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1 Tuesday Morning Session,

2 November 25, 2008.

3 - - -

4 EXAMINER BOJKO: Let's go on the record.
5 Thisisacontinuation of case numbers

6 08-917 and 08-918-EL-SSO, In the Matter of Columbus
7 Southern Power and Ohio Power Company for Approval
8 of their Electric Security Plans and Related

9 Issues.

10 My name's Kim Bojko. With meis Greta

11 see. We'rethe attorney-examiners assigned to this

12 case.
13 Take abbreviated appearances.
14 MR. RESNIK: On behalf of the companies,

15 Marvin Resnik and Steve Nourse, and Dan Conway will
16 be here later.

17 MR. SMALZ: On behalf of the Appalachian
18 People's Action Coalition, Michael Smalz, and Joseph

19 Maskovyak will be here later.
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20 MR. O'BRIEN: On behalf of the Ohio

21 Hospital Association, Tom O'Brien and Rick Sites.
22 MR. JONES: On behalf of staff of the

23 Public Utilities Commission, John Jones, Werner
24 Margard, and Tom Lindgren.

25 MS. ELDER: On behalf of the Competitive

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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10

Suppliers, Betsy Elder and Howard Petricoff.

MS. GRADY: On behalf of the residential
ratepayers of the companies, the Consumers Counsel,
Janine L. Migden-Ostrander, Maureen R. Grady and
Michael |dzkowski.

MR. RANDAZZO: On behalf of the
Industrial Energy Users, Sam Randazzo, Lisa
McAlister, and Joe Clark.

MS. WUNG: On behalf of The Commercial
Group, Grace Wung.

MR. BOEHM: On behalf of the Ohio Energy
Group, David Boehm and Michael L. Kurtz.

MR. BELL: On behalf of the Ohio

Manufacturers Association, Langdon Bell.

MR. YURICK: And John Bentine, Mark
Y urick, and Matt White on behalf of the Kroger
Company.

EXAMINER BOJKO: Thank you.

At thistime we're going to go to the
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20 Kroger witness | believe, Mr. Higgins.

21 MR. BOEHM: Y our Honor, could | take up
22 one preliminary matter before?

23 EXAMINER BOJO: Please.

24 MR. BOEHM: We have Mr. Kollen coming in

25 thismorning as our witness. Heisn'tinyet. His

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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11

1 planeisdue at quarter after 9:00. We hope he'll be

2 hereat 10:30, and we think that will probably bein

3 time, but if not, we would ask that he go after the

4 next witness.

5 Also | think Mike talked to you yesterday

6 about Mr. Charlie King, who's our excessive earnings
7 witness. | spoke again to him last night from his

8 hospital room, and certainly this week is out.

9 Monday his surgeon's coming back in from Europe so
10 he'll be consulting with him.

11 We hope to arrange something maybe late

12 next week where, with the company and the indulgence
13 of the other intervenors, we can do something by the
14 telephone, something like -- set up something like

15 that because he's got some very bad ankles they're

16 going to be working on. | don't think he's going to
17 beableto travel.

18 EXAMINER BOJKO: Okay.

19 MR. BOEHM: Y our Honor, the question was
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20 just raised, and I'm afraid | don't know this because

21 we've been splitting things up.

22 Did you folks depose Charlie, Marv?
23 MR. RESNIK: No.

24 MR. BOEHM: You didn't, okay.

25 MR. RESNIK: No.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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EXAMINER BOJKO: Ms. Grady, depending on
how we proceed with Mr. Higgins, we might want to
make sure that Mr. Cleaver is here. He may need to
go next.

MS. GRADY: Okay.

EXAMINER BOJKO: Thank you.

MS. GRADY:: Isit possiblefor you to
give melike a-- should | call now and just have him
come over?

EXAMINER BOJKO: That would be great.
Thank you.

Mr. Yurick, would you like to call your
first witness?

MR. YURICK: Thank you, your Honor.

Yes. Kroger Company would call Mr. Kevin
Higgins to the stand.

EXAMINER BOJKO: Pleaseraiseyour right
hand.

(Witness sworn.)
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20 EXAMINER SEE: Please have a sedt.
21 -

22

23

24

25
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13

1 KEVIN C. HIGGINS

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

3 examined and testified as follows:

4 DIRECT EXAMINATION

5 By Mr. Yurick:

6 Q. Good morning, Mr. Higgins.

7 A. Good morning, Mr. Y urick.

8 Q. Would you please state your full name and

9 gpdll your last name for the record?

10 A. My nameisKevin C. Higgins. Thatis

11 spelled H-i-g-g-i-n-s.

12 Q. And how are you currently employed, sir?
13 A. I'maprincipa inthefirm of Energy

14 Strategies.

15 Q. And on whose behalf are you testifying in

16 this proceeding this morning?

17 A. I'm here on behalf of the Kroger Company.
18 Q. Showing you what's been marked Kroger's

19 Exhibit 1, isthat your direct prefiled testimony
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20 filed in this proceeding?

21 A. Yes itis.

22 Q. Andwasthat testimony prepared by you or
23 at your direction?

24 A. Itwas,

25 Q. Andif | asked you the same questions

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

1 that are set forth in your testimony today that are
2 inyour Kroger's Exhibit 1, would your answers be the
3 same?

4 A. Yes, they would.

5 Q. Any additions or corrections?
6 A. No.
7 MR. YURICK: At thispoint | would tender

8 Mr. Higginsfor cross-examination, and I'll wait to
9 move the exhibit into evidence until after cross.
10 EXAMINER SEE: Okay. Butitismarked as

11 Kroger Exhibit 1.

12 (EXHIBIT MARKED FOR IDENTIFICATION.)
13 EXAMINER SEE: Volunteers?

14 Okay. Mr. Smalz?

15 MR. SMALZ: Your Honor, | have no

16 questions.

17 EXAMINER SEE: Ms. Elder?

18 MS. ELDER: No questions, your Honor.

19 MR. RANDAZZO: No questions.
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21

22

23

24

25

EXAMINER SEE: Thank you, Mr. Randazzo.
Mr. [dzkowski.

MR. RANDAZZO: | volunteered.

MR. IDZKOWSKI: No questions, your Honor.
EXAMINER SEE: Ms. Wung.

MS. WUNG: No gquestions, your Honor.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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15
1 MR. BOEHM: No gquestions, your Honor.
2 EXAMINER SEE: Mr. Bell?
3 MR. BELL: I'm not going to break the
4 streak of luck.
) EXAMINER SEE: Okay. Mr. Jones?
6 MR. JONES: No questions, your Honor.
7 EXAMINER SEE: Who for the company will

8 Dbe cross-examining Mr. Higgins? Mr. Nourse.

9 MR. NOURSE: Thank you, your Honor.
10 ---
11 CROSS-EXAMINATION

12 By Mr. Nourse:

13 Q. Good morning, Mr. Higgins.

14 A. Good morning, Mr. Nourse.

15 Q. On page 6 of your testimony you begin

16 discussing AEP's proposed plan, and you're indicating
17 inthe bottom half of the page that the rates, the

18 existing rates, are not cost based and the proposed

19 rates are not cost based, and then you conclude at
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20 line20 and 21: "A cost-based component added to a
21 noncost-based rate produces another noncost-based
22 rate." Do you seethat?

23 A. Yes, sir.

24 Q. Now, in traditional terminology you're

25 identifying what's referred to as a single-issue rate

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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16

case, isthat accurate?

A. Not necessarily. While I'm quite
familiar with single-issue rate-making, it was not my
intent in this section of my testimony to necessarily
make a case about single-issue rate-making, more to
clarify at the outset of my testimony the point that
| was making on lines 18 through 21.

Q. That'sthe same criticism, isit not,
that generally is associated with a single-issue rate
case?

A. That criticism can beleviedin a
single-issue rate case, that treating a certain set
of costsin isolation from overall costs and revenues
can be construed as inappropriate under -- in many
circumstances, and so that isacriticism of -- that
Islevied in single-issue rate cases, | agree with
that.

Q. Thank you.

On page 7 you in lines 14 through 17, you
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20 make the observation that the AEP's proposed

21 increases appear to track the nonmarket portion of
22 therate blend under aMRO. Do you see that?

23 A. Yes gir.

24 Q. Okay. Now, | gather that's acriticism.

25 A. No, that was not intended as a criticism.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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17

Q. Okay.
A. Itwasactualy intended in terms of
framing my discussion as an acknowledgment that | did
see the connection between the package that the
company had proposed and the conceptual structure
that is -- of the adjustments that are permitted
under a4928.142(D).
Q. Doyou believe that the nonmarket portion
of the MRO rate blend is more favorable than the
entirety of the ESP provisions proposed by AEP-Ohio?
A. Could you -- could you please repeat the
guestion, Mr. Nourse, | want to make sure |
understand exactly what you're asking.
MR. NOURSE: Can you read it back?
(Record read.)
THE WITNESS: Just, I'm sorry, one more
time. | want to make sure I'm connecting the dots
between the different parts.

(Record read.)
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20 A. | did not make a side-by-side comparison

21 of the nonmarket rate blend permitted in the MRO with
22 the company's ESP proposal. Y ou know, | mean the
23 company did not make an MRO filing, so really at this
24 point all we have to evaluate is the company's ESP

25 proposal. We may draw some inferences about what an

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

18

MRO filing might look like, but all we have to look
at at thispoint isthe ESP. So | did not make a,
you know, draw a conclusion with respect to your
guestion, Sir.
Q. Butitisyour testimony on page 7 that
AEP's proposed increases appear to track the
nonmarket portion of the MRO rate blend, correct?
A. They track the general description. This
testimony on these lines is about the structure of
the proposal, that my testimony is acknowledging that
the structure of the proposal, that is, the items the
company chose to emphasize in its filing with respect
to the adjustments that it's seeking, the structure
of those adjustments appears to track the description
of the adjustments that would be permitted under the
cited section. So that's separate from evaluating
whether the actual amounts ought to be approved or
not approved.

Q. Isit your understanding that the
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20 nonmarket portion of the rate blend under an MRO,
21 thoseitems are permissible in an ESP proposal as
22 well under Senate Bill 2217

23 A. My understanding is that they would be
24 permissible.

25 Q. I'll ask you to turn to page 8. Now,

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

[ —

you're discussing the company's FAC proposal --

2 A. Yes

3 Q. -- beginningonline7.

4 A. Correct.

5 Q. Andif | understand you correctly, you're

6 basically objecting to setting the FAC rate based on
7 cost out of aconcern relating to the nonfuel

8 generation rates allowing them to contribute to cover
9 the FAC cost. Isthat a correct characterization?

10 A. Not necessarily. | don't object to the

11 company recovering its FAC costs. My testimony says
12 that thereis not sufficient indication in the

13 company'sfiling asto what those costs actually are.
14 And so that'sredlly theissue I'm

15 speaking to. Itisn't an objection to recovering FAC
16 costs. | believe the company is entitled to recover
17 thosecosts. It'sidentifying what portion of

18 current rates already recover FAC-related costs.

19 And that's the issue I'm speaking to in
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20 saying that thereis not sufficient indication in the
21 company's application or filing as to what portion of
22 the existing rates are recovering the FAC costs. |

23 do acknowledge that the company does perform an
24 analysis through which the company claimsthat a

25 portion of existing rates recovers certain FAC costs,
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but | do point out that without an analysis of the
nonFA C-related generation costs, we really don't know
what portion of existing rates are recovering
FAC-related costs or not.
Q. Soisthisthe single-issue rate-making
problem again here?
A. Single-issue rate-making isimplicated in
thisdiscussion, but | don't really believeitis
just as simple as saying it's a single-issue
rate-making item. | believe that, you know, in
single-issue rate-making there is usually a context
in which cost of serviceis already established at
some point in time, and acommission may alow a
single-issue rate-making proceeding to take place,
perhaps for fuel adjustment, with the knowledge that
the current rates were cost based and that thereis
some framework of cost upon which to rely, evenin
the period in which single-issue rate-making is

taking place.
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20 In thisinstance we're beginning with

21 ratesthat are admittedly not cost based in the first

22 case-- inthefirst place, and attempting to recover
23 certain cost items on top of that. And so while my
24 criticismisrelated to a single-issue rate-making

25 criticism, | think it's broader than that. | think
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that the circumstances of thisfiling really even go
beyond the single-issue rate-making question.

Q. But to get from where we are now to a
cost-based FAC provision, you're really saying you
haveto look at all the generation costs and rates,
the nonfuel and the fuel; isthat what you're saying?

A. Yes.

Q. Let meask you to turn to page 10. Down
on lines 18 through 20 you conclude that: "AEP

appears not to account for the accumul ated
depreciation of these assets since they have beenin
service." Do you see that?

A. Yes gir.

Q. Andyou're speaking in this section to
the environmental carrying cost proposal Mr. Nelson
Sponsors?

A. Yes.

Q. Okay. Haveyou reviewed Mr. Nelson's

testimony and exhibits?
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20 A. Yes, | have.

21 Q. Andwhat's your understanding, that

22 there's no accounting for accumulated depreciation?
23 A. Wédl, | reviewed his testimony and

24 exhibits and attempted to identify where accumulated

25 depreciation would have been taken into account and
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was not ableto find it. Andso | read hiswords
carefully and was not able to identify where
accumul ated depreciation was taken account of.

If he had taken account of it, then, you
know, obviously that concern would not -- would not
stand; however, based on my reading of what he did
and my examination of his exhibits, | couldn't find
it.

Q. Okay. If | wereto ask you to assume for
the purposes of these questions Mr. Nelson in PIN
Exhibit 10 had utilized alevelized depreciation
approach, do you know what | mean by that?

A. Wiédl, why don't you expand upon that so
I'm absolutely certain I'm tracking with what you're
asking me.

Q. Widll, instead of doing a straight line
depreciation where you have more front-loaded
depreciation, levelized would be alower level to

begin with and would be levelized throughout the
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20 period of the life of the asset. So with that

21 clarification --

22 A. Yes

23 Q. -- would your understanding be that the
24 levelized approach, if that's what Mr. Nelson used,

25 would actually resolve that concern that you have

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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23

1 stated here on page 107?

2 A. Based on your description, then if indeed

3 hisanalysistook account of accumulated depreciation
4 inaway that lined up with what would otherwise

5 occur under traditional rate-making for these assets

6 with respect to their treatment, with respect to the

7 treatment of depreciation, that then would resolve a

8 concern on those lines.

9 Q. Thank you.

10 On page 11 of your testimony, at the top

11 of the page you're still, | think, still addressing

12 the nonfuel generation proposal by the companies, and
13 youindicate on lines 2 and 3 that it should be

14 denied unless AEP can demonstrate the cost

15 representing an increase in net cost of the

16 nonFAC-related generation service. Do you see that?
17 A. Yes.

18 Q. Now, isit your understanding that the

19 components of the ESP not only have to be justified
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20 onacost basis, but on a net cost when comparing all
21 other generation service components?

22 A. | believethere are circumstancesin

23 which an ESP would not have to be justified on a cost
24 basis. For example, if the company had come in and

25 filed an ESP that proposed no adjustments and simply

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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continued its existing rates, even though those
existing rates are not cost based my nonlegal reading
of Senate Bill 221 isthat that type of proposal

could be adopted by the Commission under certain
conditions that would not require an examination of
costs.

However, if adjustments are proposed, my
understanding is that those adjustments need to be
cost based in some fashion, and mathematically in
order to identify whether or not those adjustments
are indeed cost based, | believeit is necessary to

look at the all-in costs of the company.

So | hope that's answering your question,
that there's circumstances under which you would not
have to be cost based. But | do believe if you're
proposing adjustments, then | think it's important
for the Commission not to be flying blind in
approving adjustments but have the information

necessary to understand that there is indeed a net
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20 cost change before allowing the adjustment.

21 Q. Okay. That takes us back to the

22 single-issue rate-making problem essentially, right?
23 A. | believe single-issue rate-making is

24 implicated in this discussion.

25 Q. Okay. Now, you next discuss the proposed
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POLR charge --
A. Yes.
Q. -- beginning on page 11 of your
testimony. And your observation in lines 12 through
14 isthe charge is arather stiff premium to pay
when only afew customers have actually shopped,
et cetera. Do you see that?
A. Yes.
Q. Now, isit your understanding that the
proposed POLR charge compensates or would compensate
AEP-Ohio for customers that have previously shopped?
A. Would it compensate for -- well, my
understanding isthat it'sintended to compensate the
company for the risk that customers who left to shop
would come back to the company and there would be a
risk associated with that.
Q. Andthat'sthe only risk that's covered
in the proposed POLR charge, to your understanding?

A. Wédl, | believe the company is attempting
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20 to recover apremium that is associated with

21 customersleaving aswell, and it's not clear to me
22 that that risk is necessarily aprovider of last

23 resort risk for which the company is entitled to
24 recover apremium.

25 In my view that's a policy call by the
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Commission. Certainly under a conventional view of
provider of last resort, therisk isthat this
provider is standing ready to accept back customers
who have left to be served by another provider, and
the provider of last resort faces arisk that they
would have to supply service or provide service at a
time of high market prices.
While there may be arisk to the company
that customers would leave and potentially that would
have a net revenue impact on the company, |
acknowledge that -- it's not clear to me that that
particular risk iswhat is intended by provider of
last resort service risk.
But to your question, | do believe that
the company is attempting to recover a premium
associated with that risk in your proposal, in the
company's proposal.
Q. Yes. You stated in your answer that the

conventional view of the POLR obligation -- do you
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20 view Senate Bill 221 as a conventional piece of

21 regulatory legislation?

22 MR. YURICK: Objection.
23 EXAMINER SEE: Your basis, Mr. Y urick?
24 MR. YURICK: | think whether or not this

25 witnessviews this as atraditional piece of
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legislation or not isirrelevant.

EXAMINER SEE: Mr. Nourse, did you want
to respond?

MR. NOURSE: Pardon me?

EXAMINER SEE: Did you wish to respond?

MR. NOURSE: Y our Honor, | was just using
the same word, "conventional," that he used in his
answer to describe the risk associated with the POLR
obligation. I'm just trying to clarify whether that
conventional view appliesto Senate Bill 221, hislay
understanding.

EXAMINER SEE: And the objectionis
overruled.

Please answer the question, Mr. Higgins.

A. | believe Senate Bill 221 isarather
Innovative piece of legislation and provides a
structure for rate-making that is not conventional.

Q. Now, your proposal that | think you offer

for POLR isto do what I'll call atracker: isthat
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20 right?

21 A. Yes gir.

22 Q. Now, I'djust liketo clarify alittle

23 bit about what you're proposing. When would the
24 rider be established or collected, you know, as a

25 seguential timing matter in your proposal ?
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A. Weéll, if this proposal were adopted, the
company's provider of last resort component would be
set to zero. The rider would be established at the
outset and would be set equal to zero. And thento
the extent that there were demonstrated net costs
incurred by AEP to provide service to customers who
were returning from an ESP to the utility, then the
net cost of that would be recovered on an actual cost
basis. It would be recovered as soon as possible but

obviously with some lag so that the company was
allowed to recover the cost -- the net cost it
experienced by having to serve these returning
customers.

Q. Beforewe get to that, | want to clarify.
| think you might have misspoke. Y ou said "customers
returning from the ESP to the company.” | think you
meant returning from a CRES or competitive supplier
to the ESP.

A. Thank you for that clarification.
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20 Q. Okay.

21 A. Inother jurisdictionsthe CRESis

22 referred to as an ESP, so thank you for clarifying
23 that.

24 Q. Okay. And then would the -- exactly what

25 would be recovered there, the delta market rate, the
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difference between the market rate and the ESP rate?
A. | believe the delta should be the net
cost increase to the company from having to serve
these customers, and | believe that, you know,
certainly the revenue recovery the company would
experience would be the price paid by the returning
customer and there would be an incremental cost
associated with serving that customer.
And if the incremental cost isincreased
fuel, then | believe that the company ought to
recover that at the margin, whatever that increased
cost was. If it was an increased purchase, then |
believe that the increased purchase cost ought to be
recoverable by the company.
Q. Okay. That would be a nonbypassable
chargeto al customers?
A. Yes.
Q. Therider.

A. Yes, it would.
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20 Q. Let meask you to turn to page 14 and

21 you're discussing the company's energy efficiency
22 peak demand and cost reduction rider and explaining
23 your proposal for an opt-out provision.

24 A. Yes.

25 Q. Doyourecal that?
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A. Yes.
Q. Withrespect to -- I'm sorry, withdraw
that.

Youdiscussin lines5 and 6 that this
exemption that's referenced in point 66(A)(2)(c) that
you reference there is subject to certain conditions,
right?

A. Yes.
Q. And one of those conditions would be PUCO
approval; isthat your understanding?

A. Yes.

Q. Sothe opt-out proposal that you have set
forth here, would there be any threshold level that a
GS-3 customer would have to meet or qualify, certify
in order to qualify for the opt-out?

A. When you say "threshold level," do you
mean a size level?

Q. Widll, thank you, no. | meant assuming

they meet asize level or threshold level for size,
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20 the actual EE or demand response activities and

21 measures they've undertaken, would they have to

22 certify that they've done any certain amount of EE or
23 DR activity?

24 A. Wédl, I'm proposing that they would need

25 to certify that they were taking action or had taken
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action on implementing cost-effective measures, so
there would be a cost-effectiveness threshold that
will be required. | have not proposed a particular
dollar amount, say, for that self-certification, but
that they would have to have -- have the analysis
performed and would have to be certifying that they
had undertaken or were undertaking cost-effective
measures per that analysis.

Q. Sothecustomer would just say, "l've
aready done what | need to do." Isthat essentially
what you're saying?

A. Widl, only if they had had the requisite
analysis performed and were -- and in fact had done
the investments. | mean, they couldn't just say,
"well, we performed the investment" without also
certifying that they had the requisite studies done
and had indeed performed the cost-effective
Investment.

Q. Sothey would have had to implement or

file://IAJ/AEPVOI-VI1112508.txt (61 of 465) [11/26/2008 7:36:33 AM]



file///AJAEPV0I-V11112508.txt

20 had plans for implementing each and every

21 cost-effective measure that such an energy audit
22 would recommend?

23 A. Yousad"each and every." | believe
24 that -- | don't know that | would specify that it

25 would have to be each and every, but | do believe
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we're talking about a good-faith effort to invest in
the cost-effective measures that were identified.

Q. Sowhen you state on line 13 that the
"cost-effective measures identified," you're not
meaning al of them, you're meaning some or most of
them?

A. That'safair question. If we're-- |
would hesitate to suggest that they be each and every
because there could -- that could create a hardship
with respect to the amount of money required to

undertake each and every. But | do believe that
there is a reasonabl eness threshold there where there
would have to be a good-faith effort to have
undertaken the most cost-effective measures given the
opportunity that was there given the investment cost
that would be required.

Q. Now, once they opt out under your
proposal, then presumably the customer doesn't pay

therider, correct?
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20 A. Correct.

21 Q. And thenthey're not -- that customer is
22 not eligible to participate in programs under the --
23 that are paid for under the rider; isthat also true?
24 A. That isalso true.

25 Q. Mr. Higgins, finally | just want to
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clarify or ask you a couple questions about, in your
last segment of your testimony, generation
aggregation. You set forth a proposal and then you
refer to pilot programsin Michigan --

A. Yes.

Q. --right? Now, you indicated there are
total participation limitations on line 20 there.

A. That iscorrect.

Q. What other limitations were structured

Into those pilot programs?

A. There were limitations on the aggregate
size of theload. There was a minimum threshold
required to participate, and in some cases -- the
thresnold was related to the size of the individual
meters that were being aggregated, as well asthe
thresnhold of minimum amount of load that would be --
that an individual customer was putting forward into
the program so that it would provide some basis for,

you know, measuring a discernible difference between
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20 the customer's coincident peak load and some of its
21 individual peaks.

22 Q. Werethose the -- what were the

23 evaluation criteriafor success of the pilot --

24 pilots?

25 A. Theevauation criteria, as| recall,
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are -- in Michigan are somewhat open. My
understanding is that the Michigan utilities are
testing the operational efficacy of the program, that
Is, conceptually there isn't any dispute that it
makes sense. The questions are do you run into
operational challengesif you are keeping track of
customers' load in this fashion, that is, you know,
looking at aggregated -- looking at peak generation
demand over the month and aggregating it up so that
the profile of the several siteslooks like asingle
site for generation purposes.

There were questions as to operationally
would there be problems, challenges associated with
doing that, and so my understanding is that the
pilots will evaluate whether or not it's feasible to
do thison alarger scale.

Q. Now, your generation aggregation
proposal, is that designed to promote energy

efficiency and demand response, or isit essentially
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20 arate design proposal?

21 A. It'sboth. | would have to say

22 fundamentally it's arate design proposd, | think,
23 inthefirst instancein that it really isolates the

24 question that if you have a customer with multiple

25 dites, shouldn't its generation usage be viewed as a
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1 single customer and its peak demand as a customer
2 treated asif it were asingle site, because there's

3 really no basisin cost causation not to do so.

4 There'sabasisin cost causation not to treat a

5 distribution charge thisway, but for generation

6 charges amultisite customer ought to look just like
7 asingle-site generation customer.

8 So thereis afundamental rate design

9 reason for doing this. Having said that, if you

10 adopt thistype of rate design, then it does create

11 the opportunity to perform load management on

12 multiple sites, particularly if thereisthe

13 requisite metering and information that is made

14 availableto the customer, and, indeed, we're moving
15 into atime when metering is getting more

16 sophisticated. So | believe that it is complementary
17 to peak demand response programs.

18 Q. Now, when you say multilocations, that's

19 within theterritory of Columbus Southern Power or
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20 Ohio Power inthis case.

21 A. Yes It'sintended to beinternal to a
22 particular utility's service territory.

23 Q. Andyour client, Kroger, has multiple
24 |ocations within each territory --

25 A. That iscorrect.

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

file://IAJ/AEPVOI-VI1112508.txt (70 of 465) [11/26/2008 7:36:33 AM]



file///AJAEPV0I-V11112508.txt

36
1 Q. --inthiscase.
2 MR. NOURSE: Thank you, your Honor.
3 That'sal | have.
4 EXAMINER SEE: Mr. Yurick, any redirect?
5 MR. YURICK: If | could have a moment

6 with my witness, please, your Honor.

7 EXAMINER SEE: Sure.

8 MR. YURICK: Your Honor, | have no

9 redirect of the witness.

10 At this point | would move Kroger's

11 Exhibit g into evidence.

12 EXAMINER SEE: Are there any objections
13 totheadmission of -- oh, I'm sorry, we have some
14 questions from the Bench, Mr. Higgins.

15 EXAMINER BOJKO: Mr. Higgins, you stated
16 inresponse to Mr. Nourse's question what portion of
17 thecurrent rates are aready being recovered in the
18 fuel cost, inthe FAC, and then you asogoonto a

19 discussion about FAC versus non-FAC costs.

file://IAJ/AEPVOI-VI1112508.txt (71 of 465) [11/26/2008 7:36:33 AM]



file///AJAEPV0I-V11112508.txt

20 Have you done an analysis or were you

21 ableto determine what the cost, the fuel costs that
22 areaready being recovered in ratesis?

