And as a result of this renegotiatiOn.
with this ccal producer, this production bohus
payment and other termé of this ceal cost to AEP,éhow
did that affect the coal price from this cecal
producer?‘

: A, I'm sorry, I didn't completely understand

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-94B1
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that cuestion.

Q. Was AEP able to keep the -— by paying
this production bonus, did AEP, did the company
provide the same original contract price for coal per
ton through 20082 '

A, I'm not aware cf any other centract
amendments related to this particular contract or
vendor.

0. So the price didn’t change.

A, Not to the best of my knowledge. That-
would probably be a better gquestion for Witness Rusk.

MR, IDZKOWSKI: 1f [ may have a moment;
your Honor.
EXAMTNER JONES: Yes.
MR, IDZKOWSKI: That's all the questions
I have, your Honor,
EXAMINER JONES: Thank you.
Mr, Clark? _
'MR. CTARK: Yes, your Honor, thank you.
CROSS-EXAMINATION
By Mr, Clark:
" Q. Mr. Doocley, my name is Joe Clark, counsel
for TEU. I believe we met at your depcsition.

A Yes.

BRMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-3481
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Q. You're familiar with FASB 71, correct? -
AL Yes, I am.
Q. And you're —-—
A, Go ahead.
Q. In.your experience have you accounted for

deferred assets and deferred liabilities pursuant to
regulatory commission orders?
A, Yes.
Q. And do you agree that when a deferred
asset or deferred liability is created pursuant to a
commission order, that the recording of a deferred
asset or a deferred liability is appropriate in
accordance with GAAP?
Al Yes.
MR. CLARK: That's all I have, your
Honor,
EXAMINER JONES: Thank you.
Staff, any questions for this witness?
MR. MARGARD: No questions, thank yoo,
your Honor, |
EXAMINER JONES: Mr. Satterwhite, any
redirect? Or do you need a minute? | T
MR. SATTERWHITE: Just one clarificatiom,

your Honor, just real quick.

ARMSTRONG & OKREY, INC., Columbus, Ohio (614) 224-9481
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7 REDIRECT EXAMINATION
By Mr. Satterwhite:

Q. Mr. Dooley, do you remember when counse;
for OCC was asking about the timing of the testimony
in relation to the valuation for the reserve?

A, Tt was‘my understanding he was talking
about my testimony in relation to when the audit

report was being —-

Q. . Correct. You remember that line of
guestioning?

B. Yes.

Q. Was the accounting that was done after
the audit report -- or when was the accounting done?

A. The accounting was done contemporanepusly

with the transaction back in January '08.
Q. So prior to the audit even taking place.
A, Yes,
MR, SATTERWHITE: That's all T have, yéﬁr
Honor .
EXAMINER JDﬁES: Mr. Idzkowski, any
further questi&ning.basé on that redirect?
MR. IDZKOWSKI: No, thank you, your
Honor.
EXAMINER JONES: Thank you.

Anyone else? Mr. Clark? Staff?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-5481
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Anything further for this witness? _

MR. NOURSE: MNc thank you, your Honor;‘

EXAMINER JONES: Thank you, Mr. Dooley.
You may step down.

Mr. Satterwhite, do you move the
admission cf your Exhibits 1 and 1A?

MR. SATTERWHITE: Yes, your Honor.

'EXAMINER JONES: Any objection to the
admission of Company Exhibits 1 and 1A?

MR; IDZKOWSKI: No, your Honor.

EXAMINER JONES: Hearing none, those tﬁo
documents shall be admitted.

(EXHIBITS ADMITTED INTO EVIDENCE.)

MR. CLARK: Your Honor, to make sure T
have my record straight, i1s 1A the confidential?

EXAMINER JONES: 1A 1s the confidential,
accerding to my recexds. I'm sorry, lA redacted. -

MR. SATTERWHITE: We've used numbers for
all of our confidentials and then A for each of otir
publics. | |

EXAMINER JONES: I'm sorry, Mr, Clark; I
had it backwards. ‘ '

Is the company ready to call its next
witness?

MR. NOURSE: Yes, your Honor. :

ARMSTRONG & CKEY, INC., Columbus, Ohic (614) 224-9481



10
11
12
13
14
i5
18
17
18
1%
2-0
21
22
23
24

23

T ;- 2/¢73-5n-Fac

132
EXAMINER JONES: You may proceed. |
MR. NOURSE: <all Jason T. Rusk to the
stand.
Your Honor, I would like to mark --

EXAMINER JONES: Let me swear him in

first.

MR, NOURSBE: I'm sorry.

(Witness sworn. ) -

EXAMINER JONES: Thank you. Now‘you may
procead, Mr. Nourse.

MR. NOURSE: Thank you. I'd like to mark
Mr. Rusk's cconfidential, filed-under-seal testimony
as Company Exhibit No. 2 and his public version cof
his direct testimony as Exhibit No. 2A.

EXAMINER JOMES: It shall be so marked.

(EXHIBITS MARKED FOR IDENTIFICATION.)

JASON T. RUSK _
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT EXAMINATION
By Mr} Noursé:
Q. Mr. Rusk, do you have the exhibits in

front of you we just marked? ' |

A. My testimony? :

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

A, Yes, I do.

Q. And did you cause this testimony to be .
prepared? 7

A Yes, I did.

Q. And deo you have any correctiong?

Al I do have cne. I believe it is on page

-9, third line down, it should say instead of "based

test," there should be inserfea the word "on,"
"pased on test sources.”

Q. Any other corrections or updates?

A, Noné that I'm aware of.

Q. With that if you were asked all these
same gquestions today unde; oath, would your answers
be the same?

A. Yes, they would.

MR. NOURSE: Your Honor, I would tender
the witness for cross-examination.
EXAMINER JOﬁES: Thaﬁk you.
Mr. Idzkowski?
MR. IDZKOWSKI: Thank you, your Hoﬁor.
CROSS-EXAMINATION
By Mr. Idzkowski:

0. Good afternoon, Mr. Rusk.

ARMSTRONG & CKEY, INC., Ceclumbus, Chic {614} 224-3481
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A. Good afternoon.

Q. HNice to seec you again. L

A, Nice to see you. Thank you for the
correction on the testimony because you actually
found it.

Q. You're welconme.

Mr. Rusk, are you a CPA?
A No, I am not.
Q. And fou're providing testimony regardiﬁg

nmapagement audit recommendations numbers 1, 2, 4, 3,
an@ part of No. 6, correct? |

A, Correct.

Q. And you say AEP agrees with most of the
management audit recommendaticns in this audit |
report, correct? *

A,  Yss.

Q. Regarding reccmmendation Ne. 2 -- is
there a copy of the audit report at the witneas
stand? |

A. I do have one, yes.

Q. Ckay.

A. May not be updated with all of Witness.
Medine's notes, by -- and corrections, but Ifve go;
one. A

Q. All right. Well, your cross—-examination

ARMSTRONG & OKEY, INC., Columbus, Oaio (614) 224-5481%
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wili mainly follow your testimony, but I may ask
about that audit report.

At page 3 you start talking about
recommendation 2, and that is that AEP should
reconsider new coal procurement strategies to avoid
overcommitments in the future. To your knowledge, do
you know what was the basis for this recommendation?

A. I'm guessing from the recommendation, the
timing of the audit report, that it's referring to
the high inventories that we experienﬁed in 200% and
the fact that the auditor is speaking to the fact
that we should take measures into the future to
attempt to not have that situation occur again,

0. And in your testimony, page 3, line 20
vou say, "In fact, such an approach is already part
of AEPSC's procurement strategy.” Correct?

A, Correct.

