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Direct Testimony of

Vicki H. Friscic

INTRODUCTION

Please state your name, occupation and business address.

My name is Vicki H. Friscic. [ am employed by The East Ohio Gas Company, d/b/a
Dominion East Ohio (“DEQO™), as Director Regulatory & Pricing. My business address is
1201 East 55th Street, Cleveland, Ohio 44103-1028.

Please describe your educational background and work experience.

I graduated from Ohio University in 1980 with a Bachelor of Business Administration
degree. In 1980, I joined the accounting firm Price Waterhouse as an auditor, became a
licensed CPA in 1982, and was promoted to Audit Manager in 1986. From 1987 to 1989,
I worked for Progressive Insurance and held managerial accounting positions with
responsibility for accounts payable, billing, cash processing, and internal reporting for
Progressive’s Financial Services Group. In 1989, I was employed by Pepsi-Cola as
Manager, Financial Services for its Northeast Ohio franchise with responsibility for
accounts receivable and credit, route sales auditing, and computer operations. From 1993
to 1997, I worked as a CPA for a local firm providing accounting, business consulting,
and tax services to small businesses. I was hired by The East Ohio Gas Company (now
DEQ) in December 1997 as Manager, Tax and Accounting Services. In 2001, I joined
DEQ’s Pricing and Regulatory Affairs department. I am currently a member of the Chio

Society of CPAs,
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What are your job responsibilities as Director Regulatory & Pricing?

My present duties include oversight of DEQ’s regulatory affairs. In overseeing DEO’s
regulatory affairs, I am responsible for all of its regulatory filings before the Public
Utilities Commission of Ohio (“Commission™). I also act as DEQ’s principle liaison with
the Commission and with other regulatory process stakeholders. In order to represent
DEO effectively in that role, [ interact with all levels of management across a variety of
functional areas to understand the comunercial, operational and administrative issues
facing the Company.

Have you previously testified before the Commission?

Yes. I testified on behalf of DEO in Case No. 07-829-GA-AIR, et ol., regarding various
schedules supporting the Company’s application, including those related to working
capital calculation, unaccounted-for gas, test year operating income, tax expense, and test
year depreciation and amortization expense. Ialso testified on behalf of the Company in
Case No. 05-474-GA-ATA regarding cost recovery through the Transportation Migration
Rider — Part B and Energy Choice program costs under DEQ’s Phase 1 transition plan.

In your capacity as Director Regulatory & Pricing, are you generally familiar with
the Company’s books and records?

Yes. I am responsible to prepare and make a variety of financial filings with the
regulatory agencies with which I interact. Those filings include financial information
derived from DEQ’s financial records, including the general ledger, annual reports,

income statements and balance sheets,
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Are you familiar with DEO’s Application to adjust its Automated Meter Reading
Cost Recovery Charge (“AMR Charge”)?

Yes. [ supervised and coordinated the collection of the data and assembly of the
schedules supporting the AMR Charge, which were filed as part of DEO’s pre-filing
notice and Application,

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to explain why DEO disagrees with Staff
Recommendation No. 1 set forth on page 9 of Staff’s comments. This recommendation
eliminates the regulatory asset agreed to by the parties and necessary for DEO to recover
costs associated with the implementation of AMR equipment. It also is in conflict with
the Stipulation and Recommendation (“Stipulation™) signed by Staff and approved by the
Commission.

I also explain why DEQ disagrees with the proposal by the Ohic Consumers’ Counsel
{(“OCC”) to exclude adjustments made by DEO to meter reading costs in determination of
the baseline level of expense from which meter reading operations and maintenance

expense savings were measured.

Does DEO disagree with any other comments made by Staff or OCC?

No. DEO agrees with Staff’s remaining proposals. OCC makes no other proposals in its
comments.

BACKGROUND

What is AMR?

AMR refers to equipment associated with a gas meter that allows the meter to be read
remotely through electronic means. DEOQ is currently installing encoder-receive-

transmitter (“ERT™) devices, a type of AMR device, on all its customers’ meters. These
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devices are read by DEQ employees using specialized receivers, while on a meter reading
route, or simply while driving past the customer’s premises.

Does AMR benefit customers?

