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BEFORE 
THE PUBLIC UTILITIES COMMISSION OF OfflO 

SUPPLEMENTAL DIRECT TESTIMONY 
IN SUPPORT OF OBJECTIONS TO THE STAFF REPORTS 

OF RENEE V HAWKINS 
ON BEHALF OF 

COLUMBUS SOUTHERN POWER 
AND 

OfflO POWER COMPANY 

I. PERSONAL DATA 

WHAT IS YOUR NAME AND BUSINESS ADDRESS? 

My name is Renee V. Hawkins and my business address is 1 Riverside Plaza, 

Columbus, Ohio 43215. 

ARE YOU THE SAME RENEE V. HAWKINS WHOSE PREPARED 

DIRECT TESTIMONY WAS FILED IN TfflS CASE ON MARCH 14, 

2011? 

Yes. 

ARE YOU SPONSORING ANY EXfflBITS TO YOUR SUPPLEMENTAL 

DIRECT TESTIMONY IN SUPPORT OF OBJECTIONS TO THE STAFF 

REPORTS? 

Yes. I am sponsoring modified capital structure exhibits RVH-I and RVH-2 and 

Moody's 2009 Ratings Action: OPCo as RVH-3. 

Q. WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL DIRECT 

TESTIMONY IN THIS PROCEEDING? 

16 A. The purpose of my testimony is to support for the Companies' objection OBJ-20 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 



1 filed in response to the Staff Report recommendations issued September 15, 2011 

2 regarding Case Nos. 11-351-EL-AIR and 11-352-EL-AIR In the Matter ofthe 

3 Application of Columbus Southern Power Company [CSP] and Ohio Power 

4 Company [OPCo] for an Increase in Electric Distribution Rates as it relates to the 

5 debt carrying charges assigned to the Distribution Asset Recovery Rider (DARR) 

6 regulatory assets of CSP and OPCo (collectively "Companies" or AEP Ohio). 

7 Additionally, my testimony will address a similar circumstance which arose in the 

8 stipulafion and recommendation presented in Case Nos. 11-346-EL-SSO and I I -

9 348-EL-SSO, In the Matter of the Application of Columbus Southern Power 

10 Company and Ohio Power Company for Authority to Establish a Standard Service 

11 Offer Pursuant to 4928.143 (ESP II), Ohio Revised Code in the Form of an Electric 

12 Security Plan as it relates to the debt carrying charge assigned to the Phase In 

13 Recovery Rider (PIRR) regulatory asset. 

14 Q. WHAT ARE THE CARRYING CHARGES FOR THE PIRR AND THE 

15 RECOMMENDATION IN THE STAFFF REPORT FOR THE DARR? 

16 Per the Stipulation Agreement for the PIRR in the ESP II and Staff Report 

17 recommendation for the DARR, assets are assigned a carrying cost equal to the cost 

18 of long-term debt of AEP Ohio (combined CSP and OPCo), with no common equity 

19 or preferred stock components, through the end ofthe collection period. Using the 

20 long-term debt rate for the carrying cost of these assets, results in an a need to adjust 

21 CSP and OPCo capital structures to reduce the amount of long term debt by a 

22 corresponding amount ofthe regulatory assets. By assigning the long-term debt and 

23 corresponding cost to the regulatory assets, that debt should no longer be a part of 



1 the Companies' remaining capital structure.. Without this adjustment, the Staff is 

2 effectively double counting the use of long term debt as a funding source for the 

3 Companies. 

4 Q. DID THE COMPANIES FUND THESE DEFERRALS WITH ONLY LONG-

5 TERM DEBT? 

6 A. No. The Companies fiinded their assets with a combination of long-term debt and 

7 equity. For instance, AEP contributed $550 million in equity to Ohio Power when it 

8 became clear that there would be fuel deferrals that would be recovered over a 

9 number of years. At the time, OPCo was on negative outlook from Moody's with 

10 the possibility of a two-notch downgrade included in the publications issued by 

11 Moody's. Utilizing only long-term debt financing would have resulting in lower 

12 credit ratings for OPCo. 

13 Q. WHY CAN'T THE LONG-TERM DEBT BE UNCHANGED IN THE COST 

14 OF CAPITAL? 

15 A. Adjusting the cost of capital and capital structure is necessary when an asset has 

16 been specifically identified and assigned a component ofthe capital structure and its 

17 corresponding return as a funding source. If an asset is funded with only long-term 

18 debt, then that debt is no longer available as a source of funding for the remainder of 

19 the Companies and must be removed from the capital structure. Similarly, short-

20 term debt is not included in the capital structure, because it is used as a funding 

21 source for working capital. 

