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Tuesday Morning Session,
August 24, 2010.

EXAMINER JONES: Let's go back on the
record. We had & brief discussion off the record
regarding'rebuttal, and I think we will still hava tg
reserve the determination of when that rebuttal wi'l
actually take place or bhe introduced after the
cross-examination of the witnesses this morning. So
that will be discussed at a later time.

Are there any other preliminary matters
that need to come before the Bench before we begin?

- If nct, I believe we agreed yesterday,
Mr. Idzkowski, that you'd present your witness first.

MR. ILZKOWSKI: Yes, your Honor, thank
you. On behalf c¢f the residential customers of the
conmpanies, the Ohio Consumers' Cournsel would call
Dr. Daniel Duann.

{(Witness sworn.) |

EXAMINER JONES: Thank you.

MR, IDZECWSKI: I believe the court
reporter has a copy of Dr. Duann's confidential and
redacted testimeny and I believe the attorney
examiner does also. If anvone needs a copy, of the

parties, I could provide that,

-
i

BRMSTRONG & OKEY, INC., Cclumbus, Ohie (614} 224-2481
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DANIEL J. DUANN, PHD
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT EXAMINATION
By Mr. Idzkowski:
Q. Dr. Duann, please state your name and
business address for the record.
A. Yes. Daniel J. Duann, 10 West Broad
Street, Suite 1800, Columbus, Ohio, 43215,
Q. And, Dr.‘Duann, for the purpeses of this

proceeding, by whom are you employed and in what
capaclty?

AL I'm senior regulatory analysat with the
Office of the Ohic Consumers' Ccunsel.

MR. IDZKOWSKI: And, vour Homor, at this

198

time OCC would have marked as OCC Exhibit MNos. 1 and

1A, the confidehtial and .redacted or public versions
of the direct Eestimony of Dr. Duann, testimony and
exhibits that is. We have that marked with the
Commission in this proceeding and it has been filed
with the Commission August thh, 2010.

EXAMINER JONES: Thank vou. The
documents shall be so marked.

MR, IDZKOWSKI: Thank you.

ARMSTRONG & OKEY, INC., Columbus, Chic (614} 224-9481
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{EXHIBITS MARKED FOR IDENTIFICATION.)

C. {Mr, Idzkowski) Dr. Duann, do you have
your testimeny or what has now been marked as
Exhibits 1 and 1A in front of you?

A, Yes.

0. and courld yveu identify the documents in
front of you, please?

A. Yes. I have a copy of the direct
testimony -and exhibit I prepared in this proceeding
on behalf of the Office of the Ohio Consumers’
Ccounsel. |

lQ. | Dr. Duann, do vou have any additions,
corrections, or deletions that vou would wish to make
to your testimony at this time?

A, No.

0. Dr. Duann, if I were to ask you the
gquesticns posed in the written testimony that vou've
submitted today, would answers be the same?

A, Yes.

MR. IDZKOWSKI: Your Honor, at this point
I would offer Dr. Duaan up for cross-examination.
EXAMINER JONES: Thank you,
Mr. Idzkowski.
Mr., Clark, do you have any questions for

this witness?

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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MR. CLARK: No questions, your Honor.
EXAMINER JONES: Staff have any gquestions
for this wiineas?
MR. MARGARD: No, your Honor.
EXAMINER JONES: Mr. Nourse.
MR, NOURSE: Thank you, your Heonor.

CROSS-EXAMINATION

. By Mr. Hourse:

Q. Good morning, Dr. Duann.
A, Good morning.
J. Let me start with a couple questions

gbout your background, sir. You are not an
accountant?

A, I am not a CPA.

Q. And are you &n expert in coal procurement

or fuel procurement?

A. Ho.
Q. Ars you an expert in property valuation?
A. Can you be more specific? What do you

mean by "expert in property evalwation™? I mean,

there's a lot of properties and —-

0. Valuaticn of real and perscnal property.
A. No.
Q. The coal procurement contracts and

AEMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-~9481
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settlement agreements you discuss in your testimony,

did you review any of those ccal procurement

agreements?
A. 1 did not review the actusl conktracts. I

review those -- the major terms of those contract
réported in the audit report.

Q. 3o your knowledge about tThe agreenents is
limited to what you read.in the audit report,
correct?

A. I have some general knowledge about the
cecal and energy market, and then I alse review those
in the audit report, yes;

c. I'm asking about the specific agreements

in guestion or that are being discussed in this case

~and discussed in your testimony. Is it accurate to

say that the extent of your knowledge about those
agreements is strictly from reading the audit report?

A, Nao,

Q. What else did you reﬁiew t¢ get more
information about those specific agreements?

A, I have discussed this with our OCCV
internal'staff. I have discussed this with the
auditeors.

Q. Okay. But have your staff reviewed the

actual agresements?

ARMSTRONG & CKEY, INC., Columbus, Ohio (614) 224-92481
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A. I don't know whether they review it or
not.
Q. Okay. Let me ask you to turn to page 8
of your testimony.
Let me ask you a general question before
you get to that. Is it your urnderstanding of the

audit report and the auditor's opinions and

recommendations in this case that the auditor is

recommending that value that was exchanged for these
agreements being discussed ocutside the period of the
audit be applied to reduce Chioc Power's current
underrecovefy of FAC coste?

THE WITNESS: Can I have the question
read back, please?

Q. Let me try to rephrese it. Dr. Duann, is
it your understanding that the auditer in this case
is recommending a reduction of the underrecovery for
the FAC costs of Chic Power?

A. I believe the auditor recognize this
mismatch of cost and benefit associated with this
2007 and 2008 contract renegotiation. The auditor
alsc recognize, becauge of this renegotiation. there
has been substantial cost increase to Ohio Power's
customer in 200%, and I believe she recommend in this

report, say that the PUCC should review how to

ARMSTRONG & OKEY, INC., Cclumbus, Chio (614) 224-9481
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provide some regulatory remedy so that these costs
and benafit can be matched.

0. Okay. 8o it's fair to say that the
auditcr raised these issues but didn't recommend any
reduction of the underxecoﬁery by Ohlio Power FAC
costs? L

A, The auditor did not advise a specific
numper saying that amount should be reduced from the
fuel cost deferral balance.

gl And she didn't recommend that any
reduction of the underrecovery occur; is that your
understanding?

A, No, that's not ny understanding.

Q. Okay. Now, 1f you were wrong about that
unde;standing, would that change your opinion in youzx
testimony?

A, Sure.

Q. Dkay. Now, let me ask you, on page § of
your.ﬁestimony’you’re making a statement here about
this, what I'll czll, the January 2008 settlement
agreement. You understand what I'm referring to when
I say that?

A Yes.

Q. Okay. And on lines 12 to 14 you're

stating, if I'm reading it correctly, that this

ARMSTRONG & OKEY, INC., Columbus, Chio (6l14) 224-9481
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January 2008 settlement agreement is "largely the
regult of a contract dispute that arose from the
volatile and guickly escalating market price of coal
since the middle of 2007."™ Do vou see that?

A, Yes.

. So is it your understanding that the

“January 2008 settlement agreemeant came about as a

result of market —-- escalating market price for coal?

A, I think I used the word "largely the
result of contract dispute that arose from the
volatile and quickly escalating market price ¢f coal
since the middle of 2007."

Q. Right. 2And I used the word that was -—-—
that's how it came about, but we'rs using the same
concept. I'm asking you whether it's your -
understanding that that 20GE, January 2008 settlement

agreement came ag a result ¢f the sacalating coal

prices in 2007.

A. My understanding is this éontract dispute
that related to this —- is related t¢ the safety |
regulation that the coal supplier claimed that
in¢reased their cost and so they want to sort of like
buy out or renegotiate. But I would put in the
context at that time when this issue is dispute,

contract dispute occur, it's also a time when this

ARMSTRONG & OKEY, INC., Ceclumbus, Chio (614) 224-9481
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very significant increase in the price of coal and
there's a sign of velatility in the coal market.

Q. Okay. Now, where did your undsrstanding

about the cost increase driving the settlement, where
did that come {xom?

A. T talked to ocur OCC staff. I talked to
the auditors.

Q. But you don't mention that here in your
testimony, do you?

A. It's not in my testimony, yes.

Q. Qkzy. ©Now, Dr. Duann, your tTestimony
does not oﬁine regarding the prudence of AEPSC's
decision to enter into the January 2008 settlement
agreemznt; is that correct?

A, T did not conclude whether this agreement
is prudent or imprudent.

Q. Now, do vou know what's -— what's your
understanding of the steps or the process for

conducting a prudence review? Are you familiar with

that?
A. Yes.
G. What's your understanding?
A. I think a prudency is sort of a, has a

legal connotation, and in my understanding is when we

do a prudency review, we probably want to determine

ARMSTRONG & OKEY, INC., Ceolumbus, Chig (814) 224-848%1
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whether any particular management decision made at
that time was based on reasonably obtainable
information, was based or what resasonable person will
do, and also based on whether that decision has
cost -- consider the interests of all stakeholders.

Q. But you didn't go through that process
for the agreements that you're referencing in your
testimony, correct?

A I already say that in my testimony.

Q. Yes. And that's why we're discussing it
today.

A. I did not conclude it's imprudent, but I
did not conclude it's prudent either.

0. Qkay. Llet me ask you to turn to page 14,
and carrving over from page 13 to the top of 14
you're discussing this copal reserve asset and at the
top of 14 vou say, "I am nct proposing any apegific
option. This decision is best left for AEP to makes."-
Do you see.that?

A, Yes.

Q. 30 when you're talkiag about specific
cptions, you're referring to what to do with the
asset?

AL Yes.

Q. Okay. And it's your copinion that that

ARMSTRONG & OKEY, INC., Columbus, Chio {614) 224-9481
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is -- what to do with the asset and when to do it is
a dacision for AEP to make?

A. Yes.

Q. Let me ask you akbont AEP-Ohio'S ESP
cases. Are you familiar with those?

A. I have some familiarity with them, vyes.

0. bPid OCC agree with the Commission's
decision regarding the establishment of a fuel
adjustment clause for ARP-Chia?

A. You are refe:;ing whether to establish a

fuel adjustment clause itself, or you're referring
all the different component cf that FAC?

Q. The latter.

A We hawve many issues regarding the
Commission's decision regarding FAC.

Q. Okay. BAnd one of thoss recommendations

that OCC made in the ESP case was to offset the FAC

recovery with off-system sales margins; . is that

correct?
A. Yeah, my recollection is I believe OCC
does take —-- does -- I mean, did take the positiom

that there should be an offset of the margin of
off-system sales.
Q. The Commission did not accept that

recommendation in the ESP case, correct?

ARMSTRONG & OKEY, INC., Ceclumbus, Chioc (£14) 224-948}%
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2, Correct.

0. Now, did OCC also oppose using the
welighted average carrying co3ts in connection w;th
the fuel deferrals that were set up in the ESP cases?

A. Yes, OCC opposed that. Yes,

Q. Ckay. But there again, the Commission
did not accept OCC's position in the ESP cases on
that peoint, correct?

A, That's corract.

Q. And did the OCC propose in the ESP case
to use an FAC baseline of 2008 actpal fuel costs?

A, 1 believe 0OCC proposed that.

Q. And is it your understanding the
Commission did not adopt that approach in setting up
the FAC baseline?

A, No, Ttha Commission did not adopt that.

MR. IDZKOWSKI: Your Honor, I'm gceing to

-object to this line of questioning. He's raising

several issues in another case related to this but
épart and separate from this case,-in T think an -
attempt to demonstrate that the OCC's positions
haven't beean adopted, I think that's been well
established in several cases in the past. Wz don't
need to go through this with any meore than, I think

we'rz up to three examples of this in this case.

ARMSTRONG & OXEY, INC,, Cclumbus, Chioc {614) 224-948L
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Se if we could perhaps get back te¢ the
point of this case. '
MR. NCOURSE: Yeah, your Honor, I was just
about to move on, 3830 we can short-circuit that,
EXAMINER JONES: Let's please move on.
Ohjection overruled.

Q. Dy . Duann, let ms ask ydu about the, you
mentioned earlier that you'zre not an expert on
valuation of property, and in your testimony you
reference the value .of the coal reserve asset that
we've been discussing in this case, and you reference
the value of -million in your testimony, correct?

A, Correct. '

Q. Now, that valuation, that number that

youtre including in your testimony, that's based

purely on the reference to that number in the audit
report; is that correct?

A Na.