23 THE WITNESS: Y our Honor, | have not. |
24 did not feel that the information necessary to do

25 that wasavailableinthefiling. | note that staff
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testimony made the -- one of the staff witnesses
commented that, you know, if one looks at

the return -- well, | shouldn't say return. One of
the staff witnesses commented that since the
utilities are currently recovering their costs,

that -- or earning a profit thereby recovering their
costs, that by implication the fuel costs are being
recovered in existing rates.

So that was a conclusion that another
witness had made. | didn't see any reason to
disagree with that witness. | did not make an
independent calculation of that myself.

EXAMINER BOJKO: Thank you.
EXAMINER SEE: Are there any objections
to the admission of Kroger Exhibit 1?
Hearing none, Kroger Exhibit 1is
admitted into the record.
MR. YURICK: Thank you, your Honor.

(EXHIBIT ADMITTED INTO EVIDENCE.)
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20 MR. BOEHM: Your Honor, it looks like
21 Mr. Kollenisnot hereyet. If another witness could
22 fill in, I would be grateful.

23 EXAMINER SEE: Okay. IsMr. Cleaver --
24 MS. GRADY: Mr. Cleaver is here and ready

25 totestify, your Honor.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 MR. BOEHM: |'m going to try to find out
2 whereheis.
3 EXAMINER SEE: Okay.
4 EXAMINER BOJKO: OCC, would you liketo
5 call your next witness?
6 MS. GRADY: Thank you, your Honor. OCC
7 calsMr. Cleaver, please.
8 EXAMINER BOJKO: Would you pleaseraise
9 your right hand?
10 (Witness sworn.)
11 EXAMINER BOJKO: Thank you. Please be
12 seated.
13 ---
14 DAVID W. CLEAVER

15 being first duly sworn, as prescribed by law, was
16 examined and testified as follows:

17 DIRECT EXAMINATION

18 By Mr. Reese:

19 Q. Good morning, Mr. Cleaver.
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20 A. Good morning.

21 Q. Mr. Cleaver, are you the same David

22 Cleaver whose prepared testimony was filed on October
23 15th -- give me one second -- that was filed on

24 October 31st, 2008?

25 A. Yes.
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1 Q. Mr. Cleaver, on whose behalf do you

2 appear?

3 A. The Ohio Consumers Counssl.

4 Q. Do you have your prepared testimony with
5 you on the stand?

6 A. Yes.

7 Q. Did you prepare the testimony or have it

8 prepared under your direction?

9 A. Yes, | did.

10 Q. Do you have any corrections to your
11 testimony?
12 A. No.

13 Q. Mr. Cleaver, if | asked you today the

14 same questions found in your prepared testimony,

15 would your answers be the same?

16 A. Yes, they would.

17 MR. REESE: Y our Honor, OCC movesfor
18 admission of OCC Exhibit 13 and tenders the witness

19 for cross-examination.
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20 EXAMINER BOJKO: We will mark

21 Mr. Cleaver's direct testimony for identification

22 purposes as OCC Exhibit 13, and we will defer ruling
23 on admission until the time after cross-examination.
24 MR. REESE: Thank you, your Honor.

25 (EXHIBIT MARKED FOR IDENTIFICATION.)
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1 EXAMINER BOJKO: Mr. Nourse.
2 MR. NOURSE: Y our Honor, | had motionsto
3 strike.
4 EXAMINER BOJKO: Okay.
5 MR. NOURSE: Starting on page 17.
6 EXAMINER BOJKO: One moment, Mr. Nourse.
7 I'm sorry, please continue, Mr. Nourse.
8 Page?
9 MR. NOURSE: The first motion to strike

10 ispage 17 and the first sentence in the answer which
11 beginson line 7 goes through the word "systems,

12 period" at line 10.

13 Would you like me to argue each one of

14 them aswe go through? I'vetried to be very

15 collective and just go for sentences.

16 EXAMINER BOJO: Yes.

17 MR. NOURSE: Okay. So this statement

18 hereis-- Mr. Cleaver isnot qualified to make these

19 observations. It would be for what led to the
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20 evaluation of AEP's service or what caused the

21 Commission staff to look more closely at the

22 company's practices, and he'sreferring to eventsin

23 another case, a separate case, that was contested and
24 never went to hearing and the Commission didn't make

25 thesefindings.
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EXAMINER BOJKO: Would you like to
respond?

MR. REESE: Can | hear which lines?

Y ou're starting on lines -- we're on page 17,
correct?

MR. NOURSE: Yeah. Thefirst sentencein
the answer, "In early 2003," and then ending on line
10, "distribution systems, period."

MR. REESE: WEéll, your Honor, one of the
things that OCC islooking at in this caseisthe
current state of the reliability of AEP's system.
This case looked at that state -- that's the 221, in
fact, encourages that. | can look up the specific
section, but this case, actually alot of this
language probably came right out of the stipulation
and the staff reports in the case.

But one of the tasks that the Commission
has before granting any type of distribution

modernization plan isto take alook at the current
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20 state of the distribution system and what it's been
21 like up to thispoint. That'swhat Mr. Cleaver's
22 testimony goes to, your Honor.

23 MR. NOURSE: Waéll, your Honor, if |
24 might, thisis not talking about the current issues

25 or what ESP. Thisis characterizing aprior
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proceeding that was contested and saying what caused
the Commission staff to take action.

EXAMINER BOJKO: Okay. We're going to
grant the motion to strike. There's no citation to
this sentence, and it does seem to give the intent of
staff, which isinappropriate for this witness.
Motion to strike the first sentence on page 17, line
7 through 10, is granted.

MR. NOURSE: Thank your Honor.

The next motion begins on line 23 of the
same page, carries over to page 18 through the end of
line2. Thisis, again, referring to this staff
document in 2003 that was -- thisis hearsay. He's
saying that they had found or expressed the opinion
that there was compliance issues with the ESSS rules.
Thisis not based on his persona knowledge and,
again, the staff document and the observations and
the conclusions were contested. It was never adopted

or made any of those findingsin a Commission order.
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20 EXAMINER BOJKO: Did not?

21 MR. NOURSE: These opinions were not
22 adopted in a Commission order, which would be a
23 different matter. And again, | think it raises due
24 process questions to allow witnesses to invoke

25 hearsay for the truth of the matter asserted and not
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1 allow cross-examination in the direct proceeding here

2 today.
3 EXAMINER BOJKO: Okay. Thank you.
4 Do you have aresponse to this one,

5 Mr. Reese?

6 MR. REESE: WEéll, yes, your Honor, |

7 think it's an exception to hearsay. It's abusiness

8 record. It'saso apublic record, there was a Staff

9 Report that was attached to a motion for acceptance
10 inthe Stipulationinthiscase. Thisispart and

11 parcel of what wasin the Staff Report that was

12 attached to the staff's motion for acceptance.

13 This case was opened with a Stipulation

14 on December 31st of 2003, prompted by the Staff
15 Report, and again, it was attached to the motion for
16 acceptance filed by the staff in front of the

17 Commission so that they would accept the terms of the
18 stip. Again, asl said, it's also an exception to

19 hearsay.
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20 EXAMINER SEE: Okay.

21 MR. NOURSE: If I could respond.

22 EXAMINER SEE: Just aminute, Mr. Nourse.
23 EXAMINER BOJKO: Mr. Nourse, do you want

24 to response?

25 MR. NOURSE: WEéll, | don't think it's an
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1 exception to hearsay, your Honor. He's making

2 statements referencing the Staff Report conclusions

3 about compliance and noncompliance. That was a

4 contested matter. Y ou know, it's not just aroutine

5 business document that can be used as an exception to
6 hearsay. Theseare, again, highly controversial

7 conclusions, not some routine business statement.

8 EXAMINER BOJKO: WEe're going to grant the
9 motionto strike. It appearsthat thislanguageis

10 interpreting the Staff Report which is an opinion of
11 theinterpreter. The Staff Report is referenced

12 above, and it can speak for itself.

13 MR. NOURSE: Thank you, your Honor.
14 The next motion --
15 MR. BOEHM: Excuse me, your Honor, may |

16 know what lines then in particular are stricken?
17 EXAMINER BOJKO: I'm sorry. That was
18 page 17, line 23 over to page 18, lines 1 and 2 will

19 be stricken.
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20 MR. BOEHM: Thank you.
21 THE WITNESS: Y our Honor, may | get apen

22 or apencil and strike these myself?

23 EXAMINER SEE: You can usethis.
24 THE WITNESS: Thank you.
25 MR. NOURSE: Thank you, your Honor.
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My next motion to strike was on page 18,
the first sentence of the answer beginning on line
15, "On January 31st," through "service
reliability, period." Thisstatement is
characterizing what the intentions were, the
company'sintentions. Again, Mr. Cleaver does not
speak for other parties, including the company. He
doesn't know what AEP'sintentions are, and | think
it's an inappropriate statement to make.
EXAMINER BOJKO: | think that the witness
can give the history that they filed a self-complaint
on January 31st, 2006, so | will strike the end of
the sentence after "Complaint."
MR. NOURSE: "Filed a self-complaint,
period"?
EXAMINER BOJO: Yes.
MR. NOURSE: Thank you, your Honor.
EXAMINER BOJO: Motion to strike the end

of the first sentence on line 15 beginning with "that

file//IAJ/AEPVOI-V11112508.txt (89 of 465) [11/26/2008 7:36:33 AM]



file///AJAEPV0I-V11112508.txt

20 wasintended to focus the Commission on the future

21 direction of servicereliability" on page 18 is

22 granted.

23 MR. NOURSE: Thank your Honor.

24 | only have afew more here.

25 The next motion to strike is on page 19,
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1 line 20, the sentence beginning "Commission staff

2 felt,” and it carries through to the following

3 sentence and carrying onto page 21 through the middle
4 of line-- I'm sorry, to page 20, so it startson

5 page 19, line 20 and ends on page 20, line 2 in the

6 middle after "period."

7 These statements about the Commission

8 staff'sfeelings and the Commission's staff,

9 quote/unquote, findings, their conclusions in the

10 document characterizing the company's reliability,

11 again, | won't repeat the same arguments | used

12 previoudly, but on the same basis.

13 EXAMINER BOJKO: Does OCC have a copy of
14 the Staff Report that they're relying on?

15 MR. REESE: | don't think | have them

16 with me, your Honor. Y our Honor, we can get it in
17 short order.

18 EXAMINER BOJKO: Y eah, we're going to

19 defer ruling on that one. We need to review the
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20 Staff Report to see what it stated.

21 Do you have another one, Mr. Nourse?

22 MR. NOURSE: Yes, two more. Page 30,

23 line 22 where it begins "The 2003 Staff Report

24 found," and ending on line 7 on page 31, "ESSS Rule

25 27 (E)(2)(c)." Again, thisis characterizing the
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1 company's activities with statements about, in line

2 2,"postponing tree trimming," and line 4 and 5,

3 policies were being substituted for the cycle,

4 trimming cycle, and then down in line 6, the " staff

5 believed."

6 Again, these statements are hearsay and

7 relate to matters, factual and policy matters,

8 regulatory compliance matters, that were contested in
9 an unrelated separate proceeding and never brought
10 before the Commission for findings.

11 EXAMINER BOJKO: Okay. We're going to
12 review the Staff Report on that one aswell, so wel'll
13 defer ruling on that piece.

14 MR. NOURSE: Can | inquire when the

15 ruling would be made relative to cross-examination,
16 your Honor?

17 EXAMINER BOJKO: Mr. Reese just motioned
18 that maybe the witness has a copy of the Staff

19 Report?
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20 MR. RINEBOLT: Y our Honor, | have a copy

21 of it electronically.

22 EXAMINER BOJKO: Aah, | love technology.
23 L et's go off the record.

24 (Discussion off the record.)

25 EXAMINER BOJKO: Let'sgo back on the
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1 record.

2 MR. NOURSE: The final motion to strike,
3 your Honor, page 37, line 17, in the 06-222 case, OCC
4 filed testimony by Peter Lanzalotta. He stated,

5 again, thisisactualy -- thisis hearsay within

6 hearsay, your Honor, because within this quote it

7 actually quotes another party's deposition transcript
8 characterization. So this carries through, your

9 Honor, to line 4 on page 38.

10 That concludes the motions to strike,

11 your Honor.

12 EXAMINER BOJO: Well take al of the
13 motionsto strike under consideration, the ones that

14 we have not yet ruled on, upon reviewing the Staff

15 Report.

16 Let's take a 15-minute recess.

17 (Recess taken.)

18 EXAMINER BOJKO: Okay. On the record.

19 Mr. Reese, do you have aresponse or do you have
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20 anything to add? Or are you standing for a reason?

21 MR. REESE: Because the Bench entered the
22 room.
23 Y our Honor, | did want to talk first

24 about the last motion to strike. | believe we were

25 talking about a cite for Mr. Lanzalotta's testimony
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on the bottom of page 37, | believe. Y our Honor,
thisis not being offered for the truth of the matter
asserted. Wedon't believeit'shearsay. It'san
indication of some of the work that's been conducted
looking into the performance of the company.
MR. NOURSE: Y our Honor.
EXAMINER BOJO: Yes.
MR. NOURSE: | disagree that --
EXAMINER BOJKO: WEe'reready to rule on
this motion.
Thismotion to strike is going to be
granted. Looking back at the case 06-222 the
testimony was filed but it was never entered into
evidence because the case never went to hearing and,
thus, the testimony was never subject to
cross-examination. So thisisapartial picture of
the total case and we're going to strike this
citation and gquote from the testimony.

MR. BOEHM: Y our Honor, if | may,
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20 precisely could you give us --

21 EXAMINER BOJKO: That isfrom page 37
22 starting at line 17, it says "in the 06-222 case,"

23 and then the subsequent quote from the testimony,
24 that will be stricken over to page 38, line 4.

25 MR. BOEHM: Thank you, your Honor.
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EXAMINER BOJKO: We might as well work
backwards. The next motion to strike that we haveis
on page 30 and 31 and areference to the Staff
Report, the '03 Staff Report. We're working off
numerous staff reports here in thistestimony. This
isthe '03 Staff Report.

I'm just going to make aruling. | don't
think you need to respond, Mr. Reese.

The 2003 Staff Report, this cite does

have a citation to page 8 of the Staff Report and
thiswas afinding, it's a summary of afinding, but
the concept and the words are contained in the Staff
Report, so we are going to deny the motion to strike,
with regards to this provision on page 30, sentence
starting "The 2003 Staff Report" over to page 31,
line 7. That section will remain in the testimony.
MR. NOURSE: Can | inquire asto whether
OCC is submitting that material for the truth of the

matter asserted?
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20 EXAMINER BOJKO: It'sin the document

21 filed with the Commission. The Staff Report speaks

22 for itself.
23 MR. NOURSE: Yes, it does.
24 EXAMINER BOJKO: Then| believe the

25 remaining motion to strikeison page 19. Mr. Reese,
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1 do you have aresponse?
2 MR. REESE: I'm sorry, your Honor, page
3 19?
4 EXAMINER BOJKO: Yes. "Commission staff
5 felt" on page 20.
6 MR. RANDAZZO: Line.
7 EXAMINER BOJKO: Line 20.
8 MR. REESE: Y our Honor, starting at line

9 22 carrying over -- on page 19 carrying over to page
10 20 we'd note that what we're citing here is a staff

11 finding in the order or in the Staff Report and

12 staff's recommendations.

13 EXAMINER BOJKO: Even though there's no
14 citation in the testimony, we have found this finding
15 on page 2 of the 2006 Staff Report the second

16 sentence that was moved to strike on line 22, page

17 19, over toline 2, page 20, the motion to strike

18 will be denied and that sentence will remain in.

19 With regard to the first sentence in the
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20 motion to strike, lines 19 to 22 on page 19, even

21 though the witness used the word "felt," we believe
22 on page 11 we recognize that the staff did state this
23 position and it is contained in the Staff Report on
24 page 11. Thus, we are going to deny the motion to

25 strike with regard to that sentence as well.

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

file:s//IAJ/AEPVOI-VI1112508.txt (102 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

52

1 MR. NOURSE: Your Honor, can | just

2 clarify? With respect to these, thisis unusual to

3 bringin prior documents like this, and | guess|

4 want to be clear whether when we admit this document,
5 thistestimony later, whether it's just based on your

6 ruling, the document speaks for itself. He's

7 referring to things that were said in that document.

8 That'sthe purpose in which it's being offered and

9 admitted, as opposed to the truth of the statements

10 that were made.

11 EXAMINER BOJKO: I'm assuming you're not
12 stating in any way that you question staff's

13 truthfulness contained in their Staff Report

14 document, but the document was filed and we are not
15 using it in this proceeding for any other purpose

16 thanit wasafiled document and those are the

17 statements contained therein.

18 MR. NOURSE: Thank you.

19 MR. REESE: Thank your Honor.
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20 EXAMINER BOJKO: Anything further,

21 Mr. Nourse, with regards to motions to strike?

22 MR. NOURSE: No. Thank you, your Honor.
23 EXAMINER BOJKO: Let's begin with

24 Mr. Yurick. Do you have any questions for this

25 witness?
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1 MR. YURICK: No questionsfor this
2 witness, your Honor.
3 EXAMINER BOJKO: Mr. Bell?
4 MR. BELL: Yes, your Honor, | do.
5 .-
6 CROSS-EXAMINATION
7 By Mr. Bdll:

8 Q. Attherisk of inviting the ire of my

9 good friend Ms. Grady and Mr. Reese, I've got two
10 questionsof you, Mr. Cleaver.

11 Mr. Cleaver, of what valueisreliability
12 of electric serviceif customers cannot afford to

13 turn their lights on or, more to the point, keep them
14 on?

15 A. I'mnot sure | know how customers value
16 their electric service so | don't think | could speak
17 or answer that question.

18 Q. You have difficulty answering that

19 question?
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20 A. Yes, | would.

21 Q. Okay. Onefollow-up question that goes
22 toyour response, Mr. Cleaver.

23 A. Thank you.

24 Q. Would you agree, Mr. Cleaver, that value

25 of reliability to customersis relative to the cost
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1 of reliability at any point or over any given period

2 of time?

3 A. | would agree that it's reasonable to

4 assume that cost is aways afactor in value.

5 Q. And based upon your knowledge of the

6 economy and the prevailing conditions would you agree
7 that cost isof utmost concern to customerstoday in

8 their valuation of reliability?

9 MR. NOURSE: Objection.

10 EXAMINER BOJKO: Basis?

11 MR. NOURSE: That'sfriendly cross.
12 MR. BELL: Friendly?

13 THE WITNESS. Could you repeat the
14 question?

15 EXAMINER BOJKO: Overruled.

16 THE WITNESS: I'm sorry.

17 Q. (By Mr. Bell) Would you like the question
18 reread, Mr. Cleaver?

19 A. Yes, | would appreciate that.
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20 MR. BELL: Thank you.
21 (Record read.)
22 EXAMINER BOJKO: You may answer.

23 A. | don't know that | would agree that it's
24 of utmost concern. | think it would be reasonable

25 for oneto assumethat it's of greater concern.
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1 MR. BELL: Thank you.
2 That'sal | have, your Honor.
3 EXAMINER BOJKO: Mr. Boehm?
4 MR. BOEHM: No gquestions, your Honor.
) EXAMINER BOJO: Ms. Wung.
6 MS. WUNG: No questions, your Honor.
7 EXAMINER BOJKO: Mr. Randazzo.
8 MR. RANDAZZO: No questions.
9 EXAMINER BOJKO: Ms. Elder?
10 MS. ELDER: No questions, your Honor.
11 EXAMINER BOJKO: Mr. Smaz?
12 MR. SMALZ: No questions, your Honor.
13 EXAMINER BOJKO: Mr. Nourse or
14 Mr. Resnik? Mr. Nourse?
15 MR. NOURSE: Sorry, are wethe last
16 party, your Honor?
17 EXAMINER BOJKO: No, staff is.
18 MR. NOURSE: Staff isthe only one left?

19 Okay.
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20 EXAMINER BOJKO: I'm sorry.

21 MR. NOURSE: | thought you might have

22 skipped somebody else.

23 EXAMINER BOJKO: No. Mr. Jones hasthe
24 opportunity to go last.

25 MR. NOURSE: Thank you.
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1 - - -
2 CROSS-EXAMINATION
3 By Mr. Nourse:
4 Q. Good morning, Mr. Cleaver.

5 A. Good morning.

6 Q. You had stated earlier in direct that the

7 testimony in OCC Exhibit -- I'm sorry, what's the
8 exhibit?-- No. 13 was prepared by you; is that

9 correct?

10 A. That's correct.

11 Q. Wereadl these statements in your

12 testimony your original thoughts or did you obtain
13 them from somewhere else?

14 A. Wédl, | believe in my testimony on page 7
15 | listed @l the information that | considered, so

16 with regard to your question, that's the information
17 contained online 7 -- or, excuse me, page 7 and 8,
18 information that | considered, which would be the

19 filing itself, that was historical documents that
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20 were subject to some of your motions to strike,

21 knowledge of the ESSS rules and so forth.

22 Q. It'sonething to review those documents.

23 | guess what I'm asking you is whether the documents
24 you list on page 7 and 8, and let's |leave aside the

25 staff reports that we've talked about earlier this
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morning, is there anything else that you actually
took material from those documents and incorporated
it into your testimony?

A. | relied quite heavily on the previous
OCC witnesses work that's listed that | reviewed
here, evaluated those thoughts and those -- just
thoughts as far as were they still pertinent to this
case, were there things that have changed, did |
agree or disagree with those thoughts.

Q. You'rereferring to Peter Lanzalotta from
testimony that was filed in the docket in 06-2227?

A. That's correct.

Q. Okay. Infact, didn't you lift entire
passages verbatim out of histestimony and put it
Into your testimony you're offering today as your own
testimony?

A. | don't know if | would agree with that
characterization. | used it asatemplate. | think

| started with Mr. Lanzalotta's testimony and, again,
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20 | went through the process | just described to see

21 what | thought was still pertinent and not.

22 Q. Youuseditasatemplate? Do you

23 mean -- what do you mean by that? Did you have a

24 Microsoft Word document of his testimony and you went

25 in and made changes?
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1 A. Yes.

2 Q. Canyou tell uswhat portions of your

3 testimony were copied verbatim from Mr. Lanzalotta's
4 testimony?

5 A. Waéll, | think the ones that might be

6 really genera in nature like the explanation of what
7 SAIFI, CAIDI, SAIDI, that type of thing were. |If

8 Mr. Lanzalotta's words | thought were maybe more
9 eogquent than what mine might be, | could have used
10 hiswords.

11 Q. Sowasitjust the background material,

12 would you say general background material?

13 A. Yes. And | think asfar asthe history,

14 the recount of the history that | would have started
15 with what that was, but | read the documents myself
16 tosee, again, if | agreed with what was being

17 presented in that original document, to seeif |

18 agreed that, again, they were still pertinent type of

19 itemsandif | agreed with hisfindings or not.
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20 Q. But you're not just agreeing with his

21 findings, you're incorporating the exact language and
22 portraying it asyour testimony in this case, right?

23 A. Agan, | wouldn't characterize it as

24 that. | would not haveincluded it if | didn't feel

25 like my conclusions were the same.
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Q. Do pages 15 and 16 of your testimony fall
2 into that category?

3 A. Yes, they would.

4 Q. Do you consider those statements as

5 background or informational statements?

6 A. No, | would not.

7 Q. Arethere other portions of your

8 testimony that go on for multiple pages that are

9 virtualy identical or verbatim to Mr. Lanzalotta's
10 testimony?

11 A. Not to my knowledge.

12 Q. Youthink that'sit? We covered it all

13 aready?

14 A. I'mnot sure.

15 Q. What about pages 22, 23, 24, 25, do those
16 pagesfall into the copied verbatim category?

17 A. No.

18 Q. Would you like to explain that?

19 A. Could you be more specific?
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20 Q. Thematerials on pages 22, 23, 24, 25,

21 those were not lifted from Mr. Lanzalotta's

22 testimony?

23 A. | think the table and the historical

24 information was copied. Of course, they had to be

25 updated with the new data, and that was done.
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1 Q. You're saying the text on pages 22, 23,

2 24,25 areall original thoughts that you came up
3 within preparing your testimony?

4 A. Agan, they would be thoughts, again,

5 that may have been contained in Mr. Lanzalotta's
6 testimony that | evaluated to seeif they -- if |

7 agreed, if | still thought they were relevant to this
8 case, and to that extent | included them.

9 Q. Soyou did copy those sections as well;
10 isthat what you're saying?

11 A. Agan, | can't say that they're verbatim,
12 | don't have that document in front of me.

13 Q. All right, Mr. Lanzalotta. Let me ask

14 you to turn to page 8 of your testimony.

15 EXAMINER BOJKO: Mr. Cleaver, you mean?
16 MR. NOURSE: I'm sorry?

17 EXAMINER BOJKO: Mr. Cleaver.

18 MR. NOURSE: I'm sorry, what did | said?

19 THE WITNESS. Mr. Lanzalotta.
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20 MR. NOURSE: | apologize.

21 MR. REESE: Nicetry, Steve.

22 THE WITNESS: That wasn't a Freudian
23 dip?

24 MR. NOURSE: It must have been.

25 Q. (By Mr. Nourse) Page 8 of your testimony,
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Mr. Cleaver. Thank you.
A. A particular line?
Q. Yougiveyour overal recommendation
here --
EXAMINER BOJKO: I'm sorry, which page
areyou on?
MR. NOURSE: Page 8.

A. Yes.

Q. Okay. You're basicaly concluding there
"AEP has not shown the additional investment it has
proposed as part of its ESRP will noticeably enhance
distribution system reliability." Correct?

A. Yes.

Q. Okay. Sothat'skind of your overarching
or overall conclusion in response to the ESRP?

A. |think that'sfair, yes.

Q. Now, are you saying that the activities
and programs that make up the ESRP -- first of all,

you're familiar with all those proposals based on
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20 your review of Mr. Boyd'stestimony inthiscase; is
21 that accurate?