22 Q. PLEASE DISCUSS THE ADJUSTMENT MADE TO THE CALCULATION 

23 OF LONG-TERM DEBT FOR OfflO POWER COMPANY. 



1 A. The OPCo long term debt in the cost of capital schedule is adjusted to remove the 

2 regulatory asset balances plus equity carrying charges as of August 31, 2010. The 

3 adjustment for OPCo is $549MM, which consists of a PIRR balance of $440MM 

4 and a DARR balance of $I09MM. The percentage of long-term debt moves from 

5 46% to 40%. This changes the effective cost of capital for OP from 8.43% to 

6 8.75%. 

7 Q. PLEASE DISCUSS THE ADJUSTMENT MADE TO THE CALCULATION 

8 OF LONG-TERM DEBT FOR COLUMBUS SOUTHERN POWER 

9 COMPANY. 

10 A. The CSP long term debt in the cost of capital schedule is adjusted to remove the 

11 regulatory asset balances plus equity carrying charges as of August 31, 2010. The 

12 adjustment for CSP is $15 IMM. This amount represents only the DARR regulatory 

13 asset. The percentage of long-term debt moves from 49% to 47%. This changes the 

14 effective cost of capital for CSP fi-om 8.36% to 8.52%. 

15 Q. PLEASE EXPLAIN WHY THERE IS NO PIRR REGULATORY ASSET FOR 

16 COLUMBUS SOUTHERN POWER COMPANY. 

17 As part ofthe SEET Opinion and Order in Case No. 10-1261-EL-UNC CSP was 

18 directed to apply the significantly excessive earnings, as determined in the order, to 

19 any deferrals in the Fuel Adjustment Clause (FAC) account on CSP's books which 

20 resulted in the elimination ofthe PIRR regulatory asset for CSP. 

21 Q. DOES TfflS COMPLETE YOUR SUPPLEMENTAL DIRECT TESTIMONY 

22 IN SUPPORT OF OBJECTIONS TO THE STAFF REPORTS? 

23 A. Yes. 
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Supplemental Exhibit RVH-3 
Page 1 of 3 

MOODY'S 
INVESTORS SERVICE 

Rating Ac t ion : Moody's places Ohio Power on review for possible downgrade, affirms Columbus 
Southern Power 

Global Credit Research - 23 Jan 2003 

Approximately $4.5 billion of debt securities affected 

New York, January 23,2009 - Moody's Investors Service placed the A3 senior unsecured rating for Ohio Power Company (Ohio Power) on 
review for possible downgrade. Moody's also affirmed the A3 senior unsecured rating for Columbus Southern Power (CS Power) and 
maintained the stable rafing ouUcwk. Ohio Power and CS Power are wholly-owned operating subsidiaries of American Electric Power Company 
(AEP). AEP's senior unsecured rating is Baa2 and its rating outlook Is stable. 

The review for possible downgrade for Ohio Power primarily reflects its persistently weak financial profile given its existing rating category and 
our expectation that resolution to the pending Electric Security Plan (ESP) filing is not likely to provide a sufficient enough increase In cash flow 
to justify maintaining an A3 senior unsecured rating. 

Ohio Power has produced cash flow fl-om operations before working capital adjustments (CFO pre w/c) to total adjusted debt of approximately 
17% for the twelve months ended September 2008 and for the year ended 2007 and approximately 18% over the past 3 years (2005 - 2007). 
These metrics are more commensurate with a Baa-ratlngs category. Moody's incorporates a view that Ohio Power Is likely to continue 
producing CFO pre-w/c to debt metrics In the high-teen's range over the next several years. 

The review for possible downgrade will primarily focus on Ohio Power's pending regulatory prcxieeding with respect to the ESP filing, which Is 
expected to be resolved over the near-term. In our opinion, the ESP is essentially an extension of the expired Rate Stabilization Plan (RSP) 
which was. In turn, essentially an extension of the Nfarket Development Plan (MDP). I\*rady's expects that additional transition extensions are 
likely. 

We Incorporate a view that there are acute economic recessionary pressures In Ohio and that Ohio Power's reasonably large industrial load 
will pose challenges for the PUCO. The review for possible downgrade Is likely to result In a 1-notch downgrade, assuming the recovery 
provisions embedded in the ESP result in a financial profile that maintains high-teen's CFO pre w/c to debt metrics. Nevertheless, there is little 
certainty at this time as to the ultimate level of cash recoveries (as compared to reported earnings) which when coupled with the potential for 
large deferrals or other potential recovery mechanisms, a 2-notch downgrade can not be ruled out at this time. 