Yes. DEO’s customers will realize several benefits from AMR technology, including:

(i) cost-effective meter reading as required under the minimum gas service standards;

(ii) fewer estimated bills, which in turn will provide a better match between the amount
billed and actual gas consumption; (iii) more frequent actual meter reads, which improves
accuracy in transferring service and eliminates call volume associated with estimated
meter reads; and (iv) less need for DEO to schedule appointments to read meters inside
customers’ premises, further enhancing convenience for customers. Commission Staff
recognized many of these benefits in its report in Case No. 07-829-GA-AIR, ef al., which
was subsequently signed by the parties and approved by the Commission. In re DEQ
Rate Case, Case No. 07-829-GA-AIR et al., (Staff Report at 42) (May 23, 2008).

Why did DEO propose an AMR Charge?

DEO proposed an AMR Charge to secure the capital funds necessary to complete AMR
installation on a five-year timetable. Absent this charge, DEO would have to fund the
program through its normal capital budgeting process, which, in turn, would have meant
that a system wide deployment would take fifteen to twenty years. With the AMR
Charge, and the ability to deploy AMR technology throughout the Company’s system in
five years, DEO will achieve the “critical mass” of AMR installations that will yield
AMR-related benefits and savings more quickly.

What Commission approvals are necessary for DEQ to implement an AMR Charge.

The process envisioned two steps. First, DEO applied for Commission approval of an

automatic adjustment mechanism to recover AMR-related costs, in part through deferral
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of costs to a regulatory asset comprised of depreciation expense, incremental property tax
expense, and post-in-service carrying charges (“PISCC”) associated with the AMR.
assets. The Commission approved this mechanism in its Opinion and Order, dated
October 15, 2008. Second, all parties, including DEQ, were to negotiate a baseline from
which call center and meter reading savings could be calculated to offset the regulatory
asset t0 determine the AMR Charge in Case No. 09-38-GA-UNC. Having been
unsuccessful in negotiating a baseline, DEQ has applied for approval of a $0.46 AMR
Charge under the approved automatic adjustment mechanism. DEOQ calculated the $0.46
AMR Charge in accordance with the Stipulation, and with appropriate adjustments to
meter-reading expenses. There were no call center savings during the applicable time
period.

Is there a dispute regarding the arithmetic accuracy of DEQ’s calculation of the
$0.46 AMR Charge?

No. Both Staff and OCC recommended adjustments from DEO’s calculation of a $0.46

AMR Charge but did not dispute $0.46 as a starting point for their amendmenits.

DEO’S OBJECTION TO STAFF RECOMMENDATION NO. 1

Please describe Staff’s Recommendation No. 1.

Staff allowed DEQO’s deferral of depreciation and property tax expense through
December 31, 2008, but proposes eliminating any further deferrals of depreciation
expense and property tax expense. Staft suggests that the deferred expenses be
amortized over the useful life of the AMR equipment. Staff also recommends that the
unamortized balances of deferred depreciation expense and property taxes be included in

rate base,
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Why does DEO object to Staff’s proposal?

DEQ objects to Staff’s proposal because it is contrary to DEQ’s application in Case No.
06-1453-GA-UNC ultimately consolidated with Case No, 07-829-GA-AIR et al,,
contrary to the Staff Report issued in Case No. 07-829-GA-AIR e? al., and contrary to the
Stipulation signed by Staff and approved by the Commission in Case No. 07-829-GA-
AIR er al. Tt seeks to revisit issues that have been agreed to by the parties, and have been
resolved and approved by the Commission. Further, it violates key regulatory principles
and will ultimately adversely affect not only the Company, but also its customers.

Why is the Staff’s recommendation contrary to the Staff Report, the Stipulation and
the Commission order relating to the AMR Charge?

The application, Staff Report, Stipulation signed by Staff, and Commission order
approving the Stipulation resolved all issues regarding the method to be used to calculate
the AMR Charge. Given that the automatic adjustment mechanism and use of deferrals
to accumulate costs to be recovered through the AMR Charge have already been agreed.
to and approved, the only issues properly for consideration in this proceeding are: (1) the
accuracy of calculations included in DEQ’s application in this case based on the cost
recovery mechanism agreed to as part of the Stipulation; and (2) the development of “an
appropriate baseline from which meter reading and call center savings will be
determined....” Inre DEQ Rate Case, Case No. 07-829-GA-AIR ef al., (Stipulation at
10) (August 22, 2008). Staff’s proposal is improper because it has nothing to do with
either of the issues remaining for consideration in this proceeding. Staff incorrectly seeks
to relitigate the agreed to and approved calculation methodology. For this reason alone,

Staff’s recommendation should be rejected.
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What was the AMR Charge calculation methodology that DEO set forth in its
application in Case No. 06-1453-GA-UNC?