Q. Qkay. You indicated earlier that you

didn't review the actual -report; isn't that

correct?
. A. No, I didn't 5a§ that.
o Have you reviewed the-report?
A. NC.
G Okay. Very good. “S¢ you'rz not a

BARMSTRONG & OKEY, INC., Columbus, Chioc {614} 224-9481
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property expert. You didn't review thé- report,
It's not‘based on just the andit re‘por‘t;r Where did
you come up with -mill_ion?‘ '

B We;{l, I .'think on page 15 in my testimony

I say, very cléérly‘ say, that "Based dn my rev‘ie‘w of

V"_-'the Manage:nent and the F"lnanClal Audlf: Report, i

.estlmate of: the_ &t :presan v"zlz"‘e of the -

Reserve

And I baSe th:.s“st' ement based ot my
: :""'a dld seme

ee L I 5':13_1

; :f;.}_you re ref"

"ﬁy;"ieﬁé: And alsa the, - you know, the whola
dlscus swn | ' '

Q:. That is the whole discusgion of the
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-“independent evaluation of the property."™

211

$- nillion value, isn't itz

A, No. There's a foctnote expiains that
this, explains,-say} you know, how many tons of clean
recoverable coal there is, what's the guality of that
coal, and, you know, how -- when that report was
produced. So there's not just one.sentence. That's
what I see.

Q. That's fine. I'm asking you -about the
$- nillion value. That's the focus of my guestion.

So in your testimony, again, when yvou':re

referring to that sentence regarding [Jjfnillion.

A, Cnece again, I would say I refer to all
related discussicn and To that sentence.

Q. Is it your understanding that the auditor
in this case undertook an independent valuation of
the property?

A. I don't guite understand what you mean by

Q. Is it your uﬁde:standing that the auditoz
is merely referencing this -report in the
statement, or did .she undertake éome additional
independent acrtivity to suppert the value of

-million?

A. I don't know exact what the auditor did,

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-8481
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but I suppese when auditor review in any document or
any report, mining report, feasiblility study,
valuation, I believe any auditor will exercise his or
her independent analysis.

Q. Were you present during Ms. Medine's
tegtimony yesterday?

A, Yes.

Q. Okay. Let me ask yvou zbout your
recommendation, Dr. Duann. As I understand your
recommendation, you're suggesting tha£ Ohio Power
should flow through the valuation of the property
that's currently on their bocks, flow that through to
ratepayers, and then establish a regulatory asset for
using the S. million value; is that accurate?

A, I balieve I made an additional
length ~- the length of the time where this regulator
can probably accrue carrying charge. I mads other
recommendation,

Q. Correct. And I was “ust summaiizing the
main point here-sc.we can talk abcout that.
Understanding that the detaills are reflected in your
testimony, vou're recommending that this reg asset —-
I want to call it a reg asset, that's usually what

we -~ for short, but that is your main

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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recommendation, flow through the walue on the books,

establish a reg asset for- million, correct? Am I

understanding that correctly?

Al Yas.

Q. Okay. So whsen the assst under your |
recommendation is sold, what weuld happen to the --
let's just say for sake of argument it was sold for
-million. What would happen with the -million?

‘A. The $-million were used to offset
regulatory asset.

C. Okay. And s0 what about the original
value? Is the -million that's currentiy on the
books, vou'd basically be saying that would be
written off by the company; is that true?

A. I don't know whether ths company need to
write off that asset or not.

Q. Could the company have a reg asset for

- million and retain the additionally reccrded

-million at the same time?

- A. I don't know, but I‘th:i.nk those

s miilion cost tne -~ the [ 211 of thoss, I
think i}, thev are already recorded as earning for
AEP-0Ohic or Ohio Power in the 2008. So I don't know
how they are going to deal witrh that.

Q. Qkay, yecu haven't thought about that.

ARMSTRONG & OXEY, INC., Columbus, Chio (014} 224-9481




1w

10

11

12

13

14

15-

16
17
18

19

24

25

214

Al No.

C. Okay. So then with the -- under youz
example we're discussing -here, if the asset wers sold
for -million, you say the regulatory asset would
be written down sc -- is that because there's a
regular liability for the same amount?

A. No: because you already use this
$. million to pay back the regulatory.asset.

Q. 3¢ a hundred percent cof the procesds
would go back through the FAC under your proposal?

A, No. I think the FAC will be reduced
immediately right now for -- or whenever they approve
it, the order, that it will be reduced immediately.

Q. And what was your proposed carrying
charge on that req assst?

A.7 " Would be for the two vear -- or for at
the most, two-year period where the carrying charge
can be accrued for at least particularly regulatory
asset; My recommendation, vou should use the long
term -- use the cost of long term at the time of CSP
or Ohic Power. .~

Q. Let's talk about another scénario where
the asset is sold and it was sold at a loss. Let's
say we got S-million, okay? What wounld be done

with the s. million shortfall? Would that be

ARMSTRONG & OKEY, INC., Columbus, Ohio {614} 224-95481
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recovered from FAC ratepayers:?

A, No.

C. Under your proposal what would happen?
A The company has to take the loss.

Q. Now, iz it your understanding that the

entire cost associated with the January 2008
settlement agreement was paid by FAC ratepayar
already?

THE WITNES3: Can you rzpeat the
question, please? _

Q. Well, vour theory on why the -under
yvour example should go -- flow through to FAC
'ratepayers is that the customers are paying fcr the
cost of the settiement agreement; is that correct?

A, My understanding is because of ‘this
contract renegotiation the customer of Chioc Power

will pay a higher cost for fuel -- for coal ia 2009

215

and 2010 and pessibly 2011 and 2012, so when vou 3ay,

you know, up to now or, you know, I cannot answer
thaf. You know, it just has to be more specific,
‘0. Yeah.
A, But my peint is the customer have paid
and will pay the added cost of --

. I understand that.

A. Regarding whether it's & hundred percent,

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-84B1
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1 was, you know, my recommendation should be it flows
through the FAC, and whether the FAC, my
understanding for the FAC, there is the deduction of
a fuel expense for off-system sales. 8o, vou know,
you just do whatever the FAC will do, but up to now,
the customer azre paying far these costs,

Q. Now, have you checked to see that even
with the $- gain recorded in 2008, whether Ohioc
Power experienced a net under or overrecoveiy of
fuel?

Al I cannct answer the queétion because I
don't understand the question.

Q. Did Ohig Power experience a gain or loss,
an overrecovery or underrecovery for fuel costs in
20087
200872
Yeah,

2008 there's no fuel recovery mechanism.

© ¥ o w

Thank you.

MR. NOURSE: That's all the questions I
have, your Honor.

Thank vou, Dr. Duann.

THE WITNE3S: Thank vou.

EXAMINER JONES: Thank you. Any

redirect, Mr. Idzkowzki?

ARMSTRONG & OKEY, INC., Columbus, Ohio {614} 224-9481
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MR. IDZKCWSKI: Yes, your Hcohor.
EXAMINER JONES: You may proceed.
MR. IDZEOWSKI: Thank vou.
REDIRECT EXAMINATION
By Mr. Idzkowski:

Q. Pr. Duann, you were asked a guestion on
cross regarding yvour view that the 2007-2008 contract
renégotiations were in part, at least, brought about
by the price of coal as the price of the coal tc AEP
versus the market. Do you recall that question?

A, Yesl

Q. 2nd you said that your informaticn for
that came from the audit report.

A. You are referring at the beginning of the
crogs-pxamination --

Q. Yes.

A -- and we talk about why there's
renegotiation of the contract, of the 1992 contract
between - and AEP-Ohio?

Q. Exactly.

A. Yes, I remember this same question in
that area.

Q. Can you lock at page 2-20 of the audit

report, the paragraph that. begins "By mid-2007."

17
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A. Yea.

Q. Ts that a source of the information you
got for your analysis of the contract buyout?

A. Yeah. That's part of it, ves.

Q. A1l right. You were asked another
question, what's the rest ¢f -- you said that's a
part of it.

A, Well, I also look at the wheole, yoﬁ know,
the whole, the séveral pages discussed about the
- contract buyout.

Q. Okay. You were asked @ question on cross

about, to do with the asset, the coal reserve -

A, Yes.
Q. And you responded your decision or the
decision -- well, your testimony says the decision

what to do with that 1s AEP™s, correct?
A Yes, 1 believe that's part of ny
testimony.

Q. But de you take a pesition in your

“testimony as to when the company should do something

about the value of this asset?

A. My position is irrespectiﬁe of when or --
when the company made the decision, my proposal is
there should be a limit on the carrying charge, on

period of time where this asset can have carrying

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-39481
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charge, and my recommsndatlon is the earliest of the
three date, and that's in my testimony.

Q. What are those dates or events?

A, The event is the earliest of when the
conpany disposed of the reserve or twoe years from the
Commissicn issuing an order, cor January ~st, 2013.

. 0. You were asked a guestion on cross,
Dr. Duann, regarding the value of the-—
and how yvou rsached, what was the sxrent of your
analysis of determining the value of the _
-. Did you do any of your own analysis
regarding the _based on the facts in
this case?

i Yes. As I mention in my responssg, vou
know, I look at the audit report and I conclude-this

--miliion is a fair and reasonable estimate, and I

also did my own analysis. My own analysis, I took

two épproach. The first is I think the key factor
here is -million tons of coal there, so there must
be gome value to that.

So in order to assess this wvalue, I look
at the, vou know, other coal company, how much they

can earn from this fffmillion tons of coal, and I

look the 2009 annual report of IR =nd o]

ARMSTRONG & OKEY, INC., Columbus, Chig (614) 224-32482
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last year, actually, for the last thres vyears each
year it produce about -million tons of coal and
has a net income about S- miilion, you know, cn

average., I think in 2007 it has a very bad year for

—. They made about $.millj.on and in 2008

more.

Sa I calculated the average per pound, I
think the - derive ébout S-, so if you times
that -million tons, you come kLo $.million, and
I compare that with the . million that mentioned in
the audit report, vou know, I do not think thaz
-million is not a fair and a reasonable estimate.

I took an additicnal analysis is when we
are talking about twec party enter -into a contract.
You know, I think they will always look at how much
they_ -cah get and how much they have to give, and in a
case of _ and AEFP-Ohic when they negotiated the
2008 contract buyout, I beliéve, vou know, by my own
analysis, I believe the -probably-can S-ave
about S- miilion versus the original contract,
because the originzl contract would have to continue
to supply coal for 2009, 2010, 2011, 2012 at the

below Sl contract price. So but right now they can

“get out of that contract sc that has some value to

ARMSTRONG & QKEY, INC., Columbus, Chio (614) 224-94381
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the company.
And the auditor indicated that in 200%
alone, AEP's Chio customer probably pay .million

more because of this contract negoctiation. So I
estimate that the value to the -is about $-
million and the -pay about $30 million to AEP,

s¢ I think the rest they paid in the reservs. So in
that sense that's probabkly a value that-put
in tha*t asset. l

Q. You were asked a questlon on cross about
your reccmmendation to pass through the value of this
coal reserve te be a credit to the FAC deferrals, and
you were asked a3 couple cf follow-up questions about
what would happen ta the . nillion and what about
would the company have to wiite off the
$. million asset. Regarding that $-million,
asset, has that already been credited to the company

;ﬁ%g~20082

A. Yes .

Q. To-what account; do you know?
A, I don't remember exactly, but I believe

it's probably credit to their saving in fuel cost,
but it does affect the, you know, it does affect the
earning of AEF in 2008.

Q. You were asked a question regarding the

- ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9481
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same asset, and they posed a guestion what if they
gsold it at a loss, say at -million, and the
company had to take a loss. Why should the company
take the loss 1f they sell it for less than they
bargained?

A. Because they already collect -- they
already record the $- million and treated as
earning. '

0. You were asked a gquestion regarding the
flow-through te customers as a credit to FAC
deferrals; Why would this be four recormendation?

A. Yes., I believe the, you know, ZAEP
counsel also asked some guestions, and my basic -- my

starting point or when I loock at this issue is

- irrespective whether this ccal contract negotiatdon-

are prudent or imprudent, there's a certain cost
associated with it and there are certain benefit that
are associated.

- And I think in this particular instance
the -2008 settlement agreement, I think only a
very small part of those benefit flows through to
customer and —-- but all the costs are passed through
to the customer. You know, for example, like the
promissory, I think the customer he =-- the value to

the Chio customer is zergo., There's no valus to that

APMSTRONG & QKEY, INC., Cclumbus, Ohic (614) 224-9481
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because rthe company doesn't pass anything, And for
the $.million they get, the company get cnly about
-million paas through.