The ratings for CS Power are affirmed and Its rating outlcxjk remains stable. CS Power Is a much smaller utility than its affiliate, Ohio Power; it 
has a smaller exposure to industrial load pressures; and It continues to prcxJuce reasonably strong financial credit metrics for Its rating 
category. For the latest twelve months ended September 2008, CS Power produced a ratio of CFO pre w/c to total adjusted debt of 
approximately 28%. This ratio was 25% for the year ended 2007 and averaged 23% over the past 3 years (2005 - 2007). The A3 senior 
unsecured rating and stable rating ouflook incorporates a view that CS Power will continue to produce cash flow to debt financial credit metrics 
of over 25% over the next several years. 

To the extent that/VEP decides to merge or otherwise combine its Ohio Power and CS Power subsidiaries, an event to which we currently 
ascribe a low probability, the ratings for CS Power would likely fall, given the size differential of the two utilities. Nevertheless, we acknowledge 
that /\EP may attempt to utilize some flexibility t>etween the two subsidiaries in an effort to reach an acceptable ESP resolution with its 
customers and the PUCO. This would most likely be asstxjlated with the "excess earnings test" provision. Moody's does not Incorporate a view 
that AEP will pursue a generation divestiture of Its Ohio legacy assets. 

Mood/s last rating action on Ohio Power and CS Power occurred on January 30, 2008, when the rating outlook for Ohio Power was changed to 
negative from stable and the ratings for CS Power were affirmed along with a stable rating outlook. 

The principal methodology used In rating the utilities was the Rating Methodology: Global Regulated Electric Utilities. It can be found at 
www.moodys.com in the Credit Policy & Methodologies directory. In the Ratings Methodologies subdirectory. Other methodologies and factors 
may have been considered In the process ofthe rating these Issuers can also be found In the Credit Policy & Msthodobgies directory. 

Ohio Power and CS Power are wholly-owned subsidiaries of/Vnerlcan Electric Power Company. American Electric Power Company is 
headquartered In Columbus, Ohio. 

On Review for Possible Downgrade: 

..Issuer: IVIarshall (County of) WV 

....Senior Unsecured Revenue Bonds, Placed on Review for Possible Downgrade, currently A3 

..Issuer: Mason (County of) WV 

....Senior Unsecured Revenue Bonds, Placed on Review for Possible Downgrade, currently A3 

..Issuer: Ohio Air Quality Development Authority 

....Senior Unsecured Revenue Bonds, Placed on Review for Possible Downgrade, currently/VJ 

..Issuer: Ohio Power Company 

....Issuer Rating, Placed on Review for Possible Downgrade, currently/\3 

http://www.moodys.com
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....Preferred Stock Preferred Stock, Placed on Review for Possible Downgrade, currently Baa2 

....Preferred Stock Shelf, Placed on Review for Possible Downgrade, currently (P)Baa2 

....Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Downgrade, currenfly/\3 

....Senior Unsecured Shelf, Placed on Review for Possible Downgrade, currently (P)/\3 

..Issuer: West Virginia Economic Development Authority 

....Senior Unsecured Revenue Bonds, Placed on Review for Possible Downgrade, currently A3 

Outlook Actions: 

..Issuer: Ohio Power Company 

....Ouflook, Changed To Rating Under Review From Negative 

New \brk 
William L. Hess 
Managing Director 
Corporate Finance Group 
Moody's Investors Service 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

New York 
James Hempstead 
Senior Vice President 
Corporate Finance Group 
Mocjdys Investors Service 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

MOODY'S 
INVESTORS SERVICE 

© 2011 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODYS"). All rights reserved. 