DEQ’s application sought to esiablish an automatic adjustment mechanism that included:
(1) a regulatory asset including depreciation expense, incremental property tax expense,
and PISCC earned on AMR capital expenditures; (2) a comparison of the annual meter
reading operating and maintenance (“O&M”) expense to a 2006 baseline (to determine
any savings achieved through the AMR deployment that would be used to reduce the
regulatory asset for the benefit of customers); and (3) recovery of the regulatory asset net
of the O&M savings through the AMR Charge. In re DEQ AMR, Case No. 006-1453-
GA-UNC, (Application at 6-7) (December 13, 2006). To provide appropriate due
process, in February of each year, DEQ proposed to file an application to establish the
new AMR Charge based upon the costs accumulated through December 31 of the prior
year, adjusted for the associated excise tax obligation, and bills rendered over the prior
year.

What recommendations to DEQ's application did Staff make in the Staff Report in
Case No. 07-829-GA-AIR ef al?

The Staff Report made four recommendations regarding the AMR Charge calculation
methodology. Staff recommended that DEO should: (1) exclude from the AMR Charge
the cost of replacing 82,000 obsolete tin case meters; (2) exclude from the AMR Charge
the cost of routine maintenance and replacement activities that occur concurrently with
AMR replacement; (3) eliminate a charge for non-access to a customer’s premises (that
would reduce the regulatory asset as proposed in DEO’s application); and (4) change the
baseline year to measure O&M expense savings from 2006 to 2007. In re DEO Rate

Case, Case No. 07-829-GA-AIR et al., (Staff Report at 43) (May 23, 2008).
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Did Staff make any proposals to modify DEQ’s proposed automatic adjustment
mechanism, regulatory asset, or determination of the AMR Charge?

No. In fact, the Staff Report unequivocally recognizes that DEQ would record the
regulatory asset in the manner that Staff now opposes. On page 41 of the Staff Report, it

states:

According to the AMR Application, DEOQ would instali AMR devices on
all of its customer meters over a 5-year period, and would record as a
regulatory asset the depreciation, incremental property taxes, and
post in-service carrying charges associated with AMR program costs.
DEO would accumulate these costs during each year of the
deployment period and file an application in February the following
vear with schedules supporting a fixed AMR Cost Recovery Charge.
In each succeeding year, this charge would increase by the
accnmulated AMR costs until DEQO files another rate case and new
base rates are approved and go into effect. [Emphasis added.]

Did the Stipulation amend the AMR Charge calculation methodology proposed by
DEQ, as amended by the Staff Report?

No. DEO agreed to all four of the Staff Report recommendations. As to all issues
resolved by the Stipulation, it expressly adopted all rates, terms, and conditions set forth
in the Staff Report and, if the Staff report did not address any such item, it expressly
adopted the application. In re DEQ Rate Case, Case No. 07-829-GA-AlIR ef al.,
(Stipulation at 3-4) (August 22, 2008). Regarding the AMR Charge, the Stipulation
expressly adopted the recommendations set forth in the Staff Report and agreed that
“DEO shall work with Staff and OCC to develop an appropriate baseline from which
meter reading and call center savings will be determined and such quantifiable savings
shall be credited to amounts that would otherwise be recovered through the AMR Cost
Recovery Charge.” In re DEO Rate Case, Case No. 07-829-GA-AIR et al., (Opinion and
Order at 13) (October 15, 2008). Staff did not recommend elimination of DEQ’s

proposed regulatory asset or suggest a change in the amortization period. Staff signed the
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Stipulation and thus, agreed to DEQ’s AMR Charge calculation methodology. The
Commission approved the Stipulation.

How does the approval of the Stipulation affect this proceeding?

It means that all parties - including Staff - have agreed upon DEO’s AMR Charge
calculation methodology set forth in DEQ’s application, as amended by the Staff Report.
Therefore, as previously stated, the remaining issues for consideration in this proceeding
are: (1) the accuracy of DEO’s mechanical application of the calculation methodology
agreed to as part of the Stipulation; and (2) the development of “an appropriate baseline
from which meter reading and call center savings will be determined....” Inre DEO Rate
Case, Case No. 07-829-GA-AIR et al., (Stipulation at 10) (August 22, 2008).