Q. S0 is this in reaponse to this
recoﬁmendation, or is it Jjust a continuinglprogram:or
pursuit?

A. I would say it's probably a blend of
poth. I think that the auditor has correctly
assessed the situation of our ianventory situation and

we recognized it as well and took efforts and have

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-5481
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minimize this situatidn from happening ip the future.

Q. And on line 22 you refer to this
providing --- this strategy providing flexibility.
How does it do that?

A. One of the ways in which you can provide
this -- lessen this risk of ¢overpurchasing would be
to not commit as many physical hedges as what we |
may —-- that we've had in the past, and that provides
more flexibility to respond to market and. the
variability that comes as a result of low burns and
higher flucﬁuations in load.

D. 2nd on page 4, if you can look at that,
you are =~ AEPSC is concerned about the Commission
setting overly prescriptive long-term and short-term
contract percentages. What do you mean by that?

A. The concern that we have is to have a
overly prescriptive procedurs would require and
possibly cause more of a lackadaisical attitude in
those participating in this pérticular job‘functioh
and with not necessarily having latitude to be able
te fluctuate with and use-business judgment . in their
decisions to try to mitigate the volatility that-
exists in the marketplace.

An example might be, if you would wish me .

to explain it further, would be that 1f something

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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were to prescribe too many physical hedges, we could
be very much in the same situvation that we are today.

Q. Can you logk at recommendation No. 4,
please, on page 4, your testimony there?
A, Yes; s‘iz.. |

Q.  That is, that BEPSC should

‘cur?ently un&ertake a study to determlne whethex

3EP_sgpp5rtftHi§

' -Qi And has that starbed, that study°

‘ﬁﬁu‘ ThaL study 13 undexwaj, a]though ftjls

'not vet’ completed

rQé ) Wlll 1t be done th‘spyearf,'

 &! That iz the an ;01patlonjf H%fdbrbéliéﬁ?w?ki[,ft

;iwe should have " ﬂt dane thlS yhar

Q. Can you look at page 5, please CYeu
address recommendatlan N&. 5, R B
A Yesf_slx.

Q. f Ncw, hefe BEP doesﬁft a§reé~£hatLif§f‘

: procedural scheduie of wts DOllCleS and procedu*es )

' manual shOle be updated cohrecL

A. Well, we belleve that the poiiéieslaxe -

'ARMSTRONG & OKEY, INC., Coiumbug, Ohic (614) 224-9481
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worthy of update. The part that we have difficulty

with is the word "procedare.”

Q. What is your company's concern or problem

with that? )
A Just as stated previously, that a hard

line, hard-fast procedure may end up being too

_ prescriptive and consequently lead to poor business

decisiong rather than better ones.

Q. Can you look at the bottom of page 5 to
page 6, you're discussing the recommendation No. 6,
plsase.

A, Yes, gir.

Q. And you're discussing biomass co-firing,
in particular. -

A Yes.

g. Does biomass co-firing a2lways invelve
burning a hiomass fuel with coal?

A. Ho, not exclusively coal.

Q. What other types of fuel?

A. TWell, lst me define this as saying
biomass in a general description, if_you were to
include biodiesei into biomass; Qe are using and
currently attempting to use biodiesel in canjumction
with fuel oil in start-up and comsumption at some of

our units. The one that we have done testing in is

ARMSTRONG & OKEY, INC., Columbus, Ohio {614) 224-9481
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at the Pickaway facility.
0. So you're just in the testing stages at
the Pickaway facility?

A. We are just in the testing phases

" anywhere with this stuff, ves.

Q. On page 8 you're discussing an Chio EPA
permit approval letter. What does that Chic EPA |
permit pertain to?

A, I may have to defer that to someone elge.'
I am essentially responding in regard to the 7
procurement and the assessment ¢f the procurement for
the particular materials and not neceséarily the
permitting itself. That's ancther area of expertise.

G. How does the cost of transportation of!

biomass fuel compare to the cost of transportation of

b

coal?

A, Comparing -- so far, as far as a dry
biomass that we're talking about, we've only seen a
couple instances that we've actually seen quotéd, '
mostly it's truck, but we have seen it.—— if it's
been offered in‘a preblended where it would alreadf
be blended into a certain percentage with coal into a
rail car. | | |

But with those concepts in the

transportation is something that's very difficult, to

LRMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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try to assess in and of itself, and so the best way-
te evaluate these fuels would be on a delivered
basis, looking at it in terms ¢f heat content on a
delivered basis.

Q. All right. Let's look at your respense'
to recommendation No. 1, which I believe stazts on |
page 11 of your testimony.

A. Ckay.

Q. You say that AEP doesn't objéct to the
iecpmmendation, if the Commission should review the
renegotiation of the coal.contracts, correct?

A. Yes.

Q. It's just that the Commission shouldn't
t2ll the company to credit any of the proceeds of the

contract renegotiation to AEP's underrecovery of fuel

costs.

A, That's correct.

Q. Were vou involved in this rgnegotiation-
process? .

A, I was not directly involved dn the

-renegotiation.

Q. Do you then lack an understanding of the
nature of the dispute between the producer and AEP?
A. I can speak in general to what was being

discussed in the department at the time. I was still

BARMSTRONG & QKEY, INC., Columbus, Ohio (614} 224-9481
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in the department then, but I was not in the, shall I
say, in the discussiomn, the getilement discussions
thenselves.

Q. When exactly did this company raise the
matter of their contract with AEP?

A, It began in the mid part of 2007.

c. _ To your knowledge, did they raise such
matters with any other coal customers?

A I do not know if they did or mot.

Q. ' 1s it your testimony that they sought
rensgotiation cdue to a change in laws claim?

A That is correct. That is the main —-
that's one of the main focuses of their incredse in
costs which was thelr primary complaint.

Q.  What's your understanding of that claim,
a change 1n law claim?

A, My understanding is that it was borne cut
of the 2006 Miners Act legislation that came out of
the federal gcvernmént that increased the safety
requi::ementg for pnderground mines and the additional
éos_ts that would have to be incuried By 2 nine to be
akle to comply these pa_rticular requirements. '

Q. Now, ARP‘*s position. in this dispute was .
that they giidn't necassarily believe the coal ‘

supplier's position was legitimate, correct?

*

ARMSTRONG & OKEY, INC., Columbus, OChio (614]) 224-9481
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Al That is correct.
Q. End you don't know how much this matter
increased costs to the coal supplier, do you?
A. I do not knew on a per-t¢n basis. I do
knew that there were - that -dld make &’

: presantatlon o AEP and they had 1ndacated that the

-.'addltlona? cost WGula be, fzom my recollectlon, whlch

_.'be very sounra, was 11'1 EXCQSS sr -
'11110n d@llars, and that they had had an

 outs1‘e:consu1t1ng campany that verlfled the numbers

-by dﬁlﬂg anmthez 1ndependﬁnt study ana had verlfled ;;5

_that that assessment was very near coLrect, at leas_

-may not be verf sounﬁt.

'w‘A.gj That's,—- that 'S falz

thar thls company clalmed te be unantlclpated or Lo"
'haﬁe I;SQH, ccrregt° 7 S

"3¥' No Other-—a»nb“aﬁher cbst=‘¢dm#'ﬁé miﬂdul
-”he other aapect that 1 was alludzng to was the fact%r

'Vthat therother complalnt that was ralsed_by the

 ARMSTRONG & OKEY, INC., Columbus, Ohioc (614) 224-5481 .
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company had to do with the fact that they believed
that the contract itself was -- had some issues in
the language of the contract and they felt —— and ﬁhe
phrase that was discussed in general around the
office was that they had quoted it as being
unconscionable,

Q. But AEP's position as to that claim was
as with the other claim, that it .didn't necessarily
believe that to be a legitimate claim, correct?

