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TESTIMONY OF DONALD A. SKAGGS
On Behalf of The Ohio Department of Development

I. INTRODUCTION

Please state your name and business address.

My name is Donald A. Skaggs. My business address is Ohio Department of
Development ("ODOD"), 77 South High Street, 25th Floor, Columbus, Ohio 43216-
1001,

By whom are you employed and in what capacity?

1 am employed by ODOD in its Office of Commumity Services ("OCS") as Assistant
Office Chief.

Please briefly describe your educational background and employment experience.

I have a B.A. from Miami University and an M.S.W. from the University of Michigan. |
have been employed by the state of Ohio for thirty-three years, twenty-six of which have
been with ODOD. Most of my professional experience has been concentrated in the
areas of program evaluation and program management. Prior to being named Assistant
Office Chief in 2008, I was the OCS Research and Planning Manager. In that capacity, |
was responsible for the procedures that enable OCS to meet the compliance requirements
of various federal programs, and was also responsible for the management of large data
bases, data analyses, and preparing related reports. During the administration of
Governor Voinovich, I served two years as an Executive on Loan to the Governor's
Office of Family and Children First.

What are your dutics and responsibilities as OCS Assistant Office Chief?
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As Assistant Office Chief, T am responsible for the management of several programs,
including the electric Percentage of Income Payment Plan (“PIPP”") program, the Home
Weatherization Assistance Program, the Electric Partnership Program, and the
Community Services Block Grant program.

What is your role with respect to the electric PIPP program?

Since the legislature assigned ODOD responsibility for administering the Universal
Service Fund (“USF”) and the electric PIPP program in 1999, I have been the ODOD
staff person primarily responsible for developing the USF monthly reporting procedures
for the electric distribution utilities ("EDUs") and calculating the USF rider rates that
ODOD has proposed for each EDU. I prepared the exhibits which were submitted with
ODOD's prior USF filings in the electric transition plan {(“ETP”) cases in which the initial
USF riders were established and in each subsequent annual USF rider rate adjustment
application (Case Nos. 01-2411-EL-UNC, 02-2868-EL-UNC, 03-2049-EL-UNC, 04-
1616-EL-UNC, 05-717-EL-UNC, 06-751-EL-UNC, 07-661-EL-UNC, and 08-658-EL~
UNC), as well as those attached to ODOD’s application in this case.

Have you previously testified before this Commission?

Yes. I submitted written testimony in support of ODOD’s application in each of the
annual USF rider rate adjustment proceedings identified in my previous answer. I also
presented written and oral testimony in the Notice of Intent (“NOI”) phase of Case No.
05-717-EL-UNC in support of ODOD’s position on various issues.

What is the purpose of your testimony in this proceeding?
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The purpose of my testimony is to explain how the proposed USF rider rates that are the
subject of this application were determined.

Why is it necessary foxr ODOD to seek the adjustments to the USF riders at this
time?

The stipulation entered into by the parties in Case No. 08-658-EL-UNC required ODOD
to file, not later than October 31, 2009, an application for approval of such adjustments to
the riders as are necessary to assure, to the extent possible, that each EDU’s rider will
generate its associated revenue requirement — but not more that its associated revenue
requirement — during the next annual collection period. As indicated in the application,
ODOD has determined that the total pro forma annual revenue that the current USF riders
would generate will, in the aggregate, be insufficient to provide adequate funding for the
low-income customer assistance and consumer education programs and to cover their
associated administrative costs during the 2010 collection period, Although, in past
applications, there have been instances in which ODOD’s analysis has shown that then-
current USF rider rates of certain EDUs would over-recover their indicated revenue
responsibility during the collection year, that is not the case here. ODOD’s analysis in
this case shows that the pro forma revenue that would be generated by the current USF
rider of each EDU will fall short of its collection-period revenue target. Thus, ODOD’s
application seeks an order from the Commission directing all the EDUs - The Cleveland
Electric llluminating Company (“CEI””), Columbus Southern Power Company (“CSP™),
the Dayton Power and Light Company (“DPL*), Duke Energy Ohio {(*Duke”), Dayton

Power and Light Company (“DPL”), Ohio Edison Company (“OE”), Ohio Power
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Company (“OP”) and Toledo Edison Company (“TE”) — to increase their USF rider rates
as proposed therein.

What factors contribute to the need to adjust the USK riders?