And I, you know, on the other hand T
think I probably alsc want to get the credit to the
company because I tiink by deing so, the company
essentially acknowledge that in spite of this

contract dene in 2008, but they are affecting the

~ costs, the fuel costs teo Chio's customer in 2009 sco

they should pass through.

and I believe the company's Witnass
Docley and the company's Witness Rusk'acknowledged
that, so I think I should give company credit on
that. But that also, you know, that also undezmines

the company's arguments saying we should not lcok -at

Aanything bevond this audit period.

And the guestion right now ié, you know,
you only pass a very small portion of it, and you

should pass all these costs, all this benefit to

customers because the customer, you know, are asked

to absorb all the increased cost so I think that's
only fair.

MR. NOURSE: Your Homor, could I
interject? I mean, this has become a rambling

dissertation of Dr. Duann's testimony. It's gone

2

2

|
J
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beyond the cress—-examination I did. It appears their
redirect is going tc be longer than the cross. I
obiject to this restatemsnt of his testimony in the
record.

EXAMINER JONES: Mr. Idzkowski.

MR. IDZKOWSKI: I think that's all the
cuesticns that we have, your Honor.

MR. NOURSE: - (kay.

EXAMINER JONES: Thank youJ

Mr. Clark, any further crgss?

MR. CLARK: No, thank you, your Honor.

EXAMINER JONES: Staff:?

MR. MARGARD: No, your Honor.

EXAMINER JONES: Mr. Nourse, any further
Cross?

MR. NOURSE: Yeah.

.RECROSS - EXAMINATION

By Mr. Nourse:

Q. Dr. Duann, with respect to the wvaluatlion
of the coal reserve propéerty, wnat's your
understanding of the capital iavestment that's
requirad to develop the property? Do you have one?

A. I cannot answer because I don't

understand the question. That gquestion is pretty

ARMSTRONG & OKEY, INC., Cclumbus, Chis (614) 224-9481



1a
11
12
13
14
15
16
17
119
18
20
21
22
23
24

25

225
vague to me., When you say "understanding,”
understanding of what? I just cannot answer that.

0. Do you have an understanding of what the

capital investment would be to develop the coal
mining property?

A, I understand that when you develop a
mining property, it's a long preocess. You have to go
through the permitting and you have o invest capital
on that. Yes, I understand that.

0. You don't have any opinion or knowledge
of the projected capital investment f¢r this
partiCularlproperty?

A, No.

o, Or the time line it would take to reach

full prcduction®

A, T have no independent knowledge, but I
believe yesterday's <¢ross somebody menticoned it.
' MR. NCURSE: Qkay. I den't have any
further questions;‘ Thank you, vour Honor.
. EXAMINER JONE3: Thank you.

Thank you, Dr. Duann.

Mr. Idzkowski, are you going to move the
admission of OCC Exhibits 1 and 147

MR. IDZKOWSKI: Yes, your Honor. At this

time OCC moves his testimony presented as Exhibits 1

ARMSTRONG & OKEY, INC., Columbus, Ohio (614 224-3482
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and 1A be moved into evidence.

EXAMINER JONES: Any objections?

MR. NCURSE: YNo, your Honor.

EXAMINER JONES: Hearing ncone, both
documents shall be admitted.

MR. IDEEKCWSKI: Thank vou, your Honor.

(EXHIBITS ADMITTED INTD EVIDENCE.)

EXAMINER JONES: Do vou have anything
further, Mr. Idzkowski?

MR. IDZEOWSKI: N¢, your Honor.

EXAMINER JONWES: Thank vyou.

Mr. Clark, I promlsed you a short break
at this time so you could confer about rebuttal and
so forth, sc why don't we take a l0-minute break at
this time.

MR, CLARK: Thank you, your Honor.

{Recess taken. )

EXAMINER JONES: Let's go back on the
recafd. |

Mr. Clark, you may call your witness.

MR, CLARX: Thanrnk you, your Honer. IEU
Chio calls J. Ecdward Hess.

EXAMINER JONEEZ: Would you raise your
right hand?

(Witness sworn.)

ARMSTRONG & QKEY, INC., Columbus, Chic (614} 224-3481



16

11

13

14

15

17

lg

19

20

21

22

23

24

25

227

EXAMINER JOWNES: Thank you. Please be

seated.

J. EDWARD HESS
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT EXAMINATION
By Mr. Clark:
Q. Mr. Hess, would you please state your .
full name for the record?
A, My name is John Edward Hess.
Q. And by whom are you employed?
4, I'm employed by McNees, Wallace & Nurick.
Q. And, Mr. Hess, did you prepare the
testimony filed on Qctober léth, 2010, in this
proceeding?
A, Did you say August?
Q. Yes.
A, Yes, I did.
MR. CLARK:; Your Honoz, at this time I'd
1ike to have marked as IEUG-Chi¢ Exhibit @ the
confidential version of the direct testimony of

J. Edward Hess, as Exzhibit 1A the redacted versicn of

"the direct testimony of J. Edward Hess.

EXAMINER JONES: It shall be -- I'm

ARMSTRCNG & OKEY, INC., Columbus, Chio (614} 224-948C
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sSOrTY.

MR. CLARK: I've laid copies on the Bench
as well and given them to the court reporter. I
believe all the parties shculd have copies.

EXAMINER JONES: Thank you. The
documents shall be s¢ marked.

(EXHIBITS MAREKED FOR IDENTIFICATION.)

Q. Mr. Hess, do you hawve a2 copy of what has
been marked IEU Exhibit 1 and 1A with you today?

A, Yes, I do.

C. and do vou have any additional
corrections or additions to make to what has been
marked as IEU-Chiec Exhibits 1 and 1A°®

A. I do not.

Q. If I were to ask you the same gquestions
today as those in IEU-Chic Exhibits 1 and 1A, would

your answers tocday be the same as thoese in the

document?
o Yes.
a. And are those answers true and correct to

the best of your knowledge and belief?
A. Yes, they are.
MR. CLARK: Your Honor, 1'd move for the
adnission of IEU-Ohio Exhibits 1 and 1A into the

record, subject to cross-examination, and Mr, Hess is

ARMSTRONG & OXBY, INC,, Columbus, Chio (614) 224-9481
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available for cross.

EXAMINER JCNES: Thank you, Mr. Clark.

Mr, Idzkowskl, any questions?

MR, IDZKOWSKI: Yes, your Honor, thank
you.

CROSS5-EXAMINATION

By Mr. Idzkowski:

O Regarding the 2007-2008 renegotiation of
the contract between -— ¢oal procurement contract
between AEFP and a coal supplier, did you have
discussions wiﬁh AEP regarding that contract buyout,
Mr. Hess?

A. We had discussions with ARP. I don't
know that it was as specific as that contract buyout.

Q. at the time of that bdyeut was the AEP
contract price with its coal supplier significantly
below the market price?

A. I believe that that's what's reported in

the audit report.

Q. Is that vour understanding?
A, I think that's correct.
0. Do you know why the delivered price in

2007 was not sufficient compensation for the coal

producer?

ARMSTRONG & OKEY, INC., Cclumbus, Chioc (614} 224-9481
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A. I don't know the answer to that.

0. Can you look at your testimony at page 4,
please. Do you have that in front of you?

A T do. T have that.

0. QOkay. You state on page 4, line 4, that
the negotiations resulted in an early termination of
the contract and Chic Power purchasing
-mil}.i.on tons of coal, and that the auditor
determined that the buyout caused the customers ic
pay about S.million more f[or coal during the audit
period of 2009 than they would have if Chio Power had
continued to receive cozl at the price agreed —o by
the coal supplier.

A. Tes.

Q. Okay. Do you agree or disagree with the
auditeor's findings, that the renegotiation of the
contract affected the price in 20092

A, I have no reason to disag:ee with it.

Q. Did that renegotiatlcn of the contract
continue tc affect customers in 20107

A. . I don't know.the answer to that.

. The 1992 cohtract Eetween this ocal
supplier and AEP terminated by agreement whan?

A 12/31/08.

Q.  And the existing price had been what?

ARMSTRCONG & OKEY, INC., Columbus, Ohio (6i4) 224-9431
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A, I'm sorry, would you repeat that? I just
didn't hear it,

0. Yes. The existing price prior te¢ its
terminaticn of That contract had been what?

A. I don't know the answer to that.

Q. - Do you know what the new price of coal to
AEP was in 20097

A. I den't know the answer To that.

0. You state-on page 4 that the value of the

coal reserve property obtained in this renegotiation
in 2007 and 2008 could be as much as -million. Do
vou gee that at line 132 '

A. Yas. -

Q. Do any facts in this case give any
indication that the value could be more cr less than

-mi}.lion?

A. Yeah. The two-xeports value it at

amounts larger and smaller than S-million,

Q. And what is the -- what - i‘eports are
you referring to? Do you krow the years of those?
Would they be the 2007 and Zcoﬂ-reports, ta your
understandiﬁg?

AL Yes.

0. And the 2009 -report, de you know the

value that that report indicated could be the value

ARMSTROHG & OKEY, INGC., Columbus, Ohio (614) 224-9481



10

11

12

13

14

15.

16

1y

18

19

20

21

22

23

24

- 25

— 09-872/873-EL-FAC

232
of the -- or the range of values of the coal reserve
property?

A. I think it was from -million to
.some million. I don't have the report in front
of me.

Q. Based on the sxistence cof that repaort and
your 30 years of experience with the PUCQ, including
your work as the chief of the Accounting
and Rlectriecity Division, is it reésonable to .
maintain from an accounting and finance perspective
that the value of the —is -million?

a. That it's -million at a minimum?

Q. That the walue is -million.

A.  You know, I've recommended in my
testimony I think the valuation of the _
needs further investigation.

C. Basedron that same report and your
experience at the PUéB: is it reasonable for
customers to receive more—<f the reaiized value of

these contract renegeotiations than .they have thus

far?

MR. NCURSE: Your Honor, I object. It's

friendly cross. He's trying to get him to go further

positicn.

BRMSTRONG & OKEY, INC., Columbus, Chioc (814) 224-92481
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MR. IDZKOWSKI: Your Heonor, I'm trying to
determine exactly what his position is based on, vyou
know, of his testimony. I'm trying te clarify his
testimeny.

EXAMINER JONES: The objection's
sustained.

Q. You testify at page 7, if you can lcok at
that, please.

A, I have that.

. Okay. You testify that the REPSC's
acccunting violates the ratemaking principle, that it
fails to align costs recoverabkle through rates with
the benefits associated with such costs.

Based on your why -~ I want to ask why,
you know, do you base this opinion-on your experience
with the PUCO?

A, Yes.

Q. Based on that expexience gpecifically,
how does it violate ratemaking principles?

AL I don't believe it properl& matches the
true cost of service with the service provided.

Q. And bhased on your experience with the
PUCO, is that a tenet of the PUCO's requlatory
policy?

A, Yzs.

ARMSTRONG & QKEY, INC., Columbus, Chio (614} 224-—9481-
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Q. On page 8 and 9, can vou look at that,

“please?

A. I have page 8.

Q. Okay. It's hard to look at both at the
same time, isn't it? I said 8 to 9 because vou
recommend that the total value of the cash buyout,
the total value of this coal reserve, and the value
of the note receivable be utilized to reduce the Ohio
Power deferred expense. Do you see that?

A. Yes.

Q. Okay. If the Ccmmission were to follow
your recommendation, would this require the company
to have to restate its past earnings?

A. It would depend on how they would decide
'to account for it. ‘I'm not making an accounting
racommandation. If they did decide to account for it
and had to account for it as a correction, that might
:equire a restatement of retained earnings.

Q In your opinicn should the Commission
order Chic Power to reappraise the property with the
coal reserve?

A, In my opinion, I'm suggesting that the
Commission continue to study the valuation of the

Q. I'm going to ask you now zbout the

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-9481
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contract support providad to a coal supplier. Iz's
on page 2-22 of the audit report. Do you have that
audit report?

A I do hawve it, vyes.

Q. I'1l be referring tc that for the next
few questions.

A, I have thsat.

Q. Okay. Thank you., Regarding this

contract support, at the time that that contract

257

10 support tock vlace, was ARP's contract price with
11 | this company significantly below market?
12 MR. CLARK: Your Honor, L'm sorry, I'm
13 going to obdect. Mr. Hess's testimony does oot
4 address this particular contract support. It's
-15.] . beyond the scope of his. testimeny.
i6 EXAMINER JONES: Mr. Idzkowski, any
17 response’?
ig MR, IDZKOWSKI: 1I'll withdraw that
15 | questicn.
20 EXAMINER JONES: Thank you.
21 MR. IDZEOWSKI: May I have that, Maria?
22 May I have that read back, please, that last
23 obiection.
- 24 (Record read.)
-

. Can you Look at the audit report, I may

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-3481
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have miscited the page of the audit report, Mr. Hess.
Can vou look at page 2-24, please.