A, Wnat I sensed in my limited capacity _
through this negotiation was that there was a certain
degree of uncertainty as to how this was going to be
received in the court of law and that [Jbac -
excuse me, but the company had, in fact, stated that
they were, in fact, going to pursue legal remedy '
under whatever prowvisgicns they could and that they

had believed that they had a vexry good case in trying

to accomplish that.

Q. To your knowledge, there was never a .

claim actually filed against AEFP.

A, You're speaking to a legal claim?

Q. Yes,

A To my knowledge, no, there was not. But
‘I am not -~ I don't know for sure.

Q. Was this company selling coal exclusively

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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to AEP at the time?
A. No, it was not. .
Q. Was it selling coal on the spot market,.

to your knowledge?

A. T weuld. imagine it was.

Q. So some of its coal was selling, if it.
was at the time on the spot market, around -to-
dellars a ton, correct? |

A. T wouid expect that to be .the case, yes.

If I might to add to that particular R
point, I do not belisve that the argument that the
counterparty made wag that they had limited tons to
provide. I believe that their complaint was
exclusively with this particular coal supply
agreement; .

Q. As a result of this renegotiation of tﬁis
coal supplier's contract, the price of coal that AEP
paid this supplier remained at the existing rate
through the end of 2008,.correct?

A. Yes, that is correct.

Q. Did this contract just deal with one type-
of coal BREP was buying? B

A, Pardon?

- Q. Did the contract just deal with one type

of coal, a particular type of cozal?

BARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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A, There were two. Well, there were two
quality specifications within the contract that I'm
aware of, slightly different in the qualities, 1f ybu
will. But when you're talking about were they ——
when you say "types,"” I'm not sure exactly what
you're speaking to. There's four different coal
basins and they sell coal out of the Powder River
Basin-as well, so I'm assuming that you're aoct

talking about that.

Q. No.
A, Okay.
Q. The auditor says the settlement agreement

was signed December 2007, but did it in fact get
executed January 1, 20087
A. I believe. and I found this out just
this morning, that I think that the actunal signingiof
the document was Janwary the 2nd of 2008.7' |
Q. That would be more convenient.

‘ At some time in 2008 there was also with
this ccal supplier a note péyable that they gawve td
AEP for S.iuillion, correct? Y

A, That is correct. ' ‘ ;
Q. What was that in connection with?
A. My understanding is that had te do with

shortfall deliveries that —- shortfalls in deliveries

ARMSTRONG & OREY, INC., Columbus, Ohio (614) 224“948i
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throucghout the year of 2008, and when we were in the
end of the year in 2008, it was recognized that they
were still going to continue to be short and,
therefore, the negotiation was to address the fact
they were —- they were essentially going to reduce
their quéntity, the obligétions for the year 2003, by

Q. Is this supplier still a coal supplier to
AEP? 7

A. Yes. _

Q. Do vou know what percentage of the qgalf
AEP uses it gets from this supplier currently?

A. Well, let me address this in a different
way. Maybe that will change your questicon.

Q. Okay,.

A.. AEPSC still does business with this
counterparty. The amount of coal that we have coming
from that counterparty to both Columbus Southern aﬁﬁ
Chio Power is much reduced, and I can't remember thg
exact percentage, but it does sell intoc scme of the
other utilities that AEPSC 1s connected with.

So I don't know if £hat changes your
question at all or...

Q. Does that allow you -- well, I don't know

if --

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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A. 1f you're asking for a percentage, I
don't know. But I don't even know what framework ybu
want the percentage in, the companies', AEPSC.

Q. Let me ask you about this second matter
with the company in the audit report, it follows
immediately after the first we've been digcussing,
regarding a contract support to a coal supplier.

A, Céuld you direct me to a page, please?

Q. Yes, In the audit report. It starté at
page 2-22. |

A. Ckay. Yes. I have the page.

¢. And you discuss that f think in your

testimony starting at page 16 but centinuing to page

17.

A. Okay.
g. And you discuss at line 7 on page 17 that
the company ~- that the supplier was in jeopardy of

breaching its loan agreements.

A. That is correct.

Q. Do you know the nature of these loan.
agreements?

A.  In regard to?

Q. In regard to why the company was .in

danger of breaching them.

A. They did not have encugh revenue.to be

3

ARMSTRONG & COKEY, INC., Columbus, Chio (614) 224-5481
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able to pay their debt, is my understanding. |
Q. Was the lender reguiring that the balance

be paid, or just the next payment?

Al The next payment, is my understanding.

Q. Was there a demand for renegotiatiog by
that lender?

A. Between the lender and the creditor?

Q. Yes.

A. Not that I'm aware of. I den't believe
that they wished to genegotiate; they wished to
terminate their érrangement}

Q. So the company wanted to call the loan
in.

A, I think that's --

Q. Cr the investors.

A. The investors, I think that's a fair way
of putting it, yes. |

Q. Ahd you don't know whether this company,
the coal supplier, was insolvent at tﬁe time of this_
matter, correct? |

A. The coal company, I don't know its
definitive economic status, but it could not cover‘
the loans, is my understanding. |

Q. Do you know if that lender had initiated

legal actlon against the coal cempany?

ARMSTRONG & OREY, INC., Columbus, Ohioc (614) 224—948i
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A. I do not know if it did that, no.

Q. Did you participate in an extensive
review of the coal supplier's books, recorgs, lending
arrangements, et cetera?

A. AEPSC did. I did not, but we had our,%I
balieve, our Treasury Group did so, and the compang
that we're talking about opened their books |
conpletely to our review.

Q. Has AEP ever provided such a production
bonus payment to a coal supplier before?

Al I don't believe in this nature, but
again,'I don't think that any counterparty has ever
been 50 forthcoming with all of their financials aﬁd
borne their soul, so to speak, like this one has.

Q. Now, this agreement and negotiation bonhus
payment, et cetera, that we've been talking about, -
this is in the audit report because it relates to
coal used during 2009, correct?

A. Tﬁat is éoirect.

MR. IDZKOWSKI: If I may have just a

EXAMINER JONES: You may.
Q. . Keeping this contract with this -- by .
making this production bonus payment and keeping this

contract in place with this coal supplier where the

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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coal supplier recelves contract suppori, the cne

‘we've just been discussing, in doing that the

company, AEP, was able to maintain its current or
existing price for coal through the end of 2008,
correct? '

A, I think you may be switching back and
forth there on different companies. But what we did
is provided a bonus called a -— you knew, of cash to
this particular company in 2008. We also increased
the per-ton amount of it, you know, on itsrréceipts
in 2009.

But the henefit to that that I see going
ferward is the fact that those prices under the
contract, the contract was preserved and retained in
this particular instance and the coal prices had
returned back to their original contract value for
the shipments beyond 20009.

I don't know —— I'm not sure where you

‘were with your question, but I hope that answer

covers it.