Generally speaking, the need to adjust the riders is primarily attributable to two separate
factors. First, because the current riders are based on historical Kwh sales, they will not,
in actual practice, generate the level of revenue they were designed to produce on a pro
forma basis. Although one would never expect test-period sales to be identical to sales in
the collection period, updating the sales volumes to reflect the more recent experience of
each company should, all else being equal, produce a more representative result. Second,
the USF rider revenue requirement for each company has also changed from the revenue
requirements the Commission found to be reasonable in Case No. 08-658-EL-UNC.
These changes are due to a number of factors, including, among other things, increases in
the cost of PIPP resulting from increases in PIPP enrollment experienced by the various
EDUs, Commission-approved changes in the EDUs’ underlying tariff rates, and changes
in the EDUs’ collection experience. Thus, the current USF rider rates must be adjusted if
they are to recover their related revenue requirements, but no more than their related
revenue requirements, over the 2010 collection period.

11, USK RIDER REVENUE REQUIREMENT ANALYSIS

A. Methodology

How was the USF rider revenue requirement target for each EDU determined?
As described in the application, the annual revenue requirement which the proposed USF

riders are designed to generate consists of eight elements: (1) the cost of PIPP, (2) the
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cost of targeted energy efficiency programs and the consumer education programs, now
referred to by ODOD collectively as the Electric Partnership Program ("EPP"), (3) the
allowance for ODOLY’s PIPP-related administrative costs, (4) an allowance to recognize
the projected EDU December 31, 2009 USF account balances, (5} an allowance to fund a
reserve, {6) an allowance for interest costs, (7) an allowance for undercollection, and (8),
an allowance for the cost of EDU audits. As indicated in the application, ODOD has
used a calendar 2009 test period for purposes of the USF revenue requirements analysis.
As in prior cases, ODOD has utilized actual data through August of the test period, and
has projected the results for those months of the test period for which information was
not available at the time the application was prepared by substituting data from the
corresponding months of the previous year. Although this is simply another way of
saying that ODOD has utilized the most recent twelve months of actual data available at
the time the application was prepared for purposes of the test period analysis, it is
conceptually appropriate to consider calendar 2009 as the test period for reasons
discussed below,

Is ODOD’s methodology for determining the USF rider revenue requirement
proposed in the application in this case generally consistent with the methodology
previously approved by the Commission in prior USF rider adjustment cases?

Yes. The revenue requirement methodology used in preparing this application is
generally consistent with that approved in prior USF rider rate adjustment proceedings.
Moreover, it is identical to the methodology approved by the Commission in its October

28, 2009 finding and order in the NOI phase of this proceeding (the “NOT Order™).
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B. Cost of PIPP

How was the cost of PIPP component of the USF rider revenue requirement
calculated for purposes of this case?

The cost of PIPP represents the total cost of electricity consumed by each EDU's PIPP
customers during the test period, plus pre-PIPP balances, less all payments made by and
on behalf of PIPP customers, including USE rider collections and agency payments, over
the same period. The information necessary to perform this calculation comes from the
USF Monthly Report and Remittance forms (USF-301) and the USF Monthly
Reimbursement Request forms (USF-302), the documents the EDUs use to report the
USF rider collections remitted to ODOD and to request reimbursement from the USF for
the cost of electricity delivered to PIPP customers. As in prior cases, ODOD used the
unadjusted actual data for the most recent twelve months for which information was
available at the time the application was prepared to calculate the test-period cost of
PIPP. The workpapers showing the calculation for each EDU are attached as Exhibits
DAS-1 through DAS-7 to my testimony. The resulting test-period cost of PIPP
components for each EDU are shown in Exhibit A to the application. However, the use
of the unadjusted test-period cost of PIPP numbers will not produce an adequate
allowance for this element of the USF rider revenue requirement during the collection
period.

Please explain.

During 2009, with the exception of Duke, certain elements of each EDU’s tariffed rates

for electric service to residential customers were adjusted pursuant to orders of this
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Commission. Although these rate adjustments change the cost of electricity delivered to
PIPP customers, they do not change the level of PIPP customer payments because those
payments are based on fixed, specified percentages of customer income and are not tied
to the rates charged. Thus, an increase in an EDU rate element increases the cost of PIPP
by widening the gap between the cost of electricity delivered to PIPP customers and the
amount paid by PIPP customers. On the other hand, a decrease in a rate element reduces
the cost of PIPP by narrowing this gap. Thercfore, it is necessary to adjust the test-period
cost of PIPP so that the allowance for this element will reflect the impact of changes in
the underlying EDU tariff rates.

Please describe the adjustments to the test-period cost of PIPP proposed by ODOD
in this case to recognize changes in underlying EDU tariff rates.