The Staff’s proposal does not suggest that DEO deviated from the Stipulated calculation
methodology for the AMR Charge. It also does not address the establishment of a
baseline. Instead, Staff improperly attempts to reshape the calculation methodology
already agreed upon and approved by the Commission. DEQO believes the Commission
should affirm its order approving the AMR cost recovery mechanism and reject Staff’s
proposal.

Does DEO have any other objection to Staff’s proposal?

Yes. Staff’s proposal results in an annual rate case with additional risk to customers and
DEO by effectively eliminating the automatic adjustment mechanism and making it
possible that DEO could over or under collect the costs associated with AMR.,

Why do you say that?

Staft”s proposal requires DEO to establish annually a new AMR rate base at a date
certain and AMR expenses over a test year, much like a traditional rate case. This

eliminates several of the prime advantages of an automatic adjustment mechanism. It
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also creates a more complex process that is likely to result in additional time for all
parties, and additional costs for DEO to prosecute the case, to the detriment of all
customers.

Is the AMR Charge calculated in a manner consistent with other DEO cost recovery
mechanisms?

Yes. DEQ’s deferral of AMR costs and calculation of the AMR Charge are consistent
with how DEO handles other cost recovery deferrals and rider calculations. The
following cost recovery mechanisms are designed to provide a full recovery of all costs
incurred in connection with the affiliated programs in the same manner that DEO
anticipates fully recovering all cosis associated with the AMR program:

. The calculation of the Uncollectible Expense Rider is an example of another
automatic adjustment mechanism, which for any given year includes deferred
costs that have not yet been recovered from the preceding period(s) plus an
estimate of net bad debt expense for the prospective 12 months.

. The calculation of DEO's Transportation Migration Rider - Part B includes
previously deferred but unrecovered operational balancing gas costs plus an
estimate of contract storage capacity costs for the prospective 12 months.

. The PIPP Rider calculation also includes previously deferred but unrecovered
PIPP program costs plus an estimate of PIPP program deferrals for the
prospective period during which the new rider will be in effect.

Does Staff’s proposal violate any important regulatory principle?

Yes. Regulatory and accounting principles require that DEQ incur expenses and collect
revenues during the same time period to the extent possible. Staff’s proposal violates the

matching principle by causing a time lag between DEQO’s incurrence of an expense and its

10
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receipt of revenues.  Further, Staff's proposal applies the matching principle in an
inconsistent manner. Specifically, Staff’s proposal retains DEQ’s methodology of
crediting operating and maintenance savings to customers over a single year while
requiring DEO to amortize deferred depreciation and property tax expense over the life of
the AMR assets. Simply put, Staff wants customers to realize within a year any savings
achieved but doesn’t want customers to pay in the same timeframe for the expenses
incurred to achieve those savings. Staff’s proposal results in a lopsided mechanism in
which all of the savings go to the benefit of the customer but only a portion of the cost is
recognized.

Does the AMR Charge calculation methodology agreed to by the parties to the
Stipulation and approved by the Commission resolve the issues raised by Staff’s
proposal?

Yes. The automatic adjustment mechanism permits DEO to recover actual costs
associated with AMR implementation so that there is no over or under collection
associated with the AMR Charge. Avoiding over or under collections is a benefit to
customers and DEO. The annual deferrals will be offset by O&M savings, including any
reductions in call-center and or meter-reading expenses. The deferral of costs associated
with AMR capital investments permits DEO to properly match expenses and revenues

during the life of the AMR Charge.

Does the Staff’s proposal raise concerns apart from this case?

Yes. Staff agreed to the automatic adjustment mechanism and deferral process. Staff did
not propose any alternative in its Staff Report. Staff signed the Stipulation and did not
propose any alternative to be included in the Stipulation. At no time did Staff suggest
elimination of the regulatory asset set forth in DEO’s application. At the same time,

DEOQ accepted every adjustment proposed by Staff and ultimately, came to an agreement

11
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on an AMR Charge calculation methodology with all parties. It is important to the
regulatory process that Staff remain consistent in its position so that DEO and customers
may depend upon agreements with the Staff.

What effect does rejection of Staff’s proposal have on the AMR Charge?