Q. Well, did the price change between the -

payment in June of 2008 of this production bonus,  did
the price change starting in 2009 until sometime
i :

A, That is correct. There was just a, let's

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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call it cash infusion in 2008 and then there was a
per-ton increase in 2009 for 200% shipments, which
wag then ceased at the end of 2009 shipments, and
then the con%rast price returned to its oriéinal
level. |

¢, How wuch coal was AFP buying per vear

A. By “REP" It mfassumlng ycu‘re referrlng to ;fFl‘”'

Columbus Southerﬁ and -—:-f_

Q; , fegm &uiff'

'+ Thénk you, your Hosor. |
r. Rusk. No further.

questions.

t h{AMIN?R JONEb” | Thank you.
7 Clark;'- A | L
-MRH CLARK: ﬁEU has ne guestions fOf thi$-

| ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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EXAMINER JOWES: Staff have any |
F MR, MARGARD: Np, your Honor.
EXAMINER JONES: Rny redirect for this
witness? '
MR. NOURSE: Briefly
REDIRECT EXAMINATION
By Mr. Nourse:
| Q. Mr. Rusk, Mr Idzkowski asked you about
this contract support that you discussed, It's the
one you discuss beginning on the bottom of page 16
and following in yveour testimony and discussing the ;
financial difficulty associated with that and why you :
agreed to the terms and what was reflected in the
FAC. Do you remembar tpose‘questiona?
A. Yes, I do. |
Q. Okay. Is it your understanding that even ?

under the contract was still below market or was
competitively priced? o A
A Well, if I may, it may have been in the |
area of the market price I don't believe that it
was below, hut it was probably near the market price.

But the real issue was if we would have had to have

il
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gone out and replaced this coal and not been zble to
obtain this particular coal during this time pericd,
we would hawve probably driven the pfice in the |
marketplace up just by our own participation.

Q. And the other portion pf this agreement
being referred to as the production bonus payment
that was discussed earlier, was that reflectad in the
FAC, ito your knowledge?

A. I'm not sure I remember what you're
talking about. I'm sorry.

Q. The production beonus payment in
June 2008.

A, Yes. It was that —-- the quesfion was
what?

Q. . Was that reflected in the FAC for Chio .
Power ? |

A, No, I don't believe it was. O©OFf course,
Witness Docley would be able to answer that betterf
but T don't think it was. I'm relatively certain .
wasn't. |

Q. Now, you indicated t e?rlier'that th1s L
particular form of contracf support you didn't recall
any examples that were exactly the same, correct? |

A What was that again? Sorry.

Q. You didn't recall any other examples of

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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contract support that were structured exactly the
same as this one.

A, Not exacfly the same, no.

Q. But you do, as the auditor noteﬁ,.AEP
does support its suppliers when it's prudent to do éo
and has done that on numerous occasions where |
appropriate, correct?

A. When we have worked with counterparties;
and they have been good suppliers and it is prudent.
for us te, we believe, to keep them as a
counterparty, and if they are, for example,
struggling financially, it is, we believe, in the
best interest of all parties to keep them there, to
foster competition and to go ahead and provide that.
kind of support to maintain that entity thers.

MR. NOURSE: Thank you, Mr. Rusk.

That’'s all I have, your Honor. '

EXAMINER JONES: Mr. Idzkowski, anything
further based on that rediréct?

MR. IDZKOWSKI: No, thank you, your

Honor. 7 _
EXAMINER JONES: Thank you.
Anyone else? Mr, Clark?
MR . CLARK: Nb, your Honor.
EXAMINER JONES: Thank you, Mr. Rusk. .

BRMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481!
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You may step down then.

MR. NOURSE: Your Honor, I move for the
admission of Company Exhibits 2 and ZA.

EXAMINER JONES: 2Any cbjection to the
admission of Company Exhibits 2 and 2A?

Hearing none, they shall be so admjtted.

(EXHIBITS ADMITTED INTO EVIDENCE.)}

EXAMINER JONES: At this time we will
allow vou ta, if you're prepared, to go ahead and
call your nexlL witness, but we will probably breakéas
soon as we get ready for crogs—examination after yqu
get them on the stand. ‘ |

MR. NOURSE: Sure. Your Honor. We call
Philip J. Nelson to the stand.

(Witness sworn.)

EXAMINER JONES: Thank you, please be
seated.

You may proceed, Mr. Nourse.

MR. NOURSE: Thank you, yﬁur Honﬁi.

I'd like Lo mark Mr. Nelson's prefiled’
dire¢t tes£imoh§, thé'confidénfialﬂvefSibh}laé"‘fffw
Companies' Exhibit No. 3, the public versioh;as : _
Companies' Exhibit 3A.

EXAMINER JONES: - They shall be so‘mark@d.

MR. NOURSE: Thank you. s

ARMSTRONG & OKEY, INC., Columbus, Chio {614) 2Z24-9481
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(EXHIBITS MARKED FOR IDENTIFICATICN.)
PHILIP J. NELSCON
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT FEXAMINATION
By Mr, Nourse:
Q. Mr. Nelson, do you have the exhiﬁits I
just marked for the record befére vou?
A Yes .
Q. Is this your direct testimony prepared by
you or under your direction?
A, Yes.
0. Do you have any changes, corrections, or
additicns this afterncon? '
A Just one on page 1 of Exhibit 3. Up in
the header on the last line, the case number is
incorrect. The second case number should be 09-873.
And likewise on Exhibit 3A, the éame correction. !
Q. Thank you. Good catch,

ALl righty - With that correction, if you |

would your answers be the same?
A. They would.
MR. NOURSE: Yeur Honor, I'd tender the

ARMSTRONG & OKEY, INC., Columbusg, Ohio (614) 224-9481
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witness for cross-examination.

EXARMINER JONES: Thank you, Mr., Nourse.

At this time we are going to take a
15-minute break. Hopefully that's all the longer it
will be, and I will see the parties back here at |
approximately 3:45.

(Recess taken.)

EXAMINER JONES: Let's go back on the
record, -

Mr. Idzkowski, you may proceed with yoﬁi
crosg-examination. |

MR. IDZKOWSKI: Thank you, your Honor.

CROSS-EXAMINATION

‘By Mr., Idzkowski:

Q. Good afternoon, Mr. Welson.

A, Good afternoon.

Q. Now, your position with AEP Service
Company bi ARPSC is director of strategy pricing and
analysis?

- A."  ‘Director 6f“reguiét6fy7pticing and
analysis. l

Q. Director of regulatory pricing and

analysis. Are you a CPA?

A, No, I'm not.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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0. And what are your areas of responsibility
with AEPSC?

A. My areas of responsibility are in the
pricing area, regulatory filings, maintenance of
tariffs. My department also does class cost of
service, jurisdictional cost of service, as well as
administer certain formula rate contracts and various
analysis around AEP generation, AEP pools.

‘ Q. Your department doesn’'t do coal
procurement contracts and their related negotiations,
Correct? |

a. No, it does not.

Q. Now, the purpose of your testimony is to
address certain management financial audit
recommendations, specifically recommendation 1 as
well as 3, ba, 6 b, 6e, 6f, and 6j, correct?

I, And T think 6g as well,

Q. 6g? All right. _

If you could ook at page 4 of your
testimony, please, regarding the first management
audit recommendation.'”Teli mé when you'’re there.,
And do you aléo have a copy of the audit report in
front of you? |

' A. Yes, I do.

0. A1l right. Let me know when you're

RRMSTRONG & OKEY, INC., Columbus, Chio (614) 224*9483
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159 |
ready, when you're at that point in your testimony.

A, Okay, I'm on page 4.

Q. All right. Here you're discussing a
recommendation No. 1 that deals with a renegotiated
contract involving the coal supplier and AEP,
correct?

A. Yes, what we refer to as 2008 settlement
agreement . ‘ |

Q. In that settlement agreement AEP received
a $.million note payablse over a period of time,
correct?

A. Yes.

Q. And that note has been paid, correct?

A. Yes .

Q. And the audit recommendation states that
the Commissicn should review whether ény‘of the
proceeds from the settlement agreement should be a;
credit against OPCo's FAC underrecovery, correct?

| A. Yeas. '

0. Now, this buyout of a contract is
discussed st page 2-21 in the audit report, if you
want to refer to that, but it was negotiated in 2087
and bocked prior to the ESP peried, but it relates to
coal that was shipped during the ESP period, cozreét?