There arc actually two different circumstances in which adjustments of this type are
required. First, where the rate change occurs during the test-periad, it is necessary to
adjust the test-period cost of electricity delivered to PIPP customers to annualize the
impact of the rate change. This is accomplished by recalculating the cost of electricity
delivered to PIPP customers during those months of the test-period prior to the rate
change taking effect. Because the final months of 2008 are used as surrogates for the
corresponding months of 2009, the results from those 2008 months must be restated as
well. Second, the Commission has approved increases in various elements of the CSP,
DPL, and OP tariff rates that will become effective January 1, 2010. Although these rate
changes are outside the calendar 2009 test period, these are known and measurable

changes that will be in place during 2010 and must be recognized if the USF rider 1s to



10

11

12

13

14

15

16

17

18

19

20

21

22

recover the cost of PIPP during the collection period. The specific adjustments for each
EDU are shown on Exhibits A.1.a through A.1.f to the application. These adjustments
are carried forward and summarized on Exhibit A.] to the application, which shows the
overall impact of the Commission-approve rate increases on the cost of PIPP for each
EDU.

Has the Commission approved adjustments of this type in past USF rider rate
adjustment proceedings?

Yes. Although there was no need for these adjustments during the period that residential
rates were frozen by virtue of the Commission orders in the EDUs’ ETP cases, thereafter,
the Commission has consistently approved annualization and post-test period adjustments
of this type.

In your testimony in Case No. (8-658-EL-UNC, you noted that several EDUs had
ESP cases pending before the Commission and that it was anticipated that some
level of rate increases wounld authorized in 2009. You indicated that it might prove
necessary for ODOD to file a supplemental application seeking adjustments to the
USF rider rates of those EDUs to reflect the impact of those rate increases. Did
ODOD, in fact, file a supplemental application it that case after these increases took
effect?

No. Although ODOD carefully monitored the USF cash positions of these EDUs after
these increases took effect, ODOD ultimately determined that the expected increase in
cash flow in the final months of the year would be sufficient to permit it to delay seeking

recognition of the impact of these increases in the cost of PIPP until its application in this
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case. However, it is essential that the impact of these increases be recognized at this
time.

Has ODOD proposed any other adjustments to the test-period cost of PIPP?

Yes. As explained in the June 1, 2009 NOI, PIPP enrollment has increased dramatically
over the period since ODOD assumed responsibility for the administration of the electric
PIPP program. In 2001, there werel31,330 PIPP enrollments in the month of the highest
PIPP-enrollment activity, while in 2009, there were 273,760 enrollments in March, the
month of the highest PIPP-cnrollment activity. Data from the last five years show that
these year-over-year increases in enrollment have continued to accelerate, and, in view of
current economic conditions, it is reasonable to assume that PIPP enrollments will
continue to increase in 2010. This expected post-test period increase in enrollments will
mean that, in the absence of an adjustment, the USF will continue to experience revenue
shortfalls because the test-period cost of PIPP built into the USF rider rates will not
reflect the actual number of PIPP customers during the collection period. Accordingly, in
the NOI, ODOD proposed to recognize the impact of the ever-increasing PIPP enrollment
by adjusting the test-period cost of PIPP based on a forecast of the projected number of
PIPP customers during the 2010 collection period. The Commission approved this
proposed adjustment, in concept, in the NOI Order.

How did you calculate this adjustment to the cost of PIPP for each EDU?

Using data from the period 2005 through 2009, T determined the average annual PIPP
enrollent for each EDU for each of those years. These average annual enrollment

figures are shown on the second schedule in Exhibit A.2 to the application. I then used
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the EXCEL trend function to project the next number in the series, and utilized that
number as my forecast of the average PIPP enrollment for each EDU during 2010. As
shown in the first schedule in Exhibit A.2, I then identified the average test-period cost of
PIPP for each PIPP customer, and multiplied that average cost per customer by the
projected increase in the number of PIPP customers in 2010 to produce the adjustment to
the test-period cost of PIPP for each EDU.

In your opinion, does this methodology produce a reasonable result?

Yes. Although there may be more sophisticated methods available to forecast 2010 PIPP
enrollment, I believe this straightforward methodology produces an estimate that is
reasonable for the purpose at hand. One should also bear in mind that, to the extent the
forecast misses the mark, the year-end USF account balance element of the USF rider
revenue requirement in the 2010 case will serve to true-up the difference.

Did you take into account the impact the new electric PIPP rules that will take effect
November 1, 2010 will have on the cost of PIPP in determining the adjusted test-
period cost of PIPP?

The new rules provide for year-round payment PIPP payments, the hope being that
making the monthly payments more affordable for qualifying low-income customers will
result in an increase in total PIPP payment revenue that will ultimately reduce the cost of
PIPP. However, the impact of this change on the cost of PIPP in November and
December 2010 cannot be predicted with any degree of certainty at this time, so [ have
not proposed a post-test period adjustment to reflect this change. As I mentioned above

in connection with the adjustment for the projected increase in PIPP enrollment, the year-
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will serve to true-up any difference between the adjusted test-year cost of PIPP approved
in this case and the actual cost of PIPP during the collection period.