22 A. Yes.

23 Q. Soall theindividual activities taken

24 together as programs, that those programs would not

25 substantially impact or improve reliability for
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AEP-Ohio?
A. | think | used the word "noticeably"
impact.
Q. Soyouthink if thereisan impact from
al those programs taken together, they would be de
minimis or insignificant?
A. | think if you would please refer to
table 1, page 22, | could illustrate what my thought
process was there. Just as an example, | think
Mr. Boyd said the focus of the program was to
improve, well, momentary outages, which aren't
measured by an indices, but they're also aimed
primarily at SAIFI. | believe that's my
understanding.
And if you look at SAIFI for let's say
2007, through discovery and through | think
Mr. Boyd's testimony we learned that the projected
overall impact on SAIFI is approximately 10 percent

over fiveyears. That's my recollection.
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20 And that's at the end of the total

21 program. | think thisis athree-year program as

22 proposed in the ESP, but the total program is | think
23 intended to be afive-year program. So if you look
24 at 10 percent of, say, 1.67, that'slike .16. You

25 dividethat by the five years and that would tell you
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about, about what, .03 improvement per year. And so
if you -- you go from 1.67 to 1.64 to 1.61 in two
years to maybe 1.57.
| think those types of improvements, if
you will, or changes get lost in the noise, if you
will, of those types of -- the main driversin these
types of indices which tend to be more related to
weather and severity of weather, the number of severe
storms and just the random nature of equipment
failures.
And if you look from year to year,
there's very large changes due to those type of
forces, so when | look at .03 in one year, that to me
would be very difficult for anyone to separate that
out from what might be happening or influencing those
numbers due to weather or just the random nature of
failures.
Q. Okay. Mr. Cleaver, are you saying you

don't think AEP needs to or should undertake any of

file:s//IAJAEPVOI-VI1112508.txt (125 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

20 the programs proposed in the ESRP?

21 A. No, that's not what I'm saying.

22 Q. Well, if they don't affect reliability,
23 what difference does it make?

24 A. | think that the program, or at |east

25 some of the programs that are contained in the ESRP,
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may affect reliability and | would expect that the
company as required by the rules at the Commission,
the ESSS rules, to do preventative maintenance and so
forth and have proactive preventative type programs,
| think some of them may affect your reliability.

Q. Inapositive fashion?

A. Yes.

Q. Now, with respect to the activities that
relate to each of the programsin the ESRP, would you
agree that each of those proposals involve additional
activities, either new activities that aren't
currently being done or higher levels of current
activities such as vegetation management that come
with an associated cost?

A. Could you repesat that again? 1'm sorry,
| lost you about halfway through.

Q. Let mebreak it down.

A. Please.

Q. That'sfair. I'mtrying to ask you some
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20 genera questions before we get into the specific

21 programs.

22 A. Okay.

23 Q. But asapackageor asan ESRPasa

24 whole, would you agree that each of those programs

25 involve proposals to conduct either new activities
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that aren't currently being done or to expand the
current activities, such as vegetation management,
that is currently being done?
A. |think that | would agreein part. Let
me qualify it by saying | think many of the
activities will depend on your particular program
that we're talking about, so when we get into
specifics, | can be more specific when we talk about
aspecific program. Many of the activities | would
consider asroutine as far as, again, your
characterization about veg management. | mean,
you're -- trimming trees is trimming trees. There
might be a different philosophy or different
approach, but you're still cutting trees down or
trimming limbs.
So in that respect it's adifferent

philosophy. So what you're doing isroutine. You
know, the lion's share of that activity is something

| would expect that you're already doing today or may
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20 dready be doing today. There are other activities
21 inyour programs that | would consider may be
22 intensified, just doing more of the same thing.

23 Q. And those are the categories | asked you
24 about. Regardless of -- we'll get into the routine

25 issue--
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A. Okay.

Q. --inthenext questions here, but,
again, just to boil it down, you would agree that
each of the programs either involve new activities
not being currently done today or increasing alevel
of current activities; is that accurate?

A. | would agree that they would contain
those two categories. There may be others. Again,
when we get into specifics, you know, | could comment
on it then.

Q. Solet metry to understand your
guestion, though, relative to the programs generaly.
Y ou're saying that the proposed program, the ESRP,
are all things -- correct me if I'm wrong here --
you're saying that they're all things that the
company should already be doing.

A. | think the programsin abroad sense are
things that | would expect AEP to be doing as a part

of providing reliable service. Again, the activities

file:s//IAJAEPVOI-VI1112508.txt (131 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

20 | think within those programs, they may change. They
21 may intensify. There might be incremental, what |

22 cal incremental activities | think in my testimony,

23 which is meant to mean something you're not doing
24 today that might be involved.

25 But overall I'd say I'm looking at the
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1 programs and what | consider to be routine with

2 respect to what | would expect the company to be

3 doing to maintain their system reliability.

4 Q. Andall the activitiesand al the

5 programs within the ESRP fall into that category, in
6 your opinion?

7 A. | would say to some degree, yes. Again,

8 it'sgoing to depend on the particular activity.

9 Q. Arethere-- you said they were all

10 required to provide reliable service, correct?

11 A. | think that the activities contained in

12 those programs are -- the main focus isto maintain
13 reliable service, soin that regard, yes.

14 Q. Soif we set aside any concerns about

15 rate-making, let's say, single-issue rate-making or

16 anything like that, again, you would recommend that
17 AEP-Ohio pursue the -- al the things in ESRP, would
18 you not?

19 A. | wouldn't say that | would agree with

file:s//IAJ/AEPVOI-VI1112508.txt (133 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

20 everything that'sin the program. | do have some
21 reservations about some of the recommendations.
22 Q. Which reservations are those?

23 A. | think the underground mitigation

24 initiativeisone. The distribution automation would

25 bethe other.
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1 Q. I'msorry, if you're going to mention

2 them, could you explain what you mean by "is one"?
3 A. Wiédll, | think your question was which

4 part of the ESRP | might have reservations with.

5 Q. Uh-huh,

6 A. $o the onereservation would be the

7 underground and the other would be the distribution
8 that | would say that | have a -- the most

9 reservation for.

10 Q. I'msorry, the second one was?

11 A. Distribution automation, DA.

12 Q. Okay. So what'syour reservation or

13 concern with the underground?

14 A. Goto page4l, please.

15 Q. I'mthere.

16 A. |think | start a line 10, | think --

17 wdll, actually, there's two things that | think that

18 bother me most about this particular program, is

19 that, one, there were some parts of the program that
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20 | think on a per-unit or a per-mile basis the costs

21 werevery high, and unlike some of the other programs
22 the company didn't offer any improvements, projected
23 improvements, in SAIFI or SAIDI relative to these

24 requested programs.

25 Q. Okay. When you say the cost per, what
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1 didyou say, per unit?

2 A. Per unit.

3 Q. Or per mile --

4 A. Yeah.

5 Q. --ishigh. Highrelativeto what?

6 A. With adatarequest that we received from
7 the company, the programs -- at least three of the

8 four programs there was a cost per mile that was

9 presented, which | think is areasonable way of

10 looking at it. Y ou have to know how many miles, of
11 course, to know what the cost is.

12 But on a cost-per-mile basis, some of the
13 different cable categories that were presented were
14 very high, close to $2 million per mile as compared
15 to, say, the overhead inspection and mitigation

16 program, which was more like | think $6,000 per mile.

17 Q. Soit'smore expensive than overhead?
18 A. It was more expensive than that program
19 per mile.
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20 Q. Okay. Wéll, relative to customers that
21 areservedinfacilitiesthat are already currently

22 underground, that's what this program appliesto,

23 right?
24 A. I'mnot sure.
25 Q. Isit employing new underground systems?

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

file:s//IAJAEPVOI-VI1112508.txt (138 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

10

11

12

13

14

15

16

17

18

19

70

Isthat your understanding of this program?

A. No, it'snot.

Q. Soit'sexisting underground systems,
customers that are already served through those
underground facilities today, correct?

A. That would be my understanding, yes.

Q. Sodoyou have an alternative to
maintaining or rejuvenating the underground cable
that creates these problems?

A. Now, would you say that again, please?

I'm sorry.

Q. Doyou have an alternative to thiskind
of, and I'll take your characterization, expensive
program for this purpose for customersthat are
currently served by underground facilities, what
other choice is there other than to maintain or
rejuvenate the cable?

A. Widll, | think the cablesin question here

fall under at least two broad categories, if not
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20 more. The URD, which is underground residential
21 distribution cables, those are cables that are

22 typically feeding residential subdivisions and

23 possibly commercial also, so those are the cables
24 that it's my understanding are the ones that are

25 being targeted for rguvenation. So that's kind of
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1 one category.

2 | believe that was the lowest cost

3 category of all that were presented. It was maybein
4 the hundred thousands, 150,000-dollar per mile.

5 The other categories would be main line

6 feeders| think at substation exits, underground

7 cables. | believe those are the ones that were the

8 most expensive, amillion dollars per mile up to

9 closeto 2 million.

10 Q. Okay. Areyou -- I'mtrying to get at

11 your concern here. Y ou mentioned about the

12 underground program. Are you saying that the company
13 should build new facilities, overhead, for example,
14 for those kinds of station facilities or feeder

15 cables? What's your aternative to spending the

16 money to do what the company's proposing?

17 A. Widl, | think my concern was more that at
18 least at this point there was nothing really to

19 evaluate, or not alot from my perspective. It
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20 seemed like the company was taking a position that
21 because the cable was old, you know, it has to be
22 replaced, or at least a certain portion, whatever

23 they projected here, has to be replaced.

24 | felt that -- and without any projected

25 improvements. So therereally was no ability for
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myself, | think, or the staff, the Commission to say
okay, thisis a good program compared to the other
programs. Thisisagood bang for our buck as
compared to the overhead mitigation or the vegetation
management so, therefore, we should do this instead
of that.

| think there needs to be more thought
possibly, more projections. Seems like most of the
projections were based on actual failures. My
understanding of underground cables as far as exits
and three-phase feeders or my conclusion was that not
too many of those were failing, at least currently,
or the company could present some data as to, you
know, what the effect is on their SAIDI or SAIFI.

Q. Okay. Wéll, Mr. Cleaver, the SAIFI and
SAIDI projections you're talking about, those are
system average indices, right?

A. That's correct.

Q. And perhaps given the amount of
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20 underground facilities for residential generally,

21 it'snot surprising that improvements to the

22 underground facilities for residential would not have
23 abigimpact on SAIDI or SAIFI, isit, in your

24 experience?

25 A. Inmy experience cable, you know, if you
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do it on areactive basis, if you just replace cable
a section here, a section there, then that particular
event's not going to have a significant impact on
your overall SAIFI. It would get |ost.
Q. Okay. Areyou suggesting the company
should just wait until cablesfail and then react --
A. No.
Q. Do you have an alternative proposal for
underground?
A. | cantel you what | would like to see.
| would like to see at |east some type of probability
analysis of cablefailure, and if the company doesn't
have its own numbers of actual failures where they
can present a plausible case, a business case so you
can compare dollars or SAIFI improvement per dollar,
something like that, that they do something maybe
using industry data, EPRI data, something like that.
That at least would give myself and the Commission

something to look at, something to compare.
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20 Q. Now, notwithstanding the fact that

21 underground improvements may not affect SAIDI or
22 SAIFI in asignificant manner, if you're one of the
23 customers served by underground facilities that are
24 aging and have reliability issues, that would be a

25 more significant impact for those customers, correct?
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1 A. |think that's logical to assume, yes.

2 Q. And again, other than your point about
3 more thought and more study, you don't have a
4 proposal, an alternative proposal to deal with --
5 currently to deal with the underground situation.
6 A. | agree. That's correct.

7 Q. Thank you.

8 Now, you had also mentioned the -- I'm
9 sorry, what was your second concern?

10 A. | think distribution automation.

11 Q. Yeah. Okay. So can you explain your
12 concern on distribution automation?

13 A. 1 think you'll find that again, my

14 testimony, on page 42 and 43.

15 Q. Widll, that'sfine. Canyou explainitto
16 me?

17 A. Yes. My perspectiveon that is

18 distribution automation has at least a potentia to

19 provide apremium level of service but to, again, a
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20 select number, a select few, if you will, of

21 customers. And it was my perspective on this

22 particular proposal that that money might be better

23 spent, at least considered to be spent on SCADA as an
24 alternative.

25 | believe if you go back to the '06 case,
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SCADA was a program that the company had looked at at
that time. If | recall correctly, the number of
stations was something like in order of magnitude of
like 150 stations at the time that AEP had that did
not have SCADA, and it's my view that SCADA has a, at
least, a greater potential of improving reliability
to more customers because it's at the substation
level instead of the distribution circuit level, so
it has a greater possibility at least of providing
better service for more people.
Q. Does SCADA reduce or eliminate outages?
A. No, it does not.
Q. Okay. So with those concerns that we've
gone back through, noted, those two things are
noted --
A. Yeah.
Q. -- you do agree that the company's ESRP
proposals, al the programs and activities that are

part of that proposal, should be implemented as
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20 proposed?

21 A. No. | don't think | would agree with

22 that, no.

23 Q. Arethere other programs or activities

24 within the ESRP proposal besides DA and underground

25 that you have concerns with?
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A. | think you said "as proposed,” and again
one of the sticky pointsthat | pointed out in my
original statement was that it's avery small
improvement. | think, you know, if you look at the
amount of dollars that are being asked for here, like
450 million | think is correct, and the projected on
the company's part, projected improvements are, in my
view, relatively small as far as what they seem to be
guaranteeing as a result of that expenditure that |
wouldn't agree that as proposed that | would support
the program.

Q. Isityour opinion that reliability
performance, the status quo, can be maintained
without spending more money?

A. Could you tell me what you mean by "the
status quo," please?

Q. Thecurrent level of reliability, the
performance under the indices could be maintained as

Is without spending more money.
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20 A. | don't think I know the answer to that

21 question.

22 Q. Does OCC believeit's good industry

23 practicefor al the Ohio electric distribution

24 utilities to undertake all the programsin the ESRP

25 that's being proposed by AEP?
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1 THE WITNESS: Could | have that read
2 back?
3 (Record read.)
4 A. No.

5 Q. Ifit'sgood industry practice, why

6 shouldn't everybody do it?

7 A. | think it'sgoing to depend. It will

8 depend on the individual utility, their historical

9 reliability performance or history and their design,

10 their geography, | think, so you have to look at each
11 individua utility.

12 Q. Sowhen you say "good industry practice,”
13 doesthat mean if you look at a particular company's
14 facts and circumstances, that whatever you think they
15 should do in your opinion is good industry practice?
16 A. | think there's some commonalties. To

17 the extent that they use common equipment, you may
18 have common terrain as far as like vegetation

19 management, you know, in Ohio, to that extent that
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20 you can draw ageneral conclusion as far as what's

21 good industry practice for all those utilitiesto the

22 extent that those common factors apply.

23 Q. Butisit your opinion about what you

24 would do if you managed the company, is that what you

25 mean by "good industry practice"?
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A. | think that's one way of looking at it.
| think | would fall back on more than that. Y ou
know, my own experience would definitely be part of
it, but it would also be, you know, knowledge that
I've acquired over the years in addition to that
knowledge of what other utilities or even other
industries do. My understanding of the requirements,
regulatory requirements of the ESSS rules, that would
all factor intoit.

Q. | think you stated earlier your concept
of incremental programs would be something in
addition to what the company's currently undertaking
today; isthat correct?

A. | think generdly, yes, that's the way |
used it in my testimony.

Q. Isthat what's required in your opinion
under Senate Bill 221 to obtain approval for a
distribution infrastructure improvement plan?

A. Just theincremental you're talking
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20 about?

21 Q. Todo more.

22 A. | think that's a consideration. | don't

23 think that's -- to my understanding of the pertinent
24 sections of the statute, that's not the only thing.

25 Q. Doyouthink utilities, if they're
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1 increasing their activities and their reliability

2 activities, should get cost recovery for doing so?

3 A. My general answer to that questionisif

4 those -- the activities associated with those costs

5 are prudent and you're recovering those costs through
6 Commission-approved rates, then yes, you should.

7 Q. Okay. Could you turn to page 10 of your

8 testimony? Initem 4 at the bottom of the page you

9 say: "Theenhanced overhead line inspection program
10 does not appear to be significantly different from

11 the Company's existing program."

12 A. Yes.

13 Q. Doyou seethat? Doesthis meanit's not

14 anincremental program, inyour view?

15 A. It could be.

16 Q. Widll, you say it's not significantly

17 different. What did you mean by that?

18 A. Ithinkinitem 4, if that'swhat you're

19 taking about --
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20 Q. Yes
21 A. -- my thought process there, what | was
22 considering was the part of the program, the ESRP,
23 that's proposing to walk instead of drive by and do
24 the inspections.

25 Q. That'sit?
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1 A. That's| think primarily what | was
2 considering there, yes.
3 Q. Areyou aware of any other features of

4 the overhead line inspection program that are

5 different?
6 A. Yes
7 Q. What else are you aware of ?

8 A. Waéll, | understand that the company

9 proposesto do more aerial inspections and to either
10 dothat | think with abucket truck or climbing and
11 more walking.

12 Q. Okay. And those are both things that,

13 again, would be going back to our category of doing
14 additional things or doing more than they do today of
15 existing practices.

16 A. Doing different practices, yes.

17 Q. Inaddition to what's currently being

18 done today.

19 A. Widl, | don't know if the driving versus
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20 walkingisin addition. | think you're doing that

21 anyway today.

22 Q. | mean, do you think the bucket truck,
23 you said aerial ingpections specifics, that typically
24 would be a bucket truck inspection, right?

25 A. That'swhat | understand, yes.
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Q. Andwalking the lines, those kinds of
things. Are those more thorough or complete, more
effective ways to inspect facilities?

A. | think they may be, yes.

Q. Okay. Andthey're activitiesthat have a
cost associated with stepping up or doing those
differently, correct?

A. | think there's a cost associated with
everything. Isthat what you're talking about?

Q. Right. Okay. So then beyond the
stepped-up inspection, we'll call it, what else are
you aware of that's different under the proposed
overhead program in the ESRP?

A. | believe part of the initiative proposed
IS to maybe do repairs on the spot and to be more
proactive, | think to use Mr. Boyd'swords, asfar as
trying to identify defects, which is different than
what you're apparently doing now.

Q. And, infact, are there five distinct
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20 categories of the targeted overhead asset initiatives
21 that would be triggered through these enhanced

22 inspections?

23 A. | believel would say that there are five
24 assets that the company has targeted. | don't think

25 al of them would relate back to your inspection
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program, though.

Q. They go hand in hand with the enhanced
inspections as part of the overhead -- enhanced
overhead program though, correct?

A. | don't know that it'strue.

Q. Areyou aware of the cutout replacement
initiative as part of that effort?

A. | would note that that's one that | would
expect that would be included in the inspection

Process, yes.

Q. Would be included, what do you mean? Is

that something that's done today by AEP that's not
changing? Isthat what you're saying?

A. No. | meant that asit related back to

your inspection process, | would -- | could see where

that could be incorporated with the inspection
process as one of your targeted initiatives that, you
know, may --

Q. Not only could be, but that's what the
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20 company's proposing, isit not?

21 A. | think what the company is proposing is
22 toingpect more thoroughly, possibly, to find

23 defective cutouts and then replace them.

24 Q. Oh the walking inspections, the bucket

25 truck inspections, climbing the pole, are those
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things that are required under the ESSS rules or
under some statutory requirement that you're aware
of?
A. It'smy understanding -- well, based on
my past experience and based on my understanding of
the ESSS rules, those are activities that | would
expect the company to be doing today.
Q. Doall the other utilitiesin Ohio do it
that way?
A. | haven't made that kind of comparison
and wouldn't have any knowledge that they are or they
aren't. To the extent that the same regulatory
requirements apply under the ESSS rules for you to
both inspect, repair, maintain, and to have
preventative -- take preventative actions, proactive
actions as required as part of Rule 27(D)(1), to the
extent that that's required of all the utilities,
then | would say that they should be all doing that.

Q. But you don't know whether they do
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20 currently.

21 A. No.

22 Q. Okay. Andwhen you say if those things
23 arerequired under rule 27(D)(1), is there something
24 intherule that leads you to believe that those

25 particular methods are required?
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A. | think the rule doesn't speak or doesn't
specify methods or process or procedures. Again, |
would agree that there should be some latitude there
based on that particular utility's circumstances. |
think it's more of a performance-based specification,
if you will, to allow for those types of differences,
and the end results would be measured as far as the
effectiveness of those programs through your targets
and your ability to meet those targets.

Q. Okay. Andwhen arule saysto do
Inspections and repairs, there are many different
ways to do those things; wouldn't you agree?

A. Yes, | would.

Q. Now, with respect to the vegetation
management proposal in the company's ESRP, is that
incremental or isthat business as usual ?

A. | would consider the lion's share of that
to be business as usual or agood industry practice.

There may be some parts that | would consider
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20 incremental.

21 Q. Okay. On page 35 of your testimony in
22 lines 20 and 21 you say it's an improvement over
23 current performance-based programs, it is not an
24 enhancement, rather areflection of additional tree

25 trimming needed as aresult of your prior program. Do
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you see that?

A. Yes.

Q. Sowhat do you mean, it's an improvement
but not an enhancement?

A. That'sthewords| chose, yes.

Q. What doesthat mean, if it'san
improvement not an enhancement? Can you explain --
those seem to be synonyms that you'reusing in a
different way, right?

A. Yeah. | think in genera | had alittle
problem with the word "enhancement.” My own
understanding of the word, the connotation of, you
know, high quality or something like that was
involved, and | saw tree trimming, especially as one
of those items that were -- it's a bread and butter
type of item, ameat and potatoes type activity that
has been going on for years.

The company is proposing to actually go

back to more of a cycle-based program, whichisa
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20 program that they've donein the past. My

21 understanding, | think per Mr. Boyd, there was a

22 focusto go away from cycle-based and more

23 performance-based in the 2000 to 2007 period and now
24 we're going back to that.

25 So that being said, like | said, it'sa
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1 meat and potatoes type of thing. That type of

2 philosophy, if you will, of clearing the vegetation

3 off of lines has been around for along time, |

4 think, so it'samethod that | refer as being amore

5 proactive, especialy in the long-term when you

6 consider how performance-based can allow treesto

7 grow up around circuitsif you don't trim those

8 circuitsover a, you know, along period of time and

9 leavethem too long, | think, to high winds and

10 storms and so forth and make sure your reliability

11 putsitinjeopardy.

12 Q. Okay. But even though it isameat and

13 potatoes activity, as you say, and it's atraditional

14 method of enhancing reliability, | thought you agreed
15 earlier that even atraditional activity that is

16 currently being done could be stepped up or increased
17 and enhance reliability; that's also true, right?

18 A. That's possible, yes.

19 Q. Okay. Sothe enhanced level of the
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20 vegetation management proposal within the ESRP,
21 you're not saying the company shouldn't do that at
22 that level, are you?

23 A. I'm quibbling with you about that -- over
24 theword "level." | think it's an improved

25 philosophy. | think some of the reason | might
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guibble with "level" is because your past philosophy
Is part of the reason why we're here and why the
company actually needs to step up and double its
crews for five years before it can actually go on a
cyclebased. Soin that regard, you know, like |

said | would quibble with your word "level."

Q. Okay.

A. Whether that's justified or not.

Q. But again, sitting here today you do
recommend and agree that the proposed vegetation
management component of the ESRP is appropriate and
should be undertaken by the companies?

A. | would agree that it may be.

Q. Widll, isthat dependent on some future
development?

A. Widl, | think your own Mr. Boyd stated
that he can't guarantee the programs will come off as
proposed or planned because of potential scarcity of

|abor, materials, and so forth, so | think there's no
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20 guarantees.

21 Q. Widll, | know | didn't ask you about a

22 guarantee. What | asked you was whether sitting here
23 today whether undertaking the vegetation management
24 component of the ESRP as described by Mr. Boyd is

25 something that the company should do, should
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1 undertake now.

2 A. | would again agreethat it'san -- it

3 may be an improvement. The devil isin the details,
4 soto speak, and | think only time will tell whether
5 itwill or not. | would agree that it may.

6 Q. Mr. Cleaver, if you could turn to page

7 11, item No. 5 at the top of the page you include as
8 part of that statement that "the 34.5 kV program,

9 whilelaudable, does not reflect an incremental

10 effort."

11 A. Yes.

12 Q. Doyou seethat?

13 A. Yes.

14 Q. What do you base that statement on?

15 A. Weéll, asl| understood it, the activities

16 involved in 34-5 program are primarily adding, |
17 believeit was sectionalizing, which | will assume
18 for now that's reclosers, athough it could be

19 sectionalizers are maybe switching and lightning
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20 arresters, and those are two, again, bread and butter
21 items that have been around forever, and | think it's
22 anormal activity to, as your lines get extended or
23 grow with the load growth, to add those items as
24 needed.

25 Q. Butagain, let'sbeclear. Areyou
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saying that the company's targeted overhead asset
initiatives, including the 34.5-kilovolt protection
program described in Mr. Boyd's testimony
specifically, is that something when you say it's not
incremental, that's not being done today? That was
your definition of incremental earlier.

A. | think just based on that definition, |
think you could say just about anything that you do
tomorrow isincremental. Asageneral practicel
would consider adding reclosers and lightning
arresters to a 34-5 system as something that you
would be expected to do on aregular basis.

Q. | know, but | didn't ask you that. I'm
asking you whether -- I'm trying to be clear about
your statements, that it's -- you say does not
reflect an incremental effort. |sthat something the
company does today or not?

A. | believethat it is something that they

do today, yes.
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20 Q. Let meask you to turn to page 15 and 16
21 of your testimony.

22 A. Yousay 15?

23 Q. 15and 16.

24 A. Okay.

25 Q. You'rereferencing the ideathat major
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storm reliability data should be included in
evaluating reliability performance; isthat correct?

A. Yes.

Q. Now, what's your understanding of how the
Rule 10 of the ESSS rules works relative to major
event or magjor storm data?

A. You mean currently, isthat correct,
currently?

Q. Yes

A. My understanding is that each company is
allowed to define a major event themselves. There's
not currently a standard definition, and based on
that proposal it goes to the staff currently, the
staff would have the ability to discuss that
definition. There may be a negotiation that goes on.

| think there is even a provision in the code that
would alow it to even go to a hearing if you would
require -- if wethink that's needed. That'sthe

definition that's used, and to filter out, if you
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20 will, or exclude those events from the company's
21 actual performance that will be used to determine if
22 they meet their targets or not.

23 Q. Okay. You disagree with that rule?

24 A. No.

25 Q. I'msorry?
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A. No.
Q. You agree with excluding storm data for
purposes of reliability performance?
A. Wadl, | think asit pertainsto that rule
on page 15, footnote 4, | said that it is appropriate
to have that exclusion because weather events vary
from year to year, and that when you do that, you're
looking at the system -- more the system itself and
not the variability of weather so it isavauable
measure to require the company to exclude extreme
events to see how the system itself is performing
with some buffering or filtering, if you will, of
extreme events.
Q. It'syour testimony on page 16, doesn't
that lead up to the point that AEP should be required
to calculate reliability indices, including major
storm data?
A. Yes.

Q. Soyoud like AEP-Ohio's reliability
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20 performance to be judged in adifferent way than your
21 understanding of the rules, Rule 10?

22 A. 1think asit pertainsto this

23 proceeding, the ESRP, that would be a recommendation
24 that we would like for the Commission to consider.

25 Webelieve that it's important, especialy if you
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want to align the customers' interests with the
company's, that that alignment should reflect the
customers overall experience related to the actual
amount of outage times and the durations and the
frequencies they are actually experiencing.