A, I have that.

Q. A1: right. Does your testimony address
that contract support?

L. Y25, it does.

0. All right. So at the time of this
contract support, was AEP's contract price with this
supplier significantly below the market prics of
coal, to your recollecticn?

. Yeah, I don't remember 1t. I don't
remember whether it was or not.

G. Can you lcok at page 2-24 of the audit
report, please.

A. I1t's the page I've been on.

Q. Yes, okxavy. So the audit report states on
that page in the -- at the second line of the
paragraph under the —-- starting under the first main

heading regarding this contract support, the second

sentence starts “"Luring this peried." Do you see
that?

A. Yes.

Q. "Coal prices had increased sharply and

coal suppliers with legacy contracts were suffering

as the higher prices had led to significant

ARMSTRONG & OKEY, INC,, Columbus, Chio (614) 224-9481
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production cost increases.™ Do you know why higher
prices lead to productiocn cost increases?

A, I don't know the answer to that.

Q. And vour understanding of this contract
support was obtained how? Did you discuss it with
the EVA auditor? |

A, we did, yes.

0. Did you talk with representatives of AEP?

A, Again, our discussion with the
representatives ¢f BEP I don't believe was this
specific.

Q. | Okay. Did you conduct discovery in this
case?

A, Yes, we did.

Q.  And in those discussions and discovery,
wetre rising costs for the ccal producer ever
mentioned as a factor that was raised in those
discuésions that could -- a factor that contributed
to bringing about this contract support?

MR. NOURSE: Objection, it's asking for
hearsay information.

C. Is it your understanding that the issue
of rising costs was & factor that contributed to
bringing about this contract suppeort?

A.. Again, my Xnowledge would have been

DRMSTRONG & OKEY, INC., Columbus, Ohic {614) 224-9481
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limited to what's wrirten in here. I don't even
remember having a discussion about that with the
auditor either.
Q. All right.
MR. IDZKOWSKI: That's all the guestions
that I have, your Honor.
EXAMINER JONES: Thank you.
StafE.
MR. MARGARD: No, thank you, your Hcnor.
EXAMINER JONES: Mr. HNourse.
CROSS-EXAMINATION
By Mz. Nourse:
G. Good morning, Mr. Hess.
A. Good morning, Mr. Nourse.
Q. Let me ask yoﬁ, you were involved in the
Electric Security Plan cases of AEP-Chic, correct?
| A. Yes, I was.
0. At that time you worked for the staff.
A Yes, sir, I did.
- Q. aAnd yoa_testified in those cases on
pehalf of the staf® in the ESP cases?
A, Are you asking me if I did? Yes, T did.
Q. Yes, there was a question mark at the end

of that.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614} 224-5431
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A. Okay. I didn't see it.

Q. Sorry.

Now, regarding the FAC baseline, you're
familiar with that concept from that case. It
addressed it in the decision in that case as well.

'.A. Yas, sir.

0. - Regarding the FAC kaseline, what-was
staff's position on that?

A, I believe that Mr. Cahaan testified to
using 2007 as an estimate of what 2008 would be.

Qp An esgalated 2007, correct? 3 and
1 percent? |

MR. CLARK: Objection, your Bonor. I
don't see how testimony from the RSP case or the ESP
case on hehalf of staff is relevant at this
particular juncture of this case.

EXAMINER JONEE: I tend to agree with
vou, Mr. Clark. Objection sustained;

MR. CLARK: Thank you.

Q. Okay. Let me back up with some.
foundation, then, Your recommendation in this case
is to reduce the underrecovary for Ohio Power's FAC
costs; is that correct?

A. One my recommendations as an option is to

reduce the deferral, vyes.

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




10

11

12

i3

14

- 15

ie

17

15

19

20

21

22

23

24

25

— D9-~B72/873-EL-FAL

240
Q. aAnd the deferral plan for Ohic Power and

Columbus Southern was established in the ESF cases:
ig that correct?

A, That's cozrrect.

Q. and is iﬁ your understanding that at that
fime it was known by stzff and the Commissiorn that
adopting the deferral plan would create a significant-
undgrrecovery for the companies' FAC costsg?

MR, CLARK: Objecfion,_your Honor.

Agaln, zelevance.

EXAMINER JONES: Mr. Nourse.

MR..NOURSE: Your Honor, I'm tying it
directly into the recommendaticn in this case and
matters that were decided in the E3FP case and
Mr. Hess's involvement in that. I think I'm entitled
to explore that.

MP. CLARK: Your Honor, regardless of the
parties' positions in the ESP case, the Commission
made a decision, and I‘£hink it‘s fair. We know what
the decision 1s, regardless of what the parties!

positions were, there is a decision and it's out

" there, It's irrelevant to explore what the positions

were at the time.
MER. NOURSE: Your Hanor, I'm not == I'm

exploring how the FAC baseline works and how it

ARMSTRONG & QKEY, INC., Columbus, Chioc (614} 224-9481
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relates tc this case. That's the whole point of my

guestioning.

EXAMINER JONES: I'm going to allow the
question.

MR, CLARK: Your Honor, may I alsc make
an objection to evidence not in the record or -~ it

assumes facts not in eévidence as to whether the
Commission knew it would create an underrecovery.

MR. NOURSE: Why don't we try a new
questicn and see how we have --

EXAMINER JONES: Are yon withdrazwing the
lést guestion then, Mr. Nourse?

MR. NCURSE: I'1ll try a new gquestion now
that we have the nexus cleared up.

"EXAMINER JONES: Thank you.

d. (By Mr. HNourse} So, Mr. Hess, again, one
of your recommendations here is to reduce the
underrecovery that exists for Ohic Power; is that
correct?' |

A. Well, yeah. The result of cne of my
recommendations would be to do that, yes.

Q. Yeah. And part of the discussion of this
whole issue relates to the statements ir the audit
report, correct, that some of these contracts being

discussed happen to be —-- the impact of those happen

ARMSTRONG & QKEY, INC., Columbus, Ohioc (614) 224-9481
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to be about half of the underrecgovery? Do you recall
that in audit report?

A, Are you asking me 1if I remember in I
think it's the second section of the audit report

that they said something about half the impact cof the

deferrals?
Q. Yes.
A, Yeg,

Q. &nd again, I'm trying to overly tie it in -
and be clear about why we're taiking about this at
this point in time. Okay. And again, based con your
understanding, you personally, not the Commission, do
you believe the current underrecovery for Ohio Power
is different or substantially different than what was
anticipated at the time the ESP was adopted?

MR. CLARK: Obijecticn, your Heonor, again,

“assuming facts in evidence —-- neot in evidence in this

case.
MR. NOURSE: Your Honor, I askéd him his
perscnal understanding.
I'm not sure what you're referring to.
MR. CLARK: It's glso irrelevant, your
Honor. Again, I don't know why we're -- how it can

be rélevant to this particular FAC audit review

. proceeding.

ARMSTRONG & OKEY, INC., Columbus, Ohio {614)] 224-9481
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MR. NOURSE: Your Honor, we just went

through this. This is the first FAC proceeding under
the new mechanism and the FAC baseline was a key part
of transitioning back into the FAC.

EXBMINER JONEZ: I'm going to sustain the
objection,

MR, NOURSE: Can I ask you to explain the
ruling, your Heoncr, so I can make sure and trv to
abide by it.

EXAMINER JONES: I pelieve asking this
witness questions about what the Commissicon
understood about what the sffect éf the underrecovery
would bhe is not relevant to this proceeding.

MR, NOURSE: T didn't ask him a guestion

~about what .the Commission understocd. I asked him

his persconal -- _

EXAMINER JONES: And I sustained the
obfection.

MR. NOURSE: I'm trying to understand so
I éanvgo forward, your Honor, because there was
several questions throughout this record about
roecommendations in the ESP case and the impact on the
FAC baseline and the underrecovery; those were all
allowed. 8o I'd like to discuss that general tapic

with Mr. Hess as well. I'm not sure why it's being

. ARMSTRONG & OKEY, INC., Columbus, Chio (614 224-9481
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cut off at this point,

EXAMINER SEE: Mr. Nourse, after some
discussion at the Bench, we've concluded that while
you can explore the effect of the scope of Mr. Hess's
recommendation to the FAC, it's largely irrelevant
what the Commission thought the deferrals would be or
what Mr. Hess tThought it would be a year down the
line.

MR. NOURSE: Okay. I think I understand.

EXAMINER SEE: Okay.

MR. NQURSE: May I proceed?

EXAMINER SEE: Yes, please do.

0. (By Mr. Nourse) I think I ¢can brief most
of this and I don't want ¢ delay Zurther with all
these cobjections.

Let's move on, Mr. Hess. Let me ask you,
first ¢f all, with regard to your background, you're
not presenting yourself as a coal procurcment expert
in this case, ¢orrect?

A. That's correct;

0, And you're not -- you didn't conduct a
prudence review of any of these cozl procursment
agreements we've been discussing in this case, did
you?

A. 1 did net.

ARMSTRONG & OKEY, INC., Columbus, Chic (614} 224-8481
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Q. OCkay. Now, let me discuss page 7 of vour
testimeny. Well, let me get one moere guestion before
that.

These references you have in your
testimony, quite a few of them to the audit report
and youfre stating things f:oﬁ the audit report,
either guecting or your understanding wnat's been
stated. In those references you'rs not attempting
to -- it's not your intention to modify any of the
audit zeport statements or findings or the testimony
that the auditcr gave about thbse findings in this
proceeding, correct?

2, That's correct.

Q- Okay. Now, page 7, you state that your

|_view is that "AEPSC's-accounting viclates the

ratemaking principla that aligns the costs
recoverable through rates with the benefits
associated with such ceosts.”
Okay, and this is referring to the

2008 -- the January 2008 settlement agreement that's.
been discuséed throughout this proceeding; is that
accurate?

A. I think that's the code term that's been
used for this, yeah, that's correct.

Q. But that's what vou're referencing here

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



1¢

11

12

13

14

15-

16
17
18
1%
2@
21
22
23
24

25

R o 2 c7:-Eu-rac

246

about AEP's accounting; is that true?
A, Yes.
Q. When you say in That statement I just

quoted that the accounting viclates ratemaking

" principles, are vyou suggesting that AEP should have

accounted for these agreements differently than it
did at the time?

A, I'm not sure I'm making an issue either

. with the GAAP accounting or the FERC compliance

accounting. It is a ratemsking reccmmendation.

Q. S0 vou're -- yes. As we sit here today
you're not questicning or disputing tﬁe way the
companies did their accounting for these agreements;
is that true?

A. - Only to the extent that flowing that

“threugh it was inconsistent with proper ratemaking

principles.
Q. Right, that's your opinion as we sit here

today looking back on those agreements. You'td Like

‘ to -- yvou'd like to change the accounting based on a

Comnmission order; is that fair?

A, 1 don't understand the question.

Q. Well, you saild you're not challenging the
accounting or you're not disputing the accounting

that was done at the time in connection with these

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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agreements.
MR. CLARK: Objection, your Honor. Is
there a gquestion scmewhere in here?
MR, NOURSE: 1I'm backing up to explain it
again.
Q. Is that correct, sir?
A. Yeah, only to the extent that it was
inconsistent with proper ratemaking principles.
Q. S0 you are suggesting that the company
should have done different accounting at the time?
A, Thay can accéunt for it however they want
to.
Q. But are you suggesting the company should

have done different accounting at the time of these

agreements? L

A, I'm saying thet they did have an option
to account for it as a regulatory liability, yeah.
They could have requested an application fer an
accounting modification with the Commission to
account for it as a regulatory liability and then
have flowed that through. properly tc the FAC
cﬁstcmers.

Q. and you think that procedure that you
just outlined would have been appropriate in light of

the fact that the companies weren't operating under a

ARMSTRCNG & OKEY, INC,., Columbus, Ohio (614) 224-%481
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fuel clause at the time?

. Yes.

Q. Would you characterize the companies at
that time, in 2007 and 2008, as beinag cost-regulated
for fuel costs?

A, Mr., Nourse, that's actually a bigger

gquestion than 1 think you intend it to bs, If I

remember, the statute at the time said it had to be =

market-hased rate.
| Q. Y¥=gh. And I'm --

A, @We did, I mean, the math of the
calculation did carry the frozen 2001 rates through
with percentage increases.