After performing the adjustments for underlying EDU rate changes and the
projected 2010 PIPP enrollment, what allowance for the cost of PIPP do you
recommend for inclusion in the USF rider revenue requirement of each of the
EDUs?

The proposed cost of PIPP components of the respective EDU revenue requirements are
shown in the Total Adjusted Test-Period Cost of PIPP column (Column F) on Exhibit
A.2 to the application.

C. EPP Costs

How was the proposed allowance for the cost of the Electric Partnership Program
determined?

This USF rider revenue requirement component is intended to recognize the cost of the
low-income customer energy efficiency and consumer education programs which are
funded through the USF. In all previous USF rider adjustment cases, the Commission
has accepted the $14,946,196 EPP allowance first proposed by ODOD when the initial
USF riders were established in the ETP proceedings. However, as a part of a settlement
agreement entered into with the Office of the Ohio Consumers’ Counsel (“OCC”) in the
NOI phase of Case No. 05-717-EL-UNC, ODOD agreed that in future USF rider rate

adjustment proceedings, ODOD would base its proposed allowance for EPP costs on its
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projection of payments to EPP providers and the administrative costs associated with
ODOD’s oversight of the EPP program during the collection period.

What has ODOD projected these costs to be for the 2010 collection period during
which the USF rider rates set in this case will be in cffect?

As shown in Exhibit A to the NOI submitted in this proceeding, ODOD’s analysis for
2010 supparted the use of the same $14,946,196 annual allowance for these costs that the
Commission has accepted in all prior USF rider rate adjustment proceedings.

Did the Commission approve the proposed $14,946,196 allowance for EPP costs in
the NOI phase of this case?

Yes. However, the stipulation adopted by the Commission in the NOI Order provided
that, as indicated in the NOI, ODOD would adjust the proposed allowance for EPP costs
if updated projections suggested that $14,946,196 allowance was no longer appropriate.
Has ODOD’s projection of EPP costs during the 2010 collection period changed
since it proposed the $14,946,196 allowance in the NOI phase of this case?

No. ODOD continues to believe this allowance to be appropriate, notwithstanding that,
as noted in the narrative in NOI Exhibit A, this allowance is well below the actual EPP
expenditures in FY 2009.

How has ODOD allocated the EPP costs among the EDUs?

As in all prior USF rider rate adjustment applications, ODOD has allocated this
component of the revenue requirement among the EDUs based on the ratio of their

respective adjusted costs of PIPP to the total adjusted cost of PIPP. The development of
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the allocation factors and the results of the allocation are shown in Exhibit B to the

application.

D. Administrative Costs

What allowance for PIPP-related administrative costs has ODOD proposed for
inclusion in the USF rider revenue requirement in this case?

ODOD has proposed an allowance for PIPP-related administrative costs of $2,154,000.
The basis for the proposed allowance is explained in the testimony of ODOD witness
Nick Sunday.

How has ODOD allocated the administrative cost component of USF rider revenue
requirement among the EDUs?

As in all previous USF rider rate adjustment applications, ODOD has allocated
responsibility for the administrative costs to the EDUs based on the relative number of
PIPP customers. Specifically, as shown in Exhibit C to the application, this revenue
requirement component has been allocated among the EDUs based on the number of
PIPP accounts in March 2009, the test-period month exhibiting the highest PIPP
customer account total.

E. Projected Year-End USF Account Balances

You have identified the projected December 31, 2009 USF account halance as an
element of the EDU's USF rider revenue requirement. Why is this component

included?
The USF rider rate is calculated with reference to historical annual Kwh sales. Because

actual sales will vary from sales during the test period, and because other factors bearing
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on the cost of PIPP also change, the EDU's rider rate will, in actual practice, either over-
recover or under-recover its associated revenue requirement during the collection period.
All else being equal, over-recovery will result in a positive year-end USF account balance
tor the EDU in question, while under-recovery will create a negative balance. A positive
USF account balance reduces the amount needed to satisfy the USF rider revenue
requirement on a going-forward basis, while a negative balance means that there will be
insufficient cash available for ODOD to make the monthly PIPP reimbursement
payments due the EDU in question. To synchronize the new USF rider with each EDU’s
existing USF account cash position, the revenue target must be adjusted by the amount of
the USF account balance as of the rider’s effective date. Thus, a positive balance must be
deducted from the revenue requirement, while a negative balance must be added to the
revenue target the rider is designed to generate. Because ODOD is requesting that the
proposed USF riders be made effective January 1, 2010 on a bills-rendered basis, [ have
adjusted each EDU’s rider revenue target by the amount of the EDU's projected
December 31, 2009 USF account balance, The adjustments are displayed in Exhibit D of
the application. The workpapers showing the calculation of the projected December 31,
2008 balances are attached to my testimony as Exhibits DAS-8 through DAS-14.