So we would think in the context of this
proposal it would be appropriate and reasonable to
have some standards, some kind of milestones, if you
will, some kind of measures to promote some

accountability for anything that the Commission does
see as appropriate for allowing.

Q. Soyou would set some new targets then
that would be different relative to just the ESRP
proposal, just to that context for AEP-Ohio?

A. 1think -- I'm not proposing that the
ESSS rules be changed as they currently are, but as
it relates to this proceeding and based on some of
the conclusions that isin my testimony concerning

about -- our concern about the company's system'’s
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20 ability to withstand extreme events, extreme weather
21 conditions, that that would be appropriate.

22 Q. So your recommendation on lines 14

23 through 17 on page 16 are specific to the ESRP

24 proposal?

25 A. Yes.
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1 Q. lsn't thisthe verbatim paragraph that

2 was contained in Mr. Lanzalotta's testimony for

3 purposes of the ESSS rule issuesin the prior case?

4 A. If could be.

5 Q. Mr. Cleaver, isit possible for AEP-Ohio

6 or other utilities to harden their systems,

7 distribution systems, so that they're not impacted by

8 major storms?

9 A. | don't know that you can say it's

10 possible that you could harden a system to the point
11 whereit's never impacted. It would be like zero

12 probability or possibility of being impacted.

13 Q. Soshort of that, how would you do that?

14 How hard should a system be for a major storm?

15 A. Wédl, | think if | can assume that a

16 company hasimplemented, does have programs that are
17 proactive programs that are well-maintained programs,
18 that trim trees far enough from conductors, inspect

19 and repair proactively, that those type of programs
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20 would in most cases harden the system to the point
21 wherethey are avoiding as many or -- excuse me.

22 Yeah, | think avoiding as many avoidable, | used the
23 word twice, outages as possible.

24 Q. Okay. That'sall amatter of degree,

25 right, how much tree trimming you do, what outages
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1 areavoidable? My question, though, is should a
2 utility harden its system so it's not impacted by

3 major storms?

4 A. No, I'm not suggesting that.

5 Q. Okay. And doing so would probably be
6 quite expensive, correct? Going back to our

7 underground discussion earlier.

8 A. |think that'slogical, yes.

9 Q. Okay. And OCC would not support cost

10 recovery for that kind of activity, would it?

11 MR. REESE: Objection, your Honor.
12 EXAMINER BOJKO: Grounds?

13 MR. REESE: It's beyond the scope of
14 Mr. --

15 EXAMINER BOJKO: I'm sorry?

16 MR. REESE: It's beyond the scope of

17 Mr. Cleaver's testimony.
18 EXAMINER BOJKO: Overruled.

19 A. I'm not sure what OCC's position would be
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20 if that kind of proposal was put before us. | think

21 wewould evaluateit.

22 Q. Okay. Now, you talked alittle bit

23 earlier about performance-based vegetation management
24 and cycle-based. Do you recall that?

25 A. Yes.
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1 Q. Andwould you agreethat if thereisa

2 fixed pot of dollarsfor vegetation management, that
3 the performance-based approach does give you the
4 biggest bang for your buck in that context?

5 A. No. | don't think | would necessarily

6 agreewith that, no.

7 Q. Canyou explain that?

8 A. | think there's a couple things | would

9 consider. How bigisthat pot? | think the bigger
10 the pot, the more the performance based may actually
11 approach being acycle based. If you're trimming
12 enough lines, you may get close to trimming aline
13 fromendtoend. That's part of it.

14 In my own mind | think there are some

15 possible labor efficienciesthat are available with
16 cycle-based versus performance-based, that may
17 actually decrease your cost.

18 Q. Now, inreviewing the reliability data

19 for AEP-Ohio, would you agree that there have been

file:s//IAJAEPVOI-VI1112508.txt (189 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

20 improvements as measured by their reliability

21 indices, inthe last couple years during major events
22 specifically iswhat | wanted to ask you?

23 A. You'rereferring to thistable 2?

24 Q. Would you agree with my question?

25 A. Agan, areyou referring to table 2?
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1 Q. I'mnot referring to table 2. Y ou may.

2 A. Okay. Now, again, was the question

3 excluding major events or including?

4 Q. Including.

5 A. Including?

6 Q. Yesh.

7 A. Yes, | would agree.

8 Q. You think that that improvement is based

9 on the programs that AEP-Ohio has undertaken or
10 variationsin major storms? To what would you

11 attribute that improvement?

12 A. Wédl, I'm not sureif AEP-Ohio has varied
13 their programs during that period so | couldn't speak
14 tothat. | think it's possible, there's a variation

15 inweather every year so that's -- | think it's

16 possible that that was an influence, | believe, in

17 that time period also, or prior to that time period.

18 According to Mr. Boyd's testimony, | think 2004 and

19 2005 there was afairly large expenditure on AEP's
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part that was applied toward reliability

improvements. | think it was like $60 million. It
was in his testimony and he was saying that there was
afairly large improvement in | think -- in the
right-of-way or avoidable type of tree-related

outages. So | think inthat -- | would not expect
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personally that if you made improvementsin '04 and
'05, that you would see immediate reliability in
indices improvement. Y ou would expect to seethat a
year or two later, so | think we're somewhat seeing
the effect of those increased expenditures al so.

Q. Okay. During major storms how much does
eguipment failure contribute to outages, in your
experience?

A. | think to some degreeit depends. It
depends on how you categorize your different outage
causes. It depends also on the type of storm that
you're talking about.

Q. Canyou give me an example, though, of
typical outages during a major storm and whether it
relates to equipment failure or not?

A. Again, it depends on your definition of
equipment -- or, your classification of equipment, |
would say. For example, if you categorized a

conductor splice where you make arepair to a
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conductor and you put a mechanical spliceon it, if
you characterize that as an equipment or the
conductor itself as equipment, maor storms or
outages may affect that splice, especiadly if it's
weakened. The splice sometimesis the weakest link

in the conductor, so | think that would be an
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1 example.

2 Q. Isequipment failure typically the cause

3 of outagesin major storms?

4 A. Didyou say isit the magjor?

5 Q. Isittypically the cause of outages

6 during major storm events?

7 A. Agan, | think it's going to depend on

8 thetype of storm and possibly the utility.

9 Q. Why would it depend on the utility?

10 A. Say if you'reauutility that didn't have,

11 say, alot of vegetation that you had to worry about.
12 Vegetation | think iswhat | consider one of the

13 major factors or contributors to outages during

14 stormsin Ohio because we have alot of rural lines
15 and vegetation in close proximity to those lines.

16 So if you were a utility that didn't have

17 alot of vegetation management, then equipment
18 failure would probably be high on your list versus

19 vegetation.
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20 Q. Okay. If atreefallsdown during a

21 storminto aline, isthat equipment failure?

22 A. It depends on your definition.

23 Q. What'syour definition?

24 A. Widll, I think it depends on the data that

25 you wanted to recover. I'mtrying to recall, there

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

file:s//IAJ/AEPVOI-VI1112508.txt (196 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

10

11

12

13

14

15

16

17

18

19

99

was -- Mr. Boyd, | think we gave him a question in
that manner and he kind of surprised me with his
answer, but | think he did use a plausible reason for
answering the way he did. | remember it surprised
me.
| tend to want to identify the direct

cause for an outage so | would classify, say -- some
people may say if the wind blows real hard and that
resultsin atree limb snapping and blowing into the
line, they may classify that as a wind-related
effect. |1 would tend to look at the final cause, the
direct cause. To meit'swhat hit the line, why it
hit theline. That's the type of information that |
would want to gather, and | would tend to call that a
tree-related outage.

Q. Soisthat an equipment failure or not,
your example?

A. No.

Q. Do you know how other -- if other
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20 utilities report -- let me strike that.

21 Do you know how -- whether thereis

22 consistency among utilities in reporting those types
23 of classifications?

24 A. Dol know if there's a consistency?

25 Q. Yesh.
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It would be my experience that there's

not consistency within a company as far as how those

outages are reported, so within the industry 1'd say

no.

Q. Okay. On page 25 of your testimony you

conclude at the bottom of the page that: "The

ability of the Company to deal effectively with

storms seems to have weakened significantly over the

same period." Do you see that?

A.

Q.

Yes.

And thisisthe conclusion of comparing

data from two time periods, 1998 to 2001 on the one

hand, and 2002 through 2007.

A.
Q.
A.

Q.

Yes.
Isthat correct?
Yes.

Now, did you compare the baseline for the

18 two time periods relative to major events or storm

19 activity?
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20 A. Could you rephrase that? | don't think |
21 understand what you want.

22 Q. Widll, the two time periods --

23 A. Yes

24 Q. -- did you examine the magjor storm

25 activity during those two time periods and compare
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1 them or evaluate them?
2 A. Wéll -- pardon me.
3 | considered the potential impact, if you

4 will, of the severity of storms and maybe the number
5 of stormswhen | did this calculation, yes.

6 Q. You considered the number of storms and
7 the severity of stormsin the two time periods?

8 A. | considered the impact that those two

9 factors may have on my conclusions, yes.

10 Q. Theimpact.

11 A. Yes.

12 Q. Okay. Wdll, if there were not as many

13 stormsinthefirst time period, wouldn't that affect
14 your conclusion at the bottom of page 25?

15 A. It could, that's correct.

16 Q. Okay. Areyou aware of any other factors
17 that may have affected the company's reporting in
18 comparing those two time periods?

19 A. Oh,yes. Yes, | am.
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Q. What isthat?

A. 1think | read quite a bit of information
In the Lanzal otta paper concerning a switch of the
automated outage management system. | think that
occurred around 2002. | think Mr. Boyd also

testified to that.
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[ —

Q. Okay. Soyou're aware of the automation

2 and the outage management system that was introduced
3 within AEP-Ohio.

4 A. Yes.

5 Q. Isthat correct?

6 A. Yes.

7 Q. Okay. Inyour experience, would you

8 agree that automation of outage reporting would

9 impact the reliability indices performance of a

10 company?

11 A. | have no direct experience from changing
12 systemsas| understand happened in 2002. My direct
13 experienceiswith manual systems back in the stone
14 agethat were --

15 Q. Yeah

16 A. --transitioned to more of a spreadshest,

17 you know, where data entry people would take aform
18 with information on it and put it on a spreadsheet.

19 My experience with that is the data's more accurate.
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Y ou take -- there are fewer people involved. You can
standardize what type of information you look at.

Y ou can consider -- you can maybe correct errors or
ask folks to go out and say "this doesn't make any
sense," you know, type of thing so it tends to

Improve accuracy.
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1 Q. The automation?

2 A. Yes.

3 Q. Which could certainly impact the reported

4 performance under reliability indices, correct?

5 A. | think it could impact it either way.

6 They could go up or they could go down.

7 Q. Wadll, isn'titlogical to presume that

8 therecorded outages would go up under an automated
9 system?

10 A. | think the accuracy would go up.

11 Q. Andif all, virtualy all the outages are

12 captured through the automated system, wouldn't there
13 have been an element of human error, error or neglect
14 inthe manual system that would have missed some of
15 those outages?

16 A. | would agreeif you take the human

17 element out, then you would get more consistency. |
18 think it would depend on what those human beings

19 assumed when they were reporting the outages. They
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20 may assume that athousand customers are off when
21 only ahundred customers were off, so again, | would
22 go back and say it depends. | think you basically

23 have more of a standard -- a more accurate outcome.
24 Q. Okay. But it's certainly possible given

25 theintroduction of the automation that the
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comparison of these two time periods that you're
referencing on page 15 would render that comparison
Inaccurate; isn't it?
A. | think the potential isthat to the
degree that there might be a difference between the
two systemsin terms of how it -- the sensitivity, if
you will, of one system to the other and the effect
that maybe more accurate information would have,
again, that could have an influence.
MR. NOURSE: Y our Honor, if | could have
just aminute.
EXAMINER BOJKO: Let's go off the record.
(Off the record.)
EXAMINER BOJKO: Let'sgo back on the
record.
Q. (By Mr. Nourse) Mr. Cleaver, do you know
whether Ohio Power or Columbus Southern Power is
spending on an annual basis more or less than the

distribution maintenance expenses that were allowed
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20 intheir |ast rate cases respectively?

21 A. No, | do not.

22 Q. Do you know whether the company's -- I'm
23 sorry, strike that.

24 MR. NOURSE: That'sall | have, your

25 Honor.
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1 EXAMINER BOJKO: Staff?
2 MR. JONES: No questions, your Honor.
3 EXAMINER BOJKO: Redirect?
4 MR. REESE: Yes, your Honor. Canwedo

5 this after lunch or can we take ten minutes?

6 EXAMINER BOJKO: Let's go off the record.
7 (Discussion off the record.)

8 EXAMINER BOJKO: Let's see you back at
9 1:45.

10 (At 12:11 p.m. alunch recess was taken

11 until 1:45 p.m.)
12 ---
13

14

15

16

17

18

19
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1 Tuesday Afternoon Session,
2 November 25, 2008.
3 .-
4 EXAMINER BOJKO: Let's go back on the

5 record. Does OCC have any redirect for this witness?

6 MR. REESE: Yes, your Honor, just several
7 questions.

8 EXAMINER BOJKO: Please proceed.

9 - - -

10 REDIRECT EXAMINATION

11 By Mr. Reese:

12 Q. Mr. Cleaver, you'verelied to acertain

13 degree on testimony from Mr. Lanzalottain a prior
14 casg, correct?

15 MR. RESNIK: Excuse me, your Honor, may |

16 have amoment?

17 EXAMINER BOJKO: Yes.
18 (Discussion off the record.)
19 EXAMINER BOJKO: Let's go back on the
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20 record.

21 Sorry, could you please reread the last
22 question?

23 (Record read.)

24 A. Yes.

25 Q. Mr. Cleaver, do you know what case
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Mr. Lanzalotta's testimony was filed in?
A. Yes. That was case 06-222.
Q. That was a self-complaint case; isthat
correct?
A. Yes.
Q. Canyou tell me generally what issues
Mr. Lanzalotta addressed in his testimony?
A. Mr. Lanzalottawas asked to look at the
company's proposed enhanced plan, it's called the
enhanced service -- excuse me, the Enhanced
Distribution Service Reliability Plan, which was
related to the self-complaint.
Q. Okay. Now, did the -- we'll refer to
that asthe EDSRP. Did the EDSRP contain a
vegetation management enhancement provision?
A. Yes, itdid.
Q. Doesthe ESRP contain such a provision?
A. Yes.

Q. Didthe EDSRP contain aprovision
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20 regarding overhead line inspections and overhead

21 mitigation?
22 A. Yes.
23 Q. Doesthe ESRP contain such a provision?

24 A. Yes, it does.

25 Q. Doesthe EDSRP contain an underground
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1 mitigation program?
2 A. Yes, itdid.
3 Q. Doesthe ESRP contain such an initiative?

4 A. Yes.

5 Q. Did the EDSRP contain a proposed program
6 to deal with automation?

7 A. Yes.

8 Q. Doesthe ESRP contain such a provision?

9 A. Yes, it does.

10 Q. Mr. Lanzalotta addressed all of thesein

11 histestimony; isthat correct?

12 A. Yes hedid.

13 Q. Now, you mentioned that you had used

14 Mr. Lanzalotta's testimony as more or less atemplate
15 for portions of your testimony; isthat correct?

16 A. Yes, | did.

17 Q. Canyou explain why you would have used
18 histestimony as atemplate for certain provisionsin

19 your testimony?
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20 A. Wédll, as| compared the EDSRP, which was
21 the plan in the 06-222 case, with the ESRP in this

22 proceeding, | found them to be nearly identical.

23 Q. AsI understand it, case number 06-222,

24 the self-complaint case, dealt with enhanced programs

25 aswsdll.
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1 A. That's correct.
2 MR. REESE: No further questions, your
3 Honor.
4 EXAMINER BOJKO: Any recross, Mr. Y urick?
5 MR. YURICK: No, thank you, your Honor.
6 EXAMINER BOJKO: Mr. Bell?
7 MR. BELL: No, your Honor.
8 EXAMINER BOJKO: Mr. Boehm?
9 MR. BOEHM: No, your Honor.
10 EXAMINER BOJKO: Mr. Rinebolt?
11 MR. RINEBOLT: No, your Honor
12 EXAMINER BOJKO: Ms. Wung?
13 MS. WUNG: No, your Honor.
14 EXAMINER BOJKO: Mr. Randazzo?
15 MR. RANDAZZQO: No, your Honor.
16 EXAMINER BOJKO: Ms. Elder?
17 MS. ELDER: No, your Honor.
18 EXAMINER BOJKO: Mr. Jones?
19 MR. JONES: No, your Honor.
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EXAMINER BOJKO: Mr. Smaz?
MR. SMALZ: No, your Honor.
EXAMINER BOJKO: Mr. Nourse?
MR. NOURSE: No, your Honor.

EXAMINER BOJKO: Thank you. You may step

25 down, Mr. Cleaver.
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1 MR. REESE: Y our Honor, OCC movesfor
2 admission of OCC Exhibit 13.
3 EXAMINER BOJKO: Any opposition to the

4 admission of OCC Exhibit 13 with the appropriate

5 language stricken as or pursuant to my rulings on the
6 motionsto strike?

7 MR. NOURSE: No, your Honor.

8 EXAMINER BOJKO: Then it will be admitted
9 asamended.

10 (EXHIBIT ADMITTED INTO EVIDENCE.)
11 MR. REESE: Your Honor, if | might,

12 during my cross of Mr. Boyd several daysago | had
13 approached with certain discovery request responses,
14 virtually a packet, and we had -- AEP and OCC had
15 stipulated to certain of those.

16 What | had agreed to do with counsel from
17 AEPisremoveal of the discovery that was either
18 prepared by a party other than Mr. Boyd or that the

19 company had objected to and not provided any
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20 additional response.

21 | have compiled that particular packet.

22 What | would like to do later today or -- either |
23 will do it or counsel, would like to move that in as
24 an exhibit later today. |sthat okay?

25 EXAMINER BOJKO: Yes. Not now?
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1 MR. REESE: Not now. | haveto make some

2 additional copiesso | can passit out to everybody.

3 EXAMINER BOJKO: Okay.

4 MR. REESE: I'd like to have it marked as

5 Exhibit 9A.

6 EXAMINER BOJKO: Exhibit 9A?

7 MR. REESE: That's correct.

8 EXAMINER BOJO: It will be so marked as

9 OCC Exhibit 9A, which is a compilation of discovery
10 request responses?

11 MR. REESE: Yes, your Honor. We'l have
12 anindex attached to it to indicate which pieces of

13 discovery are in the packet.

14 EXAMINER BOJKO: It will be so marked.

15 MR. REESE: Thank you.

16 (EXHIBIT MARKED FOR IDENTIFICATION.)
17 EXAMINER BOJKO: Any other matters before

18 proceeding with the next witness?

19 Seeing none, Mr. Boehm, would you like to
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20 call your next witness?

21 MR. BOEHM: Yes, your Honor, I'd like to
22 call Mr. Lane Kollen.

23 EXAMINER BOJKO: Mr. Kollen, could you
24 pleaseraise your right hand?

25 (Witness sworn.)

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

file:s//IAJAEPVOI-VI1112508.txt (222 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

112
1 EXAMINER BOJKO: Please be seated.
2 Please proceed.
3 .-
4 LANE KOLLEN

5 being first duly sworn, as prescribed by law, was
6 examined and testified as follows:

7 DIRECT EXAMINATION

8 By Mr. Boehm:

9 Q. Mr. Koallen, will you state your full name

10 and spell your last name for the court reporter?

11 A. Yes. My nameisLaneKollen,
12 K-o-l-lI-e-n.
13 Q. Mr. Kallen, do you have adocument in

14 front of you entitled Direct Testimony of Lane

15 Kollen?

16 A. |do.

17 Q. And wasthat testimony prepared by you or
18 under your supervision and control?

19 A. Yes.
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20 Q. Do you have any changesto that

21 testimony?

22 A. No.

23 Q. Isthat testimony true and correct to the
24 best of your information and belief?

25 A. Yes.

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

file:s//IAJ/AEPVOI-VI1112508.txt (224 of 465) [11/26/2008 7:36:34 AM]



file///AJAEPV0I-V11112508.txt

113

1 MR. BOEHM: Y our Honor, we submit the

2 witness for cross-examination.

3 EXAMINER BOJKO: I'm sorry, did you mark
4 thetestimony?

5 MR. BOEHM: Excuse me, your Honor. |

6 think it would be OEG-3. We had the testimony of

7 Steve Baron and then we had the rebuttal testimony of
8 Mr. Baron, and | think those were 1 and 2, and this

9 should be 3.

10 EXAMINER BOJKO: Yes. It will beso

11 marked as OEG Exhibit 3.

12 MR. BOEHM: Thank you.

13 (EXHIBIT MARKED FOR IDENTIFICATION.)
14 EXAMINER BOJKO: Mr. Yurick?

15 MR. YURICK: | have no questions of this

16 witness. Thank you, your Honor.

17 EXAMINER BOJKO: Mr. Bell?
18 MR. BELL: Yes, your Honor.
19 If | may, asapreliminary matter, asthe
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20 Benchisaware, on November 17th at the

21 commencement of the hearing on the, quote, interim
22 plansthat have been proposed by a number of parties
23 inthis proceeding, | moved to strike all of the

24 testimony of all of those witnesses on the basis that

25 the Commission had no legal authority under Senate
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1 Bill 221 to authorize an interim ESP plan.

2 Mr. Kollen addresses in his testimony

3 what should or might take place or what is being

4 proposed beginning January 1, 2009, and | would

5 either move to strike that testimony, which | can

6 certainly identify for the Bench, or, alternatively,

7 1 would request the opportunity to very briefly voir

8 dire Mr. Kollen to determine whether any of his

9 testimony isdirected toward an interim plan.

10 If not, | will have no witnesses -- or,

11 no questions of Mr. Kollen. It'sfor the purpose of

12 preserving the legal argument that | made on November
13 17th.

14 EXAMINER BOJO: | understand your legal
15 argument that you made. Where are you requesting be
16 stricken?

17 MR. BELL: Wdll, if | can voir dire, it

18 might aleviate the need to strike. If the witness

19 says"None of my testimony is directed toward an
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20 interim plan,” | will not move to strike.

21 EXAMINER BOJKO: You may ask that

22 question because I'm abit confused because | believe
23 | already asked this question at the prehearing

24 conference, so that's why I'm trying to get you to

25 direct meto aplace where you believe --
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1 MR. BELL: For instance, he speaks not in

2 termsof interim plans, but he speaks with respect to
3 carrying charges on environmental capital additions
4 starting in 2009, beginning on page 20, question 15,
5 answer beginning on page -- or, online 17. Again,
6 thefollowing page, 21, with respect to the company's
7 proposed recovery beginning on line 8, he says,

8 "Secondly the company's existing RSP rates provide
9 recovery of generation,” et cetera.

10 EXAMINER BOJKO: Okay.

11 Mr. Kollen, were the date references

12 intended to refer to some kind of interim plan, or is
13 that just the date you believed that the ESP was

14 scheduled to be implemented?

15 THE WITNESS. None of my testimony

16 addressestheinterim plan. Everything that has

17 datesonitin my testimony references either to the
18 statute or to the company's proposal.

19 MR. BELL: Thank you, your Honor. |
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20 withdraw my motion to strike. |I'm just trying to

21 preserve my legal position. Thank you.

22

23

24

25

EXAMINER BOJO: Thank you.
Ms. Wung.
MS. WUNG: No gquestions, your Honor.

EXAMINER BOJKO: Mr. Randazzo.
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1 MR. RANDAZZO: Just afew.
2 .-
3 CROSS-EXAMINATION
4 By Mr. Randazzo:
5 Q. Mr. Kollen, would you turn to your

6 testimony OEG Exhibit 3 at page 20, please. Andin
7 theanswer that begins at line 17 you say that you

8 agreein general concept with the company's proposal
9 torecover carrying costs on environmental capital
10 additions starting in 2009. Do you see that?

11 A. Yes.

12 Q. And you reference section

13 4928.143(B)(2)(b), right?

14 A. That's correct.

15 Q. Areyoualawyer?

16 A. | amnot alawyer.

17 Q. Okay. Do you have acopy of the -- it's

18 bad citation form, by the way. Just kidding.

19 Do you have a copy of Senate Bill 221
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20 availableto you by any chance?

21 A. |do.

22 Q. Would you turn to that section?
23 A. Yes

24 Q. Isit your understanding that that

25 section deals with recovery of costs related to
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environmental expenditures or, more broadly,
construction work in progress allowances?

A. Yes, both.

Q. Sotheway you read it, is the reasonable
allowance for construction work in progress for the
distribution utility's cost of constructing an
electric generating facility separate and apart from
the opportunity to recover costs related to an
environmental expenditure?

A. Widl, | think there's a conjunction

there, and | think that where you've got a reasonable
allowance for construction work in progress for any
of the electric distribution utility's costs of
constructing an electric generating facility or for
an environmental expenditure, | see those as being
two different categories of costs.

Obvioudly, there could be environmental
expenditures within the construction costs of a new

generating facility. In fact, that isamost always
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20 thecase. But | seethisas being two separately

21 identified categories of costs.

22 Q. Okay. Areyou familiar with the concept

23 of construction -- an alowance for construction work
24 in progress?

25 A. Yes.
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1 Q. And generally can you describe what your
2 understanding of that is?

3 A. Yes. That'sasituation wherevia

4 surcharge or through base rates a utility is allowed
5 torecover acarrying charge on construction

6 expenditures throughout the construction period.

7 Q. Right. And when there's an allowance for
8 construction work in progress, does that have an

9 ultimate impact on the rate base valuation of the
10 plant that comesinto service?

11 A. Ultimately it does, that's correct.

12 Q. Okay. And | ask you that question

13 because -- are you aware of any other requirements
14 that are related to the surcharge that's authorized
15 inthissection 143(B)(2)(b)?

16 A. Your questionis, am | aware of any other
17 requirements?

18 Q. Yeah. If there was a surcharge granted

19 under this section, are there any other requirements
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20 that you are aware of in the legislation that affect

21 the opportunity for the Commission to grant such an
22 dlowance?

23 A. Yes. Thereare other threshold

24 requirementsin that provision. One, for example,

25 is. No such allowance for generating facility
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construction shall be authorized, however, unless the
Commission first determines in the proceeding that
there isaneed for the facility.

And | could continue on, but that would
be a threshold requirement for new generation
facilities.

Q. Okay. | had something else in mind.
Would you turn to, same section, turn to (C), or
upper case C, as us adults say, (1), whichisona

couple pages over. Do you have that section in front
of you?

A. | do.

Q. Andwould you turn to the last sentence
in that section, or the next-to-the-last sentence and
the last sentence. The next-to-the-last sentence
starts with the word "additionally." Would you read
that, sir?

A. Thisis(C) and then (1)?

Q. Yes, that'sright. The section begins
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20 with "The burden of proof."

21 A. Okay. And you're asking meto read the
22 next-to-the-last sentence or both the

23 next-to-the-last and the last sentence?