A. Well, there are several components £o the

ARMSTRONG & OKEY, INC., Columbus, Chio {614) 224-9481
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settlement. We've talked about it here. There isn't
only one component. There was the cash paymént as
well as reserves received. There was the terminatién
of the existing contract as well as a new contract .
beginning- January lst, 2009%.

<. Those reserves as received by AEP as part
of this settlement, they're in | RGN

A.  That's ny understanding, yes.

Q. ‘So would they -- they wouldn't
necessarily be used by AEP, then, would they?
AEP-Chio?

A. I don't think at this point it's known —--

Q. They could be used —-

A. -~ how they would be used.

Q. They could be used by another utility
altogether, couldn't they?

a. They could.

Q. All right. Now, in 2008 AEF received a
Sl~illion caéh payment or note fromlthis coal |
producer, correct? | |

A. Yes, at the end of the Year} Nbﬁémber.'

Q. What was that in connection with? B

A, That was in connection with a failure ﬁo
deliver a certain tonnage of coal in 2008.

C. Was it in connection with a

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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nonperformance issue that the coal, you know,
nonperformance of the contract by the coél producer.?

A. Yes.

Q. Was there litigation involved in that
matter?

A. I don't know.

Q. You weren't involved —— you weren't
directly inwveolved in that negotiation, were you?

A. I was not.

Q. So you don't know if-AEP zecelved any
additional value as a result of that settlement,
correct?

A. As a result of the November 2008
gettlement? |

- Q. Yes. ‘

"A, No, I'm not awaré of any additional vaiue
regeived. |

0. - Do you know who was involved in that 2008
ﬁegotiation and setilement? :

Al No, I do net, other than I would expect .
it would be our Fuel Supply Group. - .

Q. You state on page 4 of your testimony
that the value of the property with coal reserves is
estimated at . millicn. Do you see that?

A, Yes.

;

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-94B}
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Q. Rut you don't personally‘have any idea .
whnat the valne of that property with coal reserves
is, correct?

A, Ng, I do nok.

Q. You don't know how the coal reserves were

valued at . million, correct?
A, My understanding is that, you know, a

valuation was dons at the time the settlement was

- entered into and that that was the amount that the

company recorded on its books as the value of those-
reserves. ’ '

Q. But you don't know anything about how
that value was determined though, correct?

A No.

Q. And while not being invelved in the

. contract negetiations we've been talking about, you

testify on page 5 that OPCo is fine with the

Commission reviewing these negotiations and

settlements but that the Commission should limit its

review to the audit period, correct?
A. That's correct.
Q. Wéll, 1et.me ask this: How would the

Commission -- you testify it is fine the Commission

reviews the renegotiation but it .should also limit

its review to the audit period. These negotiations

ARMSTRONG & OKEY, INC., Cclumbus, Chio {614} 224-9481
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occurred cutside of the audit period.

A, Yes. Well, in certain instances there
may be some carryover into an audit peried and, you
know, for the auditor to actually lcok at these
contracts, we don't have an cbjection to that. She
has to determine whether in fact there was any impact
cn the audit périod. And T believe in this instance
there isn't any impact on the audit period.

0. Tt's your position, in fact, on page 5
that the review by the Commission will confirm that
AEP made the proper entries in its books in
connection with the remegotiation of these coal
contracts, but you weren't involved in the cbntracts
and you're net a CPA, so how do you make — how is.
that your view? |

A,  Well, it's my view because I was wvery
much invelved in the company's procesdings in the ﬂSP
and ESP, and I know for a fact that we had no fue;:
clause in 2008, we didn't have one duriné the RSP |
period, in fact, we hadn't had a fuel clause since;I

. I kxnew that we did propose a fuel clause
in the ESP and that fuel clause was well debated in
that case, and that fuel clause began Janhary ls;,:

20009. 2
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I also know that Chio Power's fuel costs
went up dramatically in 2008, substantial increases -
that negatively impacted the company's earnings in
that year, and that in this proceeding what I think
some of the parties are attempting to do is just to
look at certain transactions, try to extract that ‘

value and say if the company hypothetically did have

a fuel clause in EGDB, then we want that particular

valus.

‘But I think what the Commission has to do
is look at the whole situation. One, most I
importantly, we didn’t have a fuel clauge in 2008,
Secondly, when you take all the transactions that
occurred on Chio Power in total, you will see that
the company experienced a dramatic increase in fuel
and was harmed by not having a fuel clause in 2008(

Ancother point is that it was wery well
recognized in the ESP proceeding that we would-have?a
significant wvnderrecovery balance to be recovered
through the phase-in. And what's transpired is
exactiy what_we'expecﬁéd, and that's réailyﬂa résuli
of the rate caps.

S0 I think that's why I'm cffering my
opinion for those various reasons.

o. But in commection as to specific eatriegs,

f
ARMSTRONG & OKEY, INC., Columbus, QOhio (614) 224-5481
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as to specific entrigs on its books, placed on its
books in connection with these renegotiations, which
you dign't directly participate in, you're not
qualified to have a position on this, are you?

MR. NOURSE: Objection, your Honor.
EXAMTNER JONES: Sustained.

Q. The audit report states that the value of
this coal reserve is unclear, correct?

A. I doen't recall it spec:Lf:Lcally stat:u.ng
that, but I would agree that it is fairly unclear.
There's been a lot of different numbers thrown
around.

Q. And you recall the audit report stating
that using-price ferecast, the value of the;

reserve on a net present value basis using an

- percent discount rate could be $-million?

A. Yeah. There's a particular sentence iﬁ
the audit report on page 2-21 that I believe says |
exactly that-. It says, "Using -price. forecaét.,
the wvalue of the reserve on a net prasent value ba&ms
using an. percent dlSCOU.nt rate would be
e ERRETL

Q. Then why do you mzintain that the value
of that reserve is . million? '

A. Alls I said is that's what we recorded on

ARMSTRONG & OKEY, INGC., Columbus, Ohio (614) 224-9481
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the books, the §fjmillion. I don't know the value
today. Maybe someone else does.

Q. As to that renegotiated price in 2007 and
'8, that affected the price of coal to AEP in 2003,
correct? ‘

A, Well, ag part of the settlement

" agreement, the 2008 settlement agreement, January 1}

there was a new contract taken with that same :
supplier; however, the old contract was terminated. at
the end of 2008. -

0. 50 the value of the coal price stayed
constant from the date it was signed. The
negotiation settlement was signed in Januvary of '08.
It stayed constant until December 31st of '08, Thén
it went up in 2009, correct?

A. Well, there were two separate contracts.
One was terminated, and I assume that contract price

went through 2008. I don't know if there's any

escalators in that particular contract. 2And them a-

new contract was taken beginning January 1lst, 2009.
Q. And that increased the price during 20&9,
A, It was I think a market price in that

contract. The old one was wall below market.

- Q. You testify -- if you could look at page

6, please.  You testify about Mr. Dooley's testimony,

RRMITRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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and you say at lines 11 -- or, 10 to 12, "The propsr
accounting alsc resulted in some of the 2008
Settlement Agreement payments received by OPCo being
flowed through the FAC, as Mr. Deoley explains." Is
that Mr. Dooley‘'s opinion or your opinion?

A, It appears in Mr. Dooley's testimony, 80
it's his opinicon that I'm relying on. :

0. You're just relying on it, all right.
It's not your expert opinion.

A. I have no reason (o doubt it.

. 0. You're not a CPA,' correct?