Has the Commission previously approved the inclusion of this element in
determining the target revenues the proposed USF rider rates must be designed to

generate?

14
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Yes. The Commission has approved this synchronizing adjustment in establishing the
USF riders in all previous USFE rider adjustment cases, and has again accepted this
methodology in its NOI Order in this case.

If this component of the USF rider rate remains in effect for longer than one year,
would not an EDU with a projected December 31, 2009 USF PIPP account balance
deficit begin to over-recover its USF rider revenue requirement?

Because the component reflecting a December 31, 2009 deficit will be recovered on an
annual basis, the recovery will, in theory, be complete after the new USF rider has been
in place for one year. On the other hand, an EDU with a positive projected December 31,
2009 balance will, in theory, have refunded this surplus to ratepayers by the end of the
collection year. This means that, all else being equal, the allowance for this revenue
requirement element should come out of their USF riders at that time.

Is ODOD proposing that the USF riders be automatically adjusted on January 1,
2011 to recognize that the amortization of the December 31, 2009 balances, whether
negative or positive, will have been completed at that time?

No. Although ODOD will be monitoring the monthly EDU USF balances very closely,
ODOD will also continue to examine all the other elements of the USF rider revenue
requirement, and will keep a watchful eye on whether, in practice, riders are generating
the necessary level of revenue. Rather than proposing an automatic adjustment for one
component of the USF riders on the anniversary date, ODOD believes the better approach
is to revisit all elements of the rider before January 1, 2011, so that, if it reasonably

appears that additional adjustments are required, all proposed adjustments can be
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incorporated in a single filing with the Commission. Thus, while ODOD agrees that the
component reflecting the December 31, 2009 PIPP USF account balance, whether
negative or positive, should be eliminated once the balance has been fully amortized, that
adjustment should be made in the context of this broader evaluation. Indeed, the parties
to the stipulations in all previous USF rider adjustment cases, in requirtng that ODOD file
a new application on or before October 31, recognized that this annual review process is
necessary. ODOD continues to support this approach.

F. Reserve Allowance

What is the purpose of including an allowance to create a reserve as a USF rider
revenue requirement component?

As described in the application, ODOD has entered into agreements with each EDU that
provide that ODOD will be assessed a carrying charge on all monthly payments
reimbursing the EDU for cost of electricity delivered to PIPP customers which do not
arrive by the specified due date. Because of the weather-sensitive nature of electricity
sales and certain other factors, such as PIPP enrollment behavior, PIPP-related cash flows
fluctuate significantly over the course of the year. These fluctuations will result in
negative PIPP USF account balances in some months, which will mean that ODOD will
be unable to satisfy its monthly payment obligation to the EDU on a timely basis and
will, therefore, incur carrying charges in those months. The graph attached to the
application as Exhibit E plots the consolidated net PIPP USF account balance throughout
the year. Any USF rider revenues ODOD must pay out in carrying charges will impair

its ability to fund the low-income customer assistance and consumer education programs
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and pay their administrative costs. Thus, ODOD is again proposing that a component be
included in the USF rider revenue target to fund a reserve that can be drawn upon to
reduce ODOD’s liability for these carrying charges over the coming year.

Does this reserve component of the USF rider revenue target serve a different
purpose than the component that recognizes projected EDU December 31, 2009
PIPP USF account balances?

Yes. A deficit EDU December 31, 2009 account balance represents an existing shortfall
which must be remedied if the USF fund is to have the cash necessary to fulfill the
purposes for which it was created on a going-forward basis, while a positive EDU
December 31, 2009 account balance represents an amount that must be returned to
ratepayers. Thus, the December 31, 2009 account balance element is, in essence, a true-
up mechanism. The reserve, on the other hand, is intended to mitigate ODOD's future
liability for carrying charges which would otherwise result from its inability to reimburse
EDUs on a timely basis in certain months for the cost of electricity furnished to PIPP
customers, Thus, revenues that have been generated and retained for the purpose of
establishing the reserve are not deducted as a part of the synchronizing adjustment for
those EDUs with a positive projected December 31, 2009 USF account balance.

Was an allowance to create a cash reserve included in developing the revenue target
for the USF riders approved in previous USF rider rate adjustment cases?