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC'S ("MIS") CURRENT OPINIONS OF THE 
RELATIVE FUTURE CREDIT RISK OF ENTTTIES, CREDIT COMMTTMENTS, OR DEBT OR DEBT-LIKE 
SECURITIES. MIS DERNES CREDIT RISK AS THE RISK THAT AN ENTITY W V NOT MEET ITS 
CONTRACTUAL, RNANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN 
THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT 
UMTTED TO: UQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY CREDIT RATINGS ARE NOT 
STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT 
OR FINANCIAL ADVICE, AND CREDIT RATINGS/«E NOT RECOMMENDATIONS TO PURCHASE, SELL, OR 
HOLD PARTICULAR SECURITIES. CREDTT RATINGS DO NOT COMMENT ON THE SUTTABIUTY OF AN 
INVESTMENT FOR ANY PARTICULAR INVESTOR MIS ISSUES ITS CREDIT RATINGS VKTH THE 
EXPECTATION AND UNDERSTANDING THAT EA^^H INVESTOR VULL MAKE TTS OWN STUDY AND 
EVALUATION OF EACH SECURTTY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY UW, INCLUDING BUT NOT LMTED TO, COPYRIGHT 
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, 
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR 
SUBSEQUENT USE FOR ANY SUCH PURPOSE. IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY 
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODYS PRIOR WRITTEN CONSENT. All Information 
contained herein Is obtained by MOODYS from sources tjelleved by It to be accurate and reliable. Because ofthe 
possibility of human or mechanical error as well as other factors, however, all Information contained herein is provided 
"AS IS" without wan-anty of any kind. MOODYS adopts all necessary measures so that the information it uses in 
assigning a credit rating is of sufficient quality and from sources Moody's considers to be reliable, including, when 
appropriate, independent third-party sources. However, MOODYS Is not an auditor and cannot In every Instance 
independently verify or validate Information received in the rating process. Under no circumstances shall MOODYS have 
any liability to any person or entity for (a) any loss or damage in whole or In part caused by resulting from, or relating to, 
any en-or (negligent or otfienwise) or other circumstance or contingency within or OLitside the control of MOODYS or any 
of its directors, officers, employees or agents in connection with Uie procurement, collection, compilation, analysis, 
interpretation, communication, publication or delivery of any such infonnatkjn, or (b) any direct, indirect, special, 
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if 
MOODYS Is advised In advance ofthe possibility of such damages, resulting from the use of or Inability to use, any such 
information. The ratings, financial reporting analysis, projections, and other observations, If any, constituting part of the 
Information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or 
recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its 
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own study and evaluation of each security It may consider purchasing, holding or selling. NO WARF5ANTX EXPRESS 
OR IMPLIED, AS TO THE ACCURACY TIMELINESS, COMPLETENESS, MERCHANTABLfTY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF A f ^ SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY 
MOODYS INANYFORMOR M/\NNER WHATSOEVER. 

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers 
of debt securities (Including corporate and municipal bonds, debentures, notes and commercial paper) and preferred 
stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services 
rendered by It fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and 
procedures to address the independence of MiS's ratings and rating processes. Information regarcling certain affiliations 
that may exist between directors of MCO and rated entitles, and between entities who hold ratings from MIS and have 
also publicly reported to the SEC an ownership interest In MCO of more than 5%, Is posted annually at 
www.moodvs.com under the heading "SharehoWer Relations — Corporate Governance — Director and Shareholder 
Affiliation Policy" 

Any publication intoAusti'alia of this document is by MOODYS affiliate, Moody's Investors Service Pty Limited ABN 61 
003 399 657, which holds /Australian Financial Services License no. 336969. This document Is intended to be provided 
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this 
document from within Australia, you represent to MOODYS that you are, or are accessing the document as a 
representative of, a "wholesale client" and that neither you nor the entity you represent will directiy or Indlrectiy 
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations /\ct 
2001. 

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. ("MJKK") are 
MJKK's current opinions of the relative future credit risk of entities, credit commlbnents, or debt or debt-like securities. In 
such a case, "MIS" In the foregoing statements shall be deemed to be replaced with "MJKK". MJKK Is a wholly-owned 
credit rating agency subsidiary of Moody's Group Japan G.K., which Is wholly owned by Moody's Overseas Holdings Inc., 
a wholly-owned subsidiary of MCO. 

This credit rating Is an opinion as to the creditworthiness or a debt obligation of flie issuer, not on the equity securities of 
the issuer or any form of security that is available to retail investors. It would be dangerous tor retail investors to make 
any investment decision based on this credit rating. If In doubt you should contact your financial or other professional 
adviser. 

http://www.moodvs.com


CERTIFICATE O F SERVICE 

The undersigned hereby certifies that a true and correct copy ofthe foregoing Supplemental 
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614.227-2335 
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Columbus, OH 43215-3927 
barthrover@:aol.com (614)228-0704 

Counsel for The Ohio Department of Development 

Douglas G. Bonner 
Emma F. Hand 
Keith C. Nusbaum 
SNR Denton US LLP 
1301 K Street NW 
Suite 600, East Tower 
Washington, DC 20005 
doug.bonner@,snrdenton.com 202-408-3957 
emma.hand@snrdenton.com 202-408-7094 
keith.nusbaum@snrdenton.com 

Counsel for Ormet Primary Aluminum Corporation 
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