A. I'm not a CPA.

Q. You testify that, on page &, proper
accounting also resulted in some of the 2008
settlement agreement payments received by OPCo being
flowed through the FAC, as Mr. Dooley =-- I think we
just read.that, sorry.

Is it -- strike that.
| Is it a cerfainty that the coal contra%t
with this ccal supplier existing in-200?; in 2008
could not have -- .well, it terminated in January 6Elf5
2008. But is it a certainty that that contract in’
2007 couldn't have continued through 2@09?
THE WITNESS: Could you read that

question back tc me?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-—948:@.
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(Record read.)

A. I think you meant that it continued teo
2008, the end of 2008, didn't terminate in January of
2008.

0. I'11 ask it again. The contract in
existence in 2007 with this coal supplier, regarding
that contract, i1s it a certainty that it could not
have c¢ontinued through 20022

A. . No. It's just a high probability from
what I am told. | |

Q. on paée 7 you tastify regarding
Mr. Rusk's testimony. At lines 10 to 13 you say that
existing contracts would need to be renegotiated '
because the contracts were unsustainablie. Is youf
opinion relyving on Mr. Rusk's opinion?

A, Yes, I'm relying on Mr. Rusk's opinion,
as well as the auditor’s opinion and the auditor's
testimony in the EFC -- or, I'm sorry, the ESP |
proéeedings.

Q. And these contracts you'‘re referring to

aré limited to TwWo contridcts, are they not, the coal

supplier which AEP received thé coal reserves and

S.million, and also the — contract

support. Just those two contracts are what you're

referring to, correct?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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A, In the sentence beginning on line 10,
that's a little broader because I say exlsting coal
contracts might have needed, so I'm not necessarily’
limiting to those two in that statement: however,'
with respect to this proceeding, we've been primariiy
talking about those two.

MR, IDZKOWSKI: Thank you, Mr. Nelson.
Thank you, your loner. I have n¢ further
questions.
EXAMINER JONES: Thank you.
Mr. Clark?
MR. CLARK: Thank you, your Honor.
CROSS-EXAMINATION
By Mr. Clark:

Q. Mr. Nelson, ny name is Joe Clark. I'm:
counsel for IEU-Ohio, and I believe we met at your &
deposition.

Mr. Nelson, you testified that you were
involved in the ESP proceedings for Ohio Power and

A.. That's correct.

Q. And.yOu§§E§tifi§diin;those ESP-

proceedings, correct?

A. I did.

ARMSTRONG & OKEY, INC., Columbus, Chio {(6l1d4) 224-9481
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@. And your ESP testimony addressed, in
part, the FAC proposal by Columbus Southern and Ohic
Power, correct?

A. Yes.

Q. .And if you recall, did some parties in
the ESP proceedings recommend using actual 2008 fuel
costs to set the FAC baseline?

A Yes. - I believe éeveral parties
recommended that.

Q. And in those ESP proceedings Ohio Power
and Columbus Southern opposed uSing the actual 2008
cost to set the basgeline, correct?

A, Yes., We had a method that actually
unbundled the rates and determined the appropriate -
FAC component of the rates. That was not accepted by
the Commission. They elected a third methed.

Q. Correct. So based on C3Ps and OP's

position in the ESP proceeding, CSP and OP had an

opportunity to build actual 2008 fuel costs into

their ESP rates and rejected the opportunity in the

" ESP procesdings, correct?

A, We didn't reject it. The Commission was
the one that made the ruling on what the proper
baseline should be. And, in fact} I see this attempt

by some of the parties here as a thinly veiled

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-5481
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attempt tc cull back on that decision as well. Thé
baseline was established in fhat proceeding and T -
think we need to move on tc the FAC in 2009,

0. But you opposed setting the baseline —-
pardon me, strike that. |

But Ohic Power and Columbus Southern
Power opposed setting the baseline based on 2008
actual fuel cost, correct?

A. Correct. It was not #n appropriate way
to establish a baseline for the FAC in 2009.

Q. Mr. Nelson, I wanted to also, in your
previous testimony you had discussed that you were%
involved in the RSP case as well, correct?

A, I was.

Q. and ycu wére involved in thé formulation
of the RSP proposal, correct?

A. Yeah. I have had a role in it, yes.

Q. -And the RSP was filed on February 9th,
2004, correct? |

A. That sounds right.

C. And the case number was 04-169, correct?

A. Sounds familiar.

Q. The RSP application by the companies
asked for automatic generation service rate

increases, correct? s

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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A It did.

Q. And it also, the RSP application, also
preposed the ability for the companies to ask for
discretionary generation increases, correct?

A, That's correct.

Q. The RSP application, though, did not ask -

for anv fuel clause or fuel recovery mechanism,
correct?
A. That's correct.

MR. CLARK: That's all I have, your
Bonor. -

EXAMINER JONES: Staff have any questidns
of this witness? |

MR. MARGARD: WNo questions. Thank you,
your Honor.

EXAMINER JONES: Any redirect for this
witness?

MR. NOURSE: Just briefly, your Honor.

REDIRECT EXAMINATION
By Mr. Nourse: o
Q. Mr. Nelson, you were discussing with
Mr. Clark the ABEP-Dhio Rate Stabilization Plan just a
moment ago; do you recﬁll that?

A, Yes . 7 ;

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-948]
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Q. Is AEP-Ohio in this proceeding in any way
complaining about its prior rate plans attempting to
retroactively modify those plans in any way?
A. No. In fact, because we didn't have a
FAC in 2008, we incurred all these .additional costs,
but we're not the ones seeking to redefine this. We

made the deal. We probably made a mistake, perhaps,
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at least in 2008 in not having a fuel clause and we
had to‘live with the consequences, and we're
preparing to go forward and forget 2008, the past is
past, and move on to 2009,

MR. NOURSE: Thank you, your Honor.
That's all the questions I have.

EXAMINER JONES: Any recross based cn
that redirect?

MR. IDZKOWSKI; No, your Honor.

EXAMINER JONES: Mr, Clark?

MR. CLARK: No, thank you, your Hopor.

EXAMINER JONES: Thank you, Mr. Nelson;
You may step down. |

‘Moving the admission of Company Exhibits
3 and 3A, Mr. Nourse? |

MR. NOURSE: Yes, thank you, your Homor.

EXAMINER JONES: Any objection? |

Hearing none, Company Exhibits 3 and 3A

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

(EXHIBITS ADMITIED INTO EVIDENCE.)

EXAMINER JONES: Let's go off the record
a second. |

{Discussion coff the record.)

EXAMINER JONES: Let's go back on the
record. ' _

The company may call its next witness.

MR. SATTERWHITE: Thank you, your Honor,
the company calls Peggy Simmons to the stand.

(Witness swo:n;)

EXAMINER JONES: Thank you.

Mr. Satterwhite, you may proceed.

MR. SATTERWHITE: Thank you, your Honor.

PEGGY I. SIMMONS
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT EXAMINATION
By Mr. Satterwhite:
Q. "Ms. Simmons, did yéu‘file testimony in
this docket on August 15th?
A. Yes.
MR. SATTERWHITE: At this time, your

Honor, I'd like to mark the Prefiled Direct Testimbny

ARMSTRONG & OKREY, INC., Columbus, Chio (614) 224-9481
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of Ms. Simmons in this docket as Company Exhibit No.
. :

EXAMINER JONES: It shall be so marked.

(EXHIBIT MARKED FOR IDENTIFICATION.)

EXAMINER JONES: And I believe at this
time, eﬁen though I think the door is still closed-
and there's no one else here that would like to come
in, there's no reason to have a protected record fér
this cross-examination. Correct?