Yes. However, as I have explained in my testimony in previous cases, the methodology
used to fund the reserve has changed over time. Although recognizing the need for a

reserve early on, ODOD, in an attempt to minimize the impact on ratepayers, proposed a
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very conservative mechanism for funding the reserve in the first five USF rider
adjustment cases, Despite a tweak to the original methodology in Case No. 03-2049-EL-
UNC, it eventually became apparent that the reserve could not be fully funded under this
approach due to dramatic year-to-year increases in the cost of PIPP. These increases
meant that the cost of PIPP components of the approved USF riders, which were
calculated based on historical test-period data, were not generating the revenues sufficient
to cover the actual cost of PIPP during the collection period. As a result, ODOD was
forced to utilize the USF rider revenues earmarked for the reserve, as well revenues
carmarked for other purposes, to meet its reimbursement obligations to the EDUs on a
timely basis during months in the collection period in which negative cash flows were at
their highest levels.

What did ODOD do to address this problem?

In its application in the 2006 case, ODOD abandoned the ineffective methodology it had
previously employed and proposed to calculate the reserve component based on the
highest monthly deficit for each EDU during the test period. The Commission approved
this approach in Case No. 06-751-EL-UNC and, again, in Case Nos. 07-661-EL-UNC
and 08-658-EL-UNC.

Has ODOD utilized this same method for funding the reserve in this case?

Yes. Inthe NOI, ODOD again proposed basing the allowance for this element of the
USF rider revenue requirement on the highest projected monthly deficit for the EDU in
question during the test period. The Commission approved this methodology in the NOI

Order in this case.
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Does the new adjustment to the cost of PIPP to recognize the projected increase in
PIPP cnrollment during the collection period affect the need for the reserve?

No. Although ODOD hopes that the new adjustment will reduce the pressure on the USF
during the collection period, the allowance for the reserve is still a necessary element of
the USF rider revenue requirement. The problem the reserve addresses is that the
recovery of the annual revenue requirement is not completed until the end of the
collection period. Even with the new adjustment to the cost of PIPP, there will still be
months where the USF runs in the red. Thus, a reserve based on the highest monthly
deficit 1s still a necessary element of the USF rider revenue requirement.

G. Interest Expense

What is the purpose of including an allowance for interest in the revenue targets the
proposed USF riders are designed to meet?

Notwithstanding the allowance for establishing a reserve, ODOD projects that it will still
incur some level of carrying charges under its agreements with the EDUs in certain
months because the total revenues carmarked for the reserve will not be fully collected
until the end of 2010. Thus, an allowance for this mterest expense must be included in
the USF rider revenue requirement if ODOD is to have sufficient revenues to fund the
low-income customer assistance and consumer education programs and cover the
associated administrative costs.

Was a component for interest included in developing the revenue requirement upon
which the USF riders approved in the previous USF rider adjustment cases were

based?
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Yes. The Commission accepted such a component in all prior USF rider adjustment
proceedings and again approved this component in its NOI Order in this case.

How was the proposed allowance for interest calculated?

As explained in the application, [ performed a cash-flow analysis which projected the
daily PIPP USF account balances which the proposed riders would produce. I then
translated these balances into late payment days and applied the daily carrying charge
specified in the various agreements to determine the interest costs ODOD would be
expected to incur. The proposed allowance for interest to be reflected in the USF rider of
each EDU is shown in Exhibit G to the application. The workpapers supporting these
figures are attached to my testimony as Exhibits DAS-15 through DAS-21.

Do the new clectric PIPP rules that will go into effect November 1, 2010 have any
effect on the allowance for interest proposed by ODOD in this case?

Under the new electric PIPP rules, ODOD’s obligation to pay interest will be controlled
by Section 126.30, Revised Code, which governs late payments by the state of Ohio,
rather than by the individual ODOD-EDU agreements as is currently the case. This will
mean that the obligation to pay interest will attach only if the ODOD does not reimburse
an EDU within 30 days from the receipt of the reimbursement request, as opposed to the
shorter time frame provided in the current ODOD-EDU agreements, and that the interest
rate will be that provided in this statute. However, as shown in Exhibits DAS-135 through
DAS-21, which are based on the current reimbursement timetables in the ODOD-EDU
agreements, ODOD projects that no interest payments will be required in November and

December of 2010. Thus, there is no need for a post-test period adjustment to recognize
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the impact of the new rule governing interest expense that will take effect November 1,
2010 because there are no dollars associated with those months in the proposed
allowance for interest expense.