24 Q. Both.

25 A. Okay. "Additionaly, if the Commission
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SO approves an application that contains a surcharge
under Division (B)(2)(b) or (c) of this section, the
Commission shall ensure that the benefits derived for
any purpose for which the surcharge is established
are reserved and made available to those that bear
the surcharge. Otherwise, the Commission by order
shall disapprove the application."”

Q. Now, would reading that -- and again,

we've already acknowledged that you're not a
lawyer -- but would your technical reading, expert
witness reading of that suggest that there are some
conditions associated with the opportunity for the
Commission to grant a surcharge under the section
that you cite on your testimony at page 20?

A. Yes. It saysthat "The Commission shall
ensure that the benefits derived for any purpose for
which the surcharge is established are reserved and
made available to those that bear the surcharge.” |

would think that would be a condition.
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20 Q. All right. Now, might one of the

21 Dbenefits that are available as aresult of

22 environmental-related capital expenditures be the
23 availability of emission allowances?

24 A. Yes, that'sapossibility.

25 Q. Allright. And -- well, strike that.
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Now, on page 25 of your testimony, at the
top, and thisisin the section of your testimony
dealing with the aspect of the company's proposal to
obtain permission to, at some point in time, possibly
sell or transfer generating assets, correct?

A. Page 25 coversthat subject, yes.

Q. Right. You actually start that subject
on page 24 of your testimony. Correct?

A. Yes, that's correct.

Q. Okay. Now, you have on the top of page
25, you've got two numbered paragraphs, and | want to
draw your attention to paragraph No. 2. In paragraph
No. 2 you refer to Columbus & Southern and Ohio
Power's contractual entitlements to a portion of the
output associated with OVEC, or the Ohio Valley
Electric Corporation, generating facilities.

Did you examine the nature of the

Interest that may be possessed by AEP, Columbus

Southern, or Ohio Power in the generating facilities
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20 otherwise sitting under the corporate structure of

21 OVEC?

22 A. 1did, and I'm familiar with the

23 structure of that entity. It isowned by a number of
24 sponsoring utilities, each of them which historically

25 have been entitled to their proportional share of the
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capacity and energy from those units in excess of the
Department of Energy's requirements.

The Department of Energy's requirements
are nonexistent and have been for some time, and so
essentially that translated to a direct entitlement
of the capacity and energy based upon their
respective ownership sharesin OVEC.

Q. Areyou aware of whether or not AEP or
any of its operating companies have a common equity
ownership interest in OVEC?

A. Yes, they do.

Q. And by referring to the contractual
entitlements in your testimony, you weren't
suggesting one way or the other, and | think you say
this in the testimony, that you weren't making a
judgment about whether or not whatever interest is
held in OVEC is agenerating asset; is that correct?

A. Weéll, these are generation entitlements

or effectively purchased power agreements, and to the
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20 extent that these contractual entitlements are sold

21 or transferred, that would cause CSP's and Ohio Power
22 Company's costs to go up because the fuel and

23 purchased power expenses required to replace that

24 generation would be more expensive.

25 MR. RESNIK: Y our Honor, I'm going to
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object and ask the answer be stricken. It was
absolutely nonresponsive to Mr. Randazzo's question.

MR. BOEHM: Y our Honor, could | have the
guestion read again?

EXAMINER BOJKO: Yes.

MR. RANDAZZO: | would agree it was not
responsive.

MR. BOEHM: Nobody cares. 1'd liketo
hear the question read again if | could.

(Record read.)

MR. BOEHM: It seemsto me, your Honor,
it all depends on how strictly you want to interpret
responsive. Certainly it was at least partially
responsive.

MR. RANDAZZO: | should get to decide.

It was my question.
MR. BOEHM: It's my witness.
EXAMINER BOJO: | believeit was

partially responsive. | wastrying to -- could you
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20 let mereview the answer?

21 I'm going to strike after the word

22 "and" -- or beginning with "and to the extent that

23 these" -- beginning with the word "and" of the

24 answer, I'm going to strike so then the answer stands

25 as--
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1 (Record read.)

2 EXAMINER BOJKO: Mr. Randazzo, do you
3 haveafollow-up?

4 MR. RANDAZZO: No.

5 Q. (By Mr. Randazzo) I'd like to turn now,

6 Mr. Kollen, to your testimony dealing with the

7 structure of the significantly excess earnings, which
8 begins at page 29 of your testimony. And I'd like

9 for you to help me better understand, because |

10 don't, the rate-making adjustments that you propose
11 to make for purposes of conducting the test. Before
12 we get to that point | want to seeif we have the

13 same understanding.

14 It's my understanding that in the event

15 that the Commission finds that there is significantly
16 excess earnings and proceeds to direct the utility,

17 inthiscase the electric distribution utility, to

18 make arefund, that at that point the utility has the

19 ability to elect to terminate the electric security

file:s//IAJ/AEPVOI-VI1112508.txt (247 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

20 plan and to move to a market rate option. |s that
21 your understanding?

22 A. My understanding is based upon the

23 statute, and the company does have the right to
24 withdraw its plan, from my understanding of the

25 statute, and then file an MRO plan.
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1 Asto whether or not those adjustments go

2 into effect, | don't know the answer to that

3 question.

4 Q. Right. And so that -- well, strike that.

5 Now, at page 33, at line4 toline7, are

6 you there, describing some of the what you call

7 rate-making adjustments that you are suggesting the
8 Commission needs to make for purposes of conducting
9 the excess earnings analysis?

10 A. Yes. Thereareanumber of them there,

11 and then there are some on the prior page as well.
12 Q. Okay. Now, and I'll usethis as sort of

13 an opportunity to ask a question that has some

14 application to other things you say in your

15 testimony, but let's see if we can do this generally
16 and maybe won't need to do it specifically.

17 Would you also need to make similar kinds
18 of adjustments to the earnings of the group of

19 comparable utilities that is used to establish the
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20 appropriate level of earnings or the benchmark level
21 of earnings?

22 A. Wedll, that's apossibility to some

23 extent. Now, the peer group -- well, first of all,

24 1I'm not the witness on the methodology for OEG; that

25 would be Mr. King. But with respect to the operation
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of the peer group or the comparative group, would be
a combination of nonutilities and utilities, and
there would be, in my assessment, no practical way in
which to modify the reported net income and common
equity used in the comparable group computations for
rate-making adjustments.
But that is not the case with respect to

the distribution utilities here in Ohio because what
we're trying to do is compare the distribution

utilities in Ohio to this comparative group. And,

you know, your question is should we make rate-making
adjustments to the comparative group, as |
appreciated the question.

No analog, no comparability asfar asthe
nonutilities within that group. There arguably could
be some issues with respect to the utilities, but |
don't think that it's worth inquiring into that level
of detail for the comparative group because of the

averaging approach used for the comparative group.
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20 Q. Okay. I'dliketo explorethat alittle

21 bit. You say -- let'stake your nonutility point.

22 Youwould be able for a nonutility to sift through

23 their accounting information and determine whether or
24 not there are one-time write-offs, for example,

25 wouldn't you?
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1 A. Yeah.

2 Q. That'sfairly typical; that's not a

3 utility accounting trick, isit, or convention?

4 A. Waédll, | don't think that anything that's

5 donein conformance with generally accepted

6 accounting principlesis an accounting trick.

7 Q. Wadll, there are some people that arein

8 jail just for doing that.

9 A. Widll, it still wasn't atrick evenin

10 those circumstances. But yes, | think that -- and
11 again, this question may be perhaps better directed
12 to Mr. King, but I think that you certainly could
13 take out the effects of extraordinary write-offs from
14 the comparative group regardless of whether those
15 members of the group were utilities or nonutilities.
16 Q. Right. And the same would be true with
17 acquisition premiums?

18 A. Yes, to some extent.

19 Q. And the effects of mark-to-market
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20 accounting?

21 A. That onel think is more problematic.

22 The generally accepted accounting principles are not
23 awaystransparent in the sense that all of these

24 types of mark-to-market adjustments are reported. |

25 think that the perspective of OEG and Mr. King, and |

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

file:s//IAJ/AEPVOI-VI1112508.txt (254 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

10

11

12

13

14

15

16

17

18

19

128

share this perspective, isthat you need a
methodology that is reasonably practical, and so my
understanding of Mr. King's methodology, without
testifying to his testimony, is that the approach
that we are recommending is a practical approach and
it doesn't get bogged down in all of thistype of
analytical detail where people could reasonably
disagree but rather to simply take the information
from a published source of financia information.
And my understanding is that iswhat Mr. King has
proposed and that is what he did using 2007 actual
datain histestimony.

MR. RESNIK: Y our Honor, can | just make
apoint here. | guess there may be some question
ultimately about the availability of Mr. King, and |
just want to be certain that none of this witness's
statements of his understanding of Mr. King's
testimony is being put -- is being put in the record

essentially in having Mr. King's testimony in
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20 absentia.

21 MR. BOEHM: Certainly, your Honor, there
22 isn't any arrangement between Mr. Randazzo and | to
23 seethat done, and I'm, | guess, growing allittle bit

24 in apprehension about this line of questioning going

25 into Mr. King's testimony as well, and | would just
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as soon |leave it where we are now, but | wanted to
afford counsel as much liberty as| could.

No, we fully intend somehow, some way to
get Mr. King available for cross-examination.

MR. RESNIK: Thank you.

Q. (By Mr. Randazzo) Mr. Kollen, maybe |
misunderstood the purpose of your testimony. Aren't
you the witness that's describing how you go about
determining the amount of income that's available for

common shareholders through your rate-making
adjustments for purposes of inputting that number
into the significantly excess earnings test?

A. Yes, you're correct about that.

Q. And Mr. King doesn't do that --

A. But | wasn't finished with my answer.
There'stwo parts to the equation. Thefirst part is
the threshold issue for determining whether or not
and what the rate of return isfor significantly

excessive earnings, and that methodol ogy is addressed
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20 by Mr. King.

21 Now, then there's the other part of the
22 equation, which iswhat are the earnings of the
23 particular distribution utility for the review year,
24 and | addressthat issue. So you have Mr. King

25 addressing the threshold issue. | address the
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computation of the earnings for each one of the
utilities with respect to AEP-Ohio, and then the
application of the significantly excessive earnings
test, the result of that.

Q. Right.

A. | addressthat aswell.

Q. But again, you're the witness that's
responsible for quantifying the level of income
available for common shareholders based upon the

rate-making adjustments that you're recommending to
the Commission, right?

A. Yes, that's correct. And then aso the
application of that, the comparison of the result of
that to the threshold determined under Mr. King's
methodol ogy, because you need both. Then you get a
differential, and then the question is what do you do
with the differential? And | address that piece of
it aswell.

Q. Right. And, now, with regard to your --
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20 at page 35 you talk about, at the bottom of page 35
21 continuing on to page 36, grossing up for income
22 taxessimilar to the way we have historically done it
23 for rate-making purposes based upon arate base

24 rate-of-return approach, correct?

25 A. Yes, that's correct. Because the result
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of the computation, the significantly excessive
earnings computation, is an earnings differential.
Earnings are after tax, but the revenue requirement
isbeforetax. So you have to take that after-tax
result and move it up for income taxes, or what we
call agross-up, and that's consistent with the
PUCO'straditional rate-making practice, to take the
operating income, which is after tax, and it's the
analog of the excess earnings, and then to gross that
up to the revenue requirement for either arate
increase or arate reduction. Inthiscaseit would
be arefund, effectively.

MR. RESNIK: Your Honor, | would move to
strike everything after the word "yes."

EXAMINER BOJKO: Mr. Resnik, he'sjust
trying to be a helpful witness and explainin its
totality to the Court. | don't think that one was
meant to be --

MR. RESNIK: Loading the record.
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20 EXAMINER BOJKO: -- elaborate for a

21 different reason.

22 But please just try to answer the

23 question.

24 THE WITNESS: Yes.

25 EXAMINER BOJKO: You'll be surprised how
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much we know.
THE WITNESS: I'm certain that's true.
MR. RESNIK: We knew that, too.
Q. (By Mr. Randazzo) Would you also need to
gross up the earnings of the comparable group?
A. No. It'sthedifferential. In other
words, you have arate of return that becomes the
threshold using Mr. King's methodology or, you know,
some methodol ogy, and then you compare that to the
earned return, regardless of how the Commission
determines that earned return will be computed. Then
you get adifferential.
That differential is adollar amount, and
then that is grossed up. You don't haveto do
anything more with the comparable group other than
determine the comparable group's rate of return for
the significantly excessive earnings threshold.
MR. RESNIK: Y our Honor, same objection,

only thistimeit's after the word "no."
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20 EXAMINER BOJKO: Overruled.

21 Q. Isthereturn -- percentage return on

22 common equity for the comparable group reported based
23 upon income grossed up for taxes?

24 A. No. Earnings are after tax, and that was

25 the point that | wastrying to make earlier. | won't
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go into it any further, but it's an after-tax
computation. | don't want to be chastised from the
Bench.

EXAMINER BOJKO: | overruled the last
one.

THE WITNESS: | know.

MR. RESNIK: Thelast two.

THE WITNESS: | thought | would be a
little bit circumspect.

Q. Butinthetraditional rate-making
context, would | be correct that you had used the
statutory tax rate for purposes of grossing up?

A. Let meask aclarifying question. You're
talking about in the normal rate-making process where
you take an operating income deficiency or surplus
and then gross that up to arevenue requirement?

Q. Right.

A. Yes, the statutory income tax rate.

Q. Okay. Would the return on common equity
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20 reported for a comparable group of companies reflect
21 the effective tax rate?

22 A. Yes. That'sadifficult question to

23 answer because --

24 Q. Wadll, youjust did, and then you said --

25 A. Wedll, | said yes, and then | said that's
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1 adifficult question to answer because it would be no
2 insome circumstancesaswell. But, generally

3 gpeaking, it would be the statutory rate, but it

4 could be the effective rate, which for various

5 reasons under the tax law and under GAAP may be
6 different.

7 Q. Soyou would need to look at the

8 comparable group to determine exactly how taxes have
9 been computed for purposes of determining whether
10 they're comparable; isthat what you're saying?

11 A. No. No. | absolutely disagree with

12 that.

13 Q. On page 42 of your testimony, beginning
14 at line 11 through 15, you've got a 1 percent return
15 on common equity is equivalent to $19 million. Is
16 the 1 percent there the same as a hundred basis

17 points?

18 A. Yes, 1 percent equals 100 basis points.

19 Q. Okay. And again, the 19 million that you
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20 show there for Columbus & Southern and 37 million for
21 Ohio Power, those are grossed-up values?

22 A. Correct.

23 Q. Andyou show that on page 1 of 2 of LK-2,

24 one of your exhibits, correct?

25 A. Yes.
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Q. Now, if you could turn to your Exhibit
LK-2, am | correct that you are comparing for
purposes of computing the returns or return on common
equity, you are comparing the net income line total
company to the total common equity line to get your
percentage relationship, correct?

A. I'm not sure what you mean by "compared,”
but | divided the net income by the total common
equity to come up with a percent ROE.

Q. All right. And thenyou get -- the
grossing-up process that we talked about a moment ago
Is then shown in the middle of the page where you
take approximately 11.6 million for Columbus &
Southern and apply both federal and state taxes to
get to the grossed-up value, right?

A. Yes.

Q. Andyou used the statutory rates for
purposes -- statutory tax rates or legidatively

specified tax rates for purposes of computing the
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20 38.6; isthat correct?

21 A. Yes.

22 MR. RANDAZZO: That'sall | have. Thank
23 you very much.

24 EXAMINER BOJKO: Mr. Rinebolt?

25 MR. RINEBOLT: No questions, your Honor.
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1 Thank you.
2 EXAMINER BOJKO: Ms. Grady?
3 MS. GRADY: No questions, your Honor.
4 Thank you.
) EXAMINER BOJKO: Ms. Elder?
6 MS. ELDER: No questions, your Honor.
7 EXAMINER BOJKO: Mr. Smalz?
8 MR. SMALZ: Just one or two clarifying
9 questions.
10 ---
11 CROSS-EXAMINATION

12 By Mr. Smalz:
13 Q. Good afternoon, Mr. Kollen. Turning to
14 page 9 of your testimony, and particularly your

15 statement beginning on line 21 that begins "In 2009."

16 MR. RESNIK: I'm sorry.

17 MR. SMALZ: Page--

18 MR. RESNIK: I'm sorry, Michael. Go
19 ahead.
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20 Q. Having to do with the protection of OPC's

21 and CSP's nonrequirement sales for resale, were you
22 ableto break that down into how much of those sales
23 were projected to be made to other AEP companies and
24 how much was projected to be sold to third parties,

25 non-AEP companies?
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1 A. | have areference here -- well, first of

2 al, I think so, but | would have to verify that

3 against Mr. Nelson's exhibits that I've referenced at
4 the bottom of the page and onto the top of the next
5 pagejust to confirm that, but | believe that his

6 exhibits have that breakdown. | didn't do anything
7 independently, but | believe that those exhibits have

8 that breakdown.

9 Q. | see

10 MR. SMALZ: Thank you.

11 That's all, your Honor.

12 EXAMINER BOJKO: Mr. Resnik.

13 MR. RESNIK: Thank you, your Honor.

14 EXAMINER BOJKO: Oh, Mr. O'Brien, do you

15 have any questions?

16 MR. O'BRIEN: No questions, your Honor.
17 EXAMINER BOJKO: Please proceed.

18 ---

19 CROSS-EXAMINATION
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20 By Mr. Resnik:

21 Q. Good afternoon, Mr. Kollen.
22 A. Good afternoon.

23 Q. How areyou today?

24 A. I'mdoing fine. How are you?

25 Q. Good.
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A. Good. Hopefully we'll both bein the
same shape after we're done with this.

Q. Actualy, | wasjust hoping your answers
to the rest of my questions would be as direct to the
one telling me how well you were doing.

If you could take alook at page 3 of

your testimony beginning down at the bottom of line
22 and going on to page 4, line 3, do you see there
where you're discussing purchases being prudent?

A. Yes.

Q. Isyour conclusion regarding prudence
based on prudence from afinancia perspective?

A. I'mnot surethat | have alimitation on
the use of the term "prudent,” but | am using that
term as | understand it is being used in the statute,
which has arate-making connotation which then, in
turn, has a financial application.

Q. But even in rate-making there may be

other reasons for a company to do something other
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20 than just the financial reasons; is that correct?

21 A. | suppose that's true under certain

22 circumstances.

23 Q. And in those circumstances those other
24 reasons that are not financial in nature may still be

25 prudent reasons to carry out a particular decision.
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A. | canthink of -- yes. | think that
would be true. For example, if you have operational
constraints, you would want to operate your system at
the least costs you could, but nevertheless, you may
not be able to do that in certain respects because of
operational constraints. So that would be a
Situation where operations constrain the financial
decision-making.

Q. Okay. And there may be other examples as
well.

A. There may be.

Q. Okay. Now, at page 9, lines 10 through
12 you say that the actual purchased operations, and
thisis purchasing power, will be reflected in the
company's FAC riders, not these estimate -- | think
that's supposed to be "estimated" prices.

A. Yes, that's correct.

Q. So areyou saying that what the market

price actually is, iswhat will wind up impacting the
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20 FAC?

21 A. Yes. That'sthe company's proposal, and

22 | would agree with that. That's exactly right.

23 Q. Andon page 10, line 16, you make

24 reference to the AEP interconnection agreement, and

25 you point out that that is a FERC-regulated rate; is
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that right?
A. Yes.
Q. Isthereany particular significance
there or reasons why you pointed out that the pool
agreement -- that's what we call the interconnection
agreement, the pool agreement -- is a FERC-regulated
rate?
A. Therewere at least two reasons for that.
One reason is to agree with Mr. Baker, who | believe
also states that fact. And the second one was to
point out that it isfederal preemption, as| argue
later in the testimony, that requires the margins
from the off-system sales and from the capacity
equalization receipts to be distributed to the AEP
utilities. And then | go on to describe how that is
reflected in retail rate-making.
So thisisthefirst introduction of the
term in this context, and | thought it was important

to note that it was a FERC-regulated rate.
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20 Q. At page 13, lines 3 through 5, you have

21 some numbersthere, and actually going down through
22 line 7, and I'm wondering if something got reversed.
23 Youtak about CSP ratepayers, 75.4 million, and Ohio
24 Power, 69.6, but then when you multiply it by three

25 times, you're getting answers that wouldn't be
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expected.

A. Waéll, you have to compound because it's
not just simply the 69.6 million timesthree. Inthe
first year when you are under the company's proposal
purchasing 5 percent of load, the effect would be
69.6 million. Inthe second year under the company's
proposal, you're purchasing 10 percent of load, it
would be 139.2 million, and then in the third year it
would be something north of 200 million.

So when you add up the impact of the
three years, that's how you come up with the
452 million or the 418 million. It's not asimple
multiplication times three. It's actually a
multiplication timesfive.

Q. Okay, s0 --

A. I'msorry, times six.

Q. You're comfortable then that these
numbers are al in the right places?

A. |think so. We can check the math, but |
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20 think they're correct.

21 Q. Okay. At lines 12 through 13 you talk

22 about these market purchases will push lower cost
23 energy to the other AEP members. Do you see that?
24 A. Yes.

25 Q. Isthat based on your assumption that
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these purchases will be considered as member primary
capacity under the pool ?

A. Yes, inpart. Andalsoin part just
simply the energy costs will be higher based upon the
pricing developed in Mr. Baker's testimony. The
$88 per megawatt-hour and the $85 per megawatt-hour
Is substantially higher on an energy basis than the
ability to either purchase from the other AEP
companies under the interconnection agreement or to
sell to the other AEP companies under the
Interconnection agreement.

Q. You'refamiliar with the interconnection
agreement?

A. Yes.

Q. And areyou aware that in that agreement
referencing member primary capacity, asfar as
purchases of capacity from nonaffiliated companies as
to whether they are considered to be member primary

capacity is limited to the following circumstances
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20 and considerations, and the first condition is that

21 theterm during which the capacity will be available,
22 acommitment from areliable source of power and
23 energy for at least five years be normally regarded
24 as appropriate for inclusion as a capacity source?

25 A. Inthe member primary capacity, that's
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1 correct.

2 Q. Okay.

3 A. But, you know, the point hereisthat, as

4 | mentioned before, is that the energy cost is much
5 higher in the purchase and it's displacing lower cost
6 energy. | did not make the argument here asfar as
7 the primary member capacity.

8 Q. Soyour statement here at lines 12 and 13
9 has absolutely no relationship as to whether the

10 purchaseis considered to be member primary capacity
11 under the pool?

12 A. That'strue. With respect to that

13 statement, that's true.

14 Q. Truethat it has no bearing on it?

15 A. That'strue.

16 Q. Areyou familiar with the old electric

17 fuel clause operation in Ohio before Senate Bill 37
18 A. Through Mr. Nelson's testimony | am, but

19 other than that | don't have any personal knowledge
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20 of it.

21 Q. Okay. And on page 14, lines 16 through
22 18, you talk about other jurisdictions that AEP
23 operatesin and how off-system sales margins are
24 trested.

25 A. Yes.
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Q. Doyou know if any of those states have a
rate regulatory structure comparable to Senate Bill
2217?

A. My recollection isthat there may be
something similar to it, it's not identical, in West
Virginia, but essentially areregulation paradigm,
but it's not identical in every respect. Infact,
it's not identical in every major respect.

Q. Isitidentical in any maor respect?

A. Yes, | thinkitis. For example, in West
Virginiathere's an energy clause that allows

recovery of fuel and purchased power costs, and
that's one of the riders that Senate Bill 221 allows
gpecifically in Ohio.

Q. DoesWest Virginia's statute specify any
particular treatment of off-system sales margins?

A. | don't know if it specifiesin the
statute, but as a practical matter | know that the

company's affiliate, Appalachian Power Company,
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20 proposed -- and | believe it was Mr. Baker who

21 proposed thisin that jurisdiction -- that it would

22 include off-system sales.

23 Q. But if the statute specifies a treatment

24 for off-system salesin West Virginia, that would be

25 quite amaor difference from Senate Bill 221, would
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1 you agree?

2 A. Wadll, | don't think that Senate Bill 221

3 gpecifies the treatment of off-system sales.

4 Q. Wadll, precisely. That'swhat I'm saying.

5 If thelegidation in West Virginia does specify the
6 treatment of off-system sales margins, Senate Bill
7 221 does not, would you agree that that's afairly

8 major difference between the two state structures?
9 A. Wadll, let me make sure that -- before |

10 answer that, thisis ahypothetical. You're not

11 stating it as amatter of fact.

12 Q. I'mnot testifying.

13 A. It'ssomething that | represented. |

14 said | knew what the treatment of off-system sales
15 wasin West Virginia, and it was treatment in

16 accordance with the company's proposal to put through
17 off-system sales marginsin areresurrection, if you
18 will, of the fuel clausein West Virginia, but | did

19 not say that that was statutorily based, and | don't
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20 believethatitis.

21 Q. Okay. If it were, that might explain the

22 position taken by the company, the position you say
23 wastaken by the company in West Virginia?

24 A. Agan, it'sahypothetical?

25 Q. Yes
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1 A. If that was based in the statute, if that

2 was astatutory requirement in West Virginia, that

3 would be an explanation for the company proposing it.
4 Q. Thank you.

5 A. |just don't recall that it was part of

6 thestatute. Infact, my recollectionisthat it was

7 not.

8 Q. Okay. Now, on page 15, lines 1 through

9 3, youindicate that if off-system sales margins are

10 not passed through the fuel adjustment mechanism

11 proposed by the company in this proceeding, that that
12 would discriminate against Ohio vis-a-vis the other
13 AEP states.

14 A. Yes, that'strue.

15 Q. Now, will you agree that the various

16 stateregulatory -- the various states in which the

17 AEP companies operate, that each of those states have
18 different statutory provisions that allow for

19 different recoveries or disallow various recoveries
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20 and that that is not necessarily consistent from one
21 stateto the next?

22 A. The specifics| would agree, but

23 conceptualy my point hereisthat by not putting
24 through the off-system sales marginsin Ohio, but

25 doing soin al of the other jurisdictions, that
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1 conceptually would be discriminatory.

2 Q. Andyou're saying that off-system sales

3 margins are flowing through in all of the other AEP
4 jurisdictions?

5 A. I'msorry, | didn't mean to speak over

6 you. Inwholeor in part.

7 Q. Inadl of thejurisdictions.

8 A. Yes, to my understanding.

9 Q. Arereceiptsof capacity equalization

10 payments, excuse me, arethe -- yeah, right. Arethe
11 receipts of capacity equalization payments a cost of
12 fuel?

13 A. | think there's a strong argument that

14 they are. It doesn't fit into account 501, whichis

15 acost of fuel account, but the statute in Ohio does
16 not specify which accounts are to be used, only that
17 the costs are eligible for recovery through an

18 automatic type of rider. And | would argue that this

19 ispart of the determination of the net cost of fuel.
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20 Q. Right. Areyou aware that the statute

21 does specifically address the treatment of gains from
22 the sales of emission allowances?