Q. I'm focused on accounting, I mean, I'm
trying to-ask you about accounting.

A. Okay. |

Q. And what I'm asking is from an acbounting
perspective in order to create regulatory assets is
it your understanding that fhe company would have to
be cost regulated?

A. I believe that's one of the four criteria
under FASB 71, ves.

Q. 2nd is it your opinion that the companies
were cost-regulated relative to fuel at that time?

9 Well, it was still a vertically

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9421
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integrated utility company, and the last time the
rates had been adjusted, they were cost-based.
Q. Is the answer yes, then?

MR. CLARK: OCbilection, your Honor. I'm
not following how this is relevant yet.

EXAMINER JONES: Owverruled.

MR. NQURSE: Can you rzad the guestion
before his answer?

' (Record read.)

MR. CLARK: Objection, your Honor. Can
he restate the question?

EXAMINER JONES: Pardon?

MR, CLARK: I'm scrry, could I have him
restate the cguestion? I'm not sure I understand what
the full questicn being asked was. It was kind of
cut up into two parts.

MR. NOURBSE: Let's back up and do it
again, your Honor,

7 Q. I{By Mr, Nourse) Is it your understanding,
Mr. Hess, from an accbuntingrstandpoint in order to
create a regulatory asset that the company neseds to
be cost regulated for the service?

MR. IDZECWSKI: I'm scrry, youzr Honor.
I'm having trouble hearing Mr. Nourse down at this

end. I . don't know if we're wsing microphones down

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224-9481
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there, We wersp't down here.
MR. NOURSE: Well, I can speak up.
That's fine.

Q. The question is, Mr. Hess, is it vour
understanding from an accounting standpcint that in
crder to create a regulatory asset, the companv has
to be zost regulated?

A, Yes.

Q. And at the fime these settlement
agreements were entered into, were the companies cost
regulated for fusl?

A, Certainly the distribution companies were
coat regulated and they were the ones who provided
the standard sexvice offer.

Q. And- your statement applies to fuel costs?

A. They were providing the standard service
offer.

Q. Is it your copinion then, Mr. Heas, that
the companies qould have a :egulatoryfasset without
Commission approval at that time based on these
agreements?

A. Mr. Nourse, I den't know the answer to
that. Again, my testimony doesn't speak to how the
company could have acccunted for thkis or should have

accounted for it during 2008, My recommendation is a

ARMSTRONG & OKEY, INC., Columbus, Chiec (614) 224-%481
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ratemaking policy or recommendation.

0. S0 your recommendation is not an
accounting recommendatiocon?

A It is not.

G. And it's not based con accounting?

A, My study was based upon accounting., My
recommendation is to the rates that the company 13
reguesting.

Q. And again, that's a prospective
ratemaking recommendation; is that what you're
saying?

A I don't underscand the guestion.

Q. Well, I'm trying to clarify what you Just
said. Your recommendation is or is not based an
accounting principles?

‘A, My regcommendation is based upon
regulatory principles.

0. S0 it's not based on accounting; is that
correct? '

| A. It's not based upon accéunting
principles, correct.

0. And were you able to answer my questiocon
as to whether the companies could have created a
requlatory asset without a Commission order in

2007-2008 relating to these settlement agzreements?

ARMSTRONG & QOKEY, INC., Columbus, Ohio (6l4) 224-2481
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A. Without a Commission order, no, they
could not have.

Q. Ckay. Now, let me ask you for purpcses
of this guestion just to assume that the companies
had an active FAC clause throughout. In other words,
it would have been continuous and not disappear
during the early 2000 years like it did. Do you
understand my parameter there? We have a
continuous --

. Well, it didn't disappear. It was
rebundled into the generation rate. It was
recovered.

MR. CLARK: Objection. I'll object. It
calls for speculation.

MR.. NOURSE: Fair encuch. Fadr enough.
I'm asking him a hypqthetical question.

EXAMINER JONES: That's the way I

understood the guestion, was as a hypothetrical.

Q. Sp if there had been a continucus FAC or
EFC fuel clause, do ydu think the accounting for
these agreementg and the ratemaking treatment would
have been -- what do you think it would have been
under that example?

A. Are we specific to the —and

the s. million?

ARMSTRONG & COKEY, INC., Columbus, Chio (614) 224-3%481
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Q. Yeah, let's start thera.

A, Well, I mean the way it was acccunted
for, it was used as a contra expense to account H0-
so it probably would have flowed thraugh that
recovery mechanism. .

Q. puring that period in 2008 it would have
flowed through.

A. I don't know the answer to that. You
know, the argument could have been that it did affect
the contract termination which started in 2009, and a
similar recommendatlon to what I Just made could have
been made. .

Q. Hazd the companies been operating under an
FAC at that time?

A. ~ Yes.

c. Okay. Now, Mr. Hess, you discuss this
January 2008 settlement agreement we'wve been talking
about. You also make a recommendation regarding
another contract support agreement that's referenced
on page-2-24 of the audit report. Are vou with me so
far? _ _

A. Could you let me get to 2-242 I just
want tc be sure I'm at the right one.

Q. Sure.

A, I have thal one. Yes, that's correct.

ARMSTRONG & OKEY, INC., Columbus, Chioc (614} 224-9481
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Q. Now, in your view I gather vou're viewing
those two examples as examples where the cost and the
benefit, if you will, are occurring in two different
periods in time; is that tfrue?

A.  The cost and the benefits were accounted
for in two different periods, ves.

Q. Y=ah. And that's what vou called the’
mismatch I believe -~

A. Yes.

Q. -- is that true? Now, did you examine
other examples where additional cpsts were incurred
during the period in which the companies were
operating outside of an FAC, such as the contract
support that's discussed on pages 2-22 and 2 --
through 2-24 of the audit report?

MR. CLARK: Objection, your Honor, beyond
the scepe. Mr. Hess's testimony does not discuss
that particular contract support that Mr.‘Nourse
references. There's no discussion of it at all.

MR. NOURSE: Yocur Honer, that's the whole
point ¢ my question. I'm asking him whether he
considered any of those types of costs.

EXAMINER JONES: Mr. Nourse, I'm going to
allow the question, but let's don’'t spend time on a

lot of things that are not in his testimony.:

ARMSTRONG & COKEY, INC., Columbus, Ohic (614! 2Z4-9481
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MR. NOURSE: Well, I really had the one

question, but we'll see what he says, see if I can
move ofn.

MR. CLARK: Can we have the guestion
reresad, your Honor?

EXAMINER JONES: Yes, the questicn may hs
reread.

(Record read.)

A. Yes, we did. And in ﬁhat itnstance felt
that the FAC customer had paid its fair share of the
costs, the total costs of that contract.

Q. Mr. Hess, let me ask you to turn to page
5 of your testimony. And yeu're referring to,
starting on iines -- it's question and answer 10.
You're referring to a note receivable that Chio Power
received. Do you see that?

A, Yes, I hawve that.

Q. -Qkay. HNow, wi;h respect to that note
receivable, that related to an additional settlement
agreement that occurred in November of 2008; is that
your understanding?

A. Yes, siz.,

Q. apnd that payment, is it your
understanding that that payment was brought about as

an enforcement matter under the *9%%Z contract for a

APMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9431
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shortfall in delivery that occurred during 200872

A. Yes.

Q. Ckay. That payment, that settlement
related to coal that was to be delivered in 2008,
correct?

A; Yeah, I think our agssumption was it was
to be delivered in the latter part of 2008.

Q. Would it be fair to presume that Ohio
Power would need to éo purchase the shortfall coal
somewhere else on the market?

A Yeah, that was our assumption. We
assumed it would have been hooked te account 151 and
part of that cost would have remained in effect at
12/31/08 and burnt in 2005.

Q. So you assume that Chio Power waited
until after they signed the settlement agreement to
go replace any of the shortfall tons that had
cccurred throughOut the year in 200872

A. I didn't make the assumption that it was
afterwards. Again, the assumption in this issue was
the shortfall occurred at the end of the year 2008
and would have bheen booked to acccunt 151, which
would have had a value remaining at 12/31/08 of which
a portion of that value would have been burnt in

2009.

ARMSTRONG & OKEY, INC., Columbus, Chio {614) 224-9481
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Q. But that was an assumption. You dida't
really have knowledge of that.

A, Absaolutely correct. ¥Yeah. We got this
data request I think three days before, the response
to this data recuest three days before the testimony
wasg due.

O. Do you have any knowledge about how much
spot coal Ohio Power did actually purchase in 2008?

'A" I don't have an answer to that, no.
MR. NOURSE: That’'s all the guestions I
have. Thank you, Mr. Hess.
THE WITNESS: Thank you.
EXAMINER JONEZ: Mr. Clark, redirect?
MR. CLARK: May T have just a moment,
your Honor?
EXAMINER JONES: Yes, you may.
MR. CLARK: No, thank you, your Honor.
EXAMINER JONES: Thank you. Mr. Hsss, I

THE WITNESS: Thank you.

EXRMINER JONES: I believe that you have
marked, we've marked, and vou did move the admission
of Ed Hess testimony Exhibit 1 and 1A, the
confidential and public versions. Is there any

objection to the admission of those two documents?

ARMSTRONG & OKEY, INC., Cclumbus, Chioa (614) 224-9548>
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MR. NOURSE: No.

EXAMINER JONES: Hearing neone, both
documents shall be admitted.

(EXHIBITS ADMITTED INTO EVIDENCE.)

EXAMINER JONES:- Mr. Clark, dc you have
any further witnesses?

MR, CLARK: ©No, your Honor.

EAAMINER JONES: - Let's go cff the record
for a second.

(Discussion off the record.)

EXAMINER JONES: Let's go back on the
record. We had a discussion off the record about
rehuttal. I think we are going to come back after
iunch break and do a rebuttal. We are going to take
a two-honr lunch break and reconvene at 2:30.

ME. CLARK: Thank you.

MR. NOURSE: Thank vou, your Honor.

(At 12:20 p.m.a lunch recess was taken

until 2:30 p.m.)

258
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Tuesday Afterncon Session,
August 24, 2010.

EXAMINER JONES: Let's go back on the
record. At this time, unless there are any issues
that need tc come bafore the Bench's attention, we
will proceed with the rebuttal witnesses of the
COMpPany.

Mr. Nourse, are you.prepared to proceed?

MR. NOURSE: Mr. Satterwhite.

MR. SATTERWHITE: Thank you, your Honor.
The company's first rebuttal witness will be Timothy
M. Decoley.

EXAMINER JONES: Mr. Docoley, I remind you

you're still under oath.

THE WITNESS: Yes, vyour Honor.

TIMOTHY M. DOOLEY
having been previoﬁsly sworn, as prescribed by iaw,
was examined and testified as follows:

DIRECT EXAMINATION
By Mr. Satterwhite:

. Mr. Dooley, did you prepare rebuttal

testinony filed in this case on August 23rd, 20107

A, Yes.

ARMSTRONG & DKEY, INC., Columbus, Ohio (614) 224-%548:
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MR. SATTERWHITE: At this time, your
Honor, I'd like tTo mark that rebuttal testimony as
Company Exhibit No. 5.
| EXAMINER JONES: Tt shall be so marked.
(EXHIBITS MARKED FOR IDENTIFICATICN.)

Q. Do you have what's been marked as Company
Exhibit No. 5 in front of you?

A, T do.

And this was prepared by you?
A Yes.
MR, SATTERWHITE: Just for sake of
marking it, your Honor, we'll do the same as we did
before. The confidential version will be Exhibit No.
5 and S5A will be the public redacted version.
EXAMINER JONES: Thank vou.

Q. Mr. Dooley, i1f I were to ask vou all of
these same gquestions today, would your answers he the
same?

A. Yes,‘they would.

0. Do you have any changes to anything
within this testimony?

A. No.

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

EXAMINER JONES: Thank you,

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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Mr. Satterwhite.

Mr. Idzkowski, do you have questions for
this witness?

MR. IDZKOWSKI: Thank you, your Honor.
We da not.

EXAMTNER JONES: Thank you.

IEU-Chio have any guestions?

MR. CLARK: HNo questions for this
witness, vour Heonor.

EXAMINER JONES: Thank you.

Staffz

MR. MARGARD: No questions, vycur Eonor,
thank you.

EXAMINER JONES: Thank you, Mr. Doocley.
You may step down.

MR. SATTERWHITE: I will move for
admission, before you can do it for me, of Exhibit 5
and 5& of the company.

EXAMINER JONES: Objections to admission
of Company Exhibits 5 and 5A?

Hearing ncne the document shall bs
admitted.

(EXHIBITS ADMITTED INTO EVIDENCE.)

MR. SATTERWHITE: Thank you.

EXAMINER JONES: Next witness.