H. Allowance for Undercollection
The next USY rider revenue requirement element you have identified is an
allowance for undercollection. What is the purpose of this component?
An allowance for undercollection is necessary to recognize that there is a difference
between the amount billed through the USF rider and the amount actually collected from
customers. If this eclement is not included in determining the USF rider revenue
requirement, the riders will not generate the target revenue.
Was an allowance for undercollection built into the current USF riders?
Yes. The Commission authorized this allowance in all prior USF rider adjustment cases
and again approved the inclusion of this element in its NOI Order in this case. This
allowance is identical in concept to the allowance for uncollectibles routinely recognized
in utility ratemaking. Because the EDU is merely a conduit for USF rider revenues, the
allowance must be incorporated in USF rider itself if the USF rider rates are to produce
the required revenues.
How was the proposed allowance for undercollection calculated?
As in all prior cases, the allowance was calculated on a company-specific basis so as to
reflect the test-period undercollection experience of each EDU. For each reported month,
an undercollection percentage was determined by dividing the amount of USF rider

revenues actually collected by the EDU by the pro forma revenues as determined by
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multiplying the Kwh sales for that month by USF rider rate. The resulting average rate of
collection was then applied to the pro forma annual rider revenue, The difference
between that result and the pro forma annual rider revenue represents the amount the
allowance for undercollection is intended to recover on an annual basis. The proposed
allowance for undercollection for each EDU is shown in Exhibit H of the application.
The workpapers supporting this analysis are attached to my testimony as Exhibits DAS-
22 through DAS-28.

1. Audit Costs

The final element of the USF rider revenue requirement that you have identified is
an allowance for audit costs, Please explain why this element has been included in
the USF rider revenue requirement proposed by ODOD in this case.

This proposed allowance has been included to recover the cost of the audits of EDU
PIPP-related accouniing and reporting that will be conducted in 2010 pursuant to the
recommendation of the USE Rider Working Group (the “Working Group™). As
explained in the NOI, each EDU will be audited in 2010. As shown in Exhibit I to the
application, ODOD has proposed that an allowance of $150,000 be included in the
revenue requirement of each EDU (with the two AEP companies and the three
FirstEnergy companies considered to be single EDUs for this purpose). If no allowance
is included, ODOD would be required to utilize USF rider revenues earmarked for other
purposes to pay these costs, which could lead to revenue shortfalls that would ultimatety
translate into an increase in the interest costs ODOD would incur under its agreements

with the EDUs s,
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The $150,000 allowance per EDU requested in this case is significantly higher than
the $40,000 allowance per EDU for audit costs requested in the last two cases. Why
is ODOD seeking a greater allowance in this case?

The agreed-upon procedures performed in the {irst round of audits identified certain areas
of risk. The 2010 audits will utilize increased sample sizes and a more in-depth analysis
to assess the subject EDU’s performance in these areas. [n addition, the auditor will be
asked to provide recommendations to ODOD with respect to reporting procedures and
other related processes that will facilitate on-going monitoring of EDU performance as
well as future audits.

Has ODOD issued a request for proposals (“RFP”) for conducting these audits?

No. However, ODOD anticipates issuing an RFP within the near future.

If ODOD does not yet know the amount of these audit costs, what is the basis for the
proposed allowance for the cost of the audits.

The proposed allowance is purely a “‘guesstimate.” However, one should bear in mind
that ODOD will true up any difference between the proposed allowance and the actual
cost of these reviews in next vear’s USF rider rate adjustment application. If the actual
cost of the audits are less than the approved allowance, the difference will be flowed back
to ratepayers through the December 31, 2010 USF account balance element of the USE
rider revenue requirement in the 2010 case.

J. Revenue Requirements Summary

What are the results of your USF rider revenue requirements analysis?
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The USF rider revenue requirement analysis for each EDU is summarized in Exhibit I to

the application.

III. USF Rider Rate Design

How does ODOD propose to recover the annual USF rider revenue requirement for
each EDU?

ODOD proposes to recover the annual USF rider revenue requirement for each company
through a USF rider which incorporates the same two-step declining block rate design
approved by the Commission in all prior USF rider adjustment proceedings. The
Commission again approved this rate design methodology in NOI Order in this case.
How did you calculate the proposed rider for each EDU?

As shown in Exhibit J to the application, I began by dividing the respective revenue
requirements by the EDU’s test-period Kwh sales to determine the per Kwh rate which
would apply if the EDU’s annual USF rider revenue requirement were to be recovered
through a uniform per Kwh rate. The sales information came from each EDU and is
attached to my testimony as Exhibit DAS-29 through DAS-35. Under the Commission-
approved USF rider rate design methodology, the first block of the rate applies to all
monthly consumption up to and including 833,000 Kwh (i.e., one-twelfth of an annual
consumption of 10,000,000 Kwh). The second block applies to all consumption above
833,000 Kwh per month. The rate per Kwh for the second block is set at the lower of the
PIPP rider rate in effect in October 1999 or the per-Kwh rate that would apply if the
EDU’s annual USF rider revenue requitement were to be recovered through a single

block per-Kwh rate, with the for the first block rate set at the level necessary to produce
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the remainder of the EDU’s annual USF rider revenue requirement. In this case, this cap
is in play for all the EDUs, so all the proposed rider rates have this declining block
feature as shown in the table on page 12 of the application. The workpapers supporting
the rate calculations are attached to my testimony as Exhibits DAS-36 through DAS-42,
What do the final three line items (lines 20, 21, and 22) on each of these workpapers
represent?