23 A. Yes, it does.

24 Q. And does that suggest anything to you as

25 aregulatory expert, that you have a statute that

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

file:s//IAJAEPVOI-VI1112508.txt (294 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

148

1 addresses a specific item to be used as an offset to

2 fuel cost but not another item, the one you havein

3 mind, off-system sales margins, that perhaps the

4 General Assembly intended to address one but was not

5 contemplating that the other be an offset to the fuel

6 cost?
7 MR. BOEHM: Ohbjection, your Honor.
8 EXAMINER BOJO: Sustained.

9 Q. Now, on page 19, lines 4 through 6, you

10 indicate that as aregulatory expert it's your

11 understanding that Senate Bill 221 authorizes rate
12 increasesin an ESP based on prudently incurred

13 costs. Isit aso your understanding that al of the
14 components that might be put into an electric

15 security plan have to be based on prudently incurred
16 costs?

17 A. 1think generdly that'strue. Thereare

18 specific referencesin the statute to prudently

19 incurred fuel and purchased power costs, emissions
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20 costs, environmental costs, but then in addition, for
21 example, on the construction work in progress and the
22 environmental related costs, there's a requirement

23 that the Commission approve such expenditures.

24 So my understanding of that would be that

25 the Commission essentially would make a determination
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1 or apredetermination, if you will, of prudence, or

2 otherwise it would not have approved it.

3 Q. And--

4 A. Buttheword itself does not appear in

5 the statute with respect that aspect or those types

6 of costsrecoverable under an ESP.

7 Q. And areyou aware that the provision

8 concerning an ESP also provides for the recovery of
9 automatic increases?

10 A. Yes, itdoes. Subject to those increases

11 or the costs that are used to support the increases,
12 that they be prudently incurred. It's not just an

13 open-ended automatic increase.

14 Q. Widll, I'mlooking. Maybe you can refer
15 meto something else. I'm looking at the provision
16 that says"Automatic increases or decreasesin any
17 component of the standard service offer price."

18 MR. BOEHM: Excuse me, could counsel give

19 areference, please?
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20 MR. RESNIK: Yes. Thisisin

21 4928.143(B)(2)(e).

22 A. | seethat.

23 Q. Youseethat. Do you seetheword
24 "prudent" in there?

25 A. Wdl, | don't seeit inthat particular
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provision, but | seeit back up in (a), and, you
know, that's all part of the statute. We can't just
look at -- | don't want to lecture you on legal
standards, but it strikes me that where the statute
specifically refers to "automatic recovery of any of
the following costs of the electric distribution
utility, provided the cost is prudently incurred,"

and then it repeats that word, it strikes me that

that is a modifier and a requirement that needs to be
taken together with subpart (e).

Q. Okay. Sothebasisfor your testimony in
lines 4 through 6 on page 19 is your understanding
that the words that appear in paragraph (a) should be
viewed as also being in subparagraph (e).

A. No, | didn't say that. | said that the
words "prudently" appear in subpart (a). You asked
me previoudly if the word "prudent” appeared anywhere
in subpart (e), and | said no, it does not. And then

| also described to you that in subpart (b) there was
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25

arequirement for the Commission to review and
approve the expenditures for a new generating unit,
In which case my determination there would be that
that was afinding of prudence if the Commission had
approved it in essentially what would be a

certification type proceeding.
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Q. Right. Andsoit seemsat thisend, on
the listening side that while I'm asking you about
(e), you want to talk about (a) and (b). I'm trying
to figure out where it isin (e) that talks about
automatic increases that include in paragraph E that
those automatic increases have to be, A: Cost
related, and B: Prudent costs.
MR. BOEHM: Excuse me, your Honor. It
seems to me this is something we can brief, and, you
know, while | understand that there's a certain
amount of interpretation an expert witness has got to
make, Mr. Kollen has made his interpretation known,
and if counsel doesn't agree with that, we can argue
it on brief.
EXAMINER BOJKO: The witness may answer
as he believes. But | agree, let's not get
argumentative with the witness about what you believe
versus what he believes.

MR. RESNIK: Can | have -- | think
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20 theresaquestion, if | could have that answered.

21 EXAMINER BOJKO: Please.
22 (Record read.)
23 MR. BOEHM: And it seemsto methe

24 witness has answered that question, your Honor.

25 EXAMINER BOJKO: Isthere anything you
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can add additionally with the latter part of the
guestion, the cost related?

THE WITNESS:. Waell, | can only inthis
sense, that the automatic increase or decrease is the
only other reference in this particular section in
the statute to -- the automatic increases or
decreasesredlly isin subpart (), which requires,

A: Cost, and B: Prudence.
Q. Okay. Let'smove on to page 20 of your
testimony and --
EXAMINER BOJKO: Mr. Resnik, can |
interrupt you?
MR. RESNIK: Sure.
EXAMINER BOJKO: We need to take a
10-minute break.
MR. RESNIK: Okay.
EXAMINER BOJO: Isthisagood placeto
stop since you're moving on to environmental carrying

COsts?
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20 MR. RESNIK: Yes.

21 EXAMINER BOJKO: Great.

22 (Recess taken.)

23 EXAMINER SEE: Mr. Resnik, | believe

24 you'rein the middle of cross examining Mr. Kollen.

25 MR. RESNIK: Y es, thank you, your Honor.
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1 And I'd liketo, if | could clarify a

2 couple matters while we're on the record. When

3 Mr. Kollen was being cross-examined by Mr. Randazzo,
4 | had raised a concern, and | think that Mr. Boehm at

5 least it appeared thought that | was accusing that he

6 and Mr. Randazzo had gotten together and hatched some
7 plot, which was not the suggestion. My concern was

8 that since the witness had talked about Mr. King that

9 it might ultimately get used in Mr. King's --

10 MR. BOEHM: | understand.

11 MR. RESNIK: | wasn't suggesting

12 anything, and | wanted to make that point on the

13 record.

14 MR. BOEHM: Thank you, Mr. Resnik.

15 Q. (By Mr. Resnik) The other point is, and

16 thisnow isgoing to get into my resuming the

17 cross-examination, isthat, Mr. Kollen, | repeatedly

18 asked you questions about West Virginia, and | am

19 advised during our recess that | should have been
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asking you about the Commonwealth of Virginia. So
what 1'd like to do, what | would prefer isto strike
out the word "West" in front of all those questions,
but | know | can't do that, so let me just go back to
Virginia and the treatment of off-system sales

marginsin that state.

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

file://IAJ/AEPVOI-VI1112508.txt (306 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

[ —

10

11

12

13

14

15

16

17

18

19

154

A. Okay.

Q. Areyou aware whether the treatment of
off-system sales marginsis addressed in the
legidation in Virginia?

A. No.

Q. You'renot aware.

A. No, | don't believeitis.

Q. Okay. | will move on.

Page 20, and here we are talking about
environmental carrying costs, and in particular line
20, and there you're in the midst of a quote from the
statute where it talks about provided the cost is
incurred or the expenditure occurs on or after
January 1, 2009. Do you seethat?

A. | do.

Q. Isit your understanding that the
company's request concerning environmental
Investments made from 2001 through 2008 request

carrying costs that are being incurred starting with
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January 1, 20097

A. That'scorrect. The costs themselves
were incurred prior to January 1, 2009, but it is
carrying costs subsequent to that date that the
company's requesting as far as the environmental

carrying costs.
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Q. Andwhat wasincurred before January 1,
2009, was the investment; is that correct?

A. Yes, that's correct.

Q. Okay. And on page 21 of your testimony
at lines 15 through 19, you are suggesting there, if
| understand your testimony correctly, potential
offsets that might be appropriate as far asyou are
concerned to the carrying costs recovery that the
company is proposing?

A. Wiédl, no, not exactly. | haven't

proposed specific offsets to the company's
retroactive -- request for retroactive recovery of
the 2001 through 2008 costs. | ssmply pointed out
that it was asymmetrical in the sense that the
existing rates include recovery of costs that have
now since the costs were incurred depreciated
significantly and that wasn't part of the company's
assessment of whether or not it was fully recovering

its costs. | wasn't proposing an offset, isthe
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20 point.

21 Q. Asfar asthe asymmetry that you

22 mentioned, you are aware that the section concerning
23 electric security plansin Senate Bill 221

24 specifically refersto environmental costs?

25 A. Yes. That'spart (b), section 4928.143
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1 (B)A(D).

2 Q. Okay. And areyou aware of languagein

3 section 4928.143 that refers to offsetting the

4 recovery of those costs for items such as

5 depreciation since 20007

6 A. No, I'm not aware of that. Andwhat | --

7 thepoint | was simply making is that any balance of
8 analysisfor attempting to obtain recovery

9 retroactively of the costs incurred through 2008

10 should then aso include a comparison of the buildup
11 and accumulated depreciation, the reduction in cost
12 to the company, which it did not.

13 But that particular provision that you

14 referred meto in the statute provides that only

15 costsincurred after January 1 -- on or after January
16 1, 2009, can be recovered.

17 Q. Okay. Let'smove on to the portion of

18 the company's request and your testimony that

19 addresses sale or transfer of generating assets. And
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20 inthe preparation of your testimony on this subject
21 did you review section 4928.177?

22 A. Yes

23 Q. Andyou're aware that paragraph (E) of

24 that provision addresses requests for the sale or

25 transfer of generating assets?
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A. Yes, that's correct.

Q. Okay. Now, inyour review of paragraph
(E) of that section, what standards did you find in
that paragraph that you believe should be guiding the
Commission in making a decision on the company's
requests regarding the Darby and Waterford
facilities?

A. Waédll, | think it's pretty unequivocal.
It just ssimply says "no electric distribution utility
shall sell and transfer any generating asset it
wholly or partly owns at any time without obtaining
prior Commission approval." And then | go on after
citing that provision in the statute to explain why
the Commission should not grant that approval
requested by the company.

Q. Right. What | asked you is what
standards you found in paragraph (E) for -- that
would guide the Commission's decision.

A. Wiédll, there are none specifically. It
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20 just says"no electric distribution utility shall

21 sdl and transfer any generating asset it wholly or

22 partly owns at any time without obtaining prior

23 Commission approval." So intentionally there are no
24 standards or principles by which the Commission may

25 be guided specified in that paragraph, so you have to
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look beyond that, as the company did, and | put a
different set of factors on the table.

Q. If youwant to look for it in other
places, did you consider the provisions of paragraph
(A) in 4928.17 regarding corporate separation?

A. Yes, | did. | saw that as one of the
general framework references provided by Mr. Baker.
In addition, | considered other provisions such as
specifically 4928.143(B)(2)(a), which requires that
the cost of fuel and purchased power be prudently
incurred, and | describe that in my testimony.

So | did consider other provisions of the
statute that | think do control. Even though that
particular paragraph of 4928.17 does not have
principles by which the Commission may be guided,
there are other provisions of the same statute that
do have the principles by which the Commission may be
guided.

Q. Andwhen you say "that particular
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20 paragraph,” you're referring to paragraph (E)?

21 A. | wasactualy referring to 4928.143, |

22 believeit's (B)(2)(a).

23 MR. RESNIK: Now, can | have the

24 witness's prior answer read back, your Honor. And |

25 would ask the witnessto listen for the point in the
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answer when he refersto that particular paragraph,
because | wasn't sure which particular paragraph he
was referring to.
EXAMINER SEE: Okay.
(Record read.)
Q. Sowhen you werereferring to that
particular paragraph of 17 that did not have
guidance, were you referring to paragraph (E)?
A. Yes.
Q. Okay. Now, let'stake alook at
paragraph (A), and do you have an understanding as to
whether that paragraph requires that -- or prohibits
autility engaging in supplying a noncompetitive
retail electric service and a competitive retail
electric service unless that company operates under a
corporate separation plan approved by the Commission?
MR. BOEHM: Excuse me, I'm alittle lost.
Y ou said paragraph (A), of what section?

MR. RESNIK: I'm sorry 4928.17.
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20 MR. BOEHM: 17. Thank you.

21 A. Okay. Andyour questioniswhat, if you
22 could repedt it.

23 Q. Whether you agree that this paragraph (A)
24 of 4928.17 prohibits a utility from engaging in the

25 business of supplying noncompetitive retail electric
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service and competitive retail electric service
unless that utility is operating under a corporate
separation plan approved by the Commission.

A. | believethat iswhat it says. | have
not studied it or discussed it with counsel, but |
believe that iswhat it says.

Q. Andyou did review this section in
paragraph (a) in connection with your testimony on
the -- addressing the company's request to sell or

transfer generating assets. | think you said that.

A. Yes, that's correct.

Q. Okay.

A. And that was cited by Mr. Baker in his
testimony, and I, of course, read his testimony with
respect to this.

Q. And still referring to paragraph 17(A),
are you aware that the corporate separation plan that
would be approved by the Commission must provide for

the provision of the competitive retail electric
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20 servicethrough afully separated affiliate of the

21 company?

22 A. If you could give me a specific

23 reference, I'd be happy to look at it.

24 Q. Widll, do you have aline numbered version

25 of thelegidation?
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A. | donot.
Q. 1tis4928.17(A), paragraph (1). It
begins "The plan provides at a minimum."
A. Yes, | seethat. However, | believe that
Mr. Baker addressed that specific provisionin his
testimony and described an order that the Commission
had issued that dealt with this issue of the
corporate separation on afunctional basis as opposed
to aseparate legal entity basis. And then he made
an argument as to whether or not that could be
perpetuated on an interim basis or alonger-term
basis and then provided alegal opinion that
apparently he was advised by counsel with respect to
that. And | have not made an independent assessment
of that.
Q. Okay. And, actualy, I think you're
referring to a portion of Mr. Baker's testimony that
If not directly, at least indirectly, isreferring to

paragraph 17(C), 4928.17(C), that permits functional
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20 separation for an interim period of time.
21 A. Yes, that's correct.
22 Q. Okay.

23

>

Thank you for refreshing my memory.
24 Q. Sure.
A

25 . Yes.
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1 Q. Would it be your understanding as a

2 regulatory expert that an interim period is forever?
3 A. You know, so many things have changed. |
4 can't answer that really yes or no because "interim"
5 really depends upon the context. Interim can be a
6 verylongtimeor it can be a short period of time,

7 but it depends on the context.

8 Q. But would you agree given the language
9 that we've talked about in paragraph (A) and the
10 referencein paragraph (C) to an aternative for an
11 interim period, that the end point of the corporate
12 separation plan is that the competitive retail

13 electric serviceisto be provided through afully
14 separated affiliate of the company?

15 A. You know, | really don't have an opinion
16 onthat. | really can't offer more on that than what
17 | aready have.

18 Q. Whatisit that precludes you from being

19 ableto offer an opinion on that? What's missing?
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20 A. | don't know what the trigger point for
21 thetermination of the interim period is under your
22 question.

23 Q. Right. And I'm not trying to specify

24 that there's atrigger to end the interim period, but

25 asyou look at paragraph (A) and paragraph (C), I'm
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1 just asking if your understanding of the corporate

2 separation requirement isthat ultimately, however
3 long ultimately might be, but ultimately a company
4 hasto -- if it'sgoing to offer acompetitive retail

5 electric service, it must do so through afully

6 separated affiliate.

7 A. | simply don't know. Thererealy isnot

8 enough information in the statute to address that

9 issue. It appearsto vest the Commission with a

10 significant amount of discretion with respect to that
11 by saying "of the section but complies with such
12 functional separation requirements as the Commission
13 authorizesto apply for an interim period prescribed
14 inthe order."

15 In other words, it would seem to me it

16 veststhe entire discretion in the Commission. It

17 doesn't specify the term of an interim period. It

18 doesn't specify what the trigger points are for the

19 termination of the interim period or if it can go on
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20 indefinitely.

21 Q. Soinyour mind, again, there'sjust a

22 lack of guidance for the Commission as far as when
23 they should be requiring afully separated corporate
24 entity that would offer competitive retail electric

25 service?
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1 A. Yes, | think that's correct. And |

2 redlly think that Mr. Baker reached the same

3 conclusion and was put into the position of having to
4 rely upon acounsel representation in his testimony.

5 Q. But you don't seem to have any problem

6 going to atotally different section, that being,

7 4928.143(2)(a) and (b), or maybe you just referenced
8 (2) and saying that's a standard you think should be

9 applied to paragraph 17(E).

10 A. Yes. Andthereason | don't have any

11 troubleindicating that is because thereisan

12 absolute requirement that the costs incurred under an
13 automatic rider for fuel and purchased power, number
14 one, be costs, and number two, be prudent. And in my
15 assessment, if the company were to sell or transfer

16 the Waterford or the Darby generating units or the

17 generation entitlements, that would inevitably

18 increase the cost of fuel and purchased power, and |

19 believe that that would be imprudent to do so,
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20 particularly given the fact that at this point there

21 areno studies that the company has done, as |

22 pointed out in my testimony, and the company has the
23 burden of proof pursuant to the statute.

24 Q. Sothisgoes back to where we started the

25 cross-examination earlier in the day, that your view
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1 of the prudence of the sale or transfer of Darby and
2 Waterford isaview that isformed from afinancial
3 perspective. Isthat right?

4 A. Waéll, you'reright, this goes back to the

5 first series of questions that you asked me. It'sa

6 rate-making perspective, the determination of

7 prudence, but that determination of prudenceis

8 measured by financia data; in other words, is there
9 harm to the ratepayers, and, indeed, there would be
10 if these assets were sold or transferred.

11 Q. Soif the Commission were to determinein
12 this proceeding that in order to effectuate the

13 policy that'sin paragraph 4928.17(A) of ultimately
14 having a competitive retail electric service provided
15 through afully separated affiliate, and based on

16 that decision authorized the sale or transfer of

17 those units, would you then believe that that, being
18 donein furtherance of the Commission's

19 interpretation of the corporate separation statute,

file:s//IAJ/AEPVOI-VI1112508.txt (329 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

20 would then be prudent for the company to sell or
21 transfer those units?

22 A. Wdl, I'msorry, | did not follow that

23 question. | cantakeacrack at it or could | ask
24 you to rephraseit?

25 Q. I'll try and ask it again.
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1 A. There were about three or so compound
2 (uestions or statements in there.
3 Q. Assume for the moment that the Commission

4 concludes that the directive in paragraph (A) of

5 Section 4928.17 requires that competitive retail

6 electric service be provided through afully

7 separated affiliate. Areyou with meso far?

8 A. Yes. Andthisisahypothetical?

9 Q. Yes

10 A. Okay.

11 Q. And to that end authorizes the companies
12 to sell Darby and Waterford, authorizes Columbus
13 Southern Power.

14 A. Could I interrupt you?

15 Q. Sure.

16 A. Wouldn't the predicate for that be an

17 actual separation, alegal separation? In other

18 words, you're kind of going through in your

19 hypothetical a sequence of events, and you're saying
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first the Commission finds, and thisisthe first

part of your hypothetical, that first the Commission
finds that the company's competitive retail electric
service should be provided through a separate legal
entity, and then you jump immediately to the sale or

the transfer of the generating units.
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1 Wouldn't there be something else in there

2 like, for example, that the Commission authorizes the
3 functional separation, and then as part of that

4 there'satransfer or -- of all of the assetsinto

5 that separate legal entity? Isn't that kind of a

6 predicate for the third part of your hypothetical?

7 Q. There may be any number of steps that

8 would have to be undertaken in order to legally

9 implement the corporate separation that is

10 contemplated in paragraph (A). And what | am

11 contemplating, without getting into the detail of

12 what all those interim steps might be, is that the

13 Commission concluding that corporate separation into
14 afully separate affiliate makes sense and it, let's

15 just say, asaninitia step toward that authorizes

16 the sale by Columbus Southern of Darby and Waterford
17 toan unregulated affiliate.

18 A. Okay. And that'syour hypothetical.

19 Q. Yes

file:s//IAJ/AEPVOI-VI1112508.txt (333 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

20 A. All right. So now we'reto the question
21 point.

22 Q. Sonow we're to the question.

23 A. Okay.

24 Q. If Columbus Southern Power had that

25 authority from the Commission based on the Commission
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1 wanting Columbus Southern to move toward corporate
2 separation, would you believe that that would make
3 thesaleor transfer of those units prudent?

4 A. | don't know. Andthereason | don't

5 know isbecause | don't really have enough facts to
6 make that assessment. | don't know if, for example,
7 the Commission would certainly not -- well, let me
8 back up alittle bit.

9 First of all, the Commission would not

10 need to make that determination in this proceeding,
11 whichisthe company'srequest. It could do soin
12 thefuture, which isapoint that | madein my

13 testimony. There's no decision on thisissue that
14 needsto be made in this proceeding.

15 If the Commission goes along with the

16 facts of your hypothetical and later on makes that
17 determination that full functional -- not just

18 functional separation but, indeed, legal separation

19 isappropriate, then that would be the next step,
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20 would be to determine whether or not any of the
21 assets owned at this point by the distribution

22 utility should be transferred to the separate legal
23 entity.

24 And | would imagine that there would be a

25 broad series of parameters that would have to be
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assessed at that point intime. That'swhy | can't
give you an answer yes, it would be prudent, or no,
it wouldn't be prudent. Y ou would have to look at
the facts and circumstances at the time.

Q. Okay. Will you agree, though, that

there's more to the question of prudence than just

the financial impact of the sale of those units by
Columbus Southern Power? It may be addressing other
state policies, namely corporate separation.

A. Wdl, | think --

Q. Excuse me. Canyou recognizethat asa
factor influencing the prudence question?

A. Yes. There may be any number of factors
that would influence the prudence question or the
Commission's authority to sell or transfer these
assets. But within the context of where the company
Istoday where there is not legal separation but only
functional separation, it would be imprudent.

Q. On page 29 of your testimony you begin a
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20 discussion of significantly excessive earnings test;
21 isthat right?

22 A. Yes

23 Q. And starting on that page at line 36 and

24 going on to page 30 at line 3, can you explain to me

25 how the customer is harmed if a utility's revenues
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significantly exceed costs of providing generation
service to nonshoppers?

A. Yes | can. If indeed there are rate
increases that are not necessary in order for the
distribution utility to cover its costs of providing
generation service, then this isimportant ratepayer
protection because it allows the Commission to reach
backward and recover those rate increases.

Q. | understand, at least | think |
understand, how the test would work. But what I'm
asking is you indicate that ratepayers would be
harmed if the utility's revenues were --
significantly exceeded the utility's cost of
providing generation service to nonshoppers, and I'm
trying to focus how it is customers would be harmed.

A. Yes. Harmed means being charged more
than the cost to provide the service given the
regulatory paradigm.

Q. What you do you mean by "given the
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20 regulatory paradigm”?

21 A. Theregulatory paradigm is effectively
22 here under Senate Bill 221 areregulation of the
23 generation function and then an ability to increase
24 ratesto recover certain costs subject to the ability

25 of the Commission to reach back into the year that
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those new rates were effective in the event that the
costs -- or, I'm sorry, the revenues generated by the
new rate significantly exceed, et cetera, the
company's cost to provide that service.

Q. Isityour opinion that all the
components of the electric security plan have to be
cost based?

A. They are not.

Q. No, I'm asking for your view. Do you
believe that they're supposed to all be cost based?

A. No, they're not all cost based.

Q. You're not answering my question.

A. I'mtryingto.

Q. Isit your opinion that the components
are supposed to be cost based?

A. Wdl, if they're not al cost based, then
| would not argue that they are supposed to be cost
based.

Q. Widll, you're arguing with alot of things
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20 inour plan that you find wrong so I'm trying to

21 figure out whether -- I'm not asking your opinion

22 whether the plan hasitemsin it that are not cost

23 based but whether you believe they're supposed to all
24 Dbe cost based.

25 A. Oh, thefinancial provisions of the plan?
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1 | thought you were basically asking me for

2 (qualitative features of the plan and whether or not
3 the plan under the statute could have qualitative
4 featuresthat were not, in effect, cost based, and

5 that'swhat | was answering.

6 MR. RESNIK: Can | have that answer read
7 back?

8 (Record read.)

9 Q. Let'sseeif we're able to communicate

10 with each other alittle better. |I'm asking you, as

11 someone who asserts to be aregulatory expert,

12 whether it is your opinion that the components of an
13 electric security plan under 4928.143 are required to
14 be cost based.

15 A. Thefinancia componentswould be

16 required to be cost based, yes.

17 Q. Andwhen you say the financial

18 components, what are you trying to identify as-- in

19 relation to the electric security plan?
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20 A. Weéll, there are various shopping

21 provisions and things like that that are not

22 specifically trandlatable into dollars and cents, so
23 what | wastrying to do is differentiate between the
24 quantitative factors and the qualitative factors, and

25 | thought your gquestion was directed toward does
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everything in this electric security plan boil down
to quantitative factors, afinancial factor, and |
answered that question no, there are qualitative
factors.

Q. Okay. But the quantitative factors you
believe are required to be cost based.

A. Yes.

Q. At page 30, lines 12 through 14, you talk
about the importance of the Commission rendering an
opinion on how the significantly excessive earnings
test will be applied.

A. Yes. And more specifically in this
proceeding.

Q. Right.

A. They can't wait until 2010, ayear after
the first year in which the ESP would be in effect.

Q. Andyou don't mention what you think
might be another reason, and | want to see if you

would agree that thisis another reason for the
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20 Commission to rulein this case, and that is so that
21 the company will be informed as to how that test will
22 be applied so it can decide if the Commission in any
23 way modifies the ESP, whether it should accept that
24 modification.

25 A. Yes, | would agree with that. | think
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that's avery important factor.

Q. Now, at page 31, line 2, you talk about a
rate of return on common equity threshold. I'm just
trying to figure out what that's referring to. Are
you suggesting that the way to apply the
significantly excessive earningstest is, in this
case, to set areturn on equity, and then when the
Commission looks at the companiesin 2010 to seeits
actual return for 2009, it just looks to seeif that

return was above or below that preset return on
equity?

A. Yes. And that's addressed by Mr. King,
another OEG witness. But essentially the methodology
proposed by OEG requires a threshold rate of return
over which the earnings would be considered to be
significantly excessive and then subject to refund.
And | believe that's consistent with the company's
case as well, although the methodol ogies differ.

And then that percentage rate of return
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20 would effectively be translated into dollars once the
21 differential on the rates of return would be carried

22 through the computation.

23 Q. Soifit'sjust amatter of setting --

24 presetting areturn on equity and looking sometimein

25 2010 at the actual return on equity, do we need
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comparables?
A. Yes, you do.
Q. Why? | mean, if you preset the return on
equity in this case at, say, 20 percent, and it turns
out in 2009 one of the companies earned 25 percent, |
thought you were suggesting that's the end of the
story, that you've determined that there will have
been significantly excessive earnings.
A. Wél, I'm not really sure what you meant
by "preset." Maybe we could explore that alittle
bit. But essentially a methodology isimportant, and
as you go through the year the company can track that
methodol ogy, and near the end of the year, of course,
it would be closing in on the calendar year, and it
would have the comparables quarter by quarter by
guarter and could have 9 months, 12 months ending,
kind of arolling average so that it would know based
upon the methodol ogy adopted by the Commission for

the comparable group what that significantly
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20 excessive threshold would be.