BRMSTRONG & OKEY, INC., Columbus, chio (614) 224-9481
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MR. NOURSE: Thank you, ycur Honor. The

companies call Jason T. Rusk back to the stand.
EXAMINER JONES: Mr, Rusk, I'll remind
you alsc you're still under oath.
THE WITNESS: Thank you, sir.
JASON T. RUSK
having been previously sworn, &s prescribed by law,
was examined and testified as follows:
DIRECT EXAMINATION
By Mr. Nourse:
c. Mr. Rusk, did you file, cause tg be
filed, rebuttal testimony in these cases on
August 23rd?
A Yes.
0. And that was a public versicn and =
configential version of rebuttal testimony?
A, Yes. 7
MR. NMOURSE: Your Honor; I'd like to mark
those exhibits as Companies® Exhibit No. 6 for the
confidential rebuttal and Exhibit 6a for the public
versicn.
EXAMINER JONES: The documents shall be
so markedn

{EXHIBITS MARKED FOR IDENTIFICATION.)

BRMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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Q. Mr. Rusk, did vyvou prepare this testimeny

or cause it to be prepared under your directicn?

A. I did.

0. Do ycu have any corrections, additions,
or changes you'd like to make to the written
testimony?

A. The only issue that might be guestionable
wag after this was filed the date of the signing of
the settlement agreement may have heean
January 2nd instead of January lst. So there's a
couple instancgs where it's referred to in here as
January 1, and I could go through sach individual cne
or 1f evervbody just recognizes that it was January 2
instead of January 1.

Q. - Okay. Thank you.-

A. That's the only thing I can think of.

Q. With that correcticn, those correcticns,
if I were to ask you all the same guestions under
oath today, would your answers be the same as in the
written version?

A, Yes, they would.

ME. NOURSE: Thank you, vour Honor. I'd
like to offer Mr. Rusk for cross-examinatiocn.
E¥AMTNER JONES: Thank vou, Mr. Mourse.

Just so the document i1s clear, I believe

BRMSTRONG & OKEY, TINC., Columbus, Chic (614) 224-9481
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there's two places in your testimony, Mr. Rusk, if
you could taks a guick look at them, I'm sorry,
there's three places.
THE WITNESS: T see ane on page 2, line
13 and on line 24. I believe on page 3, line 22.
EXAMINER JONES: All right. Page 4 line
247

THE WITNESS: Yeah, page 4, 23, 24,

‘whatever. I believe that's it, your Honor.

EXAMINER JONES: I believe that's it
also. Okay, thank vou.

Mr. Idzkowski, any guesticns for this

witness?

MR. IDZKOWSKI: Yes, ycour Honox, thank

you.

CROSS-EXAMINATION
By Mr. Idzkowski:

Q.  Mr. Rﬁsk, yeu testify in this rebuttal
testimony -— do-you have a copy of that in front of
you?

A, I do, sir.

Q. Can you look at page 2 of that, pleass.

A. Yes,

Q. Strike that. Can you look at page 4,

ARMSTRONG & CKEY, INC., Columbus, Ohic (614} 224-5481
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please, where you're discussing the valuation of the
coal reserve.

A Yes.

Q. You were in the hearing yesterday when
the auditor testified about two valuaticns of this
reserve, correct, cne in 2007 and one in April of
20092

| A, There are two reports, cne is a valuation
réport; the other one's a feasibility report. Is
that what vou're referring to?

Q. Yes. Do you recall that testimony?

A Yes, I do.

Q. And do you have & copy of the audit
report there with you, too?

A. - I deo.

MR, IDZKOWSKI: And, your Honor, his
microphone, I don't know if anyone else is perceiving
this, but it's intermittently breaking up.

EXAMINER JONES: It is. Maybe if yom
move the microphone closer to you.

THE WITNE3S: Would this ke better?

MR. IDZKOWSKI: I think it is so far.

THE WITNESS: Ckay.

0. De you have a copy of the audit report

there?

ARMSTRONG & OKEY, INC., Ceclumbus, Qhig ({614} 224-9481
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A. 1 do.
Q. And at page 2-21, that's discussing the
two different values of the -reports, corract?
A. Is there a specific part cf the page?
0. Yes. I'll refer you to the‘last sentence

in the large paragraph on 2-21.

A, Yes, I see that.

Q. It says, "Using-forecast, the
value of the reserve on a nest prezent value basis
using an . f)e:cent discount rate would be
$- million.™ Do you see that? .

A, I sez that stetement is there, yes.

Q. 30 we have two - -— well, first, in
2007 AERP hired-Company to do a mine report, a
mine assessment, correct?

A, That is correct.

Q. And then in 2009 they hired - again

and had them do a report ent_itled "—

—r " same company, two different

‘valuations‘ correct?

A, Same company, twoe diffsrent studies, ves.
G. And you were here vesterday when the
auditor testified that she had reviewed the -

report and that the wvalue that was in that 2009

ARMSTRONG & OKEY, INC., Columbus, Chio (614]) 224-9481
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report was between I niilion and | riition,
correct?

A, There's an assessment to which the
auditor is speaking to and that is using -- when this
particular price -- or I should say this number is
derived, it's using - forward pricing curve
assumptions'in that feasibility study, ves.

THE WITNESS: Technical change here.
Excuse me, did you hear that sir?

MR, IDZXKOWSKI: I think I did. lThank
you, Mr. Rusk. Than you.

Q. So we can call it a feasibility study or
refer to it by any name, but the fact is the reserve
wzg valued in 2009 by the-Company, the sama
company that did the valuation in 2007, at - t.o
-million, correct?

A. Under a series of appropriate, or I

should say, their particular series of assumptions

ii?h@??jwa§j*"fﬁsz;_f“"' =

2. VThank you. Tﬁét’s all the gquestions I
have for -- I'm sorry, maybe -- strike that. I have
another, Jjust another couple.

On page 2, can you look at your testimony
there.

A Yes, sir.

ARMSTRONG & OKEY, INC., Columbus, Ghio (614] 224-9481
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Q. and, Mr. Ruask, you were referring --
you're referring here starting on lime 16, the
question which begins on page 9, and this 1s in
regard to the 2008 shortfall negotiation. Do you see
that?

A. You're con line 15-16, is that what you're
talking about?

Q. Yeah, goling down to your answer starting
on line 21, sir.

Yes. Well, are you on page Z°
I'm sorry, 3. I'm sorry.
Okay.-

You'll nevey find it on 2.

A

Okay. Yes, I'm an page 3, lines B
through 12. Is that —-

T Q. Yes.

A. Qkay.

0. - Do you see where you're discussing this
éOOB shortfall negotiation?

A. Yes, éir.

Q. Okay. 2nd this is in reference zlsc to,
correct me if I'm wrong, -toﬁs of
underdelivery in 20082

A, This is in rzgard to a shortfall in

deliveries in 2008 of -tons,

ARMSTRONG & OKEY, INC.,, Columbus, Chio (614} 224-5481
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Q. Tnank you. &And who, my question is, who

contacted who about the -- regarding this nondelivery
under the contract? Who initiated the contact in
this rsgard in this matter?

A, Le; me maybe explain this and that would
possibly add some clarity to the question or the
answer that you're seeking. Throughout the course of
the year in 2008, the counterparty had been missing
shipments and failing to deliver their quantity, so
throughout the vear they had a shortfall in their
deliveries.

Around November it was, since the
contract was coming to 2 termination at the end of
the year, it was becoming cbvicus that they were not

going to be -able to make those shipments in the year,

and that was the vear we were very short on

deliveries and inventories were stressed and we did
need the coal, so it was negotiated that the
-—ton amount that they could not deliver by the
end of the year, was projected to the .end of the year
at that pcint, would then be subject to this
particulaxr settlement.

Q. Do you know who contacted who, though?

A. As T say, since they were short

throughoug the course of the yeax, there was dialogue

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-%481
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between the two parties, so it’s hard to say which
actually initiated the ultimate negotiation.

Q. Is it possible that AEP recognized that
by that last quarter of 2008 they could do without
the coal for the remainder cf 20087

A. No, I don't think that that's
necessarlly the situation. We were very strained in
2008 as far as deliveriess. And inventories were
extremely low through the course of thét year.

Q. Was it because —- the shortfall, the
result of this company 3aying they couldn't deliver
the coal?

2. I donft know exactly what cach individual
shipment shortfall would have been. The rationale
behind -- my guess is that they were probably having
to do with trains that were missed, and there's
probably a great deal of finger-pointing to the
railroad and to the mine not being, you know, having
the production available and so on, that's typically
how these occur.

0. Did you testify a moment ago that AEP

- didn't need the coal?

A. No; I said that we were short on coal in
2008.

Q. Thank you.

BRMSTRONG & OKEY, INC., Columbus, Okic (614) 224-9481
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A, And to my knowledge we were not laong on
coal in 2008. |

Q. 211 right. Thank you for clarifying
that.

Did AEP lecok into whether any replacement
coal was available?

A, It had been making purchases of
replacement coal throughout the year for not only
this supplier, but others as well, and for whatever
short that_we had —- open pesiticn that we had golng

intc the 2008 year.

Q. So did AEP purchase replacement coal to
replace this underdelivery of -tons?
A. It purchased not only coal to replace the

j.sh:::.rtfall here, but other shortfalls as well.

Q; And was that coal that was purchased as
replacement coal, those -tons, was that coal
burned and accounted for in 2008 or 20087

A. T wouid,assumé that the level of our
inventories being s¢ low, that the majOrify of this
coal was —- whatever replacement ccal was purchased
was prokably consumed during 2008. Certainly there's
an inventory level, and I hope you understand that
the coﬁcept, that we don't have any color coding for

the coal that comes in so we den't know exactly which

ARMSTRONG & OKEY, INC., Columpus, Chio (614) z24-3461
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lump of ccal is burned in what year, but it's --
certainly if inventory's not very big, then you wounld
assume that the majority of this would have been
consumed in the course of the vear.

Q. 8o that's your assumption. But is it
possible that part of this -tons was burned in
20097 Is that a possibility?

A, To the extent that whatever was purchased
and placed-into inventory in 2008 survived, vou know,
the pile and was consumed in 2009, that is correct.

Q. What time of year is most of the coal
burned for generaticn? Is more burned at certain
veriods of the year than others?

A. The lcad for the company is seasonal in

_ certain~respects, but then there are a number of

plants that burn fairly regularly‘throughout the
year. The only thing that would modify that might be
if there were an outage at a facility or scmething
which would'impact its ability to consume cozl. But
for the most part, vou're goling to see heavy
consumption perieds in the winter months and heavy
consumption in the summer months when it's hot, such
as what we just experienced in July and August.

MR. IDZXKOWSKI: That's all the guestions

I hawve.- Thank you, Mr. Rusk.

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-3481
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EXAMINER JONES: Thank you.
Mr, Clark?
MR. CLARK: Just a moment, your Honor.
EXAMINER JONEES: Sure.
MR. CLARK: 1I'm ready, your Honor. Thank
yvou for the time.

EXAMINER JONES:

Okay.

Go ahead.

CROSS-EXAMINATION

By Mr. Clark:

Q. Mr. Rusk, I want to
accounting for fuel inventory.
in/last out or last in/last out

the cost of fuel that is burned

“A. I believe that what

ask you regarding the
Do you use a fixst
method of determining
from inventory?

wea use is weighted

average cost accounting, but that, again, is prochably

‘a gquestion for Witness Dooley.

MR. CLARX: Thank you.

EXAMINER JONE3: Stafr héve any
questicons?

MR. MARGARD: No, your Honoz. Thank you.

BAAMINER JONES:
MR. NOURSE:
we done with this witness?

EXAMINER JCNES: Do

I'm scrry,

Any further redirect?

your Honor, are

you have anything

ARMSTRONG & COKEY, INC.,

Columbus,

Chip (614 224-9481
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further of this witness?

MR. NQURSE: No.

EXAMINER JONES: 0Okay. We are finished,

Thank vou, Mr. BUSk“

THE WETNESS: Thank you.

MR. NOURSE: And with that, your Honor,
I'd move for admission of Companies! Exhibit No. &
and 6A.

EXAMINER JOMNES: Thank you, Mr. Nourse.

Any objection to the admission of

- Companies' Exhibit 6 and €A?

Hearing none, those two documents shall
be admitted,

(EXHIBITS ADMITTED INTC EVIDERCE.)

T " EXAMINER JONES: ' Mr. Nburse,.you may

proceed.

MR. NOURSE: Thank you, vyour Honor.
The companies call Philip J. Nelson back to the
stand. '

EXAMINER JONES5: Mr. Nelson,r I'11 just
remind you also that you're still under oath.