Line 20 shows the dollar difference per-Kwh between the first block rate under the
approved two-tier rate design and a uniform per-Kwh rate. Line 21 expresses this
difference as a percentage. Line 23 shows the annual cost impact on the average
residential customer of the EDU in question resulting from the use of the declining block
rate structure as opposed to a uniform rate per Kwh. As in prior cases, | have presented
this analysis purely for informational purposes.

How do the proposed USF riders compare to the current USF riders?

The table on page 12 of the application compares the current and proposed rider rates.
As indicated in the table on page 5 of the application, the revenues produced by the
current USF riders of each EDU fall short of their respective indicated revenue targets.
Thus, all the USF rider rates will increase.

I1V. Supplement to NOI — Case No. 08-658-EL-UNC

In the NOI filed in Case No. 08-658-EL-UNC on June 2, 2008, ODOD stated that, if
the results of the Schneider Downs’ audits of the PIPP-related accounting and
reporting of the Duke and the AEP companies (CSP and OP) that were then under

way suggested that their monthly reimbursement requests overstated the

25



10

11

12

13

14

15

16

17

18

19

20

21

reimbursement to which they were lawfully entitled, ODOD would supplement its
NOI in that case by proposing a mechanism to credit customers appropriately.
What is the current status of this matter?

Although the Schneider Downs’ reports were issued prior to the filing of the 2008
application, the agreed process contemplated that ODOD would not issue the supplement
to the NOI (“Supplement™) containing its conclusions and recommendations regarding
the findings in the Schneider Downs’ reports until after an exit interview at which
members of the Working Group would be provided the opportunity to ask questions of
Schneider Downs personnel regarding the reports. Because these exit interviews had not
yet been conducted at the time the application in Case No. 08-658~-EL-UNC was filed, the
stipulation adopted by the Commission in its December 17, 2008 opinion and order in
that case provided that the Supplement would remain on its own procedural track, and
that any proposed adjustments to the USF rider rates of the subject to the EDUs would be

addressed through a supplemental application in that case.

After conducting the exit interviews, ODOD filed the Suppiement on April 15, 2C09. As
explained in the Supplement, although Schneider Downs reported no exceptions in
connection with its application of a number of the agreed-upon procedures, exceptions
reported in connection with other procedures suggested that the subject EDUS’
performance in certain areas during calendar years 2006 and 2007, the period covered by

the review, was not satisfactory. In those instances, ODOD, after setting forth its
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conclusions regarding the results of the procedure in question, requested that the subject

EDUs respond to the identified concerns.

AEP and Duke filed their responses in accordance with the agreed procedural schedule,
and AEP subsequently supplemented its response by submitting certain additional
information, ODOD filed a reply to the AEP and Duke responses on June 26,

2009. In its reply, ODOD indicated that, although the AEP and Duke responses
adequately addressed certain of the concerns identified in the Supplement, issues
remained with respect to the results of several of the procedures reported by Schneider
Downs. The Office of the Ohio Consumers’ Counsel also filed a reply to the AEP and
Duke responses, raising many of the same issues identified by ODOD in its reply.
ODOD requested that the subject EDUs provide a second round of responses to address

these concerns. AEP and Duke filed their additional responses on July 26, 2009.

Meetings were held with AEP and Duke representatives and interested members of the
Working Group on September 30, 2009 to discuss the issues ODOD had identified in the
Supplement and its reply. After reviewing the issues, ODOD advised the participants in
the AEP meeting that, with certain commitments made by AEP, it was satisfied that, as
measured by the agreed-upon procedures, AEP’s performance did not indicate any
significant risk to ratepayers. No participant took issue with this conclusion. Thus, it
was agreed that ODOD and AEP should enter into a joint stipulation memorializing the

AEP committnents and ODOD’s conclusion that no USF rider rate adjustments were
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necessary as a result of the Schneider Downs’ findings for AEP. ODOD anticipates
filing this joint stipulation with the Commission in the near future. However, ODOD
advised the participants in the Duke meeting that several open issues remained as a result
of the Schneider Downs’ findings and Duke’s responses. ODOD and Duke are still in
discussions with respect to those issues, but, at this juncture, the issues remain
unresolved. I will provide an update on the status of these discussions in the testimony
that will be submitted in connection with the supplemental application that will be filed to
update the revenue requirement calculation to incorporate and additional month of actual
data.

Does this conclude your testimony?

Yes. However, I reserve the right to supplement my testimony after additional actual

information becomes available,
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