21 At the same time it would be tracking its

22 own earnings 9 months ended, 12 months ended, aswe
23 get toward the end of the year, 10 months, 11 months,
24 and then when the books are closed for the end of the

25 vyear, it will know what the actual earned rate of
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returnis. It will know what the comparable group,
because of the Commission’'s methodology, what the
comparable group threshold return on equity is, and
it then can compute whether or not it has arefund
obligation.
If it does, then it will have to book a

regulatory liability for that obligation.

Q. Areyou suggesting in this case that the
Commission determine a particular return on equity
for Columbus Southern Power and for Ohio Power
Company, and then when the significantly excessive
earnings test is applied in 2010 for the year 2009,
simply look to see what return on equity those
companies had, compare it to some return set in this
case, and make its determination in that fashion?

A. No. And | think that that was why |
guestioned the premise in your prior question, and as
| point out in my testimony, the Commission needs to

determine the methodology in this proceeding, not
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20 preset the rate of return, not actually determine the
21 rate of return because that will be determined based
22 upon the comparable group results for the actual

23 caendar year 2009.

24 The Commission can't sit here at the end

25 of 2008 and know what that will be for 2009, but it
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can determine the methodology, and that's what |
propose.

Q. Okay. On page 32 of your testimony,
lines 3 -- well, let me see. If | can just have one
moment.

At lines 12 through 19 on page 32 one of
the things you suggest is that only prudent fuel and
purchased power expenses should be included in the
significantly excessive earnings test.

A. Yes, that's correct.

Q. AndI just want to explore that alittle
bit. Whatever fuel and purchased power expense the
company has, if it was recovered through the fuel
clause itself, wouldn't the revenues match the
expenses for the year?

A. Generdly that's true as the company has

proposed its fuel adjustment clause. However, the
situation arises that | can see where, and as I've

noted throughout my testimony, where the company may
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20 incur fuel purchased power costs that are not

21 prudent, in which case then the imprudent portion of
22 those costs should not be included, not only for

23 purposes of the fuel adjustment clause rider, but

24 they should also be removed for purposes of the

25 excessive earnings test.
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Q. Widll, if they're removed from both
revenues and expenses or included in both revenues
and expenses, isn't the impact on the return on
equity still neutralized?

A. No. | think you're missing a point here
because if the -- you know, you've posed a
hypothetical where the two are equal, but I've -- the
point hereisthat they may not be equal, and if the
revenues are less than the cost that is reported or

recognized -- recorded on the company's accounting
books, let's say there was an imprudent portion of
the fuel and purchased power cost and that was a
total cost of a hundred dollars but the Commission
allowed only $80 to go through the fuel adjustment
clause, then it isonly $80 of the costs that should
be reflected in the significantly excessive earnings
test. In other words, the company shouldn't get a
second bite of the apple.

If the costs are found to be imprudent
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20 for purposes of the rider, they shouldn't be allowed
21 to pick it up through the significantly excessive

22 earningstest as a matter of consistency.

23 Q. Andwould you agree that as a matter of
24 consistency that if the Commission finds fuel

25 expensesto be prudent in afuel case, that no one
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[ —

should get a second bite at the apple in the

2 dgignificantly excessive earnings test to try to argue

3 that those same fuel costs were, in fact, imprudent?

4 A. Yeah, | would agree with that, sure.

5 Q. Okay.

6 A. That's reasonable.

7 Q. Andwhat happensif in the course of the

8 year that fuel revenues are greater than the

9 expenses? Arethere any adjustments that get made in
10 computing the significantly excessive earnings test?
11 A. Wiédll, once you have afuel adjustment

12 clausein place and if the fuel expenses are dll

13 deemed -- and purchased power expenses are deemed to
14 Dbe prudent, then you would have the same revenues,
15 presumably, except for timing differences, in which
16 case you would pick that up either into aregulatory
17 asset or aregulatory liability through a deferral

18 and then that would be trued up. So that's how that

19 would be handled.
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20 So the only situation where you would

21 have amismatch is when some of the costs were deemed
22 to beimprudent and the revenues were |ess.

23 Q. But if they were deemed imprudent,

24 wouldn't you expect that the Commission would have

25 disallowed its revenue recovery associated with those
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1 imprudent costs?

2 A. Yes. Andthat'sexactly the point. The

3 revenue would be less but the fuel expenses would be
4 higher on the company's accounting books, and the

5 dgignificantly excessive earnings test without any

6 rate-making adjustments would then show this mismatch
7 between revenues and fuel expense. Fuel expense

8 would be higher than the revenues. It would drag

9 down the earnings and, therefore, reduce the refunds
10 under the significantly excessive earnings test.

11 That's not appropriate.

12 If it's disallowed for the rider, it

13 should be disallowed for the significantly excessive
14 earnings test as a matter of consistency.

15 Q. Now, at page 33 of your testimony, lines

16 4 through 7, you offer up a number of items that you
17 believe should be adjusted for by the Commissionin
18 itsapplication of the significantly excessive

19 earningstest; isthat right?
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20 A. Yes, that's correct.

21 Q. And there are fines and penalties,

22 one-time write-offs, and some other items. And then
23 atlines 15 and 16 you say that Senate Bill 221

24 contemplates no such ad hoc exclusionsto the

25 utility'searnings. Isthat right?
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1 A. Yes. That's correct.

2 Q. Sothere can be exclusions on the expense

3 side but not on the earnings side? |sthat what

4 you're saying?

5 A. No. No, that's not what | said. What |

6 wasdifferentiating there was that there are

7 legitimate rate-making adjustments -- remember, the
8 generation function is essentially being reregulated

9 onacost basis; therefore, we go into the regulatory
10 paradigm of costs need to be, first of al, incurred,

11 second of al, prudent. And there's other

12 application of rate-making adjustments that the

13 Commission may in its discretion include or exclude,
14 and these are common rate-making adjustments, such as
15 the exclusion of fines and penalties and one-time

16 write-offs and acquisition premiums.

17 In other words, through the normal

18 rate-making paradigm utilities are not allowed to

19 recover these costs, and the point being that, you
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20 know, we shouldn't now undo that aspect of

21 regulation. And then the company, on the other hand,
22 has suggested that we should undo a recognition of
23 the off-system sales revenues or marginsin the

24 rate-making process, whereas historically that has

25 been included.
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So what | have doneis|'ve proposed a
consistent paradigm of rate-making adjustments, and
by consistent | mean consistent with what the
Commission has done historically and what the company
has proposed is something that is inconsistent.

Q. Do you think that the regulatory paradigm
in Senate Bill 221 is consistent with the historic
regulatory paradigm in Ohio?

A. | dowith certain exceptions. And the

primary consistency, of course, isthat it's cost
based and that the costs must be prudently incurred.
But the exceptions then are, for example, the
allowance of an excessive rate of return and also
single-issue rate-making on the distribution function
of the business.

Q. And generation rates are not based on a
test year cost of service or date certain rate base;
Isthat right?

A. Wedl, that's not true. Effectively they
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are. For example, the operating expense, the fuel
and purchased power are clearly based upon a
projected test year under the statute and under the
company's proposal, and then those are trued up to
the actual costs for the test year under the

company's proposal.
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Similarly, there are various other
cost-based components, and those are, again, based
upon the costsincurred in a particular year. One
example of that is the 2009 environmental cost, the
2010 environmental cost, the 2011 environmental cost,
al cost based, all tied to atest year, al tied to
the rate-making-paradigm, which isidentical in many
respects to the previous paradigm that existed.

Q. Andisit your understanding that the
company is proposing a dollar-for-dollar recovery of
the carrying costs associated with incremental
environmental investments made in 2009 through 20117

A. Yes That'sin Nelson's-- Mr. Nelson's
testimony.

Q. Okay. Now, would you agree that if the
margins from off-system sales are included in the
determination of the significantly excessive earnings
test, that that could result in refunds to Ohio

retaill customers based, at least in part, on
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20 FERC-approved rates?

21 A. Yes, just asthe costs are based in part

22 upon FERC-approved rates. You know, there'sa
23 symmetry there. There's both costs and there should
24 berevenuesor receiptsaswell. Both are under the

25 FERC-regulated tariff, the interconnection agreement.
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Q. Okay. Do you believe that the

2 application of the significantly excessive earnings

3 test can result in refunds to alevel below the

4 current standard service offer rate?

5 A. No, | don't. And I think that to the

6 extent that that could happen, | have suggested, in

7 fact, I've stated specifically in my testimony that

8 therefund would be essentially capped out at

9 whatever the rate increases pursuant to the ESP were,
10 soif there was a hundred dollars of rate increases,
11 then the maximum refund exposure would be $100.
12 Q. Now, let'stake alook at page 42 of your

13 testimony, and you've got some return figures there
14 at lines 3 through 7, and you indicate that your

15 computations are shown on Exhibit LK-2, that was the
16 basisto those returns.

17 A. Yes.

18 Q. Andlooking at LK-2, page 1 of 2, you've

19 got acomposite income tax rate of 38.6 percent.
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20 A. Yes.

21 Q. Andlooking at page 2 of 2, that's where
22 you show the calculation of that composite tax rate,
23 correct?

24 A. Yes, that's correct.

25 Q. And for state income tax you show arate

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

file://IAJ/AEPVOI-VI1112508.txt (368 of 465) [11/26/2008 7:36:35 AM]



file///AJAEPV0I-V11112508.txt

185

1 of 8-1/2 percent.

2 A. Yes. And that was before the phase-out

3 of the state corporate incometax. | think that in

4 2009 it would be 40 percent of that, in 2010,

5 20 percent of that, so those should be correctly

6 reflected aswell.

7 Q. If the phase-out is sooner than you

8 think, and | hope I'm not pulling another West

9 VirginialVirginiasituation here, but if the

10 phase-out isto be complete at the end of tax year
11 2008, then would you agree that the rate that should
12 beshown in this calculation on page 2 of 2 would be
13 zero percent?

14 A. Yes, that's correct.

15 Q. Okay.

16 A. Yeah. Thiswas nothing more than an

17 illustration of how to derive the income tax rate.

18 Q. Widll, you used it for more than an

19 illustration, didn't you? You put it back into page
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20 1 of 2to help compute the returns that you show with
21 page 42 of your testimony; isn't that right?

22 A. Wiédl, no, not to compute the returns but

23 to compute the revenue requirement equivalent, each
24 of 1 percent return sounds, so that's correct, and

25 those are rounded numbers and | don't know that they
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would change.

2 MR. RESNIK: Okay, that'sal | have.

3 Thank you.

4 THE WITNESS: Y ou're welcome.

) EXAMINER SEE: Give-- I'm going to

6 assume that Mr. Resnik was the last one to cross, or
7 staff?

8 MR. MARGARD: Staff has no questions.

9 Thank you, your Honor.

10 EXAMINER SEE: Any redirect for this
11 witness?
12 MR. BOEHM: Could we consult with the

13 witnessfor about five minutes?

14 EXAMINER SEE: Sure.

15 MR. BOEHM: Thank you.

16 (Off the record.)

17 EXAMINER SEE: Let'sgo back on the
18 record.

19 MR. BOEHM: Y our Honor, we have no
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20 redirect for Mr. Kollen.

21 EXAMINER SEE: Thank you.

22 MR. BOEHM: And we would move the

23 admission of OEG Exhibit No. 3.

24 EXAMINER SEE: Are there any objections

25 tothe admission of OEG Exhibit 3?
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1 Hearing none, OEG Exhibit 3 is admitted
2 into the record.
3 MR. BOEHM: Thank you.
4 (EXHIBIT ADMITTED INTO EVIDENCE.)
5 MR. BOEHM: May | excuse the witness,
6 your Honor?
7 THE WITNESS. Please.
8 MR. BOEHM: Thank you.
9 EXAMINER SEE: Is Commercial Group ready?
10 MS. WUNG: Yes, your Honor. We call
11 Michael Gorman to the stand.
12 EXAMINER SEE: Mr. Gorman, if you would
13 pleaseraise your right hand.
14 (Witness sworn.)
15 EXAMINER SEE: Thank you.
16 MS. WUNG: Y our Honor, at thistime we'd

17 like to mark for identification Commercia Group
18 Exhibit 1, which isthe direct testimony and exhibits

19 of Michagl Gorman filed with the Commission on
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20 October 31st, 2008.

21 EXAMINER SEE: The exhibit will be so

22 marked.

23 (EXHIBIT MARKED FOR IDENTIFICATION.)
24 MS. WUNG: Thank you.

25 ---
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MICHAEL GORMAN
being first duly sworn, as prescribed by law, was
examined and testified as follows:
DIRECT EXAMINATION
By Ms. Wung:

Q. Mr. Gorman, would you please state your
name and address, business address, for the record,
police?

A. My nameisMichael Gorman. My business
address is 1690 Swingley Ridge Road, Chesterfield,

Missouri.
Q. By whom are you employed?

A. Brubaker & Associates.

Q. And on whose behalf are you testifying
today?

A. Commercia Group.

Q. Mr. Gorman, do you have before you what's
been marked for identification as Commercial Group

Exhibit No. 1?
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20 A. | do.

21 Q. Canyou please identify that document?
22 A. That's my direct testimony filed in this
23 proceeding.

24 Q. Andyou are the same -- the direct

25 testimony was prepared by you or under your direct
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1 supervision?
2 A. Yes
3 Q. Do you have any corrections or changes to

4 thetestimony?

5 A. | donot.

6 Q. Mr. Gorman, if | were to ask you the

7 questions that appear in your direct testimony today,
8 would the answers be the same?

9 A. Yes

10 MS. WUNG: Y our Honor, Mr. Gorman'’s

11 available for cross-examination.

12 EXAMINER SEE: Okay.
13 Mr. Yurick?
14 MR. YURICK: | have no questions. Thank

15 you, your Honor.

16 EXAMINER SEE: Mr. Bell.

17 MR. BELL: Yes, your Honor, | do.
18 ---

19 CROSS-EXAMINATION
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20 By Mr. Bdll:

21 Q. Good afternoon, Mr. Gorman.

22 A. Good afternoon.

23 Q. Langdon Bell on behalf of the Ohio
24 Manufacturers.

25 I'd like to first start with your point
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1 No. 6 on page 3 of your prefiled testimony where you
2 recommend the significantly excess earnings test be

3 based upon the Commission-approved return on equity
4 of 10.5 percent for AEP, and then you go on to

5 explain your recommendation. Do you see that?

6 A. Yes.

7 Q. Mr. Gorman, just so that | understand

8 your recommendation, does your recommendation with
9 respect to basing the excess earnings test upon the

10 approved return on equity depend at all upon when

11 that approved return was -- when that return was

12 approved, that is, the date of the authorized return?

13 A. Would be the most recent authorized

14 return on equity for the utility.

15 Q. Regardless of how far removed that should
16 befrom the date that the test is applied?

17 A. We, | believe all parties should be --

18 should have the right to request the Commission

19 revisit the determination of the utility's current
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20 market cost of equity, but until that --

21 Q. I'mnot trying to argue with you, I'm
22 trying to understand your recommendation.

23 A. I'mtrying to explainit.

24 Q. Okay. | apologizeif you did not finish.

25 Go ahead and explain.
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A. Wéll, my recommendation for the
significantly excessive earningstest isto add a
premium to the utility's current authorized return on
equity. To the extent that current authorized return
on equity no longer is a reasonable estimate of that
utility's market cost of equity, to judge whether or
not the rates are reasonabl e, then all parties would
have the right to request the Commission to revisit
that determination.

Q. Would your test ignore, if you will, the
Investors expected return on equity?

A. No.

Q. Itwould not ignoreit.

A. Correct.

Q. Let megiveyou an example, just to test
that hypothesis, Mr. Gorman. Let's assume that
during a period of time during a depressed economy,
tight credit where investors had minimal expectations

with respect to their equity investments. Will you
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20 follow me with that premise thusfar? And let's
21 assume that during that period of timel, asan

22 equity investor, would be very happy to receive a
23 5 percent return on equity. Can you accept that for
24 purposes of our discussion?

25 A. [I'll accept that hypothetical, yes.
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Q. Now, would you further accept that during
the period of time that that expectation prevails
that the company has no difficulty in raising equity
capital with areturn in that range of 5 percent,
that is, it can go out and issue common stock. [t
has no difficulty in securing equity capital
providing that level of return. Can you accept that?

A. It the market's required return on equity
was 5 percent, | could accept that, yes.

Q. Now, if, infact, atest wereto be
employed such as the test that you are recommending,
would produce a 10 or 15 percent threshold for a
return in identifying excess earnings, stated
differently, that the threshold test that you propose
would produce -- and I'm not getting into the test.
I'm just talking about the results of your test --
would in fact produce a return of two times or three
times the investors' expectations, that is, i.e., a

return of 10 or 15 percent, your test would apply
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20 irrespective of the resulting returns being two and
21 threetimestheinvestors expectation, would it not?
22 A. It'snot my test, sir.

23 Q. Itisn't?

24 A. ltisnot.

25 Q. Would you explain how that is not the
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case?
A. My test isbased on the expectation of
starting with the investor current required return
and adding a 200 basis point premium to that. So if
the current investor required return were 5 percent
under this hypothetical, the excessive earnings test
would be 7 percent.
Q. Haveyou finished your answer? | don't
want to cut you off.
Areyou stating in effect then,
Mr. Gorman, that when you used the approved return on
equity of 10.5 percent, that is, in your judgment,
equivalent to the investors' current expected return
on equity?
A. It'sthe most recent Commission finding
on -- as | understand it, the most recent Commission
finding on the current cost of equity for this
utility.

Q. Arethey one and the same, the investors
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20 current expected return and the Commission's

21 authorized return on equity? That's the question, in
22 your testimony are they one and the same?

23 A. Inmy testimony the Commission typically
24 will authorize areturn on equity that is an estimate

25 of theinvestor required return to make an investment
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in the utility company.

Q. Theinvestors current?

A. Atthetime, yes.

Q. Now, backing up if we may to your points
1 and 2 on page 2 of your testimony and the answer
beginning on line 11, are both of those related to
the signals that the pricing would convey to the
customer?

A. Points1and 2.

Q. Bothland2,1onlinel2and 2online
18.

A. Yes.

Q. With respect to your point 1, isit your
position that afuel adjustment clause as, quote, an
adjustment clause is intended to track the underlying
cost with associated revenues?

A. I'msorry, where are you quoting from?

Q. I'mreferencing your No. 1 on fuel

adjustment clause, and the question initially wasis
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20 theintent of afuel adjustment clause like most

21 adjustment clauses, to track, if you will, underlying
22 costs with associated revenues? It's atracker, so
23 to speak?

24 A. It'satracker mechanism, yes. It tracks

25 revenues --
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1 Q. Your answer to my question is yes, then?
2 A. It tracks revenues and costs, yes.

3 Q. And with respect to that which is being
4 tracked, if you will, isit your position that fuel

5 isavariable cost?

6 A. Yes

7 Q. By definition.

8 And as such its recovery should be

9 variablein atracker?

10 A. A tracker mechanism will vary with the
11 cost of fudl, yes.

12 Q. Wadll, stated differently, | take it your
13 positioninitem No. 1 isthat whatever the tracker
14 is, it should track the nature of the item's cost

15 that's being tracked, correct?

16 A. It should adjust the price to produce the
17 revenueto correspond with the cost of the item.
18 Q. Forinstance, if one were to attempt to

19 design atracker to track, if you will, a customer
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20 cogt, such asincreasing cost in meters, would it be
21 inappropriate from your perspective to track that
22 item with akWh tracker -- based tracker?

23 A. A meter charge, no.

24 Q. Why not?

25 A. Becauseit's not achargethat varies
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with the amount of energy sold or generated.

Q. Andit'ssignaling to the -- giving the
customer an inappropriate signal that, in fact, it
does track the cost in the scenario that | created?

A. If you recovered a meter charge on a
kilowatt-hour basis, it would give the fal se customer
impression that meter cost varies with the amount of
energy usage.

Q. Andwould that in fact lead, under your
scenario, to a customer reacting inappropriately to
that signal?

A. It would be getting an incorrect economic
signal from that price and may not encourage
customers to make the most informed or economic
consumption decisions.

Q. Isityour position, Mr. Gorman, that
with respect to both items 1 and items 2 on your page
2 of your prefiled testimony, that the company's

proposal by giving improper price signalsrelative to
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20 capacity and energy are likely to create the very

21 problems that demand-side management and energy
22 efficiency program credits are intended to correct?
23 A. | don't understand that question.

24 Q. If,infact, anincorrect price signal is

25 given which causes a customer to inappropriately
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increase its demand, would such a price signal be
incompatible and inconsistent with the objective of
demand response programs? Do you understand that
guestion?

A. If thereisaprice that causes customers
to increase demand --

Q. Yes

A. --would that be inconsistent with
demand-side management?

Q. Yes

A. Itispossible, yes.

Q. Andwould not capacity costs being priced
on akilowatt-hour basis |ead to a customer
Inappropriately increasing the customer's demands?

A. Potentialy if the demand charge
understates the true cost of demand, customers will
not get an accurate price signal of what that demand
cost and the value of avoiding -- buying that

additional kilowatt of demand. So it could
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20 discourage economic responses to the true cost of

21 utility capacity charges or capacity costs.

22 Q. And have not those price signals, in

23 fact, created the very problems that demand-side

24 management and energy efficiency credits are designed

25 and intended to correct, that is, to reduce one's

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

file:s//IAJ/AEPVOI-VI1112508.txt (394 of 465) [11/26/2008 7:36:36 AM]



file///AJAEPV0I-V11112508.txt

10

11

12

13

14

15

16

17

18

19

198

demand and to reduce one's energy consumption?

A. It potentially could cause customersto
increase demand when there's economic alternatives to
reduce demand if the potential avoided cost credits
for not incurring that demand charge are not properly
priced.

Q. Going back, if we might, to your item 6
on page 3 of your testimony, and I'm going to
abbreviate this examination for both of our benefits,
and the Bench, on line 26 you state -- well, let me

read the whole sentence. "To the extent that the
Company's earned return on equity exceeds this
12.5 percent threshold, then earnings in excess of
this level should be considered significantly
excessive and subject to refund or rejection.” And
my guestion is, what do you mean by "rejection”?

A. Rgection of the company's ESP plan.

Q. Moving back up to item No. 4, you there

discuss the point that " The Company's energy
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20 efficiency and demand reduction cost recovery rider
21 isdesigned to properly allow mercantile customersto
22 opt out of therider if they are implementing”

23 problems "to conserve energy and reduce peak demand
24 ontheir own," emphasizing "on their own."

25 EXAMINER SEE: I'm sorry, you read that
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"problems’ to conserve. Did you mean "programs’ to
conserve?
MR. BELL: Programs, I'm sorry, |

misspoke. Thank you, your Honor.

Q. Istheunderlying rationale of your
position that there is no purpose to be served by
imposing these rider costs upon customers who are
aready achieving the objective of the rider?

A. Waéll, there are several reasonsto comply
with this mandate in thelaw. Oneisthat customers
that are proactively pursuing the types of demanned
side management and energy efficiency programs are
incurring the cost of those efficiency gains on their
own. It would be inappropriate to ask those same
customers to incur the cost the utility incursto
Implement those same programs at other customers
facilities.

Q. Thefairness aspect.

A. Thefairness aspect.
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20 Second, to the extent those customers

21 don't get the full benefit of the economic benefit of

22 implementing these energy efficiencies and demand

23 response programs by implementing these programs on
24 their own, that may create an incentive for them not

25 to pursue those actionsin the future. And | think
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that's inconsistent with the true objective of the
law, and that isto gain as much energy efficiency
and demand response benefits as possible.

Q. No. 5o0n page 3 where you speak of "The
Company's proposed methodology to determine
significantly excessive earningsis flawed, would
result in volatile excess earnings determinations,
and is not properly tied to the companies that have
comparable business and financial risksto the AEP

Ohio distribution subsidiaries," 1'd like to address
the first of that three-prongsin your response, and
that is, "would result in volatile excess earnings
determination.”

Isthe volatility of which you speak in
that response directed to only the variance in the
excessive -- significantly excessive earnings return
on equity reached by Dr. Makhijafor the years
2006 -- 2005, '06, and '077?

MR. CONWAY: Objection.
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20 EXAMINER SEE: On what grounds,

21 Mr. Conway?

22 MR. CONWAY': Your Honor, the line of

23 examination has become progressively friendlier as
24 the time has passed, and, you know, |'ve not objected

25 earlier, but it'sclearly friendly cross.
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MR. BELL: Your Honor, I'll withdraw --
I'll withdraw the question because | certainly don't
want to engage in friendly cross-examination, but |
am committed to meeting Mr. Resnik's objective of
speeding these proceedings along and letting
Mr. Gorman catch his plane.

Thank you. No further questions.

EXAMINER SEE: Thank you.

MR. BOEHM: No gquestions, your Honor.

MR. RINEBOLT: No questions, your Honor.

EXAMINER SEE: Mr. Randazzo.

MR. RANDAZZO: Mr. Bell asked all my
guestions. Thank you.

EXAMINER SEE: Ms. Grady?

MS. GRADY: Yes, your Honor.

CROSS-EXAMINATION
By Ms. Grady:

Q. Mr. Gorman, you indicated in response to
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20 one of the questions posed by Mr. Bell that

21 mercantile opt-out customers engaging in DSM
22 initiatives may not get the full benefit of the
23 program. Do you recall that response?

24 A. Yes.

25 Q. Canyou explain to me how that happens
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1 and under what circumstances they would not get the
2 full benefit of the program?

3 MR. CONWAY: Objection, same basis. His
4 testimony is clearly aligned with OCC's position in

5 thiscase, and she's asking him to --

6 MS. GRADY:: | don't think so.

7 EXAMINER SEE: I'll allow the withessto

8 answer the question. Welll see how far it goes.

9 MS. GRADY: Thank you.

10 A. Wédl, the full benefit of the program

11 would be such that the customer would retain all the
12 economic savings associated with the reduced energy
13 consumption or demand reduction. To the extent they
14 incur the costs for those conservation actions or

15 demand response programs, receive those benefits, but
16 then are asked to pay acharge on top of that that is

17 related to conservation and demand response costs the
18 utility incurs for those types of initiatives at

19 other customers facilities, then part of the benefit
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20 that customer receives on itsown is taken away

21 through chargesthe utility imposes on that same
22 customer for the same type of programs that the
23 utility incurs costs for other customers.

24 MS. GRADY: That'sall the questions |

25 have.
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1 EXAMINER SEE: Thank you.
2 Ms. Elder?
3 MS. ELDER: No questions, your Honor.
4 EXAMINER SEE: Mr. Smalz?
5 MR. SMALZ: No questions, your Honor.
6 EXAMINER SEE: Mr. Margard?
7 MR. MARGARD: No questions, your Honor.
8 EXAMINER SEE: Mr. Conway.
9 MR. CONWAY: Thank you, your Honor.
10 ---
11 CROSS-EXAMINATION
12 By Mr. Conway:
13 Q. Mr. Gorman, good afternoon or good

14 evening.