THE WITHNESS5: Yes, thank you.

And also thank you for accommodating my

schedule.

214

ARMSTRONG & CKEY, INC., Columbus, Ohio (614) 224-2481
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PHILIP J. NELSON

having been previocusly sworn, as prescribed by law,
was examined anc testified as follows:
DIRECT EXBMINATION

By Mr. Nourse:

Q. Mr , Nelson, did you cause to be filed
written rebuttal testimony in these cases on
August 23rd, 20107

A, I did.

0. and was there a confidential and a public
version of that testimony?

A Yes. |

MR. NQURSE: Your Henor, I'd like to mark

Companies' Exhibit 7 and 7A, 7A being the public

--yerslon. - -

EXAMINER JONES: Those doctuments shall be
so marked.
| (EXHIBITS MARRKED FOR IDENTIFICATION.!

QJ Mr. Nelson, do vou have those exhibits in
front of wyou? |

a. Yes.

0. And was this testimony prepared.by you or
under your direction?

A, It was.

Q. Be you have any changes, coryactions, oy

ARMSTRONG & OKRY, INC., Columbus, Chioc (614} 224-94831
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additions you'd like to add?

A, No, I don't.

Q. If I asked you all these questicns under
oath teday, wounld your answers be the same?

A. They wonld.

MR. NOURSE: Your Honor, the witness is
available for crcss.

MR. CLARK: Your Honor, before we begin
cress, would you prefer to take motions to strike
bafore cross or before IEU has its own cress?

EXAMINER JONES: Let's take any moﬁions
to strike now.

MR. CLARK: Your Honor, IEU-Chio mzkes a
motion to strike the pages -- IEU moves t©o strike the
rebuttal testimony of Philip J. Nelson page 1
beginning with "January 2008 Settlament Agreement®
through page 3 of that particular portion of the
rebuttal testimony.

As you know, your Honor, the rebuttal
testimony is limited to testimony that the party
could not have presented as part of the direct case,
and assentially this particulaf section of
Mr. Nelson's rebuttal testimony just attempts to
bolster or kind of resupport their case in chief.

And I car point vou to the particular

ARMSTRONG & OKEY, INC., Columbus, Ohic (614) 224-9451
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pages, both of the witness's direct testimony as well
as the direct testimony of Mr. Rusk, that pretty
much, for all intents and purposes; defends the
actions in the face of the audit recommendation. So
the audit recommendation raised the issues and
essential_y we now believe it's not proper rebuttal.

MR. NOURSE: May I respond, your Honor?

EXAMINER JONES: Yes, you may.

MR. NOURSE: This section, your Honér,
applies some of the reasoning, palicy arguments, and
testimony from Mr. Nelson's direqt testinmony in
responge to OCC Witness Duann, as stated on page 2,
lines 4 and 5. The auditor did not make a
recommendation as to any reduction of the companies’
underrecovery. 'The two intervenor witnesses have,
and that's referenced with Mr. Hess and Dr. Duann on
line 13 as well, page 2.

This is a very short discussion that

applies to the earlier testimony in response to

Mr. Hess and Dr. Duann. I doan't believe 1t could

have possibly been presesnted originally in the direct
testimony that was filed the same day as Dr. Duann
and Mr. Hess's testimony was filed.

MR. CLARK: Your Honor, if I may, in

question 2, the very beginning, he admits that he

BRMSTRONG & OKBY, INC., Columbus, Ohio (6ld) 224-8481
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already addressed the topics or issuses that were
brought up by Mr. Hess and Mr. Duann. "Do the issues
you addressed in your direct testimony in connection
with the audit recommendzfion No. 1 applv to IEU'S
and OCC's proposed treatment of 2008 Settlsment
Agreement proceeds?"

Look at page 2, line 10, "Yes, I have
already discussed the serious flaws in reducing
OPCo's 2009 deferred fuel balance;“

MR. MNOURSLE: Yeah, your Honor, thes —-- I
think that's a mischaracterization of the testimony.

MR, CLARK: Your Henor, it's a direct
read from the testimony.

MR. NOURSE: Let me explain. When he
said "apply,™ again, it's a new question, does what
vou sald before apply in response to these
recomendations you'd not seen when you wrote your
direct testimony? That is, again, an attempt to be
efficient and not repeat the second part he guoted:
it was not fully guoted. The end -of that says, will
not be repeated -- we "will not repeat them here,”

k S0 again, the whcle purpose of this was
not to be redundant at all but to address incremental
guestions not raised in the audit réport as to a

party directly recommending reduction of the

BRMSTRONG & OKEY, INC., Columbus, Chio {614} 224-9481
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underrecovery. I think it's proper rebuttal and very
short and direct, to the poilnt.

MR. CLARK: Your Honor; if I may respond?

EXAMINER JONES: TLast word.

MR. CLARK: To Mr. Nourse's point, if you
look at sentence one on pade 2, it's the
recommendation and will suggest the Commission
review, and you have the conclusicon. All it is is
supporting the conclusion that the auditor raises the
specter of in its report.

'EXAMINER JONES: All right, Give me just
a miﬂute. |

Mr. Clark, 1 acknowledge the arguments
that you make in your motion to strike; howesver, I'm
going to deny the motien. I will allow vou Lo
cross-examine on these statements in here.

MR . CLARK: - Thank you, your Honor.

EXAMINER JCNES: Any further motions to
strike? |

If not, . Mr. Idzkowski, T believe wWe ware
back to you.

MR. IDZKOWSKI: Thank you, vour Honor.

CRCSS-EXAMINATION
By Mr. Idzkowski:

0. Good afterncon, Mr. Nelson,

ARMSTRONG & QXEY, INC., Cclumbus, Chig {614) 224-9481
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A, Good afternocn.

Q. I'd like to ask you about your statement
in your testimony that OCC and IEU's position
constitutes single-issue rate-making. Do you recall
that statement?

A, Yes.

0. Would you agree that Senate Bill 221
provides for an electric distribution utility to
submit‘as a separate matter from the mzin ESP case
its fuel costs for review by the Commission in a
separate and distinct case?

MR, NQURSE: Your Honor, I'm sorry, I'm
going to object. I think that's a vague questicn.
I'm not clear whether he's asking that you could
gstablish a fuel clause ocutside of an ESP case under
the law.

EXAMINER JONES: Can you rephrase it,

Mr. Idzkowski?

MR. IDEKOWSKI: May I have the queétimn
read? . I tried to —— I can, but I tried to be as
succinct and as clear as pessible.

Could I have the gquestion read back,
please, to see if the witness knows how to answer it?

{Record read.)

: EXAMINER JONES: I'm going to allow the

BARMSTRONG & OKEY, INC., Cclumbus, Chio (614} 224-9481
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witness to answer the question, 1if he can.

A, Yeah, I cdon't know how to answer that
question. It's too brecad. Can you be more specific?

D. Well, would you agree -- maybe we can get
back to it and maybe we can get to this poiht another
way. Would you agree that this case is in large part
about determining the proper amount of AEP's fuel
costs that customers should be made to pay?

A Yeas.

0. And would you agree that an investigation
of the factors that centribute to that fuel cost is
appropriate in this case?

A, Yes.

Q. And would you agree that BARP's fuel
contracts and fuel contract negotiations have set the
fuel costs that AEP is seeking to recover in. this
proceeding?

A, Yes., Contracts that extendecd intec 2009
set the fuel costs that should be reviawed ;n'this
proceeding.

Q. Thank you.

MR, IDZKOWSKI: I think that answers my
guestion, your Honor. That's all the guestions T
have.

EXAMINER JONES3: Thank vou,

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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Mr. Clark?
MR, CLARK: Actually, Mr, Randazzo is
- going to handle cross of this witness.
EXAMINER JONES: OCkay.
CROSS-EXAMINATION
By Mr. Randazzo:
Q. Good afterncon, Mr, Helson,
A. Good afternoon.
Q.  You work for the service company; is that
correct?
A, That's correct.
Q. For AEP. Do you have any decision-making
authority for Ohic Power?
A, Décision—making authority, no, I advise

folks in Ohio Power.

Q. And who would vyou provide advige to at
Chio Power?

A Varioué individuals, including Joseph

Hamrock, Selwyn Dias, othezrs.

Q. Mr. Hamrock 1s the presidént of Ohie
Power? |

A, Yes.

Q. And he would have decision-making

avthority with regard to any actions taken by Chio

ARMSTRONG % OKEY, INC., Columbus, Ohic (814) 224-39481
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Power: is that correct?
A Yas. I would think he would have
decision-making authority.

0. Are any of the witnesses that have

- testified on behalf of the utilities in this case

people that have decision-making authority with
regard to Chio Power or Columbus & Southern?

A, Well, I think if you act as an agent for

283

Ohic Power and Coplumbus Southern, then I would assume

that they have some decision-making aunthority.

Q. And who that has testified thus far in
this proceeding on behalf of Columbus Southern and
Ohio Power has decision-making authority for eithex
utility?

A. I would think that Mr. Rusk would in his
role, he would act on behalf of t{he operating
companies, in his role, in certain contractual
matters. .
| Q. Agsin; as agent?
A. I'm ﬁot aﬁ atterney, so I don't know the

circumstances there. I don't want to mislead.

0. Who made the decision to aécept the
buvout arrangement with -

A I don't know.

. Do you know why they made the decision t

o

ARMSTRONG & OKEY, INC., Columbus, Ghio {614} 224-9481
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accept 1it?

A, No.

Q. Who made the decision to accept the
arrangement with -?

' A, I don't know.

0 Do you know why they mads the decision?

A, Well, not specifically.

®. Thank you.

A, I nean, I would say that in general they
mzde the decision because it was a good business
decision. 1In all these instances I would --

c. But you do not Xnow -—7

A, Pretty sure they would --

0. You de not know why the decisicn to make

1_:_1}537- arrahgement was made by the appropriate
person at Ohio Power or Columbus & Southern, do you?

MR. NOURSE: Object.

0. Your own personal knowledge.

MR. NOURSE: I object. I think that
questionris argumentative and it assumes that
Mr. Nelson would be the only witness that's offered
testimony in this proceeding that could answer that
question when-Mr==Rusk has been on the stand twice
and indicated clearly his responsibility Ffor fuel

procurement decisions.

ARMSTRONG & OKEY, INC., Columbus, Ohic (614} 224-246C
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EXAMINER JONES: I'm going to overrule
the objecticn. The witness can answer the guestion,
Do you need it read hack?
THE WITNES3: Yes.
{Record read.)
A. Do I know why the person at Ohi¢ Power or

CS8P made the decision? I don't know that they didn't
make the decision. T den't know who in particular
made the declsion arzound these contracts. ‘

Rk Okay.

A, Or negotiations.

Q. aAnd as part of your responsibility in
this case, did you attémpt to inquire as to who made

the decision to accept the -arxangement?

A. No, I don't be}}eve I asked that
guestion,
Q. Did you attempt to make inguizy as to who

made fhe decision tc. accept the _ ar;angement?

A. No, T didn't ask particularly whb nade
the final decision.

. OCkay. WNow, in your rebuttzl testimony,
am I correct that there's nothing in your rebuttal
testimony that addresses anything that the auditor
sard? Is that correct?

Well, I didn't think that was a trick

RRMSTRONG & OKEY, INC., Columbus, ohio (A14) 224-5%481
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question. I'll withdraw it and ask you this: 1In
your testimony on page 1, at lines 18 through 23, am
I correct therse that vou're describing the scope of
your rebuttal testimony in those lines, lines 18
through 237

Fi Yes, I'm describing the purpose of my
testimony.

Q. Your rebuttal testimony.

Al My rebuttal testiﬁony"

Q. Okey. HNow, you spend a lot of time
attempting to gharactérize positions of OCC and the
Industrial Energy Users, or actually the witnesses
that are testifying on behalf of those two entities,

and I'd like to ask you a quastion to help me

characterize your position.

If Ohio Power cr Columbus & Southern did
something in 2008 to increase the costs that they
then push into the fuel Zdjustment clause in 2008,
are you saying that the PUCO cannot do anything to
adjust the 2009 costs if the adjustment depends on an
examination of things that took place in 20087

MR, WOURSE: I cbject, yvour Honor, to the
characterization of pushing anything inte 2009, T
don't think therefs any evidence in this record that

supports that.

ARMSTRONG & OKEY, INC., Columbus, Chioc (614) 224-35481
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EXAMINER JONES: Objection overruled.