Rejection of Staff’s proposal and acceptance of Staff’s remaining three recommendations
changes DEQ’s proposed AMR Charge from $0.46 to $ 0.39 as shown on Attachment

VHF 1.

What effect would Commission acceptance of Staff’s proposal have on AMR
implementation?

Staff has calculated the AMR Charge at $0.34 if its proposals are adopted. At that rate it
is doubtful that DEO can fully recover the actual costs associated with the AMR
impiementation.

DEO’S OBJECTION TO OCC’S PROPOSAL

Please describe OCC’s proposal.

OCC proposes to exclude adjusiments made by DEO to meter reading costs in
determination of the baseline level of expense from which meter reading O&M expense
|

savings were measured.

What are DEQ’s obligations to the Department of Transportation (“DOT™) to
conduct inspections of inside meters?

The DOT requires a safety inspection to perform leak detection for all inside meters

every three years. This requirement does not change based upon installation of an ERT
device. DEO incurs expense to conduct the inspection and uses a third party contractor
and its employees to conduct the inspections. OCC proposes to include the Department

of Transportation inspection costs as an offset to the AMR Charge.

12
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Why does DEO object to OCC’s proposal?

DEQ has four objections to OCC’s proposal. First, OCC’s proposal seeks to assign
expenses to the AMR Charge that have nothing to do with AMR implementation. The
costs associated with the required DOT inspections of inside meters do not vary with or
have any relation to the AMR implementation.

Second, OCC, and all other parties, agreed in the Stipulation to include savings
associated with DOT inspections of inside meters that may no longer be necessary if
meters are relocated outside as part of the determination of the Pipeline Infrastructure
Rider (“PIR™) Cost Recovery Charge. In re DEO Rate Case, Case No. 07-829-GA-AIR
et al., (Stipulation at 10) (August 22, 2008). It is inappropriate to try to amend the
Stipulation subsequent to agreement by the parties and after Commission approval by
including the DOT cost savings in the AMR Charge. Any such savings will be
appropriately considered in connection with the PIR Cost Recovery Charge.

Third, OCC seeks to eliminate adjustments made by DEO to meter reading O&M
expenses for 2007 and 2008 related to labor costs for six meter reading clerks. Effective
November 2007, an organizational change was made to move six meter reading clerks
into a pool of Operations clerical workers. That change had the effect of moving the
labor costs associated with the six meter reading clerks out of meter reading cost centers
into a cost center where the costs of the other Operations cletical workers are recorded.
Accordingly, 2007 meter reading expense, which included 10 months of the meter
reading clerks’ labor costs, was not comparable io 2008 meter reading expénse. The
labar cost adjustments made by DEO put a full year of labor costs for these clerks in both

2007 and 2008 to make them comparable. DEQ has implemented a change to ensure that

13
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the labor costs associated with the meter reading clerks are properly classified as meter
reading expense for 2009 and going forward.

Fourth, the OCC claims that the adjustments made by DEO “unjustifiably inflated the
year-end regulatory asset and the resulting AMR Cost Recovery Charge,” that 2007 is the
proper base for calculating meter reading savings, and that “no adjustments were allowed
or contemplated.” DEQ disagrees. The Stipulation directs the parties to determine “an
appropriate baseline.” Tt does not specify a year that should be used, nor does it state that
adjustments to a given year being considered cannot be made. It also does not state that
meter reading and call center expense savings should be determined separately rather
than in the aggregate. In the spirit of compromise, DEO considers 2007 meter reading
O&M expenses, as adjusted, to be an appropriate baseline for meter reading expense
savings and believes the meter reading savings included in its application were properly
determined by comparing the 2007 baseline with 2008 meter reading expenses similarly

adjusted.

Does this conclude your testimony?

Yes.
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CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing Direct Testimony of Vicki H. Friscic on
Behalf of Dominion East Ohio was sent to the following via regular U.S. Mail and efectronic

mail this 15th day of April, 2009:

Office of the Ohio Consumers’ Counsel Stephen Reilly

Joseph Serio, Esq. Anne Hammerstein

10 West Broad Street, Suite 1800 Office of the Ohio Attorney General

Columbus, OH 43215-3485 Public Utilities Section

serio(@occ.state.oh.us 180 East Broad Street, 9th Floor
Columbus, Ohio 43215

stephen.reilly@puc.state.oh.us
anne.hammerstein@puc.state.oh.us

N=s

Paul A. Colbert

COI-1420356v1
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