MR. SATTERWHITE: Correct. If the
witness feels there's something that's going to bef
confidential, just let us know.

EXAMINER JONES: Thank you.

Q. All right, Ms. Simmons, do you have inf
front of you what's beesn marked as Company Exhibit 4,
which is yvour prefiled testimony?

A, Yes, I do.

0. Do you have any corrections or changes: to
this testimony?

A. Mo, I do not.

Q. 1Did you -prepare this testimony or wéSJit
prepared on your behalf? '

A, That's correct.

0. If I asked yoﬁ all the same guestions in

this testimony today, would your answers be the same?

ARMSTRONG & OKEY, INC., Columbvs, Chic (614) 224~24861
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Al Yes,

MR. SATTERWHITE: I have no further
quastions. T tender the witness for
cross-examination.

EXAMINER JONES: Thank you.

Mr. Idzkowski.

MR, IDZKOWSKI: Thank you, your Honor.

- GROSS-EXAMINATION
By Mr. Idzkowski:
Q. . Good afterncon, Ms. Simmons,
} Good afternoon. |
Your title is Manager-Renewable Energy?

That is correct.

N

" I'll try to speak vp. If you can't hear
me, let me know., .
A, Okay.
I don't have a microphone.
You work for the service company?

A, That is correct.

Q. And you-use —- your ébmpany uses
renewable energy purchase agreeménts tec furchase
RECs?

A, The company uses them. We go through the

broker market as well as power purchase agresmentsfto

RRMSTRONG & OKEY, INC., Columbus, Ohic (614} 224-9481
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agquire RECs, that is correct.

Q. What is an example of customer—sided
distributed generation?

A. An ezample of customer-sided distributed
generation would be if a company had -- if a customer
had sclar panels put on their rooftop. f

Q. And then thogse are able to supply enerﬁy
to the grid?

A. That would be my understanding, correct.

Q. How doésrthe company evaluate awnezshiﬁ
of certain energy resource generation such as bioméss
co-firing? I

A, If you turn to page 4 of my testimony,
you will see that AEP's New Technology Group, they;gc
through a screening of various renewables and they:go
through a cost evaluation, the viability of that |
renewable, and come up with different determinatioﬁs
of what's the ﬁost prudent -- what'"s the most prudgnt
option for the company. '

Q; Is the company on course to meet the
renewable energy benchmark set forth in Seriate Bili
2212 | ' :

A, AEP-Ohic is curreatly on target to meet
those benchmarks; that is correct. ‘

Q. Is that your job to oversee the progress

ARMSTRONG & CKEY, INC., Columbus, Chio (614} 224~948]
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of the company toward theose benchmarks?

A. My department specifically -- AEP goes .
through a comprehensive planning proceas to find the
most reliable, prudent manner for acquiring, excuse
me, for meeting certain requirementé in our various
jurisdictions, including Senate Bill 221. My
department's role specifically is, once there is a
strategy initiated and we share information back'and
forth, is to execute on the commercial aspeﬁts of
that. .

Q. You testify that in late-'09, 2009, AEP
began purchasing power generated from wind under two
50 megawatt Fowler II long term wind power purchase
agreemsnts.

A. Yes. You're referring to page 3, line 22
and 23 of my testimony, that's correct.

Q. Thank you.

Will those wind powsr agreements ;emain
in place long enough to meet AEP's iong—term
renewable energy benchmarks? -

- A, The contfactsiaré for a 20-year term.
The éutput ffom those contracts will be used to meét
the requirements set forth in the bill.

Q. What generation facilities that are

renewsble energy sources of generation cdoes AEP own?

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9481
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A. Sorry, could you repeat that?
Sure.
MR, IDZKOWSKI: <Could vou read the
question back?
THE REPORTER: Probably not.
(Record read.)
MR. IDZKOWSKI: 1I'll restate it.
Q. In terms of AEP ownership, what renewa@le

energy generation facilities does AEP presently owh?

A, Currently AEP Dhio owng the Newark and;--
the solar faciyities that,are gited on vur Newark and
Athens facilities as it relates to renewables.

Q. And are those sclar wind and biomass
generation facilities? |

A. The facilities located on the Athens aﬁd
Newark facility are solar facilities. :

0. Solar. And on page 4 you talk about é
list of criteria the company looks for wken it
evaluates renewable energy options. You list cost,
location, feasibility, applicability toc REP's service
territory, and commércial availability.” o

A, That is-corréct“

Q. Are these criteria given equal weight or
are some given more weight? ' |

A. Well, each of’these in the new technoleogy

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




1aq

11

12

13

14

15

16

17

- 1B

18

20

21

22

23

24

25

— 09-872/873-EL-FAC

180
group, whenever they look at each of these criteria,
they're iooking for the least-cost prudent option for
the company: however, some —— however, the noncost
factors have te be taken in considefation for the
viability of the option.

Q. Well, let me ask you this: Is commercial
availability given the same weight as the other
criteria?

A. I'll restate my answer. We look for the
least-cost available optioﬁ; however, nonprice
factors.are taken into consideration, such as whether
there's an interconnection application that's in |
place for it to come on line in the time in which we
need it to meet the needs, that would be one example;
whether there are facilities that are being developed
in the market that have been approved to meet such
requirements, that’'s another -- those are other
considerations that are taken.

Q; Does the company have any plans fo
sélf—build wind turbine generation?

A, As .1t states here, we are continually
evalyating various options foxr -- to meet Senate Bill
221; however, currently the company would need a
clear path to cosf recovery in order for a self-buniid

*

optiocn.
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Q. So is that a "no"?

A. I will say that the company continues Eo
evaluate all options te meet the requirements;
howaver, we would need a clear path to cost recovery
for self-build. |

Q. And I have to look for it, bhut your
testimony refers to AEP using RFPs to sscure
long-term power purchase agreements, and you say
thése stipulate that all outputs of the bidder's
facilities include envirommental attributes. What
are those environmental attributes? ‘

A. That would be all of the —-- any RECs o£
any future attributes that may come up in future '
legislation. Any environmental atiribute that's
associated with any type of renewable facility im our
contract, we're saying it belongs to us.

Q. So it deesn't limit it to -— it would
include RECs and any renewable snergy aspects of ity
A, Yes. Qur contracts include enérgy

capacity RECs and any environmental attributes.

Q. All right. AEP disagrees with the
conclusion in the audit réport on page 6-7 which
recommends greater emphasis be placed on the '
self-build option for renewablesa, correct?

A. That is correct.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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Q. Why is placing a greater emphasis on the

self-build option something the company is opposed

to?

' A.  Essentially, the way we look at meeting
the requirements is we evaluate all optibns that are
out there and which is the least-cost optlon and
which provides the most benefit to the customer, and
that's how we evaluate dur options. Currently, as;I_
mentioned earlier, we don't see a clear path for cdst
recovery for self-build options. |

Q. Could that pesition change?

A, Could you repeat that? I'm sorry, I
couldn't hear you.

Q. Could that position by AEP change?

A. Yes. The company continues to evaluate
its options. If it is determined that we see a cléar
path for cost recovery for a self-build option, tn@t
would be taken into comsideration in our évaluatioﬁ
process.

Q. And what might cause that position to .

change, in your view? ST .

A. That is not in my scope of my testimony.
0. Well, let me ask you this: You say that
wind power is more expensive than fosgil, correct?

A. Currently than existing fossil, I do make -

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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that statement,
¢. And doés this comparison take into
consideration the cost of pollution—-control egquipment

for coal-fired generation planta?

AL Does that statement take into
consideration?
Q. Yes, your comparison of wind power to

fessil fuel generation.

A, No. In my testimony I state that it's to
existing fossil fuel generation.