A, Yas, I don't believe that's my position
with respect to pushing anything. I think what
ceccurred is we booked the transactions according to
the accounting requirements. Some costs in 2008 —--
ralated to 2008 contracts naturally fell into 200%,

Q. Okay:

A. Likewlse, as far as payments mads in
2008, there weré certain payments made that we
absorbed because we didn't have a fuel clause and we
didn*t attempt to push those payments we made into
é009 to recover. We honored the deal that was made
in the ESP thal cur fuel clause began in 2009.

and as I said in my rebuttal testimony, I
very mach like to have had the fuel clause back in
2008 because when you tazke all these transactions
together and don't cherry-pick transactions, our fuel
costs went up, our underrecovery balance would have
been much larger than it is today if we had a fuel
clause in 2008._-

0. Okay. Now I'Gd like you tec answer my
gquestion.

A. I believe I did.

Q. No, vou didn't. I want tc¢ understand

whether or nmot vou believe it's appropriate for the

ARMSTRONG & OKEY, INC., Cclumbusg, Chio (614 224-948]
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Public Utilities Commission of Chic to examine costs
that ARP-Ohic has placed in the FAC for recovery in
2009, even those arising from activities that
occurred pre-2009. Do you thipk it's appropriate for
the Commission to examine the eligibility of those
costs and whether or not thev're subject to recovery
through the FAC? That's my question.

A, I think it is appropriate for the Public
Uéilities Commission to examine any costs that
occurred in 2003 related te the FAC. That's what
we're here for, is a review of 200% costs,

Q. Right. And let me ask you ancther
guestion. Are you saying that the PUCO cannot reduce
the costs eligible for recovery through the 2009 FAC
if the Commission dstermines that the costs are
related to post-2009 fuesl expense?

MR. NCURSE: Your Honor, I object. His
prior gquestion asked about appropriateness. This
gquestion is asking whether the Commission can or
cannot do something. I think it's a legal
conclusion,

EXAMINER JONES: Any responge?

MR. RANDAZZO: I'll restate the guestion.

EXAMINER JONES: Thank you.

Q. Are you saying that the PUCO should not

ARMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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reduce the costs eligible for recovery through the
2009 FAC if the Commission determines that the costs
are related to post-200% fuel deliveries?

A, I'm not sure what the Commission can or
can't do; however, I den't think therze's any

transactions or events in this audit period that

would warrant that type of treatment.

Q. Well, would you answer my question now,
sir.

A. I believe I did. I said the Commission
could —— I said I don't know whether the Commission

could or couldn't do anvything beyond the audit
period, but --

Q. wWell, if there are costs of fusl for
2013, for example, vou think that they're
appropriately trebable through the 2009 FAC?

A, I don't see how that’s real relevant to
2009.

Q. Did you review fhe responLses to the

interrogatories that AEP provided to IEU?

A, I reviewed some.
C. Did you review Mr. Hess's testimony?
A. Yes, I read Mr. Hess's testimony.

Q. Did you review the interrogatory

responses that AEP provided te IEU that were attached

ARMSTRCONG & OKEY, INC., Cclumbus, Chio (614) 224-948%
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to Mr. Hess's testimony?

A, Not in any detail.

. So you prepared reputtal testimony to
respond to Mr. Hess's testimony without reviewing in
detail the attachments tole. Hess's testimony; is
that correct?

a. Well, if they were datas response, T
probakbly wouldn't have rebutted our own data
responses.

0. Well, what portions of Mr. Hess's
testimony did you not review?

A, I believe I read his full testimony.

0. You believe you did?

A. Yes, I believe I did,

Q. Did you read the full testimony of
Dr. Duann?

A. Yea. T think I did.

C. And when did‘you do that?

A. At different times.

Q. And did ycou review all the data responses
that Columbus & Southern or Chic Powar provided o
Qce? | ‘

A. No, I didn't review them all. HNo.

0. Now, earlier today during

cross-examination of Mr. Hess by vour counsel, I

ARMSTRONG & OKEY, INC., Columbus, Chic (614) 224-9481
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believe you ware here, correct?
. Yes.

In the hearing room.

R S

I was.

Q. And you'll recall that there were some
questicns of Mr., Hess by your counsel that went to
the issue ¢f whether or not Ohio Power/Columbus &
Southern could establiish a regqulatory asset or
regulatory liability. Do vou recall that line of
questioning by your counsei?‘

A, Yes.

G. Now, I took the thrust of the guestiocns
from your counsel as suggesting that because Columbus
& Scuthern and Ohic Power are not rate regulated
based on traditional cost of service, that it would
not be possible for either utility to establish z
deferrad asset or deferred liability: is that the way

you understood -- regulatory asset or regulatory

liability. Is that the way you understood the

gquestionsg?

MR. NOURSE: Your Honor, I object. This
is not related to the rebuttal testimony, and
Mr. Randazzo's taking statements and implications and
arguments from cross—examination that I conducted. I

don't think it's appropriate cross for this repbuttal

ARMSTRONG & CKEY, INC., Columbus, Chic (614) 224-348_
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testimany.
| MR. RANDAZZO: Well, with a little
license, your Honor, given our efforts to tfry and
accommodate the schedule, T will coanect this up in
my next question.
EXAMINER JCNES: Pleass do, because right

now I don't see how it's related to the rebuttal

testimony.
MR. RANDAZZO: I will.
Strike my gquestion.
Q. (By Mr, Randazzo) Mr. Nelson, yoﬁ talk

about the deferred fuel balance that is presently
being carried by Ohio Powar, correct, ln you rebuttal
testimony.

A, My rebuttal testimony mentiomed that the

. other witnesses, the other parties' witnesses are

trving to reduce that deferred fusl balance.

Q. Yeah. And that deferred fuel balance ia
currently what, a regqulatory asset? '

| A It's a regulatory assst.

Q. Right. How did you accumulate that
regulatory asset, sir} 1f you know?

A. The regulatory asselt was begun January 1,
2008, bhased on the fact we had a fuel clause at that

time, and it compared the revenues received from:

ARMSTRCNG & OKEY, INC., Columbus, Ohioc (614) 224-9481
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customers related to fuel To the expanse of fuel paid
by the company on a retail basis, and then deferred
the difference.

Q. Now, prior to the establishment of the
electric security pian for Ohic Power and Columbus &
Southern, isn't it true that Columbus & Southern and
Ohio Power established regulatory assets and
regulatory liabilities in conjunction with
arrangements related to the -acquisition of
Monongahela Power and the arrangement that allowed
Ormet to return to the AEP-Chio service territory?

MR, NOURSE: Your Honor, I object again.
These prigr pre-ESP deferrals, regulatory assets,
were the subject of my cross—examination. They are
not the subject of --"Mr., Nelson just explained the
underrecovery that he's talking about in his
testimony commenced with the ESP case.

MR. RANDAZZO: " I'll withdraw the
question. It's a matter of public record.

EXAMINER JONES: Thank you.

Q. You say cn the bottom of page 2 that, or
you assure us that Ohio Power would have been very.
desirous of having & fuel clause in 2008 on the
pottom of page 2. Why?

A. Because Ohio had to abscrb the increased

ARMSTRONG & OKEY, INC., Columbus, Ohig (614) 224-9481
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fuel costs that occurred in 2008 and reduced earnings
pretty dramatically from 2007.

Q. And by the way, the earnings numbers that
you show at the top Of‘pagé 3, are those total
company numbefs?

A. They are.

Q. Yeah. And what was the return -- you do
not include in your testimony the return on equity
asscciated with the PUCC jurisdiction, do you?

A, No.

Q. and in Chio Power's case, am I correct
that Chio Power has about over 8,000 megawatis of
generating capacity?

A. That's Tight.

0. And that the retail peak demand is on the
order of 5,000 megawatts.

Al I would say that's in the ballpark.

Q. S0 in Chio Power's -case, & fair amount of
its generating capacity is utilized tc support sales

to other AEP cperating companies or off-system sales,’

correct?
A That's correct.
Q. And the earned return on equity of Chic

Power in 2008 would be affected by the business

conditions related to these two business segmenis,

ARMSTRONG & OKEY, INC., Columbus, Chio (614) 224~-94871
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corract?

A. Yes.

Q. Would it be correct, sir, that the
existence aof & fuel adjustment clause operates to
transfer business and finmancial risk to customers,
from the utility to The customers?

A, Provides protection from various changes
in fuel, so yes, it does reduce some risk.

C. For the utilities.

A. For the utilities.

.Q. And conversely increases the risk for the

customers, right?

A. I haven't really thought that one
through, but it might be a good assumption, =xcept in
Chio you have z unigue situation where customers can
switch, soc you have some opticnality to go elsewhere,

Q. Let's talk about that z little bit.

During the electric security plan period, in other

words, during 2009, '10, and '1l, customers would

have the ability to switch and avoid the FAC charge
as a result, which 18 what I think you just said; is
that correct? |

A Yes.

Q. Ckay. Now, with regérd to the

accumzlated deferrzls on Chiov Power, am I also

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



10

11

1z

13

14

15

16

17

1B

1%

20

21

22

23

24

25

_09-8 72/873-EL-FAC

29¢

correct that whatever the balance associated with
that deferrazl is geing inte 2012; that deferred
balance, according to a Commission's order, is going
to be recovered through a nonbypassable charge that
the customers will not be able to avopid? Correct?

A, That's correct. I believe Senate Bill
221 alsc had that provision in there for a phase—imn.

Q. That's correct. 5o to the extent that
there are deferred balances going into 2012
associated with the operation of the ESP order,
customers will not be able to avbid those costs on a
going-forward basis, right?

A, Yes, they won't be able =o avoid the
phase~in beginning in 2012.

Q. And ballpark, what's the accumulated
deferred balance being carried by Ohic Fower
presently for deferred fuel?

A. I believe the last numbser I saw was about
350 millioan. I'm not sure what fhe date of that was.

MR. RANDAZZC:  That's all I have,

EXAMINER JONES: Thank you, Mr. Randazzo.

MR. RANDAZZ0: Thank you, Mz. Nelson.

EXAMINER JONES: Staff have any
questions?

MR. MARGARD: No, thank you, your Honor.

RRMSTRONG & OKEY, INC., Columbus, Chio (614} 224-9481
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EXAMINER JONES: Mr. Nourse, are you
going to have redirect?

MR. NCURSE: No, your Honor,

EXAMINER JONES: Thank you, Mr. Nelson,
You mzy step down.

MR, NOURSE: Your Honor, I'd like to move
for admission of Companies' Exhibit No. 7 and 7A.

-EXAMINER JCNES: Objections to the
admission of Companies' 7 énd A2

Hsaring none, those two documents shall
be admitted:

{(EXHIBITS ADMITTED INTO EVIDENCE.)

EXAMINER JONES: Mr. Nourse, deo you have
any further witnesses?

MR. NQURSE: No, your Honor. Thank you.

EXAMINER JONES: Does that conclude the

witnesses at this time?

MR. NOURSE: Yes.

MR. CLARK: Yes, your Homnor.

‘EXAMINER JONES: Let's go off the record
at this time.

(Discussion off the record,)

EXAMINER JONES: We had a discussion off
the record about the briefing schedule, and I

believe, please correct me if I'm wrong, but I

ARMSTRONG & OKEY, INC., Cclumbus, Ohio (614) 224-9481
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believe the parties have agreed to initial briefs
being filed by 3:30 p.m. on Sepiember 23rd, filed in
docketing with an electronic version submitted to all
the parties, and reply briefs filed in docketing by
5:30 on October 15, again with electronic sézviée to
all parties in the reply brief. Is that correct?

MR, CLARK: Yes, your Honor,

EXAMINER JONES: Is there anything
further to come before us?

MR. IDZKOWSKI: Your Honor, yesterday OCC
raised the issue of this Joint Exhibit Nc. 1, which
was the stipulation was signed, and‘I just want to
note for the record it was filed vesterday.

EXAMINER JONES: lThank you. 1 did see it
in docketirg, but thank you for making that clear,
and it was made an exhibit yesterday.

ME. IDZKOWSKI: Yes.

EXAMINER JONES: Anything further?

ME. NOURSE: No, your Heonor.

EXAMINER JONES: If not, we are
adjourned. Thank you. 7

{The hearing concluded at 3:29 p.m.)

ARMSTRONG & OKEY, INC., Cclunmbus, Chic (614) 224-9481
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I do nereby certify that the foregoing is &
true and correct transcript of the proceedings taken
by me in this matter on Tuesday, August 24, 2010, and
carefully compared with my originzl stenographic

notes.

Maria DiPaolo Jones, Registered
Diplomate Reporter and CRR and
Notary Public in and for the
State of Chio.

My commission expires June 19, 2011.
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