15 A. Good evening.

16 Q. [I'll try to move through my questions and
17 get you out of here on atimely basis.

18 A. I'msorry, | missed your name.

19 Q. It'sMr. --it'sDan Conway. I'ma
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20 lawyer for AEP-Ohio.

21 A. Thank you.

22 MS. GRADY: Your Honor, if Mr. Conway
23 could use the microphone, it would be alittle easier
24 for usto hear.

25 EXAMINER SEE: Okay.
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1 MR. CONWAY:: | thought | was.
2 EXAMINER SEE: Mr. Conway --
3 MR. CONWAY : It's not working.
4 (Discussion off the record.)
5 EXAMINER SEE: Go ahead, Mr. Conway.
6 MR. CONWAY: Thank you, your Honor. |Is
7 that better?
8 THE WITNESS: Y es, thank you.
9 MS. GRADY: Thank you.
10 MR. CONWAY: Ms. Wung, if you can't hear

11 me, let me know. If it goes off again or out of

12 order, just let me know.

13 MS. WUNG: | will do that. Thank you.

14 Q. (By Mr. Conway) Mr. Gorman, beginning at
15 page 3 of your testimony you have a discussion about
16 thefuel adjustment clause and a couple of -- or

17 several criticisms you have about the way the

18 companies have proposed to implement the fuel

19 adjustment clause.
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20 And | believe your first objection that |

21 noted isthat you disagree with the proposal to

22 include capacity costs of purchased power in the fuel
23 adjustment clause; is that right?

24 A. Yes.

25 Q. Andyou also object to the proposal to
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1 include fuel handling expensesin the FAC.

2 A. Yes.

3 Q. Areyou familiar with the provisions of

4 the new law, SB 2217

) A. Yes.

6 Q. Andyou're awarethat it permitsthe

7 electric distribution utilities to establish fuel

8 adjustment clauses?

9 A. Yes.

10 Q. And do you know whether the provisions of
11 SB 221 that speak to the fuel adjustment clause allow
12 the EDUsto include capacity costs of purchased power
13 inthe FAC?

14 A. | don't believeit specifically provides

15 authority for that, but on the other hand, I'm not

16 aware of any language that specifically preventsit

17 either.

18 Q. Soyou're not aware of any language that

19 specifically addresses the topic?
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20 A
21 Q.
2 A
23 Q.

For purchased power capacity costs?
Yes.
That's correct.

And with regard to fuel handling costs,

24 would you agree that those are operating costs?

25 A.

Those are, yes, they are operating costs.

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

file:s//IAJ/AEPVOI-VI1112508.txt (410 of 465) [11/26/2008 7:36:36 AM]



file///AJAEPV0I-V11112508.txt

206

1 Q. Andinwhat uniform system of account

2 would fuel handling costs be recorded?

3 A. | don't know that as| sit here.

4 Q. Youdon't know whether 501 would be the
5 correct account?

6 A. | would have to check.

7 Q. Okay. I'dliketo ask you severd

8 (questions about your proposal for designing the rates
9 that would collect the fuel adjustment clause

10 expenses, and | believe that your discussion about
11 that topic related to the FAC starts at page 5 of

12 your testimony. One of your recommendations is that
13 the FAC should include awinter and summer rate
14 design; isthat right?

15 A. Yes.

16 Q. And that's the seasonal rate design

17 proposal.

18 A. Yes.

19 Q. Andyou also recommend that it should
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20 include time-of-day and on-peak and off-peak rates;
21 isthat right?

22 A. 1do,yes.

23 Q. Isthere adifference between time-of-day

24 and on-peak and off-peak rates? Or do they cover the

25 same objective?
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A. Waéll, depends on how the time-of-day rate
iIsdesigned. It could, in effect, be an hourly rate
based on the utility's actual energy cost throughout
a 24-hour period. An on-peak/off-peak rate could be
aperiod rate where the on peak isfor a specified
period of time within the 24-hour period and the
off-peak rate would be for the remaining time.

Q. Thank you. Do you know how frequently
the companies will be updating their FAC rates once

it's implemented?

A. | believe semiannually.

Q. If it wereto be done quarterly, that is,
they would change their rate every quarter to reflect
the projection of what the costs were going to be for
the quarter, and suppose it was on calendar year
guarters, would you make that assumption?

A. Yes.

Q. Would you agree that if they approached

it in that fashion, that their FAC rates were changed
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20 onaquarterly based, that that would go some way to
21 addressing your proposal that seasonality be

22 reflected in the rate design for the FAC?

23 A. The seasonality would, yes.

24 Q. And--

25 A. | would note, though, however, that any
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1 type of reconciliation should be attempted to be

2 recovered during the same quarterly period to ensure

3 the customersthat either underrecovered -- or

4 underpaid the fuel cost or overpaid the fuel cost

5 would either get the additional charge or the credit.

6 Q. Thank you. Do you know whether the

7 statutory provisions of the new law specifically

8 addressrate design objectives for the FAC?

9 A. Not inthe detail that I've laid out in

10 my testimony, | don't believe so.

11 Q. And how about for the non-FAC portion of
12 the standard service offer rate, would your answer be
13 thesameif | asked the question regarding that?

14 A. Yes.

15 Q. Withregard to the time-of-day and

16 on-peak/off-peak rate design proposal for the FAC, do
17 you know whether AEP-Ohio's customers, that is, the
18 customers of Ohio Power Company and the customers of

19 Columbus Southern Power Company, currently have the
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20 kind of meters that you would need in order to
21 implement time-of-day rates.

22 A. | haven't verified it specifically, but

23 normally larger commercia customers, industrial
24 customers have those types of meters.

25 Q. But asfar asthe customer classes
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outside of those two, you're not sure whether they
have the kind of meters that would be necessary?

A. No. But if there's-- I'm not sure, but

if there are meter limitations on providing these

rate options, those classes of customers would either
have to make arrangements for the meters that would
make them -- that type of rate available to them or

it would not be available.

Q. Would you support as part of your
recommendation recovery of costs that might need to
be incurred to furnish the appropriate kind of
meters?

A. From the appropriate customers, yes.

Q. Okay. Could you turn your attention to
your Energy Efficiency and Peak Demand Reduction Cost
Recovery testimony, which | think begins on page 8?

A. I'mthere.

Q. Atthispoint inyour testimony are you

commenting on the company's proposed energy
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20 efficiency and peak demand reduction cost recovery

21 rider?
22 A. Yes.
23 Q. AndI noticein thetitle to your section

24 of the testimony at this point you use the word

25 "factor," but if | substituted the word "rider" for
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that, would that be acceptable to you?

A. Itwould, yes.

Q. And | want you to turn your attention to
the third item that you have provided on the page,
and the introductory sentenceto it on line 21 states
that: "The Company's proposed pricing structure for
its energy efficiency and demand response programsis
based on a charge per kWh." Do you see that?

A. | do.

Q. And at that point are you recapping how
the rate design that the company has proposed for the
rider will work?

A. Yes.

Q. It'sanenergy -- it's acents per
kilowatt-hour type rate; is that right?

A. Yes.

Q. Okay. And then acouple of sentences
past that point you propose on line 24 toward the end

of that line, you propose that "demand response
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20 programs should be based on a demand-based credit,
21 and energy conservation be based on an energy

22 charge." Do you see that?

23 A. Yes

24 Q. If you could help me out with thisa

25 little bit, | didn't quite understand what it was you
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were recommending, but -- let me ask you a couple
guestions and see if I've got it sorted out.
Y our first sentence notes that the
proposed rider is designed on a cents per
kilowatt-hour basis, and | take it from your sentence
that | just read back to you that your proposal is
that the costs of the demand response programs that
the company is recovering through the rider, that
those costs ought to be recovered through a demand
type charge; isthat right?
A. Yes.
Q. And then conversely, that the costs of
the energy conservation programs should be recovered
through a cents per kilowatt-hour charge.
A. Yes.
Q. And do you know whether at this point
there are any demand reduction program costs that are
being proposed for recovery by the company through

therider?
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20 A. | donot.

21 Q. Andthenif it turnsout that al the

22 program costs that are being proposed for recovery at
23 thispoint are energy conservation program type

24 costs, would you agree that it would be okay for the

25 company to use a cents per kilowatt-hour approach to
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1 recovering those costs?

2 A. Aslong astherider specifically stated

3 that it was recovering energy conservation charges,

4 itwould be. To the extent the rider specifically

5 alowsfor both demand response and energy

6 conservation, | believe that that would be

7 inappropriate and --

8 Q. That would be inappropriate?

9 A. Inappropriate. And that the rider should

10 be modified to separate the demand response cost from
11 theenergy conservation cost, and the charges should
12 beapplied on either ademand or energy basis.

13 Q. Let meassume for purposes of our

14 discussion that what's happening is that at this

15 point only energy efficiency program costs are being
16 recovered through the rider, and a cents per

17 kilowatt-hour rate design is acceptable to you for

18 that purpose, okay?

19 A. Yes.
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20 Q. Inthat event are you proposing that the

21 costsof all the energy efficiency programs be just
22 spread over al the kilowatt-hours sold and that

23 there not be any accommodation to the allocation of
24 such costs to particular classes, or would you

25 includethat init?
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A. Waéll, yeah, you would have to allocate
the costs for the conservation and demand response to
the classes those costs are incurred to provide
conservation actions for, but the ultimate charge to
those classes should be differentiated based on
whether or not those classes benefits are based on
demand reductions or energy reductions.
Q. So, for example, if there'sacertain
amount of costs that are being incurred for energy
efficiency, energy conservation programs for the
commercial class of customers, those costs ought to
be recovered from the commercial class of customers.
A. From the commercial class of customers
who are -- who have not been exempt from that
program, yes.
Q. And the same -- your answer would be the
sameif | substituted industrial or residential for
commercial?

A. For those that have not been exempt from
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20 the program, yes.

21 Q. Okay. Let meask you afew questions
22 about the deferred FAC costs and the carrying cost
23 rate, which | believe your testimony addresses

24 starting on page 9 and on to 10, at least the parts

25 that I'm focusing on here.
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1 Areyou there?
2 A. Yes
3 Q. Mr. Gorman, under the company's proposal

4 for deferring costs during the ESP for later

5 recovery, those deferrals become regulatory assets

6 under the company's proposal; isthat right?

7 A. That's my understanding.

8 Q. And under the proposal the company would
9 Dbedeferring costsin the first two or three years of
10 the ESP and then they would be recovering them
11 through some amortization mechanism to ratesin the
12 subsequent seven years, isthat right?

13 A. Yes.

14 Q. And the companieswill have to finance

15 the deferred costs until they recover them through
16 theratesduring that recovery period, right?

17 A. They will have to finance the after-tax

18 balance of those deferred costs until they are

19 ultimately recovered from customers.
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20 Q. Andwith that qualification, though, you
21 would agree with me that they have to finance the
22 deferred costs for that period of time.

23 A. Yes

24 Q. Andisityour -- isit your testimony,

25 your opinion, that that is a short-term period?
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A. Yes.

Q. Andif the deferral and cost recovery
period were not short-term, if it were along-term
period, would you agree that it would be appropriate
to use, as far as debt goes, long-term issues of debt
to finance such a deferral?

A. Wdl, if it'saregulatory asset, | don't
know if the amortization per accounting principles
can go longer than ten years. But yeah, the life of

the capital should be reasonably comparable to the
life of the asset.

Q. Soif you have an asset that you're
holding for along-term period, it would be
appropriate to use long-term types of capital to
finance the asset.

A. Orif it'sapermanent asset such as one
that asit'sworn out, it's replaced by asimilar
asset or the next generation of assets, then the

capital supporting that rate base could be rolled

file:s//IAJ/AEPVOI-VI1112508.txt (429 of 465) [11/26/2008 7:36:36 AM]



file///AJAEPV0I-V11112508.txt

20 over into perpetuity, so very long capital sources

21 arenormally used to finance permanent investmentsin
22 autility.

23 Q. For the permanent types of facilities,

24 equity would be appropriate as a source of capital

25 for financing?
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A. Yes.

Q. When you say short-term debt should be
used to finance the deferred costs until they're
recovered, what term do you mean to apply to that?

A. Wdll, | didn't meanto limititto a
specific term, but rather it's typically the
utility's short-term borrowing facilities. To the
extent they could look in a borrowing facility with
the ability to pay it down as they recover these
temporary assets, then that would be appropriate
also.

But | would suggest that the borrowing
facility certainly should be no longer than the
ten-year accumulation and amortization period, as
long as that balance can be paid down as they receive
revenues from customers and compensation for those
deferred assets.

Q. Widll, assume with me for amoment that

that's what the companies do, they finance it the way
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25

you just explained you're recommending they do it.
Do you have an opinion as to whether or not the
credit rating agencies would regard that kind of
debt, whether you and | call it short term or long
term, whether they would call it long-term delt,

treat it as long-term debt?
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A. The credit rating agencies ook at all
debt in the sameway. They look at the cash
requirements necessary to service that debt. That
service consists of both interest payments and the
principal payments on the debt.

So they would consider it in determining

the utility's credit metrics, and that would be a
component of the credit rating review of the utility
company.

Q. Would they take it into consideration as
debt in the capital structure that would be reflected
in the debt ratio of the capital structure?

A. Theactua financial leverage of the
utility company, yes, they would consider that debt.

Q. Sothe debt that the company would take
on to finance the deferred costs that you recommend
that they use to do that, that would have the effect
then of consequently reducing the equity ratios for

the companies, would it not?
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20 A. From acredit rating standpoint it would,
21 yes.

22 Q. Andif from acredit rating standpoint

23 the additional leverage that results from financing
24 the deferred fuel costsin a manner that you propose

25 would adversely affect, that is, reduce the
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creditworthiness of the companies, do you have an
opinion as to whether or not that would increase the
companies cost of debt and equity?

A. Wadl, | think you'relimiting it. | do
have an opinion. | think you're limiting it to only
the impacts on the balance sheet. What you're
overlooking is the impact on the utility's cash flows
because as this utility recoversthis cost on a
relatively short period of time, it recovers both the
debt interest and principa payments from that
amortization of that regulatory asset, so that
enhances the utility'sinternal cash flows and
ability to support their outstanding debt.

So while thereis an increase in debt
temporarily for thistemporary asset, there'saso an
increase in the internal cash flows of the utility to
support that additional debt. So all of that would
be taken into consideration by the credit rating

agencies, and the ultimate impact on the utility's
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20 credit rating would be consideration of those

21 dynamics aong with al the other cash flows and debt
22 obligations of the utility added to that.

23 Q. Areyou finished?

24 A. That completes my answer.

25 Q. Ifitdid adversely affect the
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creditworthiness of the companies in the view of the
credit rating agencies, would you agree that the
companies would then be encouraged to rebuild their
equity or to add equity to their capital in order to
restore the balance of their capital ratios to what
they were before they started adding the debt in the
fashion that you've proposed?
A. Waéll, again, thiswould be one element of

the utility's overall capitalization mix as

considered by credit rating analysts, but the

utilities will have a continuous effort to try to
manage its capital structured risk and debt leverage
risk in order to comply with the credit analysts
outlook in terms of its balance sheet strength and
asset strength in order to support its debt so that
may require modifications in common equity to total
long-term capital, and common equity ratios are
permanent from all capital sources.

Q. Didyou model the impact of financing the
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20 companies proposed fuel deferrals with short-term
21 debt, what impact that would have on their capital
22 ratios?

23 A. |didnot.

24 Q. | haveafew questionsfor you,

25 Mr. Gorman, with regard to your proposal for the
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significantly excessive earnings test, which | would
direct your attention to page 16 of your testimony.

A. I'mthere.

Q. AndI believein aprior line of
guestions that Mr. Bell posed to you, which hopefully
has shortened my own examination of you by some
amount, that you explained that your proposal at this
point was to use a 10-1/2 percent cost of equity
measure and add 200 basis points to that to come up
with athreshold for the significantly excessive
earnings test that you recommend; is that right?

A. That'sright, recognizing that
10.5 percent return on equity iswhat | understand to
be the Commission's most recent authorized return on
equity for the utilities.

Q. Andwhere did you get that information?

A. | believe Mr. Assante had stated that in
his direct testimony at 8, page 8.

Q. | can't remember if | aready asked this
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20 question. If | did, | apologize, but at the end of

21 theday you have a12-1/2 percent threshold that you
22 recommend for the significantly excessive earnings
23 test.

24 A. Yes.

25 Q. At page 16, lines 15 through 17, you

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

file://IAJ/AEPVOI-VI1112508.txt (440 of 465) [11/26/2008 7:36:36 AM]



file///AJAEPV0I-V11112508.txt

221

1 statethat: "To the extent the earnings exceed 12.5

2 percent" -- which isthe benchmark that we just

3 discussed -- that you recommend "the Commission
4 should suspend increasesin AEP's ESP pricing

5 mechanisms, or require AEP to refile its ESP pricing
6 structure." Do you see that?

7 A. Yes.

8 Q. Do you know whether SB 221 contains

9 provisionsthat would provide either of those two

10 optionsto the Commission as aremedy in the event of
11 significantly excessive earnings?

12 A. It'smy understanding it does.

13 Q. Going back to the 10 percent cost of

14 equity figure that you recommend as part of the

15 composition of the threshold, that's not an earned
16 returnfor ahistorical period, isit? | think you

17 aready mentioned several timesthat it's a cost of
18 equity and prospective measure of what investors

19 would require in order to stay invested in the
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20 company.

21 A. Wiédll, it'sabenchmark for what an

22 appropriate return on equity would be and provide
23 fair compensation to the utility.

24 Q. Butit'snot -- you didn't develop the

25 10-1/2 percent by looking at a prior period's worth
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of earnings and cal culating what the earned return
was in aprior period, did you?

A. Weéll, not the 10.5 percent, but | did
validate the 12.5 percent excess -- significantly
excessive earnings threshold by looking at earned
return on equities for an electric utility industry
proxy group.

Q. Let meask you afew questions about, if
you don't mind, about how your significantly
excessive earnings test would work. Assume that the
Commission adopts your benchmark of 12-1/2 percent
and assume that in 2009 Columbus Southern Power and
Ohio Power Company each have earned ROESs that exceed
the 12-1/2 percent benchmark, and then you can
further assume that whatever other conditions might
need to be met are met and refunds are required,
okay, for 2009 in 2010. Do you follow me?

A. Yes.

Q. Okay. Now, consider a contrasting
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20 dituation. Assumein the next year in 2010 the

21 benchmark again is 12-1/2 percent. The thresholdis
22 12-1/2 percent, and that the two companies each earn
23 lessthan 10-1/2 percent minus 2 percent, that is,

24 8-1/2 percent. They're earning less than 8-1/2

25 percent in 2010. Would you agree that earning less

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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than the mirror image of the 200 percent adder
deducted from the 10-1/2 percent, would you agree
that that would represent significantly deficient
earnings for the companies?

A. Waédll, | don't believe so because | think
under the latter scenario where the earned return on
equity was 8-1/2 percent --

Q. I'msorry, could you repeat that?

A. The second year scenario where we're
assuming that the earned return on equity was 8-1/2
percent.

Q. Lessthan 8-1/2 percent.

A. Lessthan 8-1/2 percent, in that scenario
it's my understanding that the utility would be
allowed to adjust its rider mechanisms to increase
revenues to correspond with its increased costs.

Q. Okay.

A. $So that would keep the utility wholein

the event of lower earnings.
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20 Q. | have aquestion or two about the

21 comparable group of electric utilities with primarily
22 regulated operations on your Exhibit MPG-2.

23 A. I'mthere.

24 Q. You'reahead of me. Do you know which of

25 thesefirms are utilities that must allow customers

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 to switch to competitive generation suppliers?

2 A. Which of these utilities have a provision
3 wheretheir retail customers must switch?

4 Q. No, that they may switch.

5 A. That they may switch.

6 Q. That the utilities must allow the

7 customersto switch.

8 A. | haven't doneareview of that. Thisis
9 anindustry of regulated utility companies.

10 Q. Sowould you estimate that it includes
11 utilitiesamong itslist -- on the list some of which
12 have switching and some of which do not have
13 switching?

14 A. Yes.

15 Q. Andwe can cut through this alittle bit.
16 Youdon't know at this point which ones of the
17 utilitieson thelist actually allow switching by
18 their customers, do you?

19 A. Widl, | can't giveyou an inclusivelist
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20 but | could name some of the companies that do. |
21 have not reviewed this list specifically to make that
22 determination.

23 Q. Widll, let me ask you another question or
24 two, and then if it getstoo tedious, I'll stop. How

25 many of the utilities that you recognize on the list

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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that allow their customers to switch or who are
required to let their customers switch also must

permit the customers to return to regulated standard

service offer rates when they're done taking their
generation supply from an aternative or competitive

supplier? By regulated rate | mean how many -- |
mean arate that's regulated by the Commission for

the returning customer as opposed to being required

to take service when they come back at a market-based
rate.

A. Widll, in terms of the cost-based or
market-based rates means that utility's made whole
when the customer comes back to the system. Ameren
Corp would fit into that for its Illinois
jurisdictions, AEP obviousy. CMS Energy Corp. has
an option for large customers to go to the market.

Q. Andthey come back -- if they decideto
come back, do they come back to a market rate or a

regulated rate?
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20 A. Theréesrestrictions on the rate as they

21 come back, and | don't recall those restrictions as |
22 dit here.

23 Q. It may not be that they're allowed to

24 come back at aregulated rate?

25 A. Wdl, it would be the utility's cost per

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 providing service to that customer.

2 Q. And the cost may be a market-based

3 measure of cost that isthe cost of --

4 A. At some pointintimeit might be, but as

5 time goes on, depending on whether or not it'sa

6 contractual arrangement to supply the customer or if

7 it'sanindex arrangement, then, you know, one would
8 be afixed price which could move above or below the
9 market rate, and the latter would always be at some

10 index of the market.

11 But | would have to look at the specific

12 provisionsfor CMS Energy.

13 Q. If youwereto eliminate -- here'sa

14 final question for you on thisline. If you wereto

15 take out American Electric Power, which has the Ohio
16 operating companies and DPL, Inc. which owns DP&L,
17 which isanother Ohio electric distribution utility,

18 arethere any of those remaining firms that now face

19 asignificantly excessive earnings test comparable to
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20 theonethat is applicable in Ohio?

21 A. Widl, | think they all face the risk of

22 being caled in for an adjustment if their earnings
23 areexcessive, so specific provisionsreferred to as
24 asdignificantly excessive earningstest is not

25 unusual in setting rates. In fact, it iscommon that

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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the regulatory commissions have authority to pull a
utility in to adjust rates if those rates are found
to be excessive, so | would say that's a pretty
common risk shared among all the companies.
Q. Andthat'sthe-- andisthat arisk that
utilitiesin Ohio previously faced before
deregulation and before reregulation when they were
regulated on a cost-of-service basis?
A. | believeit was, yes.
Q. Sointhe prior regulatory regimein Ohio
it would have been possible for someoneto file a
complaint against a utility that its rates were
excessive, it was earning too much money, and have
the Commission after reviewing that complaint order
rates to be reduced. Isthat the kind of mechanism
that you're referring to?
A. That's the kind of mechanism I'm
referring to, but | haven't reviewed the old Ohio law

specifically for that provision, but it is common.
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20 Q. But conversely, or in contrast to that,

21 would you agree that it's uncommon to have a test
22 likethat which is applicable in Ohio now, the

23 significantly excessive earnings test?

24 A. No. | think it's common for many clients

25 | work for to inform them of when regulated prices
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are producing excess profits, and if they are,

whether or not it's appropriate to request a

show-cause type proceeding where the utility would be
asked to come in and show its rates are not

excessive.

Q. What utilitieson thislist have a
significantly excessive earnings test other than the
American Electric Power utility and DPL, Inc.?

A. Agan, I'm not aware of any utility
specifically with that test, but | am familiar with

most jurisdictions requirement for just and
reasonable rates, and arate that produces excessive
profitsis normally found to be not just nor
reasonable.

Q. Thank you.

Could you turn to your Exhibit MPG-3 for
amoment?

A. Yes.

Q. | want you to give me some help with your
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20 column 3, the Beta column.

21 A. Yes.

22 Q. Arethe betas that you've reflected
23 there, are they levered or unlevered betas?
24 A. That isthe value on published beta.

25 That isalevered beta
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Q. And | notethat in your footnote 3 you
indicate that you use three different Value Line
Investment Surveys, the August 8th, the August
29th, and the September 26th, 2008, surveys.

Did you average the betas for each of
these firms to come up with avalue that you havein
your column 3, or did you use some other -- did you
use the three separate surveys in some other fashion
besides averaging?

A. For each company the betal have listed
under column 3 is the most recent published beta by
VaueLine. Thereason | had to rely on three
different sources of Value Line reportsis because
Value Line breaks up its electric utility industry
into three divisions, an eastern, a central, and a
west. So the three dates reflect the dates for each
of the Vaue Line editions that | relied on to quote
the most recent beta estimate for each of those

companies.
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20 MR. CONWAY: Thank you, Mr. Gorman.
21 Y our Honor, that's all | have.

22 EXAMINER SEE: Ms. Wung, any redirect?
23 MS. WUNG: Y our Honor, may | actually

24 have two minutes to confer with the witness?

25 EXAMINER SEE: I'm sorry, say that again.

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 MS. WUNG: Could | have two minutesto
2 confer with the witness?
3 EXAMINER SEE: Yes.
4 MS. WUNG: Thank you.
5 (Off the record.)
6 EXAMINER SEE: Let'sgo back on the
7 record.
8 MS. WUNG: Y our Honor, | have no
9 redirect.
10 At thistime we'd like to move for the

11 admission of The Commercial Group Exhibit No. 1.
12 EXAMINER PRICE: Are there any objections
13 to Commercial Group's Exhibit No. 1?

14 MR. CONWAY: No objection.

15 EXAMINER SEE: Hearing none, Commercial

16 Group Exhibit is admitted into the record.

17 (EXHIBIT ADMITTED INTO EVIDENCE.)
18 EXAMINER SEE: Thank you, Mr. Gorman.
19 THE WITNESS: Thank you.
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20 EXAMINER SEE: Let's go off the record

21 for aminute.

22 (Discussion off the record.)

23 EXAMINER SEE: Let'sgo back on the
24 record.

25 We've established that we will follow up

ARMSTRONG & OKEY, INC., Columbus, Ohio (614) 224-9481
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1 tomorrow morning starting with Y ankel, Roberts,
2 Scheck, and Pete Baker for tomorrow.

3 If there's nothing further, the hearing

4 isadjourned until 9 am. tomorrow.

5 (The adjourned concluded at 5:47 p.m.)
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3 atrue and correct transcript of the proceedings
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