Q.  Yes. )

A. So currently it's not taking into
consideration any potential environmental parameters
or upgrades that would have to go on for fossil |
generation.

Q. Well, doegs it take into consideration:
current pellution control costs?

A. No. Essentially what I was comparingf

here in my testimony was when compared to the current

market and existing fossil that's currently in the

Q. Right, but —
A. The market pfice.
Q. I'm sorry, I don't want to cut you off.

A, I'm saying the current market price, and

BRMSTRONG & OKEY, INC., Celumbug, Ohio (614} 224-2481
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we're comparing what the cost of installed wind is
and what the dellar per megawatt-hour is and we're
comparing the two, and wind there is a slight —-
there is a premium to that.

o. Qo should I assume or should I take it
that your comparison of wind power costs to fossil.
fuel generation costs includes the current level of
pecllution-control eguipment necessary due to
reqgulations currently?

A. This is taking in comnsideration what's}in
the market right now and what that marketplace —- ﬁo;
necessarily what will be coming on once these _
contrels are added and what that cost will be -- what
that cost will have on the market price going
forwara.

Essentially what it's saying is that
renewables, there is a slight premium for renewables,
and that's why you see in various RSPs either there
is a penalty, an ACP for noncompliance, or there's
some type of basis point or return for complying. So
it's essentiélly Jjust ééying rhat the renewables, .
it's prevalent the renewables —- there is a slight
premium compared to existing market prices.

0. What do you mean by a premium?

A. I'm just saying it costs mere than

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-3481
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existing generation in the market currently. |

Q. Can you look at your testimony at page 7
starting at line 19, please.

A, Yes, I have that.

Q. Okay. And there you're talking about the
cost of renewable energy versus fossil fuel and say,
cost of renewable energy versus fessil fuel generaﬁed '

electricity "supports the raticnale for renewable

. standards to include either an incentive for

compliance 01; in the case of Chio, & non—-recoverabla
penalty for non~compliance." ‘

I'd like you to explain that, but I'll
ask first, maybe -- and you cén go from here. Are
you saying AEP would prefer to bave regulations which

AEP would continue to generate electricity with

. fossil fuel and pay a penalty for noncompliance if

that's more economically cost effective?

A. That's not what I'm saying here. Hhat
I'm saying here is that renewables cost more than
whaf the existing market — what the existing_cost;of
energy is in the market right now, and with that
being said, that's thé-rationale as to why there are
ACPs that are nonrecoverable for utilities to go out
and comply to bring more renewables on. |

If it was the cheapest oPtioh compared to

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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market right now, there would not need to be an
incentive or penalty for compliance. You would
already be doing that.

MR, IDZKOWSKIL: That's all the questions
I. have.

EXAMINER JONES: Thank you.

Mr. Clark?

MR. CLARK: No questions, your Honor, -

EXEMINER JONES: Staff?

MR. MARGARD: - Actually, yes. Just a
couple, your Honor. |

CROSS-EXAMINATION

By Mr. Margard: -

Q. In response to the gquestions from OCC
about self-build, am I understanding your testimon&
that the company's raticnale for net placing more
emphasis on that is that it does not represeﬁt a
least-cost option? -

A, Currently in our evaluatioms it's not one

of the leaét—cost'optioﬁs'at the time.

Q. Does the cémpany believe that there are
any advantages to self-build? '
A I believe that theré are advantages to

self-build; however, that's not in *the scope of my

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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testimony, ‘

Q. The company hasg, though, in your opinion,
taken a look at these advantages and has considereé
them; it's just because of the cost factor that
they're not pu:suing the self-build optiocn.

a. There iz cost and there's alsc, my
understanding, there's not a clear path for cost
recover.

0. Let me ask yﬁu about that clear path, and
if you can. tell me what you think wculd represent ﬁhe
clear path to cost recovery. What does that meéna

MR. SATTERRHITE: Objection, your Honor.

EXAMINER JONES: Basis?

MR. SATTERWHITE: Asking for a legal
conclusion to describe the statutory or scme type .of
praocess for recovery of the regulatory system.

EXAMINER JONES: I'm going to allow the
witness to answer it if she can.

A. What I can say about it is in my
understanding from Legal -as to what has been laid:out.
in the statute, there was not a clear ability for us
to deploy capital and guarantee the cost for --
recovery of all those costs that were incurred during
that time. ‘

Q. Do you kmow if the company could get

RARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-94B1
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recovery of self-build investments through your IRP

prodess?
A. I am not -- I do not knaw.
Q. ¥You don't know.
A, No.

MR. MARGARD: I think that's all I have,

Thank you, your Honor.

EXAMTNER JONES:

redirect?

MR. SATTERWHITE:
EXAMINER JONES:

step down,

Mr. Satterwhite,
admission of Company Exhibit

MR. SATTERWHITE:

EXRMINER JONES:
admizsion of Company Exhibit

“Hearing none, it

Mr. Satterwhite,

No, your Honor.

Mg . Sinmmmons, you may .

are you now moving tne
Ko. 47

Yes. Thank you. ‘
Any objection to the
No. 47

shall be admitted.

(EXHIBIT ADMITTED INTO EVIDENCE.)

- EXAMINER JONES:

At this time I believe

Mr. Idzkowski has a stipulation that was referenced

earlier this morning about some cross-examination

that all the parties have had an opportunity to lock

at and sign.

? Is that correct,

Mr. Idzkowski?

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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MR. IDZKOWSKI: That 1s correct, your
Honor, and thank you for reminding me of that. We
have in this case, and this has been signed -- the
stipulation's been signed by all the parties in this
case, and we would be filing this teday. It is

related to an area of questioning we thought -~ OCC

" thought would be prudent to get into with the

financial auditor because some of that information in
the financial part of tﬁe audit report dealt with- .
information regarding this other case, these other
twe cases invelving a company that's a party in tﬁis
case, Ormet, and those cases are case numbers
08-1338-EL-AAM and 0B-1339-EL-UNC.

Without going inte a great deal of
detail, there's a brief stipulaticn and
recommendaticon by the parties signed in this case .
that we'll be filing at the end of the day.

EXAMINER JONES: Thank you. Is it thé

parties' intention that this be made an exhibit in -

- . the case?

MR. IDZKOWSKI: T think that would be our
intenticn, your EHonor.
MR. NOURSE: Sure, Joint Exzhibit 1.

EXAMINER JCNES: Should we mark this as a

joint exhibit, then, No. 17

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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MR. IDZKOWSKI: That would be good.

EXAMINER JONES: Let's mark it as such.

{EXHIBIT MARKRD FOR IDERTIFICATION.)

EXAMINER JONES: You may file it.

There has been no pbjection, Do we kuow
whather or not Ormet has seen this document and
agreed to it? |

MR. NOURSE: .Yes, they agreed to it. ’

MR. IDZKOWSKI: They have sigmned it and
agreed to it. ‘

EXAMINER JONES: Thank you. Without
ebjection we will admit Joint Exhibit Neo. 1.

(EXHIBIT ADMITTED INTQ EVIDENCE.) _

MR. IDZEKOWSKI: Thank you your Honor,E

EXAMINER JONES: ‘“Anything further for:-us
to do this afternocon? If not, let'sljust go 6ff fhe
record for just a second.

(Recess taken,)

EXAMINER JONES: Let's ¢gd back on the;
record just a second. We are going to adjcurn until
10:00 a.m. tomorrow morning at which time we‘li'téke
up the testimony of OCC Witness Dr. Duann. .

With that we're adjourned unt;l_tqmoripw
morning. Thank you.

{The hearing adjourned at 4:37 p.